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Foreword

When I was first introduced to integrating environmental con-
cerns into a company’s thinking, I was working for a private
lumber company in Northern California. The company had been
family owned for over a hundred years. Clear-cutting (removing
all of the trees in one area) was not allowed. Instead, the com-
pany left the biggest, most prolific trees to seed the land after
the other trees had been taken. The result of this century-old
silviculture prescription was a business that worked in every
way. The land produced a steady, sustainable volume of trees to
keep the mill running near capacity. The small company town of
Scotia was a robust center of commerce where the well-paid and
motivated employees intertwined their lives with the company
and the sacred land with which they coexisted. Hunting, fishing,
hiking, and camping were all regular weekend activities.

The day that a large financial company purchased our lum-
ber company was a sad one. Within a month of the purchase we
were directed to write timber harvest plans to cut down the very
trees that were giving life to the next generation of trees. Clear-
cutting became the standard method of extracting as much, as
fast as we could. In an instant a previously sustainable company
began maximizing short-term growth and profits to pay off the
leverage that was used to gain control of the hundred-year-old
firm. We all know the rest of the story: a quick rise of wealth
creation for the raiders and bankruptcy for the company.

Unfortunately, this story and many like it are all too common.
I do not think that short-term financial engineering is what Milton
Friedman had in mind when he wrote of management’s goal to
“maximize shareholders’ wealth.” I'm convinced Mr. Friedman
would not have sanctioned the actions of the lumber company.
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It is time for us to be clear that there are right and wrong
ways to maximize shareholder value. It is time to embrace a
new way of thinking, or, as Lawler and Worley posit, a reset, that
brings social responsibility and environmental stewardship to the
mission of the organization. The authors also argue that organi-
zations are designed for stability, not change. This puts the focus
on a different kind of sustainability—the ability of an organization to
sustain itself in a tumultuous world. Put the need to see beyond
short-term profit together with the need for organizational struc-
tures that are built to change and you are talking about the need
for a complete management reset.

After my forestry experience I went to business school to find
out what had happened and why. I wanted to understand lever-
aged buyouts and their value to society. Who, exactly, did this
one-time wealth creation event enrich? It certainly was not the
employees. It was not the company’s suppliers, who also had a
short-term spike in sales for a few years, after which the revenue
stream ended. It was not the company’s customers, who started
getting inferior-quality product after the virgin trees were gone.
Unsurprisingly, those who were enriched turned out to be a few
financial engineers who “cracked the code” and optimized their
personal financial situation to the detriment of society at large.

We are at the crossroads. Will we evolve Friedman’s message
to include a long-term perspective or will we fail to glean the wis-
dom of our recent history and continue to follow a path that is
not sustainable? We need to accept business models that don’t
destroy the forest in an attempt to get more trees. We need busi-
ness models in which being nimble and future-focused is coded
into the organization’s DNA so that change does not threaten
the survival of firms. This book presents one that does just that.

In another chapter of my career I was the CEO of Patagonia,
Inc. Patagonia, much like the lumber company in Northern
California, is a private company that makes all of its strategic
decisions with a long-term perspective. The founders, Yvon (YC)
and Malinda Chouinard, handcrafted the corporate culture
in a mirror image of themselves. They are the antithesis of the
financial engineers who bankrupted the lumber company. YC
is committed to “the best product possible” and to the product
being made “with the least amount of harm to the environment.”
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Malinda is committed to social responsibility and understanding
and preserving the wisdom of the past (architecture, indigenous
cultures, customs, and so on). Together they synergistically devel-
oped a unique culture, which has propelled their company to the
top echelons of successful organizations worldwide.

There was something at Patagonia that was “magic.” Something
about the value alignment between the stakeholders and the
organization. Customers had a strong emotional connection to
the brand. Internally, job satisfaction (happiness) was very high.
We had over nine hundred applications for every job opening in the
organization, and we were moving up Fortune’s “Best Companies
to Work For” list on a regular basis.

I started referring to this “magic” as FLOW, as defined by
Mihaly Csikszentmihalyi. I had read his ground-breaking book
describing a condition in which an individual becomes so involved
in an activity that nothing else matters; as the task becomes
harder, the individual skill set increases and the feedback mecha-
nism delivers motivation to keep the activity escalating. Often this
state is described when paradigm-breaking creativity is launched.

Serendipitously, Mihaly came to Patagonia in 2000 to inter-
view YC and me for a book he was writing, Good Business. When
I got the chance to talk to him directly, I surmised that FLOW
(and the motivation associated with it) could be a by-product
of alignment around powerful values guiding shared goals and
objectives. I had “come under its spell” at the lumber company pre-
buyout and at Patagonia. I wondered out loud if this FLOW had
anything to do with our high job satisfaction and overall success.
Mihaly was intrigued. I entered the PhD program at Claremont
Graduate University within months, and Mihaly and I started
working on the IV Forces model.

The IV Forces (IVF) is a model of contemporary values. It
is hoped that this model could be thought of as an “update” to
Mr. Friedman’s model. The IVF model captures the relevant
“macro-values” of society today: environmental stewardship, corpo-
rate citizenship, product or service quality, and financial strength.

These four macro-values encompass the most pressing issues
facing organizations today and were the bedrock beneath the lum-
ber company and Patagonia. I refer to them as macro-values or
forces because they are essentially broad categories that encircle
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numerous related values. For example, the macro-value of envi-
ronmental stewardship refers to the need for organizations to
recognize and mitigate their impact on the natural environment;
it also represents the ultimate goal of integrating environmental
concerns into product (and service) design in order to develop
closed-loop manufacturing processes that eliminate waste. Corporate
citizenship represents the social realm and the organization’s rela-
tionships with stakeholders, ranging from employees to suppliers
to neighbors in the local community to government entities. Product
or service quality echoes Patagonia’s mission to make the best
product and relates to the need to excel at the organization’s core
competency. Finally, financial strength refers to the need for orga-
nizations to be financially sound; without this, the other values
become irrelevant.

The main point of the IVF model is that none of the four
forces can be ignored without massive degradation of the orga-
nization’s output. The values do not operate in isolation; rather,
they function as a system and feature many areas of overlap and
interaction. Decision making is rarely, if ever, guided by one of
the four forces individually. For example, product or service
quality is defined as striving to achieve the best possible product
with the least possible social and environmental harm. Financial
strength is integrally related to the other three values, which
cannot function without an economically viable organization.

Furthermore, the four forces are mutually reinforcing: each
of the elements is important individually, but when leveraged as a
collective group the relationships are synchronous. The power of
environmental stewardship is amplified when financial strength
is realized, and vice versa. The same can be said of any of the
values. For example, when an organization is financially success-
ful, it can invest in environmental innovations, such as new recycled
and recyclable fabrics or not having to harvest trees close to a
stream, which prevents erosion and increases biological activ-
ity in the stream; these are examples of activities that ultimately
reduce long-term expenses and enhance long-term financial
performance.

So how do we begin to develop an organization that wants
to embed and integrate these values or forces into an organiza-
tion? How do we create structures that not only respect those
values, but are robust in the face of disruptive change? I believe
that reading Management Reset: Organizing for Sustainable Effectiveness
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is a mandatory prerequisite. Edward E. Lawler III and Christopher
G. Worley have, without question, developed the building blocks
of executing an IV Forces model. The book not only captures the
spirit of the moment but also interprets that spirit into a guide
on how to design sustainably effective organizations. The authors
outline exactly how a sustainably effective organization takes these
principles and converts them into company initiatives.

Reading Management Reset was so refreshing. There are hun-
dreds of “eco-groovy” business books that have very little real-world
understanding of the complex conditions that organizations must
face on a day-to-day basis. There are many “pure play” business
books that do not deal with the complex conditions that organiza-
tions face. Management Reset: Organizing for Sustainable Effectiveness
is a pragmatic, research-backed text that delivers a compelling
message. In short, it has the right message at the right time.

So what would Milton Friedman say about companies that
subscribe to the sustainable management approach? My guess,
and hope, is that he would acknowledge that in order to “maxi-
mize shareholders’ wealth” an organization must look at all the
market forces and optimize for the long term.

I am an optimist, and as such I will continue to believe that we
can turn the tide and build a society in which aligning one’s per-
sonal values with those of their chosen work will not only increase
the probability of FLOW, it will lead to sustainable effectiveness.

MicHAEL CROOKE, PhD

Visiting Distinguished Professor of Business
Graziadio School of Business and Management,
Pepperdine University

Former CEO, Patagonia






Preface:
From Change to
Sustainable Effectiveness

When we published Built to Change in mid-2006, the economy was
still growing. Shortly thereafter, the signs of a deep financial crisis
appeared, and soon there was a global recession. Not surprisingly,
many corporations had difficulty adjusting to the dramatic changes
the recession created. To our relief, organizations that had many
of the agility features we described in Built to Change fared better
than most other firms. Because they had routines for looking into
the future, cultures and reputations that supported change, flex-
ible human resource practices, and effective change capabilities,
change was easier for them. Adapting to the economic crisis was
just another change, not something that required new behavior.
Watching corporations struggling to adjust to the recession
prompted us to do something we were considering doing anyway—
write an updated version of Built to Change. Built to Change was a
research-based vision of what an agile organization should look
like. Our idea was to write a new book that was more results-based,
that put more “meat on the bones,” and that described how orga-
nizations were actually implementing our agility design ideas. We
felt that because our research post—Built to Change had given us
new insights into and ideas about how organizations can effectively
respond to change, it was time to write a new book on agility. But
our next book on agility will have to wait; Management Reset is not it.
In Built to Change we focused primarily on financial perfor-
mance, in particular how to achieve consistently above-average
financial performance. As we began to discuss our new book on

Xi
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change, we realized that this focus was seriously limited and out
of date when viewed within the context of the dramatic changes
that have taken place recently. It is now clear that financial
sustainability is a necessary but insufficient organization objective.

Organizations must perform well financially, but they must
also address at least two other kinds of performance in order to
be viable in the long term. In today’s global economy, organi-
zations also need to focus on their social responsibility bottom
line and their environmental bottom line. Simply stated, we no
longer agree with Milton Friedman that organizations should be
only concerned about their financial performance and that they
should only do “good” when it leads to financial gains and the
creation of shareholder value. What was once a compelling argu-
ment in the capitalist world is no longer valid, and as a result,
organizations that follow it ultimately will be obsolete.

Because of our changing views on organizational effective-
ness, we decided to write a book about how organizations can be
designed and managed so that they are economically, socially, and
environmentally sustainable—in our words, sustainably effective.
Management Reset is not about convincing you that organizations
need to be sustainably effective; it is a book about how organiza-
tions can be sustainably effective.

We feared that spending time on why organizations need to
change would result in an overly judgmental tone and take up
valuable space that is better dedicated to describing how to move
toward sustainable effectiveness. It may also be unnecessary, as a
recent UN global survey of CEOs found that 93 percent believe
that sustainability issues are critical to the future success of their
companies. We believe there is too much sensational and emo-
tional rhetoric about why there is a need to change and not enough
discussion about how to change. Thus we will leave to others the
arguments about whether it is the right objective for organiza-
tions at this time.

What we won’t leave to others is the writing of a useful guide to
how organizations need to be managed and designed to deal with
the complex issues involved in achieving sustainable effectiveness.
Creating a sustainably effective organization is clearly a major chal-
lenge, greater than that of designing organizations that are built
to change. Thus we begin the book by making the bold statement
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that what is needed is a major management reset, not merely an
approach to organization design that allows for rapid change.

Just to be clear, we believe that being agile is an important
part of being sustainably effective. We use and adapt many of the
principles from Built to Change in this book. But being agile isn’t
enough. A sustainably effective organization must also adjust its
strategy, organization design, and leadership practices to support
goals that include social justice and environmental health.

We believe that the management reset we present is long over-
due and should be the third major management reset since the
beginning of the twentieth century. We realize this is a bold posi-
tion and in some respects an arrogant one. For over a decade,
management gurus have been calling for and trying to develop
a new approach to management that deals more effectively with
today’s business environment. We don’t claim to have all the
details worked out on what that management approach should
look like, but we do believe that in this book we identify the
key design features that will support organizations in achieving
sustainable effectiveness.

We wrote Management Reset with an eye toward three types of
readers. We want it to be readable and read by managers who are
interested in a new approach to management. We want it to be
read by consultants whose business it is to advise organizations
on strategy and organization change. Finally, we want it to be
read by academics who are concerned with organization design,
organization development, and strategy.

Writing a book that is credible and readable by managers, con-
sultants, and academics proved to be a significant challenge. We
decided to present rational, logical, and credible arguments that
are based on research and consulting. But we didn’t stop there. We
decided to go beyond rational arguments and include a personal
element and perspective. We also decided to put more emphasis
on showing people what is possible than on telling them what they
should do. In trying to balance good solid thinking about organi-
zation effectiveness with what is interesting to a diverse audience,
there were times when in the early drafts of this book we slipped
into an academic, preachy tone. We think we corrected this in
later drafts, and hope that as a result our book is both helpful and
compelling. That is the ultimate goal we set for ourselves.
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Of course, Management Reset is grounded in good research
and thinking, but we found ourselves needing to push beyond
what researchers have studied. We also had to ignore some
research that was interesting but simply was not useful because
it focused solely on financial performance. We have included
numerous examples and some personal experiences in order to
make it clear that there is a reality to our ideas and suggestions,
not just academic theorizing.

We think we can guarantee that what we have written will
raise your awareness of the issues and the challenges that are
involved in creating sustainably effective organizations. Even if
you don’t agree with us that organizations need to pay attention
to sustainable effectiveness, we think you will find our arguments
and suggestions about how organizations should be designed
intriguing, thoughtful, and in some instances radical.

We don’t believe anyone who has been a careful observer of
today’s business world can make the argument that current man-
agement approaches are effective and represent the best way to
organize and manage complex organizations. All too often, an
organization that has outstanding financial performance today
ends up being a mess tomorrow. All too often, the best financial
performers are the ones that have poor social and environmental
records. There has to be a better way.

Our society needs approaches to organizing and managing
complex organizations that produce consistently good financial
performance and contribute to the well-being of the planet and
those who live on it. The old ways of managing organizations
simply are not good enough. We think we have made a strong
case in this book for a management reset that changes the very
essence of how organizations are managed and as a result posi-
tions them well to deal with a broader definition of effectiveness
than we used in Built to Change.

As we wrote this book, we frequently paused and thought to
ourselves, “Who are we to claim that we have the insights and
expertise to develop a major management reset?” It was, and is,
an audacious target. But we are more and more confident that
most, if not all, of our shots are on target. We may not have all
the pieces in place, and we certainly don’t know all the details of
how to make sustainable management work, but we believe that
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we have gone a long way toward identifying the major elements
of an approach to management that will achieve sustainable
effectiveness. We hope you agree and will share your comments—
both affirmative and critical—with us. Sustainable effectiveness is
something that everyone needs to learn more about and get bet-
ter at. There is a lot riding on our being successful.






CHAPTER ONE

| Time for a Reset

The time for a management reset has come. A management reset
is needed that is not simply a matter of making leaders more effec-
tive or adopting the latest twist on how to engage employees. It
must be a seismic change, a complete rethinking of what an orga-
nization’s objectives are and the way they are achieved, the kind of
reset that has happened only twice in the past century.

What will this new world of management be like? Consider
the following scenario. Your work week begins with you walking
into a company meeting of 150 people. While many people are
physically present, many are attending virtually. Everyone has
gathered to design a new product or service solution to reduce
water use in rural homes—an issue your futuring process has
determined will soon become a huge environmental issue in
Southeast Asia. Included in the meeting are company employees
as well as members of nongovernmental organizations, govern-
ments, health officials, and potential customers.

For the next two-and-a-half days you work in a series of small
groups, describing and designing a solution that everyone agrees
will generate a reasonable profit, a positive impact on the natural
environment, and an improvement in the quality of life in rural
communities. At the end of the meeting you are exhausted but
delighted by the outcome of the meeting. You wish you could go
to “your office” to decompress and catch up on what has hap-
pened in the past two days, but like almost everyone else in
your company, you do not have an office. Instead, you access your
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video mail via the link in your car and arrive home in time to
spend an evening with your family.

Will environmental and social issues really be a front and cen-
ter issue in the next management reset? Absolutely. The next reset
will require companies to be as keenly tuned to a range of societal
stakeholders as they are now to a range of investors. Just this ori-
entation already exists at Patagonia, PepsiCo, and Unilever.

Will you really get a chance to think ahead and address issues
before they become crises? Yes, and it won’t be just you and a
few key managers involved in futuring processes. It will include
most members of your organization and key stakeholders. Such
broad involvement in thinking about the future is the only way
organizations will be able to keep up with the pace of change.

Will your job description call for you to participate in large-
group design meetings? The answer is no because job descriptions
lost their usefulness years ago, and the next management reset
will acknowledge that jobs themselves are an obsolete notion.
Instead, work will be defined by the projects and initiatives that
drive current effectiveness and create future strategies. And don’t
count on your place in the hierarchy to give you power—there
are many leaders in your organization because people rise to the
occasion when leadership is needed.

Will offices be a thing of the past? Yes—to a large extent they
already are. They are an expensive artifact of an era when the
Internet did not exist and office size and location was a source of
status and a valued reward. In the next reset, where you work will
be determined by what you are doing and who you are doing it
with. It is just as likely to be conducted in virtual space as it is in
physical space.

A Brief History of Management

To understand the future of management, you first have to under-
stand the past. We cannot successfully build the nimble, future-
oriented, and socially savvy organization of tomorrow if we don’t
understand why new management approaches are created. Let’s
look at the first two resets so we will be able to drive the next one.

In the early 1900s, Western civilization had reached a develop-
mental tipping point.! A shift in consumer demand was driven by
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population growth and an expanding number of social classes that
multiplied the range of products and services that people wanted.
At the same time, mass production technology burst onto the
scene thanks to Henry Ford’s development of the assembly line.

The first management reset occurred when the rational princi-
ples of bureaucracy—the only management framework available—
were married with the scalable technology of mass production.
It was a match made in heaven and led to the development of what
we call command and control organizations (CCOs). Buoyed by the
certainty of demand growth, the ability of CCOs to meet customer
demand fostered an era of unprecedented economic growth.

Business and social changes also triggered the second manage-
ment reset. The growing complexity of work, the rising education
level of the workforce, and innovations in management prac-
tice led to the creation of organizations committed to employee
involvement. In contrast to the assumptions embedded in CCOs,
people were considered sources of creativity and innovation and
not just mindless dolts needing autocratic supervision.?

The second reset led to the development of high involve-
ment organizations (HIOs) and showed that people could be an
important source of competitive advantage when they are man-
aged in the “right way.” Buoyed by the certainty of long-term
productivity improvements, the high involvement approach to
management garnered a lot of attention and generated signifi-
cant increases in profitability. However, it did not replace com-
mand and control management as the dominant approach to
managing large organizations.>

The economic success that accompanied both resets rein-
forced the management principles used by CCOs and HIOs.
While GM and Exxon conjure up images of mechanistic bureau-
cracies, Whole Foods and Procter & Gamble are associated with
visions of employee involvement. We are not going to debate
whether the CCO and HIO management principles served us
well; instead, we are going to argue that they are now obsolete
for three reasons.

The first reason is the way social and business environments
are changing. In the past, both the rate and complexity of envi-
ronmental change were manageable using CCO and HIO prin-
ciples. The luxury of growth in demand covered up mistakes
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in product and market development. Today, demand growth is
much less certain, and most organizations are overwhelmed
by the rapid changes that come from so many places and in so
many different forms. Managers now find it nearly impossible to
achieve the speed and agility required to keep up with, much less
get ahead of, changes in the business environment.

There is an easily identified explanation for their confusion.
CCOs and HIOs have trouble dealing with rapid change because
they both wrongly assume that the business environment will
be relatively stable. Buried deep in the managerial psyche is the
belief that change is the enemy and that financial success can be
achieved best by remaining stable.

We believe organizations must change the way they view
change. To respond effectively to the type and rate of change
they are experiencing, organizations must see change as inevi-
table and a chance to create a new source of competitive
advantage. If they don’t, they are going to go the way of the dodo
bird and the dinosaur.

A second reason the CCO and HIO management principles
are obsolete is the rapid pace of globalization. China is now the
world’s second-largest economy (and headed toward being
the largest). Emerging markets will contribute more to eco-
nomic growth than the U.S., European, or Japanese markets.
Organizations that operate globally have no choice: they must
operate within a variety of social, regulatory, and governmental
contexts and with diverse workforces.

Unfortunately, the path to globalization is littered with cases
in which organizations from developed countries have been fully
or partially responsible for supporting sweatshop working condi-
tions, child labor, environmentally damaging practices, or other
unethical activities. Too many organizations, especially those from
the United States and Western Europe, have exhibited patron-
izing attitudes—not every culture needs or wants a Swanson’s
Hungry Man dinner or a McDonald’s drive-thru window.

We believe that organizations must see developing countries,
emerging markets, and different cultures as sources of innovation
and diversity, not something to be homogenized or conquered.
The business models of CCOs and HIOs are not able to deal
with today’s complex, global business environment. They were
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designed for a world that no longer exists and should be relegated
to history!

The third reason the CCO and HIO management principles
are obsolete is environmental degradation. It is occurring at an
ever-increasing rate. The more material wealth organizations cre-
ate, the more the natural environment suffers. CCOs and HIOs
have proven to be hauntingly shortsighted and complicit in
doing harm to the planet’s natural environment. As long as orga-
nizations operate without having to account for the damage they
do to the environment, they will continue to destroy it.

We can no longer hope that technology will come to the res-
cue; the available evidence suggests that the damage being done
to the planet exceeds any technology’s ability to repair it. A man-
agement approach is required that maximizes value creation,
not just shareholder return. Value creation must be judged by
a proper accounting for an organization’s impact on the planet
and people as well as its profits.

A management approach is required that
maximizes value creation, not just shareholder
return. Value creation must be judged by a
proper accounting for an organization’s impact
on the planet and people as well as its profits.

The failure of the existing management approaches to deal
with today’s world compels us to argue strongly for a third man-
agement reset. The management reset we will describe in this
book involves more than just modifying how organizations han-
dle globalization, the number of levels of management they have,
how diversified they are, and how they treat their people. This is
not a book about sustainability initiatives and being more “green,”
nor is it about corporate social responsibility programs. It is about
designing and managing organizations to be sustainably effective.
It is about a new coherent approach to managing large, complex
organizations that fits today’s and tomorrow’s world.
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Sustainable Management

What does a new management approach need to do in order to be
effective? It must create organizations that value change and peo-
ple and have the capability to implement strategies that generate
profit, support social well-being, and improve the environment.
Profitable organizations need to be built that are as interested
in their community as they are in their debt, as concerned about
their carbon footprint as they are about their cash flow.

We think the right name for the management approach that
works best in today’s world is sustainable management. Sustainable
management organizations (SMOs) are much more agile and
adaptable than CCOs, much more outward looking than HIOs,
and much more effective at addressing the demands of multiple
stakeholders than is either of the old management approaches.

Organization Effectiveness

For most of the twentieth century, it was accepted that organiza-
tions should primarily serve one stakeholder—the owners—and
focus on one goal—maximizing profit. Corporate boards and the
financial markets judged organization effectiveness only in terms
of financial performance, including revenue and earnings growth,
stock price, and profitability. There was little concern for other
stakeholders or for the ability to innovate and change.

The logic and design of CCOs and HIOs makes them inca-
pable of supporting both rapid change and multiple outcomes.
They love stability and are optimized for financial performance.

We believe that organizations should pursue sustainable
effectiveness. They should be agile enough to remain effective
over time and perform effectively in three areas: people, planet,
and profit. Organization effectiveness should be judged on two
dimensions:

® Does the organization generate sustainable outcomes and act respon-
sibly toward all stakeholders? This is often referred to as the
triple-bottom line, but the broader principle is manifest in
the day-to-day decisions that give social and environmental
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outcomes equal standing with economic concerns.* SMOs are
designed to do consistently well in all three of these areas; they
do not let the desire for profit squeeze out the others.

o Can the organization sustain effectiveness? This translates to
questions about adaptability, innovation, risk management,
and an appropriate identity. Whereas CCOs assume stability
in their structures and processes, and HIOs assume stability in
their workforce, SMOs assume little will be stable in the long
term. To be truly sustainable, SMOs commit not only to triple-
bottom-line goals but also to having execution, innovation,
and implementation capabilities that support change.

The Way Organizations Are Managed

Four core issues determine the way organizations are managed.
To be effective, SMOs must address each of them with principles
and practices that fit the business environment and produce sus-
tainable effectiveness. We will introduce them here, and we will
return to them throughout the book.

o The way value is created. SMOs substitute robust strategies for
competitive ones. A robust strategy is successful over a broad
range of conditions over a long period of time and capable of
changing to address short-term opportunities and threats. It is
crafted to create a combination of social, environmental, and
economic value. It looks for a series of momentary competitive
advantages.

o The way work is organized. SMOs need a design that makes them
adaptable, responsive to changing conditions, and responsive
to multiple stakeholders. The structure, work processes, and
management processes of SMOs need to facilitate innovation
and execution, collaboration and efficiency. Achieving this
requires high levels of contact between employees and the
business environment; the development of innovative units;
flexible, budget-less control systems; new ways of working; and
value-creating networks.

o The way people are treated. Key to the success of organiza-
tions that create value based on their competencies and
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capabilities is how they treat talent. It is critical that the right
talent be attracted, retained, developed, and motivated. To
do this, SMOs need reward systems that focus on skills, tal-
ent management systems that identify and retain the “right”
employees, and performance management systems that are
tied to the organization’s strategy.

o The way behavior is guided. How employees behave is strongly
influenced by the combination of their organization’s leader-
ship style and culture. SMOs need to be led with an approach
that creates leaders throughout the organization and that
rejects the imperial CEO model. They need a culture
that loves change, innovation, and sustainable performance.

The sustainable management approach is being invented by
organizations and researchers around the world. By looking at
organizations that are breaking free from their CCO or HIO roots,
it is possible to specify the major features of sustainable manage-
ment. It is a management approach that may at times seem bizarre
and at other times compelling. Consider for a moment a few
common questions and the way some uncommon organizations
answer them:

* Do you think that maximizing profits is the overriding
reason for a corporation to exist? Certainly that is not what
drives people to work for Patagonia, a company committed
to environmental responsibility. Chick-fil-A closes on Sundays
because religious values trump the profit motive. Even
hard-driving GE devotes considerable attention to matters
of integrity, as documented in its Citizenship Report.

* Do you think of your organization as a stand-alone entity
rather than as part of a value network? Management at Eli
Lilly used to think of it as a fully integrated pharmaceutical
company, but now they think of it as an integrated pharma-
ceutical network. What difference does this make? It means
options that formerly would not have been considered are
now a natural way of operating.

When leaders at Lilly have tough chemical problems to
tackle, they do not just assign them to their crack team of
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scientists, they reach out to a broad network of scientists by
posting problems on the Internet and rewarding the best
solutions. Lilly operates in terms of accessing the capabilities
needed, wherever in the world they exist. Accessing capabilities
is not a matter of whether or not they sit within the company’s
walls, it is a matter of where they exist.

* Do you define your market as a demographic segment to
which you sell products and services? Management and
staff at DaVita, a Fortune 500 health care services company,
believe it is a “village first and a company second.” One fifth
of its customers—patients in final stages of kidney failure—
die every year, and yet the company defines itself as a village.
In every one of the thirteen hundred kidney dialysis centers
throughout the United States, the Wall of Fame connects
patients and teammates around pictures, stories, and facts
about the people who work together. It’s not simply a slogan:
DaVita opens its quarterly earnings call with its clinical out-
comes, because a village would worry about its own first, and
then worry about “profit.” (Oh, by the way, an investment
in DaVita increased in value by over 1500 percent from 2000
to 2010.)

* Do you have job titles in your company? W. L. Gore, an
organization that lives by many of the principles we discussed
in our previous book Built to Change, does not. Is this just a
gimmick? We do not think so. Job titles emphasize stability,
and W. L. Gore believes the world is volatile and uncertain; its
management practices reflect that. Gore has built fluidity into
its organization so that change is natural; most organizations
(without consciously thinking about it) build structures as if
they will be permanent.

As we describe sustainable management in greater detail, you
will see that it represents radical change. Many have called for
a new approach to management, but few have appreciated just
how much sustainable effectiveness requires deviating from the
management approaches of the past. Even fewer have explored
its implications for strategy, structure, decision-making practices,
human resource management, and leadership.
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Management: The Old

Command and control and high involvement organizations differ
dramatically from sustainable management organizations and from
each other in how they view people and value creation. As noted,
command and control organizations are the oldest and most com-
mon type. Large global organizations are particularly likely to use
command and control management. Although less common, high
involvement organizations often get better results with respect to
profit and people, but high involvement management is harder
to implement. If we are to understand why sustainable manage-
ment is superior to them, we need to take a brief look at both.

Many have called for a new approach to
management, but few have appreciated just how
much sustainable effectiveness requires deviating

Jfrom the management approaches of the past.

Command and Control Management

Command and control management is based on an image of
organizations as well-oiled machines. It has gone through a num-
ber of revisions and names, but all emphasize carefully defined
jobs, hierarchical organization structures, rules, regulations,
discipline, and control. We refer to it as command and control
management because it employs top-down leadership approaches,
clearly specified performance metrics, and rigid control processes.
It is intended to support the reliable production of services and
products at a low cost. At its core is the belief that top-down
control and discipline will lead to profitability through efficiency
and execution.

CCOs have evolved over the past century thanks to changes
in information systems, process engineering, quality control, and
organization design. The popularity of reengineering and total
quality management in the 1980s gave CCOs a much-needed per-
formance boost. More recently, enterprise resource planning (ERP)
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systems have made CCOs more effective at controlling material
costs, labor costs, and other expenditures. These innovations were
popular and quickly embraced by CCOs because they support the
underlying assumption and beliefs that control is good, that pre-
dictability and stability lead to effectiveness, and that people need
to be directed and controlled to optimize productivity.

For decades, management writers have argued that the com-
mand and control style is obsolete.® Despite its evolution, it still
has a deep-seated faith in the power of top-down management,
simple standardized jobs, and tight budget-driven controls. It
continues to focus on producing profits and often does so at
the expense of people and the environment. Ironically, it often
fails to produce sustainable profits precisely because of the way it
treats people and the environment as well as the risks it encour-
ages executives to take in order to maximize profits.

CCOs were the best approach in the first half of the twenti-
eth century because they fit the relatively stable local business
environments, the nature of the workforce, and the type of prod-
ucts and services that were demanded in most developed coun-
tries. But in the decades since, the workforce has become more
educated, involved, diverse, and informed. We have gone from
producing Model Ts to space shuttles, from a cash society to a
complex electronic world of consumer spending, and from a
world in which a high school education was enough to a world in
which a college degree is the bare minimum required for many
jobs. Competition has become global and, increasingly, govern-
ments and the public are demanding that organizations reduce
their destructive impact on the environment.

With all the changes that have taken place since command
and control management was developed, it is hardly radical to
argue that it is outdated. But it is a big mistake to underestimate
how deeply CCO assumptions are embedded in our thinking. It
is still the way most corporations, governments, nonprofits, and
nongovernmental organizations (NGOs) are managed.

High Involvement Management

High involvement management is based on an image of organi-
zations as a participative community. When Douglas McGregor
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wrote about Theory Y, he argued that when people are involved
in making important decisions and given interesting work, they
are highly motivated and committed to organization success. He
championed the idea that the way CCOs are designed decreases
the motivation of individuals and creates a dysfunctional adver-
sarial relationship between employees and the organization. As
a result, instead of leading to lower costs, CCOs actually create
high costs, because they have high employee turnover, excessive
absenteeism, adversarial union-management relations, worker
health problems, and a poorly motivated workforce.

The high involvement approach assumes that investments in
workforce development, work design, and participative decision
making will result in high performance levels and low overall
costs. It evolved rapidly during the 1980s and 1990s under the
banner of employee involvement.® Advances in the design of self-
managing teams and in the understanding of participative lead-
ership have contributed greatly to its effectiveness and to our
knowledge about how and where it should be implemented.

High involvement management fits well in businesses with
complex production processes that are not facing rapid, tech-
nological change. Perhaps the most advanced and sophisticated
versions of the high involvement approach are found in process
production plants (such as for chemicals, food, and energy)
and other complex workplaces. In them, employees actually run
the operation and are so committed to the organization and its
performance that there is little need for supervision. The high
involvement style also fits well in companies that are in relatively
“stable” businesses and are able to commit to building teams,
offering people careers, and providing interesting work. HIOs
are particularly good at attracting talent that wants to do work
that is significant and challenging and wants an involved long-
term relationship with a company.

Given its obvious appeal, many wonder why more organiza-
tions have not adopted high involvement management. The
answer is that it is hard to implement, and it is easy to break. It
is hard to implement because it challenges traditional notions of
power and status and it involves a complex constellation of struc-
tures, beliefs, people, and practices that must be aligned. Getting
all the pieces right is difficult. It also is easy to break because it
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depends heavily on trust, which can be destroyed in a moment,
and on long-term investments in people, which can be difficult
to maintain in a rapidly changing business world.

Given ils obvious appeal, many wonder why more
organizations have not adopted high involvement
management. The answer is that it is hard to
implement, and it is easy to break.

The major problem with HIOs, however, is not that they are
hard to create and maintain. It is that high involvement manage-
ment is not a good fit for organizations that need to change rapidly
and frequently to keep up with an uncertain and unpredictable
world. Technology, globalization, and workforce changes are
forces to which the organization must adapt again and again.
Because of this, HIOs are a poor fit for most of today’s technol-
ogy and knowledge work organizations. As appealing as high
involvement management is, something as different from it as an
HIO is from a CCO is needed.

Is a Reset Really Required?

But is a full reset really needed in management thought and
practice? Can’t CCOs and HIOs just make some adaptations so
that they are more agile, more thoughtful about people, and
more in tune with the natural environment? The mass media are
full of reports describing how many large corporations are imple-
menting a variety of sustainability initiatives, corporate social
responsibility programs, and agility capabilities.

We think these sustainability, social responsibility, and agil-
ity programs will always fall short of producing an SMO because
they do not fully acknowledge and address the forces demand-
ing change. Technology and globalization are demanding that
organizations be more agile. Societies, cultures, governments,
and NGOs are challenging organizations to make their demands
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equal to those of owners. These demands are familiar, but to
understand why a reset is necessary, we need to review them. It
will show that trying to adapt the command and control approach
or the high involvement approach to deal with agility and mul-
tiple stakeholders will not enable an organization to achieve sus-
tainable effectiveness.

Agility Forces

An organization cannot be sustainably effective unless it is agile
enough to handle the complexity and change that characterize
today’s world. The three familiar forces for change—technology,
globalization, and workforce—have created a business context
in which change is rapid, large in magnitude, and often unpre-
dictable in direction. Together, they define the new normal:
change—faster and faster change. It was these forces and their
implications that led us to write about agile organizations in Built
to Change.

There is little doubt that information technology and scien-
tific knowledge are among the biggest changes that have occurred
in the past three decades. ERP systems, mobile devices, the
Internet, and Web 2.0 technologies provide access to information
and people in ways that never existed before and that continue to
expand at a dizzying pace. Virtual presence technology is prolif-
erating, closing the distance between people and challenging our
concept of time. In addition, the amount of research and knowl-
edge produced increases every year, creates opportunities for new
products, and fuels progress. As a result, organizations are con-
stantly facing the need to change and innovate.

The impact of globalization is multifaceted and demanding.”
Various countries and locations have the potential to exploit new
sources of competitive advantage, including cheap raw materials
and new types of technical expertise. India’s software and infor-
mation systems management expertise is on par with any other
country in the world. Recognizing this, Cisco Corporation has
created a co-corporate headquarters to take advantage of the
talent that is available there. China now has supercomputers
that are as fast and perform as well as any that are made in the
West. The globalization of knowledge and technology has forced



TIME FOR A REseT 15

organizations to continually modify the services and products
they offer as well as where and how they produce them.

Finally, the workforce of most organizations has become more
diverse in terms of gender, national origin, race, and age and
more central to success. With respect to age it is likely to become
even more diverse. More and more individuals in developed coun-
tries lack the financial wherewithal to retire, cannot be forced to
retire because of age discrimination laws, and want to work for
most of their increasingly long lifetimes.

While physical and financial assets remain important, for
many organizations their major assets are their talent, intellectual
property, and brands. Talent, intellectual property, and brands are
often virtually impossible to separate because they feed off of each
other, are much more mobile and perishable than physical and
financial assets, and are more challenging to utilize and manage.

In combination with technology changes and globalization,
the nature of work itself is changing; simple well-defined jobs are
being replaced by knowledge work that is much harder to direct,
measure, and perform. Organizations in developed countries
are increasingly doing complex work that requires highly skilled
employees who cannot be closely supervised.

Clearly, surviving in this complex and unstable world requires
high levels of strategic and organizational agility. CCOs and HIOs
struggle to adapt because they are designed to be stable. They
were born in a time when change was glacial compared to today’s
rates, and so their foundation is stable structures, jobs, and pro-
cesses—stability is in their blood. HIOs may be a little more
fluid in terms of structures and jobs, but they are committed to
a stable workforce—it is in their soul. CCOs and HIOs are like
buildings made of concrete—it’s possible to modify them, but it
doesn’t come easily.

In Built to Change, we described how organizations could be
more like Lego towers and have the capability to respond quickly
to technological change, globalization, and workforce changes.
However, even if we make CCOs and HIOs more agile, they will
not be sustainably effective as we have defined it. They may be
able to meet owners’ goals over time, but are likely to do so at
the expense of social and natural environment outcomes. Agility
alone is insufficient to produce sustainable effectiveness, because
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agile organizations—as derivatives of CCOs and HIOs—still focus
on only one stakeholder: investors.

Stakeholder Forces

An organization cannot be sustainably effective unless it pro-
duces outcomes of value to all its significant stakeholders. In
today’s connected world, even small stakeholders can directly or
indirectly harm the organization if they feel betrayed. In the case
of social and ecological stakeholders, these are not “new” forces.
They have always been a part of the environmental scans organi-
zations do during their traditional strategic planning processes.
However, they are rarely viewed as important and certainly not
relevant enough to be prioritized over economic forces. Today,
social and environmental groups have become formal and well
organized, and they are focusing their demands on organizations
in meaningful and powerful ways.

The social dimension of an organization’s footprint has
become more than just a line item to be checked off during envi-
ronmental scanning exercises. It is a full-fledged and multifac-
eted stakeholder with as much power to challenge, shut down,
and damage an organization’s reputation as a lack of cash or
other assets. The days of operating under the assumption that
social concerns are a low priority are over. Organizations must
begin operating according to the Brundtland Commission’s 1989
definition of sustainability—“meeting the needs of the present
without compromising the needs of future generations.”

Thanks to globalization, it is no longer just a matter of what
the United States, Japanese, and European societies think. Prior
to the emergence of the technological and globalization trends,
China, Vietnam, Indonesia, India, South Africa, Brazil, Russia,
and Turkey were of little concern. They were just foreign coun-
tries with unique cultures, negligible economies, and small mar-
kets that were full of natural resources at cheap prices.

What a difference a decade makes! Now, apparel retailers such
as Gap and Nike must design, manufacture, distribute, and sell
their goods in ways that support freedom of association, labor’s
right to organize, and a country’s quality of life in every part
of their supply chains. Manufacturers, such as Flextronics and
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Intel, must assemble products in ways that provide employment
but do so in ways that do not destroy cultural values in multiple
countries.

The social dimension also refers to an organization’s rela-
tionship with its employees. When CCOs dump job security as
part of their employment deal, they are left with an unattract-
ive employee value proposition. With their emphasis on special-
ized jobs and top-down leadership and control, CCOs struggle
to find competent employees who are motivated by the kind of
human resource management practices that are offered. Today’s
employees resist the rigidity and conformity of this management
approach, particularly now that most CCOs have made it clear
that loyalty to the company is not reciprocated.

Academics and researchers have led the argument that orga-
nizations should be held accountable for the quality of work
life they create.” It is not just that organizations have a moral duty
to care about people (although they do); it is that organizations
that treat people badly dump the costs of poor health, stress,
mortality, and family conflict on society. HIOs became popular
partly because CCOs failed to create a high quality of work life,
but like their CCO cousins, HIOs also focus more on their own
welfare than on that of their employees.

1t is not just that organizations have a moral
dutly to care about people (although they do); it is that
organizations that treat people badly dump
the costs of poor health, stress, mortality,
and family conflict on society.

If there is one issue that is more potent than social concerns
itis ecological concerns. While organizations have for a long time
had the ability to ruin land, forests, lakes, and rivers through bad
practices, it is only recently that they have had the ability to do
environmental damage on a global scale. The 2007 report from
the Intergovernmental Panel on Climate Change (IPCC) placed
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global warming, greenhouse gas emissions, and carbon footprint
issues squarely in front of us.!?

Although there are those who continue to challenge the IPCC
findings and the urgency with which we must respond, most
rightminded people and organizations recognize the implica-
tions. We can no longer extract energy from the earth’s crust with
impunity. We can no longer place toxic chemicals or pollutants
into the biosphere. The very resources that sustain life—not just
organizations!—are in shorter supply and damaged condition.

Over 70 percent of Chinese rivers, lakes, and seashores are
polluted, and 90 percent of underground water in Chinese cities
is polluted; secondhand smoke is linked to respiratory disease;
the levels of lead in fish and water continue to rise; and we con-
tinue to put carbon into the air we breathe. The fishing indus-
try has become a kind of mining activity and has done long-term
damage to what should be a renewable resource. Dependence
on ever-more-expensive oil can produce problems far greater
than the bursting of the finance bubble. Society will no longer
accept that organizations should be exempt from caring about
the health of the planet. Nongovernmental organizations have
achieved enough power to demand organization action.

The social and ecological components of the environment
have taken on the status of stakeholders as powerful and demand-
ing as shareholders. The BP oil leak in the Gulf of Mexico had a
game-changing impact on global oil companies and their employ-
ees, the communities in which they operate, their shareholders,
and the environment and economy of an entire region. It is a chill-
ing example of the interdependency among social, economic, and
environmental issues.

Some argue that CCOs and HIOs have always served multiple
stakeholders. Despite any rhetoric you may have heard, the CCO
approach does not respect people; and while the HIO approach
respects employees, it does not treat society or the natural envi-
ronment as stakeholders. In both CCOs and HIOs, meeting the
needs of all stakeholders is mainly done in the context of compli-
ance, and even that is often up for debate if the cost of fines is
less than the cost of respecting the rights of society or the plan-
et’s environment. This is to be expected, given that a board of
directors primarily represents one stakeholder, the shareholders.
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A Reset Requires an Integrated Approach

In high technology, a “kludge” is an inelegant and ultimately
unworkable innovation that is the result of pieces not working
together. It is the fashion equivalent of putting lipstick on a pig.
To be sustainably effective, organizations must be both agile and
responsible. They can only achieve this by adopting designs in
which policies and practices work together to produce sustain-
able performance.

Technology and globalization pressures are not changes in
the stakeholder mix demanding attention. They are forces to
which organizations must adapt. Social and environmental stake-
holders are different than owners. They demand a different set
of objectives. Therefore, independent changes aimed at agility or
responsibility will produce a kludge, not an SMO.

CCOs and HIOs are built on the assumption of stability and
in particular on the assumption of stable growth in demand.
Only under the assumption that the population will continue
to increase, that new markets will always be created, that lesser
developed economies will continue to emerge, and that consum-
ers will continue to buy more and more can the logic of CCOs
and HIOs be successful without having to account for change.

No industry is more locked into a continuous cycle of growth
and greed than the finance industry, and its spectacular failure
taught people from Florida to Latvia that housing prices and stocks
do not go up forever. Only “the house” wins in gambling. Similarly,
the world’s population, global fishing, oil production, and so on
cannot go up endlessly. Take away the belief in unending growth
and there is little economic justification for organizations designed
to pursue stability.

CCOs’ and HIOs’ values, strategies, and economic logic ack-
nowledge social and environmental demands with only a wink
and a nod. They point to philanthropic orchestra sponsorship and
recycling programs but do not change their goals, work flows,
supply chains, or reward systems. More important, they do not
view these stakeholder domains as sources of innovation and
profit. Their only comeback to the challenge of being more
responsible is “We’ll have to charge more”—which demonstrates
how foreign the idea is to their economic model.
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Facing the Challenge

The case is clear. A management reset is needed. It is needed in
order to develop organizations that will be sustainably effective
in today’s and tomorrow’s world—a rapidly changing, very
demanding world that is not particularly forgiving of organiza-
tions that don’t measure up to its standards. We have made the
case that it is not demanding an upgraded version of the com-
mand and control management style or a more advanced version
of the high involvement management style. It is demanding a
new approach that integrates agility and responsibility into what
we call sustainable management.

Sustainable management is an evolving management style that
we believe is the right one for many companies because of how well
it responds to today’s stakeholder demands as well as the demands
of the future. We have chosen to call it sustainable management
because it is focused on creating organizations that consistently
perform well financially, socially, and environmentally.

The specifics of the sustainable management style are not
as fully developed as are those of its two “competitors”; that will
come with time and experience. However, as we will show in
the chapters that follow, there is enough known about it so that it
can be practiced today.



CHAPTER TWO

| Sustainable Management

It is not enough for organizations to be good at just execution
or innovation or change management or sustainability. They
need to be good at multiple types of performance: Speed, yes!
Change, yes! Innovation, yes! Sustainability, yes! Execution,
yes! Social responsibility, yes! If they are not, their very existence
is threatened.

Management commentator Richard D’Aveni coined the term
hypercompetitive to describe today’s highly complex and challeng-
ing business environment.! The reality is that organizations face
a global, socially connected, 24/7, environmentally conscious,
and financial-performance-obsessed world, and they must be
designed to perform effectively in it.

There is no single management practice or organization struc-
ture that can make an organization perform effectively. It takes a
“family” of practices that converge to create an organization that
has the “right” performance capabilities. While we have criticized
command and control organizations (CCOs) and high involve-
ment organizations (HIOs), one thing they do right is fit together
a family of practices that reinforce each other.

The CCOs’ top-down management, tight budget controls, and
clear job descriptions all fit together so that they are able to per-
form reasonably well—in some settings. Similarly, the teams, egali-
tarian culture, and employee-oriented development policies that are
found in HIOs are part of a family of practices that work together in
a complementary way. To be sustainably effective, sustainable man-
agement organizations (SMOs) also need to have a whole suite of

21
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practices that fit together and meet the demands of today’s multi-
stakeholder business environment.

In Chapter One, we considered the major reasons the com-
mand and control style and the high involvement management
style are outdated. We focused this discussion on the many
changes that are driving a new definition of organization effec-
tiveness and requiring a major management reset.

In this chapter, we lay out the primary elements of sustainable
management. We contrast how sustainable management differs
from high involvement management and command and control
management in four management areas: the way value is created,
the way work is organized, the way people are treated, and the way
behavior is “guided.” In the chapters that follow, we will explore
these key management areas in much greater depth by looking at
the specific practices, policies, and structures that support them and
bring them to life.

The Way Value Is Created

Fundamental to the operation, effectiveness, and survival of
every organization is value creation. Organizations must create
value to exist. The value they create and how it is created must fit
the world in which they operate. Society is increasingly calling for
the creation of value that goes beyond financial value to include
social and ecological value. SMOs recognize this and define their
effectiveness by the extent to which they create these three kinds
of value—what we call sustainable effectiveness.

While its strategies may change and where it looks for com-
petitive advantage may shift, an SMO is always driven and guided
by a clear sense of what it is. It creates value in the domains of
people, planet, and profit. SMOs have an internal compass that
always points them toward their true north. They may change
their route, but they always head toward sustainable effectiveness.

Identity and Purpose

All organizations have an identity and purpose no matter how
they are managed. Understanding how an organization creates
value begins with its identity. Identity is a summary statement
of how an organization operates—what it stands for and what
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it aspires to accomplish.? It is part brand promise, part culture,
part reputation, and part values. Together they describe how an
organization creates value and what kind of value it creates.

SMOs need to be very aware of their identity. It should include
that they are a good neighbor and community member, a good
place to work, a good financial performer, and a friend of the
environment. Their identity must also be supportive of change,
adaptation, and innovation.

Philips’s corporate identity is expressed in its marketing slogan
“sense and simplicity.” It describes its brand promise, how Philips
intends to design its products and services, and how it wants to
relate to a variety of stakeholders. It also describes how it thinks
about managing people and its approach to organization design.
“Sense and simplicity” continues a long Philips tradition of this kind
of thinking and relating to the environment. Prior to sense and
simplicity, Philips was concerned with “let’s make things better.”

Whereas identity describes the “how” or the long-term strategy
of an organization, purpose describes the direction or goal. CCOs
typically focus on satisfying one group of stakeholders, owners,
through profits. HIOs typically focus on owners and employees. The
purpose that best describes SMOs is sustainable effectiveness, the
achievement of objectives that contribute to people, planet, and
profit. Sustainable effectiveness involves an organization not just
living within the demands of the natural environment but doing
so in a way that meets the needs of the workforce, the communi-
ties in which it operates, and its shareholders.

Clearly defining and developing an identity and a pur-
pose is particularly critical to the performance and success of
SMOs. Their effectiveness rests on their having a compelling
purpose that attracts the right employees and motivates them.
The combination of attracting the right employees and having
them involved in the organization allows SMOs to rely less on rules,
regulations, and extrinsic rewards than do CCOs or for that mat-
ter HIOs.

The advantage of a purpose that focuses on sustainable effec-
tiveness is its applicability to a wide range of businesses and situ-
ations. It is also likely to increase in appeal as environmental
sustainability issues become more and more front and center in
everyone’s mind. The specific focus of an organization’s sustainability
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purpose must be driven by the business it is in. For example, a forest
products company such as Weyerhaeuser may choose to focus more
heavily on the environment while an intellectual property company
such as Microsoft may choose to emphasize people and social goals.

Strategizing

Find a sustainable competitive advantage—this is the advice that
companies have been given for years. There is little doubt that if
an organization can find one, there is great wisdom in seizing it.
But what differentiates SMOs from CCOs and HIOs is that SMOs
will not exploit an advantage, even a sustainable one, if it contrib-
utes to social or environmental harm. Further, they recognize that
the world is changing so fast that few competitive advantages last
for very long. What fits better with today’s business environment
is a series of competitive advantages that are based on economic,
social, and natural environment capabilities.

It is increasingly difficult if not impossible
to find anything resembling a sustainable
competitive advantage.

Because of their different way of thinking about strategy, an
SMO’s strategizing process differs from that of CCOs and HIOs
in important ways. First, the strategizing process in SMOs is based
on a process of “futuring.” New technologies, innovative product
features, creative marketing, and effective implementation can
duplicate or trump an existing competitive advantage in rela-
tively short order. Thus it is increasingly difficult if not impossible
to find anything resembling a sustainable competitive advantage.
Witness what has happened to Kodak, Xerox, Blockbuster, and
even MySpace. Because of this, most of an SMO’s strategizing
process time should be spent on thinking about what might hap-
pen and what should be done if it did.
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Second, calendar-driven strategizing processes should be elim-
inated. They are a huge impediment to the ongoing adaptability
that organizations need in order to adjust to rapidly changing
business environments. Organizations need to constantly and con-
tinuously look at their strategy with an eye toward evolving, devel-
oping, and of course implementing it.

Third, the strategizing process in SMOs needs to include
more than just the board of directors and senior executives. For
multiple reasons, individuals throughout the organization as well
as other stakeholders should be active participants in the strategy
process. Individuals throughout SMOs have valuable data about
what is happening not only inside the firm but also outside its
surroundings. Their knowledge and observations can provide
important inputs that generate momentary advantages along
multiple dimensions. In addition, members of the community,
customers, regulators, and representatives of the natural environ-
ment can help to shape effective strategies.

Broad participation in the ongoing strategizing process is
important. It ensures that all stakeholders are not only involved
in the business but understand the why and the how of where
the business is heading. This of course is critical to their being
engaged in the business and as a result behaving in ways that will
support their organization’s ongoing development and imple-
mentation of its strategy.

Value Creation Differences

The different approaches to value creation among the three
management approaches are highlighted in Table 2.1. They start
from very different positions with respect to the role each type of
organization plays in the world. CCOs have identities that focus
primarily on being predictable and reliable. Society can count on
CCOs to be stable providers of goods and services.

HIOs are tied to their workforce commitment. Society can
count on HIOs to be good places to work where employee skills
and knowledge are leveraged and developed.

SMOs are adaptable and focus on sustainable effectiveness.
Society can count on them to adjust to change in ways that maintain
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Table 2.1. The Way Value Is Created

Management Approach

Command and

Control High Involvement Sustainable
Identity and  Profit: Profit and People, planet,
Purpose Predictability employee and profit:

wins involvement: Adaptability wins

Commitment wins

Strategizing  Sustainable Sustainable human Series of

efficiency capital advantage momentary

advantage advantages

their economic viability, contribute positively to society, and act as
good stewards of the natural environment.

As a result of their very different identities, CCOs, HIOs, and
SMOs differ in how they think about strategy. Particularly critical
is the difference in where they look for competitive advantage
and how long they expect a competitive advantage to last. Unlike
CCOs and HIOs, SMOs look for momentary advantages.

The Way Work Is Organized

Organizing is about dividing, structuring, and coordinating work
to create value and accomplish the purpose of an organization.
Most organizations have formal structures that specify who does
what; others use informal and formal collaborative processes to
accomplish it. All organizations have control systems and informa-
tion systems that help divide, coordinate, and measure their work.

CCOs, HIOs, and SMOs differ greatly in how they divide
work, what they measure, and how they distribute the informa-
tion they gather. However, they do have one feature in common.
At the top of all are boards, and how their boards operate is a key
factor in determining how they are managed.

Corporate Governance

The role of corporate boards in SMOs is different from and in
many respects more challenging than that of boards in other
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organizations. SMO boards need to understand and shape the
identity, purpose, strategy, and structure of their organizations
more deeply than do the boards of most organizations.

Good SMO boards do more than review financial numbers,
monitor CEO performance, and deal with reporting requirements.
They also look carefully at the future and monitor the culture and
management practices of the organization to be sure that these
are consistent with sustainable effectiveness. They understand the
organization well enough to be sure that the way it is operating is
a positive contributor to its identity and sustainable effectiveness.
They ask for and get metrics that look at whether the organization
is living up to its commitment to sustainability and the importance
of'its human capital.

Boards in SMOs need to be effective representatives of the
organization’s stakeholders. These include the owners but go
beyond that to include communities, employees, and representa-
tives of the natural environment. To fulfill this role, SMO boards
must have a mix of members different from the one that is typi-
cally found in CCOs and HIOs. Its members need to be more
diverse and more expert in the areas of organization design,
human capital management, and sustainability.

Structuring

It is critical that the structure of SMOs have a strong external
focus, powerful collaboration capabilities, and clear decision-
making processes. Let’s look at external focus first.

To be motivated, knowledgeable, and contributing members
of an SMO, employees need to understand how their organiza-
tion deals with its external environment. Without question, the
best way to be sure they do is to create an organization structure
that minimizes the degrees of separation between individuals in
the organization and the external environment. Nothing beats
dealing directly with a customer complaint or other external
stakeholder issue when it comes to individuals understanding
the challenges their organization faces and what is happening in
the external environment. It provides direct feedback and helps
create a felt need for performance improvement and, in many
cases, change.
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In structuring an SMO, it is important to avoid creating the
rigid features of CCOs. Traditional command and control design
features, such as lengthy job descriptions, narrow spans of con-
trol, and formal rules and policies, have no place in SMOs. What
does have a place are multiple reporting relationships for some
individuals and businesses, relatively broad spans of control, and
constantly changing team memberships and group affiliations.
Because the structures of SMOs are focused on customers, capa-
bilities, and communities, this doesn’t lead to chaos; it leads to
self-management and behavior that is directed toward sustainable
effectiveness. Structuring an SMO should be an ongoing process
that focuses on continuously evolving and changing the structure
to reflect changes in its strategy and business environment.

Nothing beats dealing directly with a customer
complaint or other external stakeholder issue
when it comes to individuals understanding the
challenges their organization faces and what is
happening in the external environment.

Decision making in an SMO needs to reflect its identity as a
highly adaptable organization and the sustainable effectiveness
focus of its purpose. In comparison to CCOs and HIOs, SMOs
should look less structured and more networked. They may look
a little inefficient because some slack is visible. Limited slack is
not only quite appropriate, it is desirable because it supports
collaboration and innovation in the service of sustainable effec-
tiveness goals.

In many cases, the structure needs to be supported by social
networking systems and “spontaneous” coalitions that support
collaboration, new directions, and new ideas for the business.
It is important that slack resources not lead to wasted time,
but time that is devoted to exploring product and service inno-
vations, improving environmental footprints, and supporting
communities.
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Work

Work in SMOs is organized according to its purpose. SMOs not
only must deliver on current strategies, they also must create new
products, services, and processes. Work that drives current effec-
tiveness must be done in reliable and efficient ways. The HIO
management approach provides important lessons on the best way
to design work that is productive, empowering, and relevant.> For
their “production” work SMOs should follow what HIOs do—it
works! But a lot of the work in an SMO must be concerned with
innovation. This type of work requires a multi-stakeholder, project-
based, temporary approach to work designs.

Individuals in an SMO should have input to major strategy
and organization design decisions as well as considerable control
over how they do their day-to-day work. This kind of input and
control is vital to ensuring that they will be motivated to perform
well and support the purpose and identity of the organization. It
is an effective substitute for the expensive and ineffective com-
mand and control approach to managing behavior.

Information Transparency

A key component of SMOs is the management and sharing of
performance information. Transparency should be a major fea-
ture of every SMO. Today, organizations can achieve a level of
transparency that is far greater than was possible prior to the
development and adoption of modern information technology.
Without transparency, most of an SMO’s other processes will not
work. Talent cannot be developed effectively. Ongoing strategiz-
ing becomes an impossible process to operate. Structuring on an
ongoing basis is not possible, and as a result an important substi-
tute for hierarchy and bureaucracy is lacking.

Internally, a great amount of transparency is appropriate
with respect to the organization’s strategy, financial results, and
human capital management activities. All members of an SMO
ought to be made aware of key financial results so that there are
no surprises. They should also receive information to help guide
them in their career development and about how their perfor-
mance affects the organization’s performance. But above all they
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should receive information about how well they and their co-
workers are performing against goals that are tied to the business
strategy.

To make the commitment to sustainable effectiveness mean-
ingful, good measures should be developed to assess the organi-
zation’s performance on its sustainable effectiveness goals. The
results of these measures should be shared with all employees.
Transparency in this area is critical to making sustainable effec-
tiveness meaningful, motivating, and a top agenda issue for
people throughout the organization.

As far as information transparency with respect to the exter-
nal world is concerned, it doesn’t need to be nearly as high as
it does for the internal world. Google has a saying that external
transparency should be opaque with respect to the key operations
of the organization. It is hard to disagree with the point that
being opaque with respect to business plans, anticipated finan-
cial results, human capital, and a host of other issues has many
advantages.

However, it is important for organizations to provide the out-
side world with enough information to understand what the key
features of the organization’s management approach are and
how well the organization is fulfilling its stated purpose. This is
necessary so that it can attract the right employees by building its
identity as an attractive place to work. Of course, the right iden-
tity not only can attract the right employees, it can help attract
the right customers—witness Nordstrom, Southwest Air, The
Container Store, and other companies that are known to employ
customer-oriented individuals.

Organizing Differences

The major differences in the way the three management approach-
es organize and manage work are highlighted in Table 2.2. SMOs
are more externally focused and collaborative than CCOs. They
also have more diverse structural and work arrangements. Both
SMOs and HIOs use team-based structures and work designs,
but SMOs also use more network and project-based principles.
While committed to transparency, SMOs apply the principle in a
contingent way.
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Table 2.2. The Way Work Is Organized

Management Approach

Command and
Control High Involvement — Sustainable

Governance CEO dominant CEO-led board Multiple

stakeholder
Boards
Structure Hierarchical Team based— Collaborative,
flat networked
Work Controlled by  Controlled by Controlled by
supervisor; employees; employees and
simple and input to many customers; input
repetitive decisions to some decisions
Business Secretive Widely shared Transparent
Information internal,

opaque external

The Way People Are Treated

Talent is the most important asset of SMOs. They share this fea-
ture with high involvement organizations. Both rely heavily on
talent as a source of competitive advantage. Both need to make
excellent decisions about rewards and talent management. In
many cases, it makes sense for individuals to be paid very well
for their skills and capabilities. SMO managers need to know
who their critical talent is and whether it is in the right positions
within the organization. Of course, SMOs also need to know
how well its talent is performing and developing, and what
its commitment is to the organization. Finally, it is important
for SMOs to treat their talent as individuals by giving them the
opportunity to customize their work arrangements.

Managing Performance

All organizations need effective control systems. Behavior needs
to be directed and guided so that it supports the strategy and
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effectiveness of the organization. But it doesn’t have to be directed
and guided by the methods that are used by CCOs and HIOs. In
organizations that adopt the command and control approach,
control is usually achieved by carefully specifying what individuals
should do, measuring whether they do it, and rewarding or punish-
ing them on the basis of the results of that measurement. Sounds
good, but it is an inefficient and often ineffective approach.

In SMOs it is important to measure whether critical results
are achieved and to use the results as a method of control and
improvement. But the results of the measures should not be
used in the same way they are used in CCOs. Instead of supervi-
sors and managers using measures to direct behavior, the major
emphasis needs to be placed on self-management and peer con-
trol. This kind of accountability is not present in CCOs but often
is present in HIOs. It requires a combination of good metrics;
commitment to the organization’s purpose; and public informa-
tion about goals, objectives, and performance.

Self-control is clearly the cheapest form of control and can
be the most effective. It makes unnecessary the layers of manage-
ment that are required when control is based on rules, regula-
tions, rewards and punishment, and supervisory monitoring. It
requires an effective goal-setting process, good metrics, and
ongoing feedback in order for individuals to direct their behav-
ior. It also requires making the results of performance measures
public so that peers and others in the organization know how
everyone is performing. This allows them to coordinate their
behaviors and intervene when there is a problem.

Rewarding Performance

Rewarding performance is a key feature of effective organizations
regardless of whether they are CCOs, HIOs, or SMOs. Rewarding
performance correctly can result in a number of positives, includ-
ing the most important one, motivating employees to perform
well. SMOs need reward systems that reflect, complement, and
recognize the degree to which the organization is honoring its
identity, successfully implementing its strategy, and achieving sus-
tainable effectiveness.

The reward system’s focus is an important difference among
CCOs, HIOs, and SMOs. Whereas CCOs prefer individual rewards
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and HIOs prefer team-based rewards, a mixture of these often is
the best answer for SMOs. The key is fitting the reward system
to the structure of the SMO and the types of behavior its strategy
calls for. The kind of rewards an SMO gives, whether stock, cash,
or some other tangible reward, also needs to be customized to
the business strategy, the preferences of employees, and the set-
ting in which the organization operates.

One of the major advantages that SMOs have when it comes
to motivation is in the area of nonfinancial rewards. All too often
nonfinancial rewards in CCOs come across as trite or contrived
because they do not fit the purpose or identity of the organiza-
tion. SMOs potentially can do much better. They can recognize
contributions that fit their purpose and give rewards that reflect
it. If individuals are strongly committed to the purpose of their
organization, being recognized for their contribution to it can be
very meaningful and valued.

Managing Talent

Talent management in SMOs needs to go well beyond and away
from what is usually considered “good” HR practice. The same
kind of rigor and analysis that goes into making important physi-
cal and financial capital decisions needs to go into human capital
decisions. Talent management needs to involve analytic models
and the use of decision science knowledge about how individu-
als should be trained, developed, and utilized.# In short, people
need to be looked at as an important organizational asset, not
as an expense or fixed cost that needs to be managed and con-
trolled. Without this kind of thorough analysis, it is hard to see
how any organization, much less an SMO, can respond effectively
to the challenges it faces in the areas of change, cost effective-
ness, product innovation, and environmental impact.

Perhaps the best way of stating what SMOs need to do with
respect to attracting, retaining, developing, and utilizing talent
is to say that they need an employment contract or deal that
reflects the realities of their business strategy, purpose, identity,
and what is happening in the external world. Unlike HIOs, this
does not necessarily mean a promise of job security or career
development, something that often is not possible given the
rate of change most organizations face today. SMOs do need to
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compete vigorously for the talent they need, utilize it well, and as
was discussed earlier, keep it informed.

The same kind of rigor and analystis that goes
into making important physical and
financial capital decisions needs to go
into human capital decisions.

As aresult of selecting the right people and developing them,
SMOs build a workforce that is aligned with the values of sustain-
able effectiveness. The members of this workforce also have the
skills to make integrated sustainable effectiveness decisions when
multiple objectives are possible and to make trade-offs that don’t
always favor one type of result (such as financial).

Managing Diversity

Globalization, longer life spans, and immigration are just a few of
the factors that are creating more diverse populations and work-
forces in most countries. Having a diverse workforce should be a
major consideration in the design of all SMOs. A diverse workforce is
needed to reflect today’s complex business and social environments.
It is helpful in bringing different viewpoints to discussions concern-
ing strategizing and structuring. It also can lead to the kind of talent
flexibility that makes it easier for an organization to change.

In the best of all circumstances, a diverse workforce can bring
multiple ideas to bear in ways that produce innovative products
and services. Having a diverse range of employees who are in
contact with a wide variety of social, political, and environmental
concerns can also be critical in ensuring that an SMO does not
miss critical trends.

Any organization that operates globally must recognize the
importance of having diverse practices. Using the same man-
agement practices and policies globally rarely makes sense, and
although it is less often recognized, the same is true for practices
within a single country.
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Today’s highly diverse workforce creates the necessity for dif-
ferences in how people are treated, even in organizations that
operate only in the United States and other developed countries.
Organizations need to be able to differentiate with respect to how
they treat their employees. People with different backgrounds
and lifestyles want to be and need to be treated differently.> In
SMOs, differentiated policies and practices are necessary in areas
ranging from how people are led to how long they stay with the
organization.

There is no question that creating a differentiated organiza-
tion means creating a much more complicated and difficult to
manage organization. However, in most cases, differentiation
earns a high return in terms of organizational flexibility, attrac-
tiveness as a place to work, understanding of the environment,
and innovation. Of course, it is possible to have too much differ-
entiation in how people are treated, but this is definitely not the
problem in most CCOs and HIOs. SMOs can distinguish them-
selves relatively easily by offering differentiation to their mem-
bers that includes the type of careers they have, where they work,
how they work, when they work, and what their reward and ben-
efit packages consist of.

Talent Treatment Differences

The three management approaches differ greatly in how they
treat the people who work for them. Table 2.3 provides an
overview of the key differences. One of the most interest-
ing differences involves talent and how it is treated by HIOs
and SMOs. HIOs invest in talent development and offer long-
term employment relationships. SMOs do not. They take
a much more analytical look at talent and make talent develop-
ment decisions that are based on performance and the talent
marketplace.

The three management approaches also differ significantly
in how they treat individuals when it comes to rewards and work
arrangements. The sustainable management approach is the
most strongly oriented to allowing employees the ability to indi-
vidualize their work lives.
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Table 2.3. The Way People Are Treated

Management Approach
Command and  High
Control Involvement Sustainable
Performance  Rules, Commitment Goals,
Management  measures understanding of
business
Rewards Job-based Team-based Individual- and
Individual individual skills  team-performance-
performance based; critical
talent rewarded
Talent Job-based Development Strong
vertical and career commitment
careers focused to talent that is
strategic
Treatment of  Differences Egalitarian with  Flexible, many
Individuals based on limited choices  choices
hierarchy

The Way Behavior Is Guided

How organizations are led is an important, perhaps the most
important, determinant of their performance. How an organiza-
tion defines and executes leadership is a core feature of its manage-
ment approach. SMOs conceive of leadership as an organization
capacity rather than the trait of an individual. Building this capac-
ity needs to be a major focus of an SMO. It needs to be a key part
of the talent development activities and a part of an SMO’s identity.

Leading

To operate effectively, SMOs need more leaders than other types
of organizations, and they need leaders to behave differently.
This does not mean that they need more individuals in manage-
ment jobs; it means they need more individuals who engage in
leadership behaviors such as suggesting to others what behaviors
fit the purpose and direction of the business. It also means they
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need more individuals who can and will assume a leadership role
when there are moments of ambiguity and questions about what
to do. Individuals who correct and at times criticize people who
are doing things that are not consistent with the ethics, strategy,
and identity of the organization are another need. In short, lead-
ership should be a shared responsibility that does not respect
titles or positions in SMOs.%

Particularly critical leadership behaviors in SMOs are those
that involve goal setting, directing, and explaining the relation-
ship between the organization’s identity and the behaviors that are
expected. Because sustainable effectiveness depends on change,
leadership in SMOs requires many people to define and describe
the new behaviors that change requires and to encourage others
to adopt them. Leaders should spend a lot of time thinking about
what new behaviors will be needed and how those new behaviors
should be motivated. Absent leaders providing a link, often indi-
viduals cannot see the connection between their behavior and the
sustainable effectiveness of an SMO. Good leadership behaviors in
SMOs therefore include establishing clear-cut goals for individu-
als that support the purpose of the organization and, of course,
rewarding and recognizing goal accomplishment.

Transforming

The way an SMO guides behavior begins with the way it is cre-
ated. If it involves transforming a CCO or HIO, the transforma-
tion must challenge and change all assumptions regarding the
importance and centrality of stability. It also must prepare the
organization to achieve sustainable effectiveness and to make it
clear that change will occur over and over again.

Establishing a new identity is critical to guiding the behaviors
necessary for sustainable effectiveness. Identity change may be
the most difficult type of change an organization can attempt. It
is a long-term process. In the case of an SMO it can only be con-
sidered successful when organization members believe sustain-
able management is the way the organization will operate from
that point on. To achieve this, leaders must consistently model
and describe the behaviors required by the new identity and
encourage their development and occurrence.



38 MANAGEMENT RESET

Identity change and the transformation to an SMO are facili-
tated by the specification of new goals, a new strategy, and a flex-
ible organization. To guide behavior successfully, organization
members need to know what is to be achieved. Accomplishing this
requires leaders to clearly state how people, planet, and profit goals
will be balanced and prioritized. It also requires that leaders clearly
articulate and describe a strategy that will achieve these goals.

Establishing a new identity is critical
to guiding the behaviors necessary
Jor sustainable effectiveness.

PepsiCo has recently begun its transformation to a sustain-
ably effective organization. For decades it has produced prod-
ucts that were high in calories, and it packaged them in ways that
were not environmentally friendly. Today, it is trying to change its
identity by stating a purpose that serves people with healthy foods
and drinks and that is committed to environmentally sustainable
production methods and packaging. Senior management sees
this dual focus as a win-win. Using new packaging and produc-
tion methods can reduce costs, improve environmental impact,
and contribute to a change in consumer perceptions. Changing
the company’s identity will take concerted effort, time, and
money, but perhaps most of all, good leadership.

Guiding Behavior Differences

The three management styles take very different approaches to
leadership and transformation, as shown in Table 2.4. HIOs and
SMOs are somewhat similar, but there are important differences.
Both call for the frequent use of participative decision making,
but HIOs are likely to use it more often.

The approaches to leadership that CCOs, HIOs, and SMOs
have reflect their very different ways of influencing behavior. The
top-down leadership style of CCOs reflects their single-stakeholder-
oriented purpose. Their commitment to stability means that change
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Table 2.4. The Way Behavior Is Guided

Management Approach
Command and
Control High Involvement  Sustainable
Leading Top down Participative Shared
Transforming Evolution and Incremental Learning
revolution change and
improvement

occurs in fits and starts. Long periods of little or no change are
punctuated by short periods of transformational change.

HIOs are more participative in the way they lead, and that
supports their purpose of serving both shareholders and employ-
ees. Although HIOs also believe in stability, they approach
change participatively and hope that small, consistent improve-
ments will accumulate to create important adaptations.

SMOs are unique in their emphasis on sharing leadership
responsibility throughout the organization. In combination with
their externally focused and networked structures, this leader-
ship approach supports the multi-stakeholder purpose of pursu-
ing economic, social, and environmental goals. Transformation
to an SMO includes the building of shared leadership and other
capabilities that allow them to be agile. As a result, SMOs can
implement both the small and large changes that are required to
achieve sustainable effectiveness.

Integration Is Needed

SMOs require an integrated set of practices, policies, structures,
and systems. No single practice, process, structure, or system can
be viewed as a stand-alone “best practice,” no matter how good
it is. Ultimately, only the complete picture counts. An organiza-
tion is only as effective as the degree to which its practices, pro-
cesses, and structures fit and work with each other. The key to
designing SMOs then is creating a totality of systems, practices,
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processes, and structures that work together to create a coherent
management approach that delivers sustainable effectiveness.

It is the totality of an SMO that most differentiates it from
CCOs and from HIOs. All three types of organizations share
some features, but when the whole is considered, they are very
different from each other in the way they create value, organize,
treat people, and guide behavior. It is because of the way they
are designed that SMOs can meet the changing demands of cus-
tomers and be sustainably effective. All too often, individuals who
make organization design decisions do not think about design in
a big-picture way. Faced with the demands of the day and their
jobs, they focus on one or another feature of an organization and
end up creating management approaches that lack integration
and coherence. The result is a poorly performing organization.

In the chapters that follow, we will discuss the major design
features of SMOs separately, but this should not be taken as an
indication that they are stand-alone best practices. Quite the
opposite is true; they are best practices only when they are com-
bined to create a sustainable approach to managing complex
organizations.



PART ONE

The Way Value
Is Created






CHAPTER THREE

Strategies for Sustainable
Effectiveness

For much of its existence, but especially over the fourteen-year
span between 1982 and 1996, the WR Grace Corporation was
widely admired. It engineered a number of acquisitions and
assembled an impressive portfolio of specialty chemical busi-
nesses. Grace returned over 500 percent to investors during that
period, but was it an effective organization?

According to traditional financial measures it was. WR Grace
effectively pursued the goal of maximizing shareholder return.
But those who have watched the film A Civil Action or read about
the asbestos-related lawsuits that drove the firm into bankruptcy
know there is more to the WR Grace story than just a period of
successful financial performance. Evaluating an organization’s
sustainable effectiveness requires looking beyond the single lens
of economic returns. It is only a narrow and, in the case of WR
Grace, misleading indicator of performance.

Robust Strategies

When we wrote Built to Changein 2006, we described robust strate-
gies as consisting of clear identities and intents.! An organization’s
identity is the long-term feature of its strategy that describes “who
it is” and “what it stands for.” It guides and explains an organiza-
tion’s effectiveness over long periods of time. An organization’s
strategic intent, however, is the shortterm aspect of strategy

43
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that describes how an organization will win in the marketplace.
The choice of its intent and how well an organization executes it
determines an organization’s current effectiveness.

Since we wrote Built to Change, we have continued to work with
organizations to understand value creation. Our conclusion is
that identity and intent hold up very well as the keys to under-
standing what robust strategies consist of. Nevertheless, to para-
phrase Microsoft’s CEO Steve Ballmer, “We reserve the right to
be smarter today than we were yesterday.” So, while we believe
robustness is still about identity and intent, looking back,
we realize that we were too narrow in our definition of value.
Since then, we have refined the concepts of identity and intent
and, more important, added depth and richness to them so that
they embrace the sustainable management perspective of value.

Sustainable management begins with a different view of strat-
egy. SMOs don’t have sustainability strategies; they have identities
and strategic intents that describe the means to achieve sustain-
able effectiveness. To have a “sustainability strategy” is to imply
that achieving green or socially responsible outcomes is some-
how distinct from economic outcomes. SMOs reject this and
instead view people, planet, and profit outcomes in an integrated
way that recognizes the interdependencies among them while
acknowledging that sometimes they conflict with each other.

This is the first of two chapters that focus on the way value is
created in SMOs. In this chapter, we focus on the definition of
value and effectiveness in an SMO, what robust strategies in an
SMO look like, and how they are different from goals and strate-
gies in command and control and in high involvement organiza-
tions. In the next chapter, we will focus on how SMOs go about
developing strategies and in particular how they go about craft-
ing the strategic intents and capabilities that support them.

A New Perspective on Creating Value

In contrast to CCO’s and HIO’s focus on financial performance,
SMOs assert that creating social and ecological value should
have equal standing with creating economic value. While there
is increasing agreement with this position, it is not the founda-
tion upon which most corporations build their strategies. SMOs
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do build on this foundation, however, and as a result have a very
different perspective on profitability, growth, and risk.

Perspective on Creating Economic Value

Let there be no doubt, SMOs know they must create economic value
to survive. They know they must operate in a way that leads to
revenues meeting or exceeding expenses. Organizations that can-
not meet this test of value cannot survive, let alone create other
types of value. Our argument is not that organizations should
be unprofitable; it has to do with how they make a profit, how
much profit they make, and toward what end that profit is used.
Maximizing shareholder returns is a simple and elegant goal, but
it does not take into account the potential environmental and
social costs of its pursuit. The environmental damage, concentra-
tion of wealth, and social injustices that all too often are incurred
in the name of maximizing shareholder return warrant taking a
new approach to profitability.

SMOs explicitly reject the goal of maximizing shareholder
returns and set sustainable goals for profit and profitability.
They recognize that achieving social and environmental goals
will require investment dollars that may not be available under
a profit-maximizing philosophy. J&] CEO William Weldon has
stated the SMO goal well. According to him, shareholders are
due a fair return, not the absolutely best return. Weldon asserts
that J&J has responsibilities to patients, customers, staff, and the
community that may prevent it from providing the best possible
return, at least in the short term.?

SMOs explicitly reject the goal of maximizing
shareholder returns and set sustainable goals

Jor profit and profitability.

Reflecting a similar perspective, Kenneth Chenault, the
CEO of American Express, in his 2010 commencement speech
at Northeastern University said, “In exchange for permission to
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pursue profits, business must behave and act in ways that protect
and enhance the world we live in. You cannot just look at the
bottom line.” Laws providing corporations with the right to exist
with limited owner liability (the shareholders of WR Grace could
only lose the value of their investment no matter how much
harm Grace did to others) are a gift to investors; they owe society
something in return.

As long as financial returns are reasonable, shareholders
and board members of SMOs have no basis for expecting them
to squeeze out additional unsustainable financial returns. This
position is driven by two factors. First, if you consider the long
term, you know that unsustainably high rates of return are not
that desirable. They can damage long-term results by undermin-
ing investment in the organizational capabilities that are needed
to sustain the organization over time. They can also cause organi-
zations to take unreasonable risks and stick with strategies for too
long. Pushing too hard for high rates of financial return is also
likely to undermine social and environmental returns.

SMOs are not willing to give up environmental and social
results to serve a shortsighted focus on financial goals. In the
case of WR Grace, if it had been an SMO, it would have been
alert to the social impact of asbestos, not just for liability reasons
but because SMOs value social outcomes as part of their purpose
and identity. As it turned out, the blindness to social concerns
was fatal.

The reality that blindness to social and ecological value has an
economic cost is becoming more and more obvious. For exam-
ple, Nestlé recently suffered a “kitastrophe” of bad PR when
Greenpeace publicized the link between the popular Kit Kat candy
bar and the destruction of rain forests. Nestlé was buying large
quantities of palm oil from companies that have routinely destroyed
the rain forest to build larger plantations. It no doubt sourced an
inexpensive supply of palm oil, but its blindness to environmental
factors damaged Nestlé’s reputation and provoked a boycott of its
products. Today, many organizations still claim that pursuing sus-
tainability costs too much and greatly reduces profitability. But such
a claim distracts from the point. Overly aggressive, short-term profit
maximization is the wrong goal, because in the long term it costs
too much.
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In The Living Company, Arie de Geus notes that long-lived com-
panies are financially conservative.* To achieve economic sustain-
ability, an organization needs to be able to weather hard times and
that means keeping debt low and profit goals reasonable. This is
quite a different approach from seeking to maximize shareholder
value by leveraging debt, giving incentives to salesforces and exec-
utives to achieve “big hairy audacious goals,” or pursuing acquisi-
tions to “gain important synergies” that rarely materialize.

Perspective on Risk

SMOs set achievable financial goals that are in line with their
financially conservative risk preferences. It is not that SMOs are
more risk averse than CCOs and HIOs. The real difference is
in the understanding of the risks being taken. Risk can come in
many forms, including financial, organizational, strategic, and
interpersonal, yet each one can be understood and managed.
CCOs and HIOs constrain their view of risk to economic and
technological risks. They tend to ignore the other types. SMOs
are cognizant of more types of risk, have a better understanding
of the risks they take, and bring that understanding of risk into
strategic decision making.

SMOs know that setting high, difficult-to-achieve economic
goals requires organizations to allocate most of their resources to
achieving those goals and may limit the creation of other kinds
of value. It may also cause employees to take unreasonable risks
to achieve stretch financial goals. Equally important, the primacy
of financial goals steals employees’ mindshare from other goals
and may lead to them behaving unethically and illegally in pur-
suit of them.

SMOs are constantly aware that any competitive advantage
they have is temporary; they are aware that without warning that
advantage may disappear. The strategy process of futuring that
will be described in Chapter Four requires that organizations
develop a portfolio of options. If one course of action does not
generate sufficient returns, there are other opportunities already
identified. Intel’s Andy Grove is famous for saying “only the para-
noid survive”; that is a pretty good motto for risk management in
an SMO.
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Perspective on Growth

By itself, recommending that organizations back away from
the maximization of shareholder return as the sole objective of
corporations is radical and provocative, perhaps even socialis-
tic in some people’s view. Even more radical is the stance that
SMOs take to growth. While profit and risk are short-term issues,
growth is a long-term issue for SMOs.

Growth is one of the least examined strategic objectives in
organizations. At some level, it is hard to imagine a strategy that
is not trying to grow the organization along some dimension:
size, profits, revenues, market share, or influence. There is a big
difference, however, between aggressiveness thatis directed toward
taking advantage of a short-term market opportunity and aggres-
siveness that pursues organizational growth rates that greatly
exceed the rate of market growth, the market’s capacity to sus-
tain growth, or the organization’s capacity to support growth.

We see too many organizations promising shareholders that
they can and should sustain double-digit growth regardless of
what is happening to the market for their products and services.
The performance records across multiple industries clearly sup-
port the conclusion that rapid growth and supra-normal profit-
ability are not sustainable. Organizations that embrace sustainable
management must be leery of an intent that supports high growth
as a consistent goal. We are not saying rapid growth cannot be a
temporary strategic intent, but SMOs must be much more cau-
tious about calling for fast growth than other organizations.

Tartan Yachts occupies a relatively small niche in the sailboat
industry. Unlike sales volume leaders such as Beneteau, Hunter,
and Catalina, Tartan builds a relatively low volume of high-
quality performance cruising sailboats. Its success over the years
has tempted it to expand rapidly. In the early 2000s, the growth
of the overall economy and its own success at building a strong
brand and image around quality resulted in more orders than its
plant in Ohio could produce in a timely fashion. Management’s
conversation quickly turned to “Should we support this increase
in demand and success by building another production facility?”
In the end, they decided not to.

Tartan managers realized that one of the keys to their suc-
cess was the relationships they built with their customers. The sales
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manager told us, “I know every person who has purchased a
Tartan since 2003.” They also realized that quality was very much
a function of keeping things sized appropriately. The wisdom of
their conservative growth approach paid off handsomely during
the economic downturn that began in 2008. They did not have
to go through the painful and disruptive downsizing that many
of their competitors did.

In sum, we will paint, in the pages that follow, a rather
rosy picture of the sure-footed SMO nimbly jumping from one
momentary competitive advantage to the next. It is important
to remember, however, that while SMOs are doing this they are
guided by conservative financial goals and approaches to growth
that are designed to achieve an integrated set of goals. SMOs
embrace change and do take risks. However, the risks SMOs take
are mitigated by futuring processes and a portfolio of options,
rapid testing of ideas, and the ability to quickly scale up or with-
draw from a market depending on the results.

Perspective on Creating Ecological Value

SMOs should create positive ecological value, although we sus-
pect that most organizations that pursue sustainable effectiveness
may need to start by setting an initial goal of not destroying it.
SMOs are keenly aware of their carbon footprint and their overall
contribution to the environment. They recognize that economic
models based on rapid growth cannot reconcile the increasing
demand for finite and fundamental natural resources with the
decreasing supply of those resources.’ This incompatibility is a
central source of SMO strategies; how the organization creates
economic and social value without compromising the natural
environment differentiates SMOs’ strategies from those of other
organizations. Creating ecological value suggests that business
strategies built around the productive use of natural resources
can solve environmental problems at a profit.®

Perspective on Creating Social Value

SMOs should create positive social value. This goal mandates that
organizations contribute to human and cultural well-being and
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recognize the role social issues play in innovation and long-term
adaptability. Social value includes the way an organization treats
its workforce. HIOs strongly support treating the workforce as
a key stakeholder, but that view must be expanded to include
the communities, cultures, governments, and countries in which
an organization operates. SMOs need to act in ways that have a
positive impact on their health and ability to perform.

The traditional view of economic growth and globalization
embedded in CCOs and HIOs values predictability and control
over operational flexibility. One way predictability can and has
been achieved is through standardization of behavior. When
an organization has no perspective on social value and culture,
standardization can lead to resentment and the destruction of
cultures.

When Disney opened Disneyland Paris, it basically duplicated
its parks in the United States and expected European visitors
to act and react in the same way North Americans do. Because
Disney applied the same rules and regulations without acknowl-
edging local customs, the park was shunned for years.

When Microsoft wanted to introduce Windows 3.0 into China,
it chose a Taiwan firm to localize the program. As a result, the
program came out in traditional Chinese characters favored
by the Taiwanese and not the simplified characters required by
the mainland government. Microsoft sales in China flopped,
piracy was higher than normal, and the government was not
inclined to help. Not until Microsoft translated the program
into simplified characters and reshaped its China strategy in
collaboration with the government did the operating system get
accepted.

Although promoting social value is important in its own right,
it clearly supports other elements of an SMO’s strategy. For
example, cultural diversity can be a real source of creativity and
innovation. MTV has been very successful in non-U.S. markets
by “glocalizing” its shows and using local talent to host them.
GE, Philips, and Siemens also have been successful globally
because they spend a lot of time understanding local cultures
and how their products can be adapted to suit different country
markets.
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Perspective on Sustainable Effectiveness

What is sustainable—and what SMOs should try to achieve—is con-
sistently above-average economic performance and above-average
levels of social and environmental performance. Traditional strate-
gies focus too much on economic outcomes, hoping that the theo-
retically elegant principles of perfect competition and growth will
eliminate any negative social and ecological externalities. SMOs
are committed to being sustainable and effective by pursuing an
integrated set of economic, social, and environmental goals.

Identity as a Guidepost for Strategy

Microsoft is one of the most successful software firms in the
world, and the stories of great strategic moves that have put them
at the top of their industry are legendary. There is the one about
how Bill Gates “connected the dots” by purchasing the DOS
program, rebranding it as MS-DOS, and licensing it to IBM as
the PC’s core operating system, or how Microsoft bundled pre-
viously independent software applications, such as Word and
PowerPoint, into Microsoft Office. You could get Excel for $200
or four different applications for $250. Duh!

But we think Microsoft’s success goes deeper than the intrigu-
ing and entertaining stories of shrewd strategic decision making.
There is a pattern in the way Microsoft operates that explains
why it has maintained a high level of performance for so long.

There is a pattern in the way Microsoft operales that
explains why it has maintained a high level
of performance for so long.

Released in January 1983, Lotus 1-2-3 was the dominant spread-
sheet application (replacing VisiCalc), with over 90 percent
market share in 1991. Corporations, small businesses, and indi-
viduals were busy learning how to manipulate rows and columns,
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and there was even a specialized language among heavy users:
“backslash,” “plus,” “sum,” “data range,” “enter.” By 1997, how-
ever, Microsoft’s Excel share of the market was over 70 percent.

In the mid-1990s, Netscape was the dominant Internet
browser, with over 90 percent “usage share”—of all the websites
visited, over 90 percent of them were accessed with Netscape’s
Navigator software. When the company went public in August
1995, it created several millionaires and made Marc Andreessen
a household name. In that same year, Bill Gates wrote his famous
“the internet is a tidal wave” memo after being blasted by an
employee for not recognizing the Internet’s importance, and
Microsoft quickly developed Internet Explorer. Internet Explorer
rocketed to a usage share of 95 percent in 2005. Since then it has
faced legal challenges and stiff competition from Mozilla Firefox
and Google Chrome but remains the leading browser, with about
60 percent usage share in 2009.

There are similar stories about Microsoft Word, which rapidly
displaced the dominant WordPerfect and enjoys over 90 percent
market share. Microsoft’s Xbox now competes as an equal against
the formerly dominant Sony PlayStation series and Nintendo
machines (although Nintendo’s Wii temporarily set a new stan-
dard in the industry).

Microsoft has been a strong follower in almost every product
it has offered. Microsoft did not pioneer operating systems, GUI
interfaces, spreadsheets, browsers, or gaming consoles. Rather, it
is very good at identifying promising areas and refining its prod-
ucts over time. When you talk to Microsoft people, and you tell
them, “You sure are a persistent bunch,” they will all nod their
heads in acknowledgment. It’s an instinctive and involuntary
reaction. “Yep, we are stubborn,” they will say.

Persistence is the central concept in Microsoft’s identity. If you
want to understand how an organization tries to create value over
a long period of time, you need to understand its sense of who it
is and what inspires it. All organizations have an identity; what
distinguishes the identities of SMOs is that they are (1) custom-
ized to the organization’s history and industry and (2) support
sustainable effectiveness. That is, an SMO’s identity supports its
long-term economic success as well as how it intends to achieve
its environmental and social objectives. In addition, its identity
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is customized and has meaning for the organization. It may not
look fancy or unique from the outside, but organization mem-
bers understand it at a deep level.

If you knew that a core aspect of Microsoft’s strategy was its
persistence, would you bet against Microsoft when they entered
the spreadsheet market? Would you bet against them when they
entered the word processing market? Would you bet against them
when they entered the Internet browser market or when they
entered the gaming console market? Of course you wouldn’t—
but that’s hindsight. Let’s look at identity and why it has so much
power as a core element of a robust strategy.

Identity and Culture

As shown in Figure 3.1, identity both flows from and helps cre-
ate the internal culture and mission of the organization. Identity
flows from the values that define an organization’s culture and
mission. Microsoft’s culture, for example, prizes getting products
shipped and out the door, employing really smart people, and
criticizing everything. Identity also helps to create culture. It is
the source of stories organization members tell each other about
what the organization is.

At Microsoft, there are tons of stories about people staying
up late to finish projects, heroic instances of customer service,
and the dedication of people to complete software schedules.
Together, these values and stories support the identity of Microsoft
in which great work means dogged determination. Successful
SMOs have identities that lead to performance that is right for
their business, social, and natural environments.

Figure 3.1. The Elements of Identity

Values Feedback
Culture and ——— Identit ~——— Brand and
Mission ents Reputation
Stories Promises

Source: Adapted from M. Hatch and M. Shultz, “The Dynamics of Organizational
Identity,” Human Relations, 2002, 55(8), 989-1018.
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Companies without a strong identity can be whipsawed by
leaders with misguided agendas, suffer from a lack of consistent
direction, and experience dysfunctional internal conflicts as dif-
ferent factions try to define what the organization is about. Until
recently, Volvo’s business was grounded in its traditional identity
around safety and reliability; nobody ever accused Volvo of being
sexy, and very few complained about its profitability. However,
under Ford’s ownership, Volvo’s strong and socially relevant iden-
tity disappeared. Styling and performance won out over safety
and quality and with it Volvo’s unique claim to a revenue stream
from a distinct customer segment.

Focusing on styling and performance moved Volvo out of a
relatively protected niche and into direct competition with BMW,
Mercedes, Lexus, and Infinity, where success depends on capa-
bilities neither Ford nor Volvo possessed. Volvo’s revenue initially
increased but declined steadily for ten years; it became a weak-
ened brand that China’s Geely was able to acquire for a fraction
of what Ford paid for it.

When organizations have a strong identity, they are less likely
to propose adjustments to strategic intent (the second element
of a robust strategy) that will not be supported by the organiza-
tion’s culture and are not in line with its brand image. On the
other hand, when new strategic initiatives bubble up that honor
identity, they are easily supported and implemented.

Harvey Golub recognized the importance of identity and
capitalized on it when he became the new CEO of American
Express. He spent a lot of time developing future leaders in the
organization (including current CEO Kenneth Chenault) by ask-
ing them, “Does that strategy sound like ‘American Express’?”
He was teaching his managers to leverage the power of identity
and propose strategies that would be understood, at a gut level,
by the people who had to implement them.

Identity and Brand or Reputation

Figure 3.1 also suggests that identity flows from and helps to cre-
ate an organization’s reputation and brand promises. Its brand
consists of messages about its products, services, and character.
Like all organizations, SMOs must compete, and that means
proactively communicating their mission—what they offer, what
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markets they serve, and what they stand for—to the marketplace.
At Microsoft, there are enduring slogans, such as “Where do you
want to go today?” and “Your potential is our passion.” These
messages suggest a brand promise that Microsoft products will
help you achieve your goals.

The experience of consumers with an organization and its
products provides an opportunity for it to test its brand promise
and get feedback. Microsoft’s “Where do you want to go today?”
message sounds great until you get the dialog box that says,
“We’re sorry, an error has occurred in the program and we need
to shut it down.” As a last bit of insult, the screen asks, “Do you
want to tell Microsoft about this problem?”

We don’t know about you, but more than once, we have exer-
cised our counterdependence and passive-aggressive tendencies
and said, “no,” but more often than not, we will say, “yes.” So what
does this have to do with Microsoft’s identity? When you send
that error message, it goes into a database where all the technical
information is stored. Using data-mining programs, the analysts
look for patterns—what build of the operating system was run-
ning, what other applications were being used, and so on—that
might suggest a conflict among the programs. From time to time,
they notice a pattern, the developers patch the software, and they
make the correction available to consumers through updates.

Those really smart people keen to get the product out the
door on schedule, who couldn’t write a perfect program the first
time, just keep plugging away at it until it works. Microsoft’s “per-
sistence” identity represents a strategically valuable integration of
its internal culture (smart people, shipping of products, and so
on) and external brand, image, and reputation (your potential is
our passion, aggressive marketing and sales, occasional glitches).
Anyone who works on large, complex software knows they are
very unlikely to create a perfect product the first time around.
What separates Microsoft—and has for a long time now—is that
it keeps plugging away and eventually gets it right.

Identity is an important guidepost, helping organizations be
successful over long periods of time. It can help an organization
reorient itself in response to new situations. Without an iden-
tity guidepost, strategy can wander about instead of supporting
decisive reactions. While identity is an important element in all
organizations, it needs to take on special characteristics in SMOs
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so that it supports positive economic, social, and environmental
outcomes simultaneously.

Identity in a Multi-Stakeholder World

To craft a sustainable, robust strategy SMOs need to take a spe-
cial approach to identity. To have a strong sense of “who we
are,” the conversations in SMOs about “what we value” and
“the stories we tell ourselves about ourselves” must align with
the external communications about “who we want you to think
we are” (brand promises) and “what your experience of us is.”
Getting this alignment right even in the best of circumstances
is a tricky proposition. Whether an organization’s identity will
support sustainable effectiveness depends on (1) the existence
and influence of sustainable effectiveness values in the culture,
(2) a brand promise of sustainable effectiveness, and (3) the
consistency of the organization’s responses to external stake-
holder feedback about its behavior.

There is an effective three-step method for discovering an
organization’s identity and exploring its consistency. First, organi-
zations need to look backward over a long period and ask, “Have
we been successful (or simply survived) because our orientation
was on efficiency or because we were special?” By applying the tra-
ditional strategy concepts of low cost (efficiency) or differentia-
tion (special), an organization can gain a quick insight into the
part of its identity that supports economic outcomes. Although
this is a good first step in discovering an identity, we believe that
itis too crude a place to stop. Part of an SMO’s identity should be
unique to its long-term approach to success. Thus the second step
should be customizing the economic identity of an organization
to its history and industry. For example, it is one thing to say that
Microsoft’s identity is low cost and quite another to say that the
basis of its success is “persistence.” In most organizations, there
are stories told, metaphors used, and a reputation in the market-
place that can be used to develop a customized identity.

The final step in understanding an organization’s identity
is to determine whether its identity extends to all aspects of its
sustainable effectiveness. SMOs need to ask, “Is our orienta-
tion toward social responsibility and the natural environment
the same as our economic orientation?” Microsoft’s identity of
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persistence indicates something about its culture and reputation,
and how it explains economic success. However, it may not neces-
sarily reflect a stance toward social or environmental issues.

The real key to an identity that supports sustainable
effectiveness, however; is whether these messages
line wp with the actual behavior of the organization
and whether the values influence
the way employees behave.

At DaVita, a Fortune 500 corporation that provides kidney care
services, its “we’re a ‘village’ first and a company second” identity
reflects an integrated conversation between its values-in-use and
its image, brand, and reputation. Internally, there is a clear under-
standing that taking care of patients and each other—maintaining
the village—will lead to revenue and profit. Externally, analysts
know that the first five minutes of the quarterly earnings call will
begin not with financial results but with clinical outcomes.

DaVita extends the village metaphor to its relationship with
the community and the natural environment. It has a mind-bog-
gling array of internal employee support programs, a strong
health care reform agenda, several external philanthropy efforts
that focus on social accountability, and a clear understanding of
its environmental responsibilities. Its managers are very aware
of the environmental impact of the company’s clinical treat-
ments and actively implement steps to reduce or eliminate the
toxic wastes from its dialysis treatment processes. To do otherwise
would poison the village water well (figuratively) and fail to cre-
ate the conditions for long-term survival.

It is relatively easy for most organizations to project an image
of sustainability through their advertising messages about green
products and the social issues they support through sponsorships
and other philanthropy. The real key to an identity that supports
sustainable effectiveness, however, is whether these messages line
up with the actual behavior of the organization and whether the
values influence the way employees behave.
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Microsoft has extended its identity to the natural environ-
ment. Greenpeace gives it poor marks on a range of regulatory,
consumer, and green-house gas programs; however, Microsoft
has for years been a steadfast (read persistent) supporter of good
environmental practices. From grassroots recycling efforts to sys-
tematic separation of glass, aluminum, paper, and other materi-
als as well as broader social and environmental schemes, such
as shared ride programs and public transportation systems, the
organization has been a positive corporate model. Nor is Bill
Gates letting his money lie idle. The Gates Foundation has an
innovative philanthropic model that leverages grant money to
address health care and educational problems around the globe.

Agile organizations have change and innovation friendly
identities; SMOs do also, but they don’t stop there. In addition,
they have identities that support “doing well and doing good
over the long run.” SMOs have missions that are about more
than just financial success. This is how we know they are an SMO:
their identity addresses purpose, innovation and change, and sus-
tainable effectiveness. Cisco’s long-standing purpose of “chang-
ing the way we work, live, play, and learn” is a great example. It
not only drives the company’s economic value creation activities,
it also informs its stance with respect to social responsibility and
ecological health; it describes why Cisco does what it does along
multiple dimensions. It also represents an additional perfor-
mance standard that SMOs have to meet.

Strategic Intent Links Strategy to Execution

We were sitting in Beijing’s original Starbucks—one of many there
now—in the China World center with the CFO of a consumer prod-
ucts company. He was giving us his view of how China’s economy
was developing. It was a very compelling story of how China’s devel-
opment paralleled that of the United States following World War
II, only at a much faster pace. As the excitement of the conversa-
tion waned, it dawned on us how similar this experience was to the
other experiences we have had at a Starbucks.

A lot of people are surprised to find out that Starbucks’s
identity has relatively little to do with coffee. Its identity is best
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captured by the phrase, “creating great experiences.” Internally,
the organization pays higher-than-average salaries and provides
health care benefits for even parttime employees. Baristas are
trained extensively and encouraged to be customer focused.
Externally, the Starbucks brand is associated with high quality,
diverse flavors and smells, and good service.

But an experience at Starbucks, like the one we had in the
Beijing store, has a variety of facets. While in Starbucks, a customer
can have a coffee experience, a social experience, a technical
experience, a musical experience, and even an eating experience.

The Dimensions of Intent

When SMOs say they are changing their strategy, they are not
referring to their identity. Rather, they are referring to their
strategic intent—a flexible, momentary strategic advantage that
describes a way to win in the marketplace. Strategic intents and
momentary advantages have a “hit and run” or “entry and exit”
logic that is responsive to changes in the business environment.
They are key to SMOs being agile.

When SMOs say they are changing their
strategy . . . they are referring to their strategic
intent—a flexible, momentary strategic
advantage that describes a way to win
in the marketplace.

When an opportunity to profitably offer new or existing
products and services appears, SMOs commit resources to it. For
example, Garmin, a leading global positioning satellite (GPS)
firm, recently entered the mobile telephone market, adapting
its handheld GPS units. Lured by the (assumed) profit poten-
tial in this market and the relatively low mobility barriers it
faces, Garmin is carving out a niche position leveraging its GPS
applications. Should it fail in its attempt, it can easily exit the
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market and retreat to the traditionally profitable GPS business,
but it may very well succeed and generate an incremental profit
stream.

This same logic can apply to the command and control
and the high involvement management styles, but as described
in Chapters One and Two, their commitment to stability and
execution as a means of generating profit limits their ability to
change and innovate. Research suggests that CCOs and HIOs do
not pursue compelling opportunities when their financial per-
formance is already high. Their belief in stability drives them to
think, “It does not make sense to move into a new market with
risky returns when our existing recipe is working so well.” CCOs
in particular often need to be in a state of crisis before they make
major shifts in strategy, and by that time, it is often too late. Their
shifts are poorly executed and highly risky.

SMOs, on the other hand, can say “yes” to change more often
and more quickly, and they are able to withdraw more effectively
if they make a bad choice. As a new entrant to a product or mar-
ket, SMOs move quickly and monetize the identified advantage.
As an existing player in a market, SMOs stay as long as it makes
sense by imitating or innovating to extend an advantage, or exit-
ing if a new entrant makes significant inroads. An SMO has less
attachment to an existing market than other firms, which often
face difficult decisions about levels of commitment and whether
a new strategic intent means going after different customers or
alienating an existing customer base. (The futuring process we
will describe in Chapter Four ensures that SMOs have some place
to go!)

Contrast the SMO approach to what is taught in business
schools. Traditional strategy-related economics tells executives to
identify sustainable competitive advantages. It says to focus atten-
tion and resources on establishing entry or mobility barriers,
building up switching costs, and increasing bargaining power.
We think counting on these mechanisms to protect profitability
for any significant length of time is a misguided commitment to
stability and in most cases a waste of time.

Because any source of advantage is fleeting, SMOs adopt
a set of assumptions that are based on innovation and change
rather than stability. In SMOs, strategic intent and momentary
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advantages are achieved by tinkering with the breadth, aggres-
siveness, and differentiation features of their product or market
orientation. Breadth refers to the range of products and services
offered, the number of markets served, the scope of the distri-
bution network, and the different types of technologies that rep-
resent the organization’s core competencies. A change to any
of these increases or decreases the breadth of the advantage.
Aggressiveness describes the amount of urgency, enthusiasm, and
resources an organization throws behind the communication,
marketing, and execution of its strategy. Finally, differentiation
describes the product and service features that distinguish the
organization’s offerings from competitors, including price, qual-
ity, warranty, after-sale support, and other characteristics.

For any set of product or service features, an organization
can have a broad or narrow product line and can be relatively
aggressive or passive in its approach. For example, WD40, the
lubricant manufacturer, relies on its difficult-to-imitate product
features for differentiation, but is narrow in product-line breadth
and relatively passive in its market approach. Disney has strong
brand differentiation that it leverages across a broad range of
products, services, and markets in a relatively aggressive manner.

Over time, Starbucks’s “creating great experiences” identity
has been translated into a series of momentary advantages. Each
of these advantages has built upon the other. Starbucks’s initial
strategic intent was a great “coffee” experience. The momen-
tary advantage was built from a relatively narrow breadth—the
company focused on domestic markets and a small range of cof-
fee drinks. It aggressively pursued that advantage by growing
the number of stores quickly and supported the advantage with
great coffee smells, good-tasting coffee, and a customer-focused
experience.

Significantly, Starbucks’s coffee experience had more than
just economic overtones. The company consistently pointed out
its pro-labor stance with respect to coffee growers and its use of
recycled materials, both of which made the coffee experience
more meaningful. The coffee was expensive, but worth it in mul-
tiple ways.

The success of the great coffee experience identity led cus-
tomers to ask their friends and colleagues to socialize at a
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Starbucks. To support the social experience, Starbucks furnished
its retail locations with comfortable chairs and tables to encour-
age conversation. The social experience was upgraded with a
technical experience in which work could get done. Starbucks
partnered with T-Mobile to create hotspots so that people could
surf the Web, work on their emails, and generally stay connected
to their business and social networks.

Eventually, while drinking coffee or having a conversation,
you notice the music. You say to the barista, “Who is that play-
ing that music? Can I get a copy of that CD?” Moreover, if you
stay there long enough, you get hungry. So Starbucks continued
to expand the great experiences you can have by adding food,
which generated a new stream of revenue for its stores but, as we
will discuss later, also has created some problems.

Momentary Advantages in a Multi-Stakeholder World

To craft a sustainable, robust strategy, SMOs need to adopt an
integrated set of value creation goals. In turn, the dimensions of
strategic intent—breadth, aggressiveness, and differentiation—
must be explored by SMOs for their relationship to the sustain-
able effectiveness outcomes they are committed to achieving.
Product, service, technology, and market breadth can have a pos-
itive or negative impact on social, environmental, and economic
performance.

The breadth of the markets an organization chooses to par-
ticipate in—especially with respect to global markets—is an
important input to the organization’s “footprint.” It also repre-
sents an opportunity to contribute to or detract from social and
ecological outcomes. Starbucks’s global footprint means that its
supply chain must source and distribute coffee and other ingredi-
ents around the world. There is some opportunity to source local
ingredients, but there is little doubt that its carbon footprint is
larger because of the geographic breadth it has chosen.

An organization’s identity can help to guide its choices about
strategic breadth. For example, Intel has high product and tech-
nology breadth that involves a variety of manufacturing plants in
Asia and other parts of the world. Where Intel’s economic objec-
tives align with Intel’s clear and strong cultural values and with
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the local population’s cultural orientation, its plants have been
very successful. When these elements do not align, Intel has had
to engage in intense conversations about which parts of the orga-
nization’s culture are critical for economic success and which
parts can be adapted to support local customs, suppliers, labor
pools, and energy and environmental concerns.

Rather than aggressive growth or “big,
hairy, audacious goals” that encourage the firm to
reach beyond its grasp, SMOs
take a [goal setting] approach that can be
defended from ecological and social as well as
economic perspectives.

The aggressiveness dimension of strategy has a clear relation-
ship to sustainable effectiveness. Remember, aggressively pur-
suing a momentary advantage is not the same as an aggressive
identity. There are times when aggressiveness in strategic intent
is necessary to capture the benefits of an advantage. But aggres-
siveness may be negatively related to social and environmental
objectives. A more aggressive intent often means more travel
(carbon footprint), more advertising (potential social issues),
more investment in plant and equipment (positive employment
benefit, negative energy), and so on.

Rather than aggressive growth or “big, hairy, audacious goals”
that encourage the firm to reach beyond its grasp, SMOs take an
approach that can be defended from ecological and social as well
as economic perspectives. Toyota’s missteps in 2008 and 2009, its
massive recalls, and its damaged reputation would appear to have
been a perfect opportunity for Honda to step on Toyota while
it was down. Honda’s response, however, was quite measured:
little increase in advertising, minimal expansion in production,
and few sales incentives. Honda stuck to its message and its way
of operating. It experienced some short-term gains, but it did
not overstep the opportunity and commit to a nonsustainable
approach.
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A second aspect of aggressiveness, one that dovetails nicely
with differentiation, is how organizations approach new product
development. An overly aggressive innovation objective that does
not include triple-bottom-line criteria can support economic over
social and environmental outcomes. For example, technologi-
cal advances, low materials costs, and planned obsolescence in
most electronic equipment result in about fifty million tons of
“e-waste” each year: the United States alone discards thirty million
computers and Europe disposes of a hundred million phones.

If computer companies asked their designers to make com-
puters last one year longer or enticed buyers to stay with their
brand by offering a lower price for reusing their power cord,
for example, the reduction of waste would be substantial. Given
that much of the heavy metal in landfills comes from electron-
ics, there would be an environmental benefit as well. If GM had
been as concerned with ecological issues as it was with economic
returns, would it have bought its now failed Hummer brand and
discontinued its electric car, the EV1?

Finally, the differentiation dimension of strategic intent is
important because an organization can choose a variety of prod-
uct or service features that are environmentally or socially sensi-
tive. Supporting its identity of customer intimacy and emotional
connection, the Victoria’s Secret (VS) division of Limited Brands
has developed a sophisticated set of potential and actual differ-
entiation advantages. By constantly asking, “What’s new, what’s
next?” VS has created a stream of innovations in its core intimate
apparel line that maintains a strong emotional connection to its
customers.

VS has a complex global supply chain of factories that meet
or exceed local labor laws and social conditions. By using sound
and fair employment practices, VS is making important connec-
tions with customers who are looking for responsible operational
decisions. At the retail end, the store experience, facilities design
and maintenance, and product placements contribute to all
three triple-bottom-line outcomes.

Victoria’s Secret’s marketing differentiation is partially
based on printed catalogs and other paper materials. When VS
was challenged by the NGO ForestEthics for using paper from
nonsustainable growth forests, it had a choice to make. It could
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fight the NGO or adjust its strategy to create a new momentary
advantage. Choosing the latter and working with ForestEthics,
VS shifted its paper supply policies and began promoting respon-
sible environmental practices. Similarly, VS works with textile
suppliers and manufacturers to be sure it uses materials that are
environmentally friendly.

The concept of strategic intent is inseparable from the con-
cept of identity. A robust strategy consists of a stable identity that
defines “who we are” and aligns actions through changeable
short-term strategic intents. The clear distinction between iden-
tity and intent keeps organizations agile. Extending these con-
cepts to incorporate sustainable effectiveness goals requires some
conscious adjustments, integration, and even some trade-offs but
is a must do for SMOs.

The Rest of the Story

We left our Starbucks story a few pages ago drawing a very posi-
tive picture of satisfying experiences building on each other. The
astute reader was no doubt thinking, “But Starbucks’s perfor-
mance started to decline in 2007.” And you’d be right. We want
to close this chapter with the rest of the story as an important
reflection on and integration of the concepts in this chapter.

An analysis of Starbucks’s recent struggles points out the
power of identity and intent. Their difficulties are extremely ger-
mane to the sustainable management perspective we are describ-
ing. Starbucks was sustainably effective when all of the dimensions
of its momentary advantages were in balance. Once aggressive
growth moved from an element of strategic intent to a proxy for
its identity, as it did in the middle of the last decade, the compa-
ny’s performance started to decline.

Starbucks let the internal and external pressures for growth
distract it from its identity. Aggressive growth became a goal and
part of who it was instead of an element of intent. Its drive for
more stores both domestically and internationally became more
important than creating great experiences.

Following the addition of technical and musical experiences,
it tried to create a food experience with muffins, rolls, and other
breakfast items. This led to other drinks, yogurt, sandwiches, and
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salads. The baristas were happy to heat the muffins and do other
minor preparation work; they were trained and expected to be
customer focused, but they were also very proud of their ability
to create a cup of coffee just for you—the core experience.

With the addition of the other food and drink items in the
store, baristas were expected to not only make coffee but pre-
pare food, stock shelves, manage inventory, and arrange point-
of-purchase displays for coffee makers, coffee cups, and other
products. The baristas complained that it was too hard to make
a great cup of coffee and help with food. Instead of focusing on
the experience, growth became the overriding objective.

In the pursuit of more revenue growth per store, Starbucks
said, “OK, we hear you, we’ll make it easier for you to make a
great cup of coffee” and they replaced the one-cup-of-coffee-at-
a-time system with an automated coffee machine. The barista
could make Mr. Robinson’s vente, latte, extra hot with a double
shot of vanilla, with the push of a button.

Starbucks redesigned the stores to lower the counter so the
baristas could see more of the customer and increase the high-
touch customer experience. Which all sounds good until you
realize that the substitution of technology for labor ruins the
experience. The baristas were not making a cup of coffee just
for you, they were making just another cup of coffee. The whole
experience became routinized and, in the ultimate disgrace to a
differentiated experience, was easily imitated by McDonald’s at a
lower price point!

The comedian Lewis Black tells a great joke about thinking
that he might be coming down with early Alzheimer’s disease
when upon leaving one Starbucks he looked up and saw another
one on the opposite corner.

When Starbucks became enamored with growth, it became
distracted from defending and leveraging its identity. Aggressive
growth did not sit well or align with a brand promise or mission
of responsibility—“To inspire and nurture the human spirit—one
person, one cup, and one neighborhood at a time.” The com-
pany lost its focus on drawing incremental revenues through a
disciplined approach to understanding momentary advantages.

Perhaps not by accident, Starbucks’s focus on economic
growth was associated with an increase in criticism from the
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environmental and social sectors. Starbucks has done a good
job, in general, vis-a-vis sustainability—using recycled material
in its coffee cups and working with NGOs to ensure sustainable
growing, harvesting, and labor practices in the field. But it also
has been criticized for taking a lazy approach to recycling and
water use.

The Starbucks case illustrates how rapid growth can distract
an organization from its core identity and the true basis of its
success. Similarly, Toyota’s quality problems that became very vis-
ible in 2009 and 2010 were no doubt linked to its siren call to be
the world’s largest auto manufacturer when its managers realized
in the middle of the decade they were close to surpassing GM in
size. Toyota succeeded, but has lost billions in market value and
brand reputation because of how it got its growth.

Conclusion

Sustainable strategies rely on a business model fundamentally dif-
ferent from the ones used by CCOs and HIOs. In the command
and control style, effectiveness is a function of stability, predict-
ability, alignment, and growth, the cornerstones of bureaucratic
efficiency. In an HIO firm, effectiveness derives from the pro-
ductivity of engaged and committed people. In contrast, SMOs
expect effectiveness to be achieved through change. They are
guided by an identity that remains stable over time but is also
change, socially, and environmentally friendly. They create value
from a flexible strategic intent and the speed and effectiveness
with which they orchestrate transitions from one momentary
advantage to another. In other words, the ability to change drives
performance because no advantage is expected to last.

Assessment Questions

1. If you asked your colleagues, “Even in turbulent times, what
won’t change about our company?” what kind of answer
would you get?

a. “Anything could change!”
b. “Gee, I'll have to really think about that.”
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c. Wildly different answers from different people.

d. Reasonably consistent answers that agree with the top
management view.

Here is what the answers imply:

a. Implies there is no sense that an identity exists.

b. Implies that if there is an identity it is not well understood.

c. Implies there is no consensus on identity.

d. Implies a strong, clear identity.

2. What do senior leaders talk about with respect to competitive
strategy?

a. They use traditional language about being a low-cost
provider or a customer friendly firm.

b. They talk in generalities such as about striving to provide
the highest-quality products at the lowest possible price.

c. They talk about short-term tactics and responding to
opportunities and threats.

d. They are clear about having both a long-term strategy and
a short-term way of winning.
Here is what the answers imply:

a. The organization remains mired in the view that the world
is reasonably stable. A significant rethinking of what
strategy means in the twenty-first century is required.

b. The organization does not have a clear strategy. This may
reflect dissatisfaction with approaches to strategy that
assume a stable world.

c. The long-term view is missing; the organization needs to
develop an identity.

d. The organization has a good framework for creating a
robust strategy.

3. How does your organization think about growth?

a. It’s the lifeblood of the organization. Each year we are
given “stretch goals” for growth.
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. As long as we are not losing market share no one

complains too much.

. Our growth goals vary significantly from year to year

depending on perceived opportunity.

. Our leaders are keenly aware of the dangers of rapid

growth.

Here is what the answers imply:

a.

b.

Becoming an SMO will be like a cold splash of water.

While not an optimal approach, this mind-set can keep
you out of trouble.

. This is the best way to operate, taking a very conscious

approach to growth.

. Hopefully you ticked this choice as well as “c.” If

leaders don’t recognize the dangers of rapid growth,
then the future of your organization is at risk.
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CHAPTER FOUR

| Developing a Strateqy

If you are employed by the U.S. Secret Service detail that protects
the president of the United States, your job is pretty clear. You do
whatever it takes, including taking a bullet, to see that the presi-
dent remains safe. But what do you do when you are not actually
guarding the president? We were fascinated to learn that agents
spend a lot of their time worrying about how the president might
be attacked, what they would do, and how to prevent it. (We envi-
sion a room where agents sit around reading Robert Ludlum and
Vince Flynn novels.) Thinking about the when, where, and how
questions is an important part of the job.

Every once in a while, the agents come up with a radical, clever
attack scenario and create a simulation (real or imaginary) in which
they act out their roles and responses. “If terrorists come at us this
way, what do our rules say we should do?” “Does that make sense?”
“Are we or the president vulnerable?” After they walk through the
simulation, they debrief. “What was your responser” “Why was it
successful or not?” and “What would we do differently?” They also
wonder about how they could intervene earlier or prepare better.

We think this is a great example of the key feature of strat-
egizing in an SMO: using a sophisticated “futuring” process to
prepare for an uncertain world. While many organizations have
processes for environmental scanning, too few actually use them,
think beyond current trends, or incorporate social and environ-
mental issues. We think SMOs need to make futuring a central
part of how they operate. They need to look at multiple future
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time frames and integrate a broader spectrum of issues. But first,
let’s finish the Secret Service story, since there is a surprising twist.

Because of their preparation and early interventions, the
Secret Service has deterred or preempted many attacks. But when
an attack has occurred, it has never resembled any of the practice
scenarios dreamed up by the Secret Service. The way it happened,
where it happened, and when it happened were complete sur-
prises to the people who were doing the protecting. Despite this,
the Secret Service responded effectively. How do they do it?

The agents say it is the preparation that pays off. The sce-
narios they create and the discussions they have about how to
respond give them a chance to develop options, consider differ-
ent behaviors and tactics, and learn about their fellow agents’
reactions. When a truly new situation arises, they are prepared
because they have considered multiple options and have a sense
of what their fellow agents might do.

Current performance is as much a function of
preparation as it is execution.

The preparation and practice of responding to unknown
situations builds up a repertoire of potential actions that allows
the agents to quickly adapt. It generates effective behaviors when
unknown situations actually occur.

The Secret Service story teaches us three important lessons that
are the backbone of strategy development in SMOs. First, current
performance is as much a function of preparation as it is execution.
Futuring is about building the capacity to deal with what you can-
not plan for. For the Secret Service, preparing means discussion,
practice, and debriefs—but we don’t expect most organizations to
practice responding to terrorist attacks! What organizations can do
is develop a cadre of options, decisions, and actions they might take
if something unexpected happens. Without preparing for alterna-
tive futures, even the most capable organizations will not be ready
and will be too slow to capitalize on an opportunity or respond to a
threat.
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Second, looking at the future has to be a regular process,
not an add-on, every-once-in-a-while event. The Secret Service is
thinking about alternative futures all the time; getting ready for
the future is part of the job, not an extra.

Third, it is important to spend time learning and reflect-
ing on practice. When a situation does occur, the Secret Service
wants to know what happened, why it happened, whether their
responses worked, or why their responses didn’t work. They want
to know what they could do to respond better.

In Chapter Three we saw that the way SMOs create value in
terms of identity and strategic intent is quite different from how
CCOs and HIOs do it. We also saw that many of the perspectives on
what makes a good strategy for SMOs are different (for example,
more willingness to change, a high awareness of risk, more concern
about all the stakeholders, being cautious about recklessly chasing
growth and profits). In this chapter, we will consider how SMOs can
explore the future context for strategic intents and begin building
the capabilities that will allow them to be successful.

Build a Strong Future Focus

It is no surprise that the subject of futuring is a popular topic
these days. Many organizations were “surprised” by the financial
and economic crisis that occurred in 2008. This is hardly the first
time that organizations have been surprised by economic and
business changes. GM and Ford were surprised by the Japanese
auto industry’s growth and success, Microsoft was surprised by the
Internet tidal wave, and Kodak was surprised by digital photog-
raphy. Given all the research and practice in scenario planning,
why are so many firms “surprised” by events, and why are so many
organizations so slow to respond?

The purpose of spending time on the future is to prevent
becoming overly focused on the present. If you are a parent, you
are familiar with this problem. Your kids are sitting on the couch
watching their favorite TV show, and you tell them they need to
take out the trash. You may get a response, usually in the form of
a grunt, or not. Twenty minutes later you return, the kids are still
there, and you ask them if they took out the trash. They look at
you with that “what?” look.
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That’'s what psychologists call “inattentional blindness.”!
People can become so consumed by their current task (such
as watching TV) that they are blind to what’s going on around
them. This is a likely explanation for Starbucks’s problems. It
became so focused on growth that it forgot its identity.

To avoid inattentional blindness and to create future value,
SMOs need to use a futuring process that is differentiated along
two lines: time and goals. First, as shown in Table 4.1, SMOs need
to look at short-, medium-, and long-term business horizons, and
there is a specific purpose for each. The long-term view considers
possible future strategic intents and the operating assumptions
that will drive them whereas short-term futuring guides adjust-
ments to the current strategic intent. The actual time frame
attached to each of these horizons is somewhat arbitrary but
should be a function of the industry. In retail and high tech-
nology organizations, the short term can be measured in weeks
whereas in industries with large, fixed assets, the short term can
be one to two years.

To capitalize on a series of momentary advantages, SMOs
have to attend to all three horizons, and they must do so in a very
deliberate way. This is no small task, as any member of an organi-
zation who has tried to get time to practice disaster preparedness
responses will tell you. However, it is the only way to reduce the
problems that come from being blindsided by “unforeseeable”
events.

Second, SMOs focus their futuring process on three effective-
ness areas: financial performance, social value, and the natural
environment. SMOs expand existing sensing capabilities by devel-
oping specific scenarios about social and environmental issues
and integrating these perspectives into short, medium, and long-
term economic scenarios. Organizations designed for sustainable
effectiveness add NGO activities, government policies related to
social and environmental issues, and social trends to their future-
focused data collection and sensing activities. This increases the
amount of social and environmental information available to
decision-making processes and increases their saliency.

Broadening the information available can be accomplished
by expanding the existing environmental scanning processes to
include search routines in areas beyond market demand, customer
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requirements, and regulatory trends to include social and commu-
nity impacts and ecological implications. It also can be accomplished
by creating specialized units, such as corporate social responsibil-
ity departments, and charging them with gathering these data and
integrating them with traditional data during strategizing meetings.

SMOs spend a lot more time thinking about the future
than CCOs and HIOs because they accept and embrace the
frequently repeated admonition that the world is changing faster
and faster. They believe that the “new normal” is more and more
change. CCOs and HIOs may give lip service to this “new nor-
mal,” but they act “as if” everything is stable and wait until they
are forced to change.

SMOs spend a lot more time thinking about the future
than CCOs and HIOs because they accept and embrace
the frequently repeated admonition that the world is
changing faster and faster.

SMOs involve a lot of people in their futuring processes.
People from their organization and from external groups are
involved, so they understand all the sustainable effectiveness
issues they may face. This is particularly true of the long-term
futuring process, which we will look at next before we consider
the medium- and short-term processes.

Long-Term Futuring

SMOs recognize that their circumstances will change in many
unforeseen ways. To create value in an uncertain future, they
“play” with a variety of possible scenarios in order to develop a
cadre of responses. In other words, the long-term futuring process
is about decreasing the number of surprises and about increasing
the number of options available to a firm when an unknowable
future happens.

Scenario planning is the best method for considering possible
future situations, exposing changing business assumptions, and
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developing a cadre of options to draw on in the future. Futurists
say that there is nothing wrong with traditional forecasting
tools because forecasting is generally pretty accurate. The prob-
lem with forecasting is that it rarely challenges the assumptions
underneath the forecast. Betting your mobile phone company on
the growth of third-generation (3G) demand is a pretty safe bet,
but it is the wrong bet if 4G services are about to be announced.
Becoming aware of the changing business assumptions is the
purpose of long-term futuring.

The key output of a long-term futuring process should be a
list of capabilities that the organization will explore and a set of
alternative action plans “just in case.” As shown in Table 4.1, and
as we will discuss further in Chapter Five, the long-term scenario
process should be owned by the board. This is a radical idea,
and we don’t want to gloss over it. In an SMO the board, not the
top management team, is responsible for ensuring the long-term
viability of the organization.

Because an SMO changes more often than a CCO or HIO, it is
important that the top management team’s focus be on the execu-
tion of strategic intents and transitions from one momentary advan-
tage to another, not on how business assumptions might change in
the long term. The medium-term forecasting and short-term scan-
ning processes that will be discussed later are more relevant to the
futuring process for the task of executing a strategic intent and
therefore should be the responsibility of senior management.

The top management team should be involved in long-range
thinking; it is just not their primary responsibility. Why do senior
managers need to spend most of their strategic thinking time on
the medium term? Because spending most of their time thinking
about the medium-term future means that SMO executives will
have little time to worry about the present—and as most operating
managers will tell you, that’s a good thing.

Playing with the Future

The best-known example of long-term scenario planning is Royal
Dutch Shell’s use of it in the late 1960s and early 1970s. A group
of Shell strategic planners were concerned that executives held
two very questionable assumptions about the marketplace: that
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there was plenty of oil and that the price of oil would stay low.
On the basis of these assumptions, Shell executives were mak-
ing long-term infrastructure investments and resource allocation
decisions. The group used those assumptions to identify events
that would affect the price and supply of oil to create three sce-
narios for strategic decision making.

One scenario assumed that U.S. oil reserves were rapidly declin-
ing at the same time demand was increasing. This gave OPEC
important bargaining leverage over supply and price. Another sce-
nario described how a Saudi Arabian oil pipeline was accidentally
damaged, resulting in lower supply and decreased production.
The situation created a market in which oil prices increased and
allowed OPEC nations to pump less oil but make more money. A
third scenario suggested that many OPEC country governments
would become increasingly aggressive. The question posed by the
scenario was not whether OPEC would demand much higher oil
prices but when.

Each of the scenarios described the implications of supply and
price events and included stories about the possibility of OPEC
governments taking over Shell’s oil fields. The scenarios sparked a
vigorous conversation among executives about what the company
might do if any of these scenarios actually came to pass.

In October 1973, in response to the U.S. decision to resup-
ply the Israeli armed forces during the Yom Kippur War, OPEC
decided to suspend oil shipments to the United States. Within
weeks, the price of oil jumped from $3 per barrel to $12 per
barrel. As these events unfolded, managers at Shell began to
see a pattern that, although different from the specifics of any
of their scenarios, resembled the scenario well enough to help
them make some decisions. Among the more important ones was
a decision to lower their refining investments and to shift those
investments to other locations. As a result, Shell did not suf-
fer from the industry’s subsequent overcapacity in refining and
significantly outperformed the industry.

Shell’s timely and quick response to the 1973 oil crisis was
an important contributor to its movement from being one of
the weakest oil companies to being the second largest and most
profitable. Their scenario planning work helped Shell executives
interpret a series of events and decisions as part of a pattern,
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appreciate the implications, and make quick decisions. In fact, like
our Secret Service example, none of Shell’s scenarios matched the
actual events that happened, but were quite similar to the condi-
tions that Shell encountered. The conversations about “What
would we do if the unthinkable happened?” prepared them well
when the unimaginable occurred.

The Process of Scenario Planning

SMO corporate boards should spend up to 75 percent of their
strategy time thinking about the long term. They should ask
in-house and external resources (such as futurists and indus-
try analysts) to generate a set of possible futures. In the Shell
example, price and supply were key assumptions in the energy
business and formed the core of the different economic sce-
narios, although they could have just as easily been assumptions
about environmental attitudes and regulation (Was Exxon prepared
for the Valdez oil spill?) or relationships with local communities
(Did Chernobyl’s, Union Carbide’s, BP’s, or Toyota’s managements
have good responses?).

Good scenarios are not based on things you know, like
whether people will demand faster and more user-friendly mobile
web experiences or whether the Chinese economy will continue
a high rate of growth in the future. Long-term scenarios are best
constructed around key uncertainties that will have a big impact.

Good scenarios for the financial services industry are based
on whether the world will adopt a global monetary standard;
good scenarios for an automobile manufacturer are based on
whether a breakthrough fuel cell technology will occur before
2015; and good scenarios for any organization are based on
whether global warming will be arrested in our lifetimes. Making
assumptions about uncertainties; describing the competitive,
social, and ecological conditions implied by those assumptions;
and understanding those implications for strategic intent and
decision-making contexts can shed light on and generate insights
into what might be done and what is likely to be successful.

Scenarios should be broad and diverse in nature (not small,
medium, and large), linked to or triggered by possible key events,
and specific and concrete in their description. Scenario diversity
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is important. Some scenarios should be terribly optimistic, while
others should be disastrous. They should account for economic,
social, and environmental trends, and they should “play” with
events outside the normal range of factors considered in the
industry. What condom manufacturer thought it would be in
the disease prevention business and not just the pregnancy pre-
vention business? Good scenarios are specific. The Shell scenar-
ios were linked to real groups (OPEC) and real, plausible events
(OPEC decisions, pipeline accidents). Long-term futuring is not
about being right, it is about generating insight and conversation,
increasing awareness, and creating options.

Finally, scenarios should not just be developed and then
trashed. Part of the responsibility of the board and the strate-
gic planning function in an SMO is the collection, revision, and
refinement of scenarios. For the Secret Service, scenario planning
is a routine; it represents an important organizational learning
process.

When the board and top management team revisit scenar-
ios, some may get discarded but only after thought is given to
questions such as “What did we learn?” “What did we see (or
not see)?” and “How can we do better?” As an organization
moves from long-term to medium-term thinking, scenarios can
be used to help senior executives understand their blind spots
(“What didn’t we see?”) and to remind them of their strategic
assumptions.

Output of Long-Term Futuring

The board and senior management should have a variety of
conversations about the implications of the scenarios. “What
decisions should we make if this were to happen?” “If this did
happen, would we be able to respond?” “How might our govern-
ment, community, and NGO partners respond?” “What can we do
today to encourage or prevent some scenarios from happening?”
“What capabilities would we need (that we do not have today) to
develop?” The decisions, actions, and processes should be captured,
shared, and catalogued.

The capabilities discussion in particular is crucial. The discus-
sion isn’t expected to generate specific strategic intents. Rather,
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the key output is the elaboration of what the organization needs
to learn to be successful under these conditions.

Following an assessment of event probability and available
resources, the next step is to create a variety of small capability
initiatives. The team assigned to each initiative should be led by
a member of top management and populated by relevant manag-
ers from throughout the organization, as well as external stake-
holders such as government representatives, NGOs, customers,
and community members. The team’s task should be to under-
stand the capability, including the knowledge and skills that
underlie it; the structures, systems, and processes necessary to
support it; and the kinds of learning and experiences necessary
to be good at it. Where appropriate, this may involve some small
acquisitions (as an offensive move to shape the structure of the
future industry or as a defensive move to lock up resources), key
talent hires, or business plan development.

Medium-Term Futuring

The medium-term future is critical because it is the likely time
for creation of the next strategic intent (constellation of breadth,
aggressiveness, and differentiation) or series of momentary
advantages. A strong medium-term futuring process generates
forecasts of likely business environments under best, base, and
pessimistic scenarios. In addition, medium-term futuring pro-
cesses should look for a range of surprises. The processes should
be run by the top management team—which should spend half
of its futuring time on this activity—and the key output should
be a list of capabilities the organization needs to develop and a
clear path to building or acquiring them.

Forecasting the Future

Let’s look at an example of a medium-term futuring process that
was designed to produce the innovations needed for a company to
be sustainably effective. Nokia is the worldwide leader in mobile
phones, with a global market share of 37 percent at the end of
2009. In Europe, Africa, and Asia, Nokia phones are ubiquitous,
but not in the United States, where the company has struggled.
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Nokia’s current profitability—along with that of its competitors—
is clearly down, but its long-term performance profile meets the
objective for sustainable effectiveness we outlined in Chapter
Three. Nokia has been consistently, but not significantly, above
average in profitability for fourteen of the fifteen years from 1993
through 2008. It has avoided the boom-bust cycle that has plagued
other mobile device manufacturers such as Motorola and Apple.

A broader look at Nokia is even more revealing. In addition
to being recognized at January’s (2010) World Economic Forum
as the fifth most sustainable company and topping Greenpeace’s
electronics index several years running, look at what the Dow
Jones Sustainability Index report had to say:

In 2009, Nokia emerged as the sustainability leader in the
technology sector [Author’s note: they have been a leader in this index
Jor years], scoring high in all three sustainability dimensions. . . .
Nokia’s solid management system is highlighted by above average
corporate governance, risk and crisis management as well as
unparalleled supplier management strategies. A clear and well-
managed innovation process also contributed to its outstanding
score in the economic dimension. Innovation at Nokia is not just
aimed at improving technological leadership: environmental

and social aspects play an important role in the research and
development process. The company’s research spending showed

a relevant increase over the last three years, with focus on
developing technically feasible products based on the concept of
“Design for Environment.” Nokia’s commitment to environmental
sustainability becomes apparent in activities such as establishing
“environmental teams” in each business unit and regularly auditing
all environmental data. The company has launched programs, such
as “re-made” to utilize recycled material, and has funded research
on radio-frequency and health through the Finnish National
Research Program. The company also stands out in the social
dimension with special focus on digital inclusion and stakeholder
engagement. In an effort to reduce the digital divide in society, the
company has many initiatives in place to improve the affordability
of telecommunications focusing on remote regions and on socially
challenged people.?

One of the reasons Nokia has been able to maintain such a
consistent level of sustainable effectiveness is that it spends a lot
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of time collecting data about the medium term and developing
forecasts about the likely future conditions that it will face. Of
importance, these same processes make valued social contributions
along the way.

One of the reasons Nokia has been able to maintain such
a consistent level of sustainable effectiveness is that it
spends a lot of time collecting data about the medium

term and developing forecasts about the likely future
conditions that it will face.

The Nokia Research Center (NRC) has the mandate of leading
Nokia into the future as “the global leader of open innovation for
the human mobility systems of the fused physical and digital world,
giving birth to the growth of businesses for Nokia.” The NRC does
research with a variety of partners that goes well beyond any current
business model to intentionally disrupt the status quo. It is impor-
tant to note that the mission is driven by the “open innovation”
model used by Procter & Gamble, IBM, HP, and others.3 Tt sug-
gests that important work will happen outside the boundaries of the
NRC. The mission also broadly defines the space that NRC works in
(human mobility systems and fused physical and digital world).

One of NRC’s more interesting initiatives in this vein is the
work of Nokia behavioral researcher Jan Chipchase.* He wanders
around the world looking for how communication technologies
are being used and exploring the implications.

The Nokia Open Studio experiments are intended to under-
stand the implications of a “digital divide,” in which some
countries enjoy a variety of technologies while others have little
access to them. Specifically, the goal of the project is to explore
“opportunities for new products, applications, [and] services that
would be viable within 3-15 years timeframe . .. not to generate
concepts to be fed into the design process.”

In 2007, the Open Studio established “design studios”—small
storefronts in local communities in India, Brazil, and Ghana—and
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sponsored a design contest. People from these mostly impov-
erished neighborhoods were given access to designers and
encouraged to think about their “ideal phone.” “What does it
look like?” “What does it do?” “How will you use it?” “When and
where will you use it?”

The design submissions were driven by a variety of motives,
including cost savings, convenience, status, problem solving, and
vision of a better future. While involvement was driven initially by
the opportunity to win prizes or by general curiosity, according
to Nokia, community members participated “to have their opin-
ion heard—a nontrivial issue in communities that are often stig-
matized by outsiders; a chance to elevate their standing within
the community through contact with a respected corporation; a
chance to show off creative skills; a mental and physical space to
reflect on their own life, their relationship with their peer group,
and community; and a fun family activity.”

The Nokia Open Studio project demonstrates several ben-
efits. First, it represented a way for Nokia to gain insight into
how developing markets think about the use of technology and how
its technology should adapt. Second, the actual process of collect-
ing information about the future generated positive social benefits.
Locals were hired to run the studios, and the studios became a
place for people to convene. While that was an immediate benefit
for the community, the project also benefited Nokia. It generated
data about the use of technology and how technology might get
diffused as well as building long-term goodwill.

The Process of Forecasting

The medium-term futuring process forecasts the economic,
social, and ecological contexts that are likely to dominate the
next planning horizon. For many firms, this is a two-to-three-year
period. Whereas the long-term planning process is about play-
ing with the future, attempting to identify changing assumptions,
developing a cadre of options, and making low-risk investments
in future capabilities, the medium-term process is about forecast-
ing the likely conditions under which the organization will have
to compete. This is accomplished by participating in four different
conversations (Figure 4.1).
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Figure 4.1. Value Creation—Value Capture Matrix
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In 2003, Henry Chesbrough suggested that the range of
innovations organizations have to deal with is too complex for a
single organization to control, especially with respect to all the
necessary knowledge needed to successfully innovate. He pro-
posed that organizations collaborate and share resources so that
a whole network could innovate and prosper together.

Figure 4.1 describes how strategists can use Chesbrough’s
“open innovation” concept to gain important insights into medium-
term conditions.? Organizations interested in their medium-term
future need to understand (1) where and how value will be cre-
ated and (2) where and how value will be captured. Our addition
here is to link these ideas to an organization’s current and future
offerings and describe how such a view can generate sustainable
effectiveness.

In the upper left quadrant, the organization engages in activity
during which value is created “in-house” and that value is expected
to be captured by the “company.” As a medium-term forecasting
issue, the organization asks, “What resources and capabilities are
we developing that are likely to yield new businesses or new tech-
nologies?” or “What are the emerging social and environmental
issues that our resources and capabilities can address?” As we will
describe in Chapter Six, senior executives need to give special
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attention to these forecasting projects so that overly bureaucratic
processes do not smother them at this early stage of development.
A large part of the NRC’s work is devoted to this kind of develop-
ment, as implied by its mission statement.

In the lower left quadrant, value is created “in-house” but
that value is captured by the “ecosystem,” where ecosystem refers
to the web of businesses, customers, governments, NGOs, and
other stakeholders that operate together—consciously or uncon-
sciously. That is, the organization thinks about the work it is
performing that will benefit others. As employees (managers,
individual contributors, or researchers) engage in innovative
activity for their firm, they often generate valuable ideas that do
not contribute substantively to expected future strategic intents
of their firms, but they can be used by others without harm to
the organization’s performance.

The Aravind Eye Clinic in India has developed a remarkable
process for doing cataract surgery and addressing preventable blind-
ness.> Whereas many surgeons only perform one or two surgeries
per day, the Aravind doctors perform eleven to fifteen per day with
fantastic quality results. The process innovations that were created
internally have been shared with others.

The clinic takes its process on the road, delivering cataract
surgeries throughout India; the profits from paying customers are
used to subsidize the surgeries in less fortunate parts of the coun-
try. As a result, the Aravind Eye Clinic has dramatically reduced the
amount of preventable blindness. Other clinics, such as the He Eye
Hospital in Shenyang, China, have picked up on the innovation
and begun to address the preventable blindness in China. In this
case, innovative, future-focused activity that began as in-house/
company value was extended to in-house/ecosystem value.

In the upper right quadrant, the “community” creates
the value and the “company” captures it. As the obverse of the
“in-house/ecosystem” quadrant, organization members participate
(on company time) in different networks in which new ideas
are being developed. As a result, the organization becomes
aware of opportunities and trends that can help it develop future
value-added strategic intents.

Many firms, including Cisco, Intel, Microsoft, and GE, take a
small ownership stake in a variety of other firms to extend their
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reach and knowledge of future opportunities. This idea can be
easily extended to sustainable effectiveness. For example, hav-
ing managers and employees sit on nonprofit boards for social
and environmental issues exposes them to likely future markets,
business ideas, and regulations. The Open Studio experiments
clearly show this process at work. By sponsoring ideal phone
design contests, the value was generated in and by the commu-
nity (Nokia had a clear and transparent intellectual property
process in place) even though the ideas might eventually generate
value and be captured by Nokia.

Finally, in the lower right quadrant, value is created by the
“community” and captured by the “ecosystem.” The open source
movement, famous for its Linux operating system, is the result
of people (many working on their own time and not as part of
an employment relationship with an organization) developing
and improving the software. The software is distributed free, and
contributions to it are rewarded with the inclusion of the contrib-
utor’s name as one of the authors. Similarly, marketing functions
and corporate communications departments are quickly learn-
ing how to leverage social networking sites, such as YouTube,
Facebook, and a variety of sites where people post reactions to
products and services, in order to gain insights into emerging
trends. We heard one marketing manager worry that her million
dollar marketing campaigns can be made worthless by social
networking sites where product defects are quickly identified.

Viral marketing, Google Analytics, Tweets, and blogs are not
only useful for immediate information, they can be used to iden-
tify “weak signals” regarding future opportunities. Again, the
Open Studio experiments reflect the process well. Not only did
Nokia gain insight about its technology for its experiments, but
the way it conducted them also generated social value for the
community that was captured by the community.

The value creation—value capture matrix provides important
guidelines for medium-term futuring processes. The top man-
agement team of an SMO must be responsible for governing this
process. The executives must allocate enough of their time and
involve a broad enough range of external stakeholders to ensure
that all quadrants are covered. SMO strategizing processes should
include enough emphasis on the in-house/company quadrant to
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generate future revenues and profits. In addition, the organiza-
tion should participate appropriately in the other three cells to
generate information, innovations, and knowledge to increase
their awareness of other potential products and services.

The matrix defines areas where organizations should look for
trends and emerging opportunities. CCOs operate largely in the
in-house/company quadrant, trying to “go it alone” and gener-
ating innovations for primarily economic gain. HIOs also work
primarily in this quadrant, but in the pursuit of generating an
engaged and knowledgeable workforce, may encourage some
people to participate in professional and technical communities.

The logic of SMOs calls for an external focus. In a world
changing rapidly, it is highly unlikely that an organization can do
it all on its own. No organization can employ all the smart people
(scarce and expensive resources), and so, to understand emerg-
ing opportunities, it makes sense to gather observations about
the future in collaboration with others. The strategizing process
must create the opportunity to capture ideas from other places
and give organizations a chance to contribute to other organi-
zations’ products and services. Innovation, it turns out, isn’t an
efficient process, but this approach can help organizations figure
out how to benefit from that inefficiency. As a result of using it,
social good is produced alongside economic progress.

Output of Medium-Term Futuring

The output of the medium-term futuring process is a range of
expected conditions, a set of robust strategic intents, and specific
investments in the resources and capabilities that will support
sustainable effectiveness. First, the top management team must
collect the data generated by participating in the different value
creation—value capture quadrants, and they must systematically
analyze it. “Where is the market heading?” “What new markets
appear to be emerging faster than we expected?” “What would
the best and worst cases look like from our point of view and
what would appear to be the key events most likely to trigger
these scenarios?”

Second, looking across the pessimistic, expected, and opti-
mistic forecasts, executives should identify choices of breadth,
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aggressiveness, and differentiation that are likely to be success-
ful under most or all of the scenarios. For example, despite the
passing of a health care reform bill, there are still a large number
of uncertainties facing hospitals and other health care firms. At
Alliance Imaging, a provider of mobile and outsourced imaging
services, disciplined aggressiveness is considered to be the smart
play in terms of entering a new market (oncology) and defend-
ing its traditional CT and MRI markets. No matter how the
health care reform process unfolds, an aggressive intent—not an
aggressive identity—is the most robust intent.

Finally, the top management team needs to decide on the
investments they need to make to build the knowledge, skill,
infrastructures, processes, and systems to support capability devel-
opment. In the Alliance Imaging case, managers’ understanding
of the importance of disciplined aggressiveness led to decisions
about building the company’s sales, marketing, and servicing
capabilities. Must-do activities included thinking through and
developing the necessary organization structures, hiring and reten-
tion strategies, and operation processes that would keep current
customers loyal and allow the sales force to pursue new accounts.

Short-Term Futuring

The short-term performance time frame is controlled by the cur-
rent strategic intent. It generates current revenue and profit, and
drives ecological and social benefits (or harm). It is the result of
actions taken or not taken in the past. Too many CCOs and HIOs
spend most of their time trying to understand current trends in
the business environment and do not spend enough time con-
sidering longer-term issues. While making adjustments to their
current strategic intent, they miss important signals about the
need to adapt, and, as a result, their ability to adapt is severely
constrained. They don’t have any insight into why the changes
are happening. To avoid this problem, SMOs complement tradi-
tional environmental scanning techniques, such as SWOT analyses
(strengths, weaknesses, opportunities, threats) and identifying
current social, technical, economic, ecological, and political trends,
with tools such as prediction markets and the extreme strategizing
process.
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In SMOs, senior executives spend only about 20 percent of
their futuring time thinking about short-term trends. Instead,
they rely on operating managers who are in much closer contact
with the marketplace. In too many CCOs and HIOs, executives get
involved in short-term processes because of their impact on cur-
rent financial outcomes. In the vernacular, they let the “urgent
drive out the important.” Operating managers, not senior exec-
utives, should handle adjustments to a strategic intent, such as
increasing or decreasing the aggressiveness with which the firm
attempts to drive an advantage, changing a product or service
feature to build a shortrun differentiation advantage, or entering
adjacent market segments to increase breadth. The organi-
zation’s identity plays a crucial role here in guiding decisions
according to the cultural values and brand promise.

Operating managers, not senior executives, should
handle adjustments to a strategic intent, such as
increasing or decreasing the aggressiveness with which the
Sfirm attempts to drive an advantage, changing a product
or service feature to build a short-run differentiation
advantage, or entering adjacent market segments to
increase breadth.

The Future Is Now

Southwest Airlines has done a great job letting operating man-
agers handle short-term futuring processes and modifications to
its strategic intent. Southwest has a clear identity and strategic
intent around the concept of “freedom.” It leverages its identity
(gives customers more freedom) with changes in breadth (for
example, entering and exiting city markets). In addition, it dif-
ferentiates itself and contributes to customer freedom with low
fares, on-time departures, and friendly customer service.
Southwest—especially its operating managers—monitors cer-
tain trends for changes that can affect its strategic intent. Those
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trends include fuel prices, economic forecasts, seasonal changes
(more vacations!), and competitor moves. When the economy
went into recession in 2008 and the other airlines announced
fees to check bags in an attempt to boost revenue, Southwest
quickly ran advertisements highlighting its policy of not charg-
ing for checked bags. It was an aggressive move that was made
with Southwest employees in mind (if they had charged for bag-
gage, it would be the employees taking the brunt of questions
and complaints). The top management team didn’t suggest the
advertising theme, middle managers did—they are and should
be more concerned about where the industry is headed.

The Process of Scanning

Despite all the long- and medium-term crystal ball work, every
organization must still execute in the short term. As shown in
the Southwest story, short-term futuring processes must stay close
enough to the current trends and issues in the competitive envi-
ronment that adjustments to the current strategic intent can be
made quickly. In many ways this facet of the futuring process
relies on the nature and characteristics of the organization’s
structure, which will be discussed in Chapter Six. In that chap-
ter, we will describe how a structure’s “surface area” needs to
be maximized to capture as much information as possible from
the external environment. Using that information, transparent
decision-making and flexible resource-allocation processes can
be used to adjust the current strategic intent to optimize profits,
social value, and environmental health.

What does a short-term, future-focused, transparent-decision-
making, and resource-allocation process look like? One great
example is a “prediction market.” These virtual markets gather
together a diverse range of stakeholders to bid on the likely out-
comes of specific questions. If you google “prediction markets,”
you find a wide range of ongoing discussions. Recently we found
prediction markets for “Will the global average temperature
in 2019 be 0.1 degree Celsius (or more) than 2009?” “Will the
highest marginal single-filer Federal income tax rate be equal
or greater than 40% in 2013?”, and a number of markets con-
cerned about who will win this year’s Emmy awards. While these
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prediction markets are for public input and entertainment,
similar ones can easily be set up for organizations.

If an organization wants to understand whether customers
will pay more for products that either incorporate recycled com-
ponents or are produced with lower-carbon-footprint processes
or have a socially responsible supply chain, they could establish
a prediction market around these questions. The market would
invite employees, customers, salespeople, regulators, and other
stakeholders to “buy” or “sell” probabilities.

For example, let’s say the question is “Will customers pay
10 percent more for our product if they know our supply chain
is socially responsible and environmentally healthy?” Let’s say
the current “price” is 30 percent agreement or “yes” to the ques-
tion. A customer who logs onto the market and believes that his
or her firm is willing to pay more would see that price as too low
and would work to buy that probability to increase it to a higher
percentage.

The interesting thing about prediction markets is their
accuracy. Studies suggest that wellrun prediction markets are
consistently more accurate than expert predictions. Accurate
short-term forecasts can be used to change differentiation fea-
tures of a product or service or increase or decrease the aggres-
siveness of different initiatives. Such adjustments to the firm’s
strategic intent allow firms to achieve reasonable profits, support
change, and develop more sustainable outcomes.

A second approach, known as “extreme strategizing,” calls
for an organization to reengineer its environmental scanning
system to rapidly collect and disseminate customer, regulatory,
social, and natural environment trends to strategic decision
makers through its employees.” The key to extreme strategizing
processes is the rapid cycle of data exchange and dialogue
between the organization and its stakeholders. The essence of
this approach is the realization that it’s not just the feedback
of data from stakeholders to the organization, and not just the
communication from the organization to stakeholders, but the feed-
back and communication together that drive better and faster
actions and decisions.

Employees in HR, sales and marketing, operations, and cor-
porate responsibility develop routines to engage stakeholders in
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data-driven dialogue. There is a conversation about questions
such as “What’s going on in our different worlds?” “How do
you see our organization’s behavior in the marketplace?” (great
data for understanding the organization’s identity!), “What do
we need to pay attention to?” and “What do we need to do bet-
ter?” The conversation is driven by data and a concern over what
they mean.

The data and dialogue results are then integrated, summa-
rized, and presented to decision makers in a regular cycle of
assessment and adjustment. A great example of how this pattern
works is the experience of PayPal. The organization initially was
focused on creating a system that would allow people to make
payments with Palm Pilots. Realizing this market was small, it
put its payment transfer software on the Web. The service was
picked up by online auctions—a service and function it was
never intended to provide—to facilitate payments between buy-
ers and sellers. PayPal’s exchanges with eBay and other auction
sites, their customers, and the marketplace allowed the organi-
zation to recognize the opportunity and focus its attention and
resources on it.

Over time, operating managers and senior executives work
with the extreme strategizing data to generate two important
outputs. The first is a set of conclusions and observations that are
fed back to employees for use in the next round of sensing. The
second output is decisions regarding any changes to the organi-
zation’s breadth, aggressiveness, and differentiation features of
its strategic intent.

Output of Short-Term Futuring

The output of the short-term futuring process is aimed at chang-
ing the dimensions of strategic intent to improve current value.
These decisions are fed directly into the operating processes of
the organization to drive financial, social, and ecological value.
For example, UPS’s “on demand” process mobilizes its resources
and logistics expertise to ensure that food, water, medicines, and
other relief supplies can get to areas affected by an earthquake,
tsunami, hurricane, or other natural disaster. It is just one part of
an overall sustainability orientation that drives social value.
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Conclusion

The futuring process is an important complement to the defini-
tion of a robust strategy. SMOs create value through a long-term
identity and shortterm series of temporary advantages. When
the elements of a robust strategy are paired with the outputs of
short-, medium-, and long-term futuring processes, an SMO has
the means to generate sustainable effectiveness.

Assessment Questions

1. How do you approach futuring?

a. Our managers are reasonably well-informed and we do
have strategic planning meetings, but looking out beyond
twelve months is not an important part of our approach to
management.

b. We do have a futuring process in which we do things like
scenario planning, but I'm not sure how the information
is used.

c. We are very future-oriented and have the culture and the
processes that support futuring.

Here is what the answers imply:

a. A futuring process should exist in any complex organization
just like there are processes for hiring, crisis management,
product development, and so on. The lack of good
futuring process leads to constantly being late in seizing
temporary competitive advantages.

b. If the futuring process exists but is ineffective it is probably
due to lack of senior management and board involvement;
without their involvement no futuring process can be
effective in identifying new strategic intents.

c. This is the right place to be. We hope the futuring process
has created a sustainable effective organization.

2. Does futuring embrace inputs from outside the organization
or is there a secretive “behind closed doors” mind-set?
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a. We are very secretive about futuring and do not involve
outside partners.

b. While there are some secrets, we are generally open and
keen to collaborate with others on inventing the future.

c. We actively pursue a strategy of openness and collaboration
in futuring.

Here is what the answers imply:

a. A few firms do well with a highly secretive, internally
driven futuring process, but typically it’s a poor model for
futuring.

b. A thoughtful attitude toward what needs to be secret and
what does not opens up more doors and should lead to
successful futuring.

c. An active strategy of openness and collaboration is the way
to turn the organization’s futuring capability into a
strategic advantage.






PART TWO

The Way Work
Is Organized






CHAPTER FIVE

| Board Governance

All too often, today’s corporate boards perform poorly. A close
look at them suggests that most are ill-prepared to govern com-
plex organizations.! They failed to prevent Lehman Brothers and
other financial institutions from making risky decisions that led
to their bankruptcies and government bailouts. At Lehman the
risk committee of the board met just twice a year during the two
years before the company went bankrupt as a result of its high-risk
failed investments.

In the cases of Enron and Tyco, illegal activities were over-
looked or not detected by the board before they went bankrupt.
The board of BP has consistently failed to deal with its poor
safety record and now faces decades-long litigation and reputa-
tion damage as a result of the Gulf of Mexico oil well explosion.

Board decision making with respect to the hiring and firing
of CEOs all too often has been at best irresponsible. One particu-
larly outrageous example occurred at Tyco. In 2001, CEO Dennis
Kozlowski got a new contract which specified that even conviction
on a felony charge was not grounds for termination. Four years
later he was convicted of numerous felony charges and sentenced
to twenty-five years in prison. It is hard to understand how any
board could have agreed to a contract with this provision in it.

The record of U.S. boards is particularly poor when it comes
to executive compensation. It is not just that on the average it has
increased dramatically over the past twenty years; all too often the
amount paid is not related to performance. At Lehman, the CEO
received over $480 million of compensation in the eight years
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prior to the company declaring bankruptcy. Then there is the case
of Ray Irani, the CEO of Occidental Petroleum. He was the
second-highest-paid U.S. CEO for the decade starting in 2000,
despite the fact that he was not managing one of the largest oil com-
panies and that the company was not an outstanding performer.
At least the highest-paid CEO for this period, Larry Ellison at $1.8
billion, built a large, very successful software company, Oracle.

The one thing that boards rarely have been accused of is
unlawful behavior (Tyco is an exception here), but that simply is
not good enough. Boards do not just need to behave legally, they
have to behave responsibly and ensure that their corporations
perform effectively.

The corporate governance model in most developed coun-
tries makes boards a key actor. In theory, it is their “job” to see
that the interests of the major corporate stakeholders are consid-
ered, taken into account, and furthered.? They are expected to
provide direction, guidance, leadership, and oversight. Specifying
what boards should do is relatively easy. Specifying how they need
to be staffed, structured, and designed in order to do it is quite
another matter.

Let’s start our consideration of governance with what boards
should do to make an organization effective. What they need to
do with respect to corporate governance depends on the manage-
ment approach a corporation takes. CCOs and HIOs do not dif-
fer greatly from each other with respect to the way their boards
are expected to govern, but SMOs do differ from both in terms
of the issues to be considered and the decisions to be made. How
boards operate is particularly critical in the case of SMOs. They
need to role model the types of mission focus, problem-solving
capability, and team effectiveness that is required throughout the
organization.

The Role of Boards

Before we get into the details of how boards need to be designed
and to operate in an SMO, it is important to establish what they
need to accomplish. The primary function of boards has always
been to represent the shareholders or owners of the organi-
zation. This is true of CCOs and HIOs. The boards of SMOs,
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however, should represent the organization’s major stakeholders,
not just its owners because they are responsible for their organiza-
tion’s sustainable effectiveness, not just its financial performance.

A second and very critical role concerns the organization’s
strategy. Using input from the CEO and the management team,
board members are responsible for establishing the organization’s
identity and approving strategic intents that are aligned with
that identity. They are responsible for ensuring that their organi-
zation’s strategic intent is aligned with its purpose. As we stressed
in our discussion of strategizing, the boards of SMOs should take a
strong leadership role in exploring long-term economic, social, and
environmental assumptions through a scenario-planning process.

Boards need to approve their organization’s strategic intent
and how it is managed. With respect to the strategic intent, the
board needs to decide what business the organization is in, what
its competitive approach will be, and, of course, the way the
business processes will be executed.

In developing and evaluating the strategic intent of its orga-
nization, the board needs to take into account its major stake-
holders. These usually include its customers, its employees, the
communities where it operates, and of course, its investors. How
much and what kind of influence each of these groups has on the
strategy should be determined by the board and should reflect
the nature of the business the organization is in and how it is
managed. The board should also strongly influence what manage-
ment approach the organization operates with. When the sustain-
able management approach is chosen, the board needs to be an
articulate and persuasive voice of the major stakeholders in the
organization. It should define a strategic direction that will serve
all stakeholders’ interests, not just those of senior management
and the owners.

As we have already pointed out, to be effective in today’s
business environment, an organization needs both an identity to
guide its long-term strategic decisions and a strategic intent to guide
short-term decisions. Given the rate of change in the world, it is
necessary for a company’s strategic intent to evolve and change
over time. A company’s purpose and identity are less likely to
change, but it is possible, and when change is needed, the board
should take a leadership role.
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Given the lack of long-term sources of competitive advantage
and the continuous changes in knowledge and markets that exist
today, boards need to constantly evaluate and potentially change
some of the elements of their company’s strategic intent. In the
best of all worlds, companies can stick to a strategic intent and
perform well simply by adjusting and tweaking the elements of the
intent (breadth, aggressiveness, and differentiation), but in many
cases, more significant changes are needed. As we have already
established in our discussion of strategizing it is unrealistic to
expect that any SMO'’s strategic intent will stay the same for very
long in today’s rapidly changing global business environment.

To be sure the company’s identity remains viable, the board
needs to carefully monitor the external environment and the
company’s strategic assumptions using the process of scenario
planning that was described in the previous chapter. The board
needs to regularly review data about how key features of the
external environment are changing and consider how they
relate to the company’s identity and to its strategic intent. To get
the right kind of information to do this, boards need to demand
and receive frequent ongoing company and environmental data.
They need updates on the financial condition of their company’s
markets, the condition of its human capital, the environmen-
tal impact of their company’s operations and products, and, of
course, how effectively the company is operating.

Particularly in the case of SMOs, boards need to be fully
aware of not just whether their company is accomplishing its stra-
tegic objectives but of how it is accomplishing them. This should
include looking at the way the company is managed. To do this,
the board needs data from company sources as well as such key
independent external sources as customers, regulators, the NGO
community, and other stakeholders.

There simply is no substitute for the boards of SMOs receiv-
ing valid comprehensive company performance data and data
that show the company’s impact on its key stakeholders. They
need to know how well the company’s strategic plan and per-
formance capabilities fit the business environment. Three of
the biggest U.S. bankruptcies ever—Enron, WorldCom, and
Conseco—occurred in part because the companies used account-
ing practices that their boards did not know about or did not
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understand. As a result, their boards were unable to monitor
their performance and prevent management from making a
number of bad decisions.

Three of the biggest U.S. bankruptcies ever—Enron,
WorldCom, and Conseco—occurred in part because the
companies used accounting practices that their boards did
not know about or did not understand.

The board of the now defunct Washington Mutual did not
get valid data about the level of risk that existed in its loan port-
folio. Board members were “caught by surprise” when the country’s
largest savings and loan was taken over by the government and
sold to J.P. Morgan Chase.

Because SMOs are designed to gain a competitive advan-
tage by the way they are managed, it is particularly important
that their boards get data about how and how effectively they
are managed.? For example, they need to get data on the skills
and competencies of the workforce as well as on its motivation and
commitment. The boards of SMOs should get information on
the condition of the company’s competencies and capabilities.

A board cannot be content to simply “monitor” its company’s
performance. It needs to act decisively and effectively when a
change in strategic intent is needed as well as when execution is
poor or inappropriate. Sometimes the poor execution is a strat-
egy problem, and of course, as already mentioned, that may mean
changing one or more parts of the strategy. In some cases the
strategy may be the right one but improved execution is needed.
Boards should be adept at spotting poor execution and at improv-
ing it so that it is supportive of the company’s strategic intent.

Boards often fail to operate effectively as strategy setters.
Instead of worrying about the larger picture and the long term,
they try to micromanage the corporation and end up being
resented by senior managers. As a result, they do not get the data,
information, and insights that they need in order to be effective

4
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setters of the organization’s strategic direction. Finally, all too
often, they fail to recognize the major changes that need to be
made in their company’s products and services.

The recession of 2008 served to highlight just how many
boards are poorly prepared to deal with economic change and
adversity. Most were not prepared for a major economic down-
turn and struggled with the task of adjusting their company’s
strategic direction to deal with the recession. In extreme cases,
the poor performance of boards resulted in bankruptcy and
government takeovers.

During this period, it was surprising how little attention
was focused on the failure of boards. Instead, most business writers
focused on the members of senior management and their high
levels of pay. Clearly, senior executives deserved a considerable
amount of the blame, but many corporate boards also deserved
a great deal of blame. They were responsible for who was in the
senior positions and for many of the major decisions that deter-
mined how their companies performed during the recession.

Admittedly, the recession was an extraordinary event, and the
failure of many boards to deal with it effectively does not neces-
sarily mean they typically perform poorly. What is more damning
is how often over the past several decades they have failed to deal
effectively with CEO succession issues, excessive executive com-
pensation levels, sustainability issues, and corporate fraud. One
can only imagine what the board members of Home Depot were
thinking when CEO Robert Nardelli told them not to come to
their company’s annual meeting and they agreed. Perhaps the
poster child of poor performance is the General Motors board.
It failed to prevent decades of decline that finally resulted in the
once dominant auto company filing for bankruptcy.

Finally, in some organizations, the most important role of
the board is to serve as a crisis manager. It should not be a “stan-
dard operating procedure” for the board of any company, much
less an SMO, to run it—far from it. Boards should avoid micro-
management and meddling in the company’s activities on a day-
to-day basis, but sometimes this cannot be avoided because a
crisis occurs.

Not surprisingly, many boards fail when they have to deal with
a crisis. They simply don’t have the time or the talent needed to



Boarp Governance 105

intervene when a crisis strikes. In the case of an unexpected cri-
sis such as the death of a CEO or the collapse of a company’s
financial performance, the board should be able to take immedi-
ate corrective action and, in some cases, even take over running
the company. To do this they may need to designate one of their
members as an interim CEO or to replace some of the key man-
agers in the company. This can be an incredibly demanding role
for a board member or members to fill and one that can lead to
serious disruption in their lives. But every board should be pre-
pared to deal with a crisis that demands that one of its members
take an operational role in the company. They may never need
to, but they need to be prepared to.

To accomplish their objectives, the board of an SMO needs
a number of identifiable features. In the rest of this chapter, we
will discuss how the boards of SMOs need to be staffed, designed,
and operated in order to be effective in today’s business
environment. Many of the points we will make are applicable to
organizations that are not managed with a sustainable manage-
ment approach because they are simply good practices for most
boards to engage in. But we will also discuss some practices that
are a good fit for just SMOs.

Board Membership

It is easy to make the case that many U.S. corporate failures were
the result of boards failing to do their “jobs” in part because
they lacked the needed expertise. Let us return to the case of
Lehman Brothers. Lehman, like most large corporations, was a
very complex global corporation with exotic financial products.
To understand its business, the board needed deep expertise in
the following: corporate finance, organization design, account-
ing, risk management, economics, international relations, and
talent management.

Instead of staffing its board with individuals that had exper-
tise in these areas, Lehman Brothers chose to staff its board with
a theatrical producer, an actress, and a retired admiral. The
result was a board that had almost no expertise in the exotic
financial instruments and transactions that led to its downfall.
For eighteen years the actress and heiress (E.F. Hutton and Post
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Cereals) Dina Merrill sat on the board and the compensation
committee that approved the CEO’s extraordinary compensation
package.

Lehman Brothers chose to staff its board with a
theatrical producer, an actress, and a retired admiral.
The result was a board that had almost no expertise in

the exotic financial instruments and transactions
that led to its downfall.

Who is on a board makes a great difference in its credibility,
its access to knowledge, and its ability to bring the correct per-
spective to strategic planning, and indeed, it is critical to all of
the things that a board must do to be effective. Putting together
the right combination of board members clearly is not an easy
task. It is not simply a matter of picking people with the right
areas of expertise. Rather, it is a matter of picking people who
can work together and, as a total group, perform the functions
that an effective board needs to do well.® In this respect, it is a
little like putting together a basketball team or other sports team
in which the members are highly interdependent and the per-
formance of the team reflects very much the degree to which
the team members fill different roles and complement each
other. Boards should have between nine and fifteen members, so
there are a number of tough membership choices that have to
be made.

Boards are critical to many features of SMOs, particularly to
developing and fulfilling the purpose and intent of the organiza-
tion, as well as how it operates and gets things done. As noted
earlier, their most important role is to deal with issues concern-
ing whether the strategy and the way the company does business
is consistent with its purpose and identity. In SMOs boards must
be in a particularly good position to understand and advise on
how the business strategy and practices will affect key stakeholder
groups.
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Member Independence

Probably the most important feature of a board’s membership,
although it is hard to single out just one, is the degree to which
it is made up of independent members. To be independent, an
individual cannot be employed by the company. In addition,
this individual should not have any business or family relation-
ships with the company or the members of its senior management
that might compromise his or her credibility and independence
when it comes to key decisions.

Some have argued that boards should be made up entirely
of independent directors. It is easy to see how they have reached
this conclusion, but it may be too extreme a position.® There are
some clear advantages to having a few members of the board—
the CEO and two or three others—who are not independent.
Executives and others who work for the company can bring to the
board a perspective and types of information that are not easily
available to independent directors. This often is particularly true
with respect to issues concerning how the company is managed
and what the attitudes and the behaviors of the workforce are.

Having insiders on a board can also help with management
succession. Board members can see potential CEOs in action,
and CEO candidates can learn about how boards operate. The
disadvantage of having individuals on the board who are exec-
utives or who are otherwise “compromised” by their relation-
ship with the company is that they may not be objective in their
assessment of issues. Nevertheless, our belief is that in general it
is useful to have at least one or two employees on the board, in
addition to the CEO. Particularly in SMOs they are an important
stakeholder group and can bring valuable information to bear
on the issues boards address.

Key Stakeholders

A membership issue that greatly distinguishes what should be
the membership of SMO boards from that of CCO and HIO
boards is the presence of representatives from the organization’s
key stakeholder groups. This includes, in most cases, the invest-
ment community, the local communities or countries where



108 MANAGEMENT RESET

the organization does business, employees of the company,
and members of organizations that represent the environmen-
tal impact footprint of the organization. All of these groups are
affected by board decisions and warrant a board position in an
SMO, something they rarely if ever have in CCOs and only occa-
sionally have in HIOs, which sometimes have a nonmanagement
employee on them.

In the case of large complex SMOs it is not practical to have
members that represent all of the key stakeholder groups—there
simply are too many. When this is true, it is important that boards
find other ways to hear from those groups that are not represented
on the board. They can, for example, invite representatives to
come to board meetings, have committees that gather data from
them, and meet with them.

Diversity

Closely related but somewhat different from the issue of key stake-
holders being present on the board is the issue of diversity. What
constitutes the correct kind and amount of diversity is to a degree
a function of where an organization does business and what
kind of business it is in. In almost every case, there is a strong
argument for diversity in gender, race, and ethnicity. In many
companies, a strong case also can be made for international diver-
sity. Particularly in today’s global economy, it is difficult to think
of many companies that are not affected by what is happening in
multiple countries and multiple regions of the world.

Getting the right kind and mix of diversity is not easy. Clearly
it needs to vary by company, and consideration needs to be given
to how diversity will influence the decision-making effectiveness
of the board. Diversity can be very positive in terms of bringing
more viewpoints to the table and allowing issues to be raised
that would not “normally” be raised. Thus it is often worth seek-
ing diversity in order to improve the decision-making process of
boards as well as to ensure that there is representation of the key
stakeholder groups.

Diversity has to be balanced against the ability of the board
to operate as a smoothly functioning group. In many important
respects, boards are teams and need a spirit of cooperation,
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mutual sharing, and common goals. This may not exist automati-
cally with a diverse group, but can potentially be created through
team building and group development work.

Some countries have passed laws that require gender diversity
on boards. For example, in Norway and Spain a percentage of
all board members must be women. It is easy to understand why
these laws have been passed; in most countries boards have not
awakened to the reality that diversity is a key to board effective-
ness in all organizations and particularly in SMOs. Nevertheless,
we do not think SMOs should have quotas. They are simply too
blunt an instrument, particularly in a country such as the United
States with its many racial and ethnic minorities. Simply stated,
diversity needs to be strategically targeted to each organization,
not determined by a mandate. Overall, in the case of SMOs,
almost whatever needs to be done to create a diverse and yet
smoothly functioning board is worth the investment.

Expertise

The independent members of boards in U.S. companies typically
have been drawn from among executives in other companies.
The assumption is that they will have a good understanding of the
business problems and therefore have the necessary expertise to
be on the company’s board. We have no argument with the idea
that CEOs bring value to a board and that some CEO represen-
tation on an SMO board is desirable, providing the CEO under-
stands sustainable effectiveness.

However, all too often the boards of CCOs and HIOS have three
or more CEOs on them, and as a result there are not enough board
seats left for individuals with other areas of expertise. Particularly
in SMOs it is important to fill some board positions with individu-
als who are experts in organizational effectiveness and the human
capital side of an organization. This area of expertise may overlap
with other kinds of expertise so that a “specialist” is not needed, but
it does need to be planned for when boards are staffed.

Because human capital performance is a critical difference
maker in HIOs and SMOs, it is very important to have board
members who understand what effective human capital man-
agement is and what an effective organization design is. In our
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research, when we ask board members whom they rely on for
advice on human capital management, they often cite the CEOs
of other companies who are on their board. In most cases, this is
a serious mistake.

In our research, when we ask board members whom
they rely on for advice on human capital management,
they often cite the CEOs of other companies who are on

their board. In most cases, this is a serious mistake.

Most CEOs have some knowledge of human capital manage-
ment, but they are rarely experts in it, even though they manage
large firms. What is needed are board members who have the kind
of in-depth knowledge of human capital management and orga-
nizational effectiveness that one gains as a result of being an HR
executive in an SMO or HIO. An alternative is someone who has
consulting or research in human capital management experience.

Deep content knowledge is critical; without it, SMO boards
cannot be expected to make good decisions about how the
strategy and talent management practices of their organization
should fit together in order to create a sustainably effective orga-
nization or to deal with key senior executive talent management
issues. Further, in-depth knowledge of the interface between tal-
ent management and organization design is critical to a board
being able to determine how well a company is being managed.

Currently, about 80 percent of the boards of Fortune 1000
companies do not have a member who is an expert in human
capital management, much less human capital management in
SMOs. Most boards do recognize the importance of having a
member with deep financial knowledge and have at least one.
No doubt financial assets are one of the most critical assets that
most companies have and, of course, they need to be monitored
and effectively managed. Our point is that the same thing is true
of an SMO’s human capital and that this should be recognized at
the board level.
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Finally, it is important to include on a board individuals who
are expert in the core competencies of the organization. A soft-
ware company, for example, needs software engineers, a chemical
company needs chemists, and an educational firm needs one or
more individuals with a background in learning and knowledge,
and so on. In the case of an SMO that has a major environmental
impact, the board should have a member who has expertise in
that feature of the natural environment.

Number of Board Memberships

All too often individuals are on multiple boards, not just two or
three but six, seven, or more. Historically in the United States there
have been some individuals who are in what is called the “corpo-
rate board club.” They serve on multiple large corporate boards;
an extreme example is Vernon Jordan, who at one point was on ten
major corporate boards. Football star Willie Davis at one point ran
his own company and served on eleven boards at the same time. In
addition to being the president of a major university, Shirley Ann
Jackson sat on five corporate boards in 2009. Her income for these
board memberships totaled over $1.3 million.

Having multiple board memberships may be acceptable in
the case of CCOs and HIOs (although we don’t think it is), but it
certainly is not okay in the case of SMOs. Being a board member
in an SMO is a very demanding job, not one that can be done in
the two hundred or so hours a year board members in CCOs and
HIOs spend doing it.

To be an effective board member in an SMO, no one should
be on more than two other boards if they do not have a “day job”
and on one or perhaps no other if they do. There simply are not
enough hours in the year for someone to do what is required of
a board member in an SMO and to be on multiple other boards
as well as have a “day job.”

The Way Board Members Are Chosen

What we have done so far is to specify some of the types of indi-
viduals who should be on boards in a sustainable organization.
Each organization needs its own unique blend of directors who
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are independent, possess the right areas of knowledge and exper-
tise, have the right amount and kind of diversity, and can work
together. Creating a board like this begins and to some extent
ends with having the right selection process.

Choosing the right board members needs to be done in a
credible, transparent way. In the case of most U.S. corporations,
a committee of the board picks one nominee for each board seat.
The list of board candidates is then given to the total board for its
approval. The company then submits an unopposed list of direc-
tors to the shareholders for a vote. In some respects this process
makes sense, particularly if the nomination committee is aware
of the needs of the board for member skills and knowledge, has
engaged in a good search-and-interview process so that it knows a
great deal about the individuals it is proposing to be on the board,
and has carefully assessed their qualifications.

The danger with this board nomination process is that mem-
bers of the company executive team, especially the CEO or a
special interest group, may dominate it and steer it toward pick-
ing individuals who are overly favorable to the CEO and other
members of senior management. The last thing a board needs
is members who are unwilling to raise tough questions and bring
independent views to the boardroom. Thus it is very important
that any board member selection committee be made up solely
of independent directors. They need to have a good understand-
ing of the expertise required of board members in order for
them to deal with the many issues that need to be considered in
establishing an effective, team-oriented board.

It is important that key stakeholders have a “say” in the board
member selection process. To get shareholder input, for example,
Pfizer and United Health have established advisory nominating
committees that are made up of their largest shareholders. This
appears to be a good way to give one group of stakeholders—
shareholders—a voice; others could be given one if employees and
environment NGOs were asked for their input, as they should be
in an SMO.

The second step in most board selection processes is a vote
by the shareholders on board membership. In many U.S. cor-
porations, this vote is far from a true “democratic” election.
Yes, shareholders are given a vote on whether to approve or not
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approve board members. But it is extremely difficult for groups
who would like to run alternative candidates to get their candi-
date on the ballot. As a result, in almost every case, board mem-
bers run for election with no opposition. In addition, in many
board elections, shareholders cannot vote yes or no on indi-
viduals. Instead, they are asked to ratify the entire slate, and if
they do not vote, it is considered to be favorable. Not surpris-
ingly, directors who are nominated by boards almost always are
elected.

In an SMO, the whole board election process should mirror
a classic democratic election processes. It ought to be relatively
easy for individuals who want to run against the existing directors
to get their name on the ballot. In addition, each individual board
member should run independently and should only be elected
if they get a majority of the votes cast. Admittedly, in many
cases the votes will still be in favor of the board members nomi-
nated by the company. This is hardly a negative, however, since it
most likely means that shareholders are relatively happy with how
the board and the company have been performing.

Having democratic elections is not about SMOs that are
performing well. It is about those instances when the company,
and in particular the senior management team, has been per-
forming poorly. For them, it is critical that shareholders have a
chance to vote out members of the board. This is consistent with
the overall management approach in an SMO because it holds
individuals accountable for their results and introduces account-
ability at the board level. The principles of accountability and
results are integral to SMOs, and thus having them practiced
from the top to the bottom of the organization is vital to creating
a culture of accountability and performance.

We would be remiss if we did not mention a major problem
with, as is required by law, having only shareholders elect the
board members of an SMO. It means that the other key stake-
holders of the organization do not have a direct say in who is on
the board. This may not be a major problem if the nomination
process produces the “right” candidates. Thus it is particularly
important that all the major stakeholder groups have a say in
who is nominated to run for board seats. Until there is a change
in the law that opens board elections to all stakeholders, this is
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the best that SMOs can do to be sure their boards have the right
members.

Board Leadership

SMO boards require a special type of leadership.” Board chairs
need to be able to bring an independent and objective viewpoint
to board discussions involving a wide range of issues. They also
need to be able to facilitate group discussions and adroitly sched-
ule and facilitate decision making. Finally, they need to have a
good understanding of business and what it takes to effectively
manage a corporation. The key question is, where should boards
look for the type of leader who can handle the complexities,
stresses, and time commitment needed to be an effective board
chair?

One place to look is to the company’s CEO. In the majority
of U.S. companies, this has been where most boards have looked,
and still do, for a chair. The CEO role and the board chair role
are combined in most U.S. companies. The alternative approach,
which is being taken by an increasing number of U.S. companies
and has already been taken by many European companies, is to
split the roles of the board chair and CEO.8

There are a number of reasons why splitting these two roles
fits SMOs better than having them be combined. Having a chair
in place who can act as an objective outsider when it comes to
making decisions about sustainable effectiveness, business strat-
egy, succession, CEO performance, executive compensation,
board appointments, board membership, performance appraisals
of board members, and a host of other issues simply makes more
sense and is likely to lead to better and more objective decisions.

Expecting the CEO to have an active role in managing an
SMO and to fill the board chair’s role is asking too much. All
too often, it puts the CEO in a situation that is rife with conflicts
of interest and excessive time demands. Particularly in question
when the CEO holds both roles is the evaluation of the CEO and
the determination of his or her compensation. Simply stated, it
is unreasonable to expect someone to evaluate their own perfor-
mance and decide how it should be rewarded. The CEO should
work for the board, not, as is so often the case in CCOs and HIOs,



BoarD GOVERNANCE 115

the reverse. As one board activist recently noted, “T'he board is
not the CEO’s friend—it is the CEO’s boss.”

Not only should the CEO and board chair roles be separate,
it is important that the board chairperson be independent of the
organization’s management.” All too often in the United States
and in other countries (for example, the United Kingdom), the
chair of the board is either the former CEO or someone who has
a strong historical involvement with the company. Although this
type of appointment may increase the relevant knowledge that the
chair brings to the position, it seriously damages the ability of the
chair to be objective and to provide the kind of external visibility
that speaks to accountability and objectivity.

Simply stated, it is critical that the board chairs of SMOs be
independent. SMOs need to have cultures of objectivity, assess-
ment, and accountability. Having an independent chair reinforces
this element of the corporate culture starting at the top. It cre-
ates a situation in which decisions about the CEO’s career and
the company’s strategy are the responsibility of someone who has
an uncompromised perspective on the company’s performance
and that of its CEO. It promises to bring objective decision
making to bear on succession, compensation, and performance
evaluation issues that involve members of the board and the
CEO. Perhaps less important but still an advantage of having an
outsider as the board chair are the issues of time demands and
responding to a crisis.

Boards are facing more and more demands. Just preparing
for board meetings and participating in them can involve a con-
siderable amount of time. In major corporations, boards need to
meet at least eight to ten times per year for a day or more, and
there are a number of committee meetings as well. As mentioned
earlier, the time demands are particularly great for the boards of
SMOs. They are expected to deal with a broad range of sustain-
able effectiveness issues and, as we will discuss next, they have
more committees. Given this, it is particularly appropriate to
have someone as a board chair who can spend a third or more of
his or her time on board business. This is difficult for somebody
who is also performing the CEO job.

It is desirable to have a board chair who can take on the CEO
job when a crisis occurs that makes it impossible or undesirable
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for the CEO to perform this job. A CEO’s performance or health
problems can make it necessary to replace the CEO with little or
no notice; thus it is very desirable to have a “standby CEO.”

Finally, there is the matter of where to find an independent
board chair for an SMO. In many cases, the former CEOs of
other companies are good choices. They are used to assessing
strategy and dealing with large, complex issues, and they have a
good network of individuals they can go to for advice and input.
Often they also are able to step in and run the company when
and if a crisis requires leadership from the board chair.

The major “watch out” when choosing a CEO to be the board
chair of an SMO is the individual’s management style. If this per-
son is a command and control executive, he or she should not
be the chair of an SMO! The situation is different for executives
who have a high involvement management style; there is a good
chance they can be successful chairs of SMOs, but of course the
best choice is someone who has led an SMO.

Committee Structure

The committee structure of an SMO board needs to reflect the
new realities of the external world and its commitment to sustain-
able effectiveness. Today most boards do not have a committee
structure that does. Let’s take a look at the committees an SMO
should have that CCOs and HIOs typically do not have.

Sustainability

Few boards in the United States have a sustainability commit-
tee. The good news is that U.S. board members do appear to
be assigning more importance to environmental sustainability.
Our recent survey of U.S. board members shows that a major-
ity now think that environmental sustainability is an important
issue for their corporation. In this case, board members in the
United States appear to be catching up with their European
counterparts.

Given the importance of sustainability to sustainable effec-
tiveness, it is appropriate to have a sustainability committee
of the board. This committee needs to review the data on the
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environmental performance of the company, make recommen-
dations to the total board on how environmental sustainability
should influence the company’s strategy, and generally oversee
the environmental performance of the company with respect to
its operations and products. They should meet regularly with the
members of the company who are focused on sustainability so
that they understand what they are doing and, of course, what
kind of approach the company is taking. An ideal member of this
committee is someone who has a good knowledge of sustainabil-
ity issues and the company business strategy, and knows external
experts in the area of sustainability.

Guven the importance of sustainability . . . , it is
appropriate to have a sustainability commattee
of the board.

Social Responsibility

Most boards do not have a social responsibility committee or sub-
committee. For SMOs, this is not acceptable. They need a com-
mittee that collects data on the social impact of the organization,
reviews the social performance of the organization, and makes
recommendations to the board about how it can be improved. It
should review major board decisions that have an impact on the
communities where it operates and suggest actions that will have
a positive impact on communities and customers.

Human Resources

Today, most U.S. boards have a committee that is focused on
executive compensation and, to some degree, executive (CEO)
succession management. Sometimes this committee is called the
human resource committee, though in most cases, its focus is
mainly or only on the compensation of very top executives, not
on the company’s overall approach to talent management.
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SMOs need a human resource committee that has a broad
and comprehensive charter. It needs to have responsibility for
the key talent management issues that face the corporation. Yes,
it needs to look at executive compensation, but it also needs to
take responsibility for the talent management programs the com-
pany has. It needs to be sure that the right succession planning
processes are in place for the key management and technical
positions. This analysis should be driven by a talent management
program that focuses on critical positions and difference-making
individuals.

The committee should ask the human resource function for a
human capital scorecard that regularly reviews and shows the tal-
ent currently on hand in the organization, the projected future
needs for talent, and what talent is available in the external mar-
ket. The committee needs to monitor the talent in the company
and how it is being managed and developed. The existing talent
needs to be mapped against the core competencies and capabili-
ties of the organization and how they ultimately relate to the stra-
tegic plan of the organization. In essence, the human resources
committee needs to be sure that the company will have the talent
supply that it needs in order to be sustainably effective.

Our research suggests that at this time, most boards do not
get the information they need in order to monitor their compa-
ny’s talent, and they know it! Table 5.1 presents data gathered by
us from board members of large U.S. corporations.!? A signifi-
cant number report not receiving, but wanting to receive, data
on employee attitudes, recruiting, turnover, and succession man-
agement for key technical positions. Somewhat surprising is the
result that almost 20 percent say they don’t get and shouldn’t get
data on key technical positions. Hopefully this response is com-
ing from directors of companies that are in low-tech or simple
service businesses.

A key issue with respect to the human resource committee of
the board is what type of individuals should be on the committee
and how the committee should be supported. First, particularly
when dealing with executive compensation issues, the commit-
tee should include only independent board members. A larger
human capital committee may include a few insiders, but which-
ever group, a subcommittee or the committee as a whole, deals
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Table 5.1. Information Given to the Board

Don’t
Get and  Get but  Don’t Get but  Get and
Should  Shouldn’t Should Shouldn’t

Succession planning data  73.1 0 24.4 2.6
for most management

positions

Succession planning 46.8 1.3 32.5 19.5
data for key technical

positions

Metrics on turnover 59.0 3.8 33.3 3.8
Metrics on recruiting 49.4 5.2 36.4 9.1
success

Attitude survey data 51.9 1.3 42.9 3.9

with executive compensation should be made up of only outsid-
ers. This is critical to good decision making with respect to exec-
utive compensation and to the credibility of the decisions made
with respect to executive compensation.

Earlier it was mentioned that it is critical that one or more
board members have expertise in human capital management.
One of the reasons for this, of course, is that someone or better
yet more than one person on this committee needs to have depth
expertise in talent management, and in most cases, that person or
persons should be the chair of the committee.

In addition to having one or more members of the com-
mittee with good knowledge of talent management, the board
should receive two kinds of support so that their expertise level
in human capital management is high. Board members should be
supported by the company chief human resource officer and by
the company staff experts in human capital management and
executive compensation. They should also have access to inde-
pendent consulting help, particularly when it comes to making
decisions about executive compensation. This and other areas of
human capital management are extremely complex and involve
decisions that need to reflect, among other things, what is going
on in other companies that are competing for top human capital.
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In essence, this committee needs a staff and a budget for external
consultants to support its activities.

Finally, it is important that the committee be responsible for
reporting the results of its analyses to the whole board. Boards
need a regular update on the condition of their organization’s
human capital just as they need a report on its financial and
physical capital.

Organizational Effectiveness

SMOs need a committee of the board that focuses on organiza-
tional effectiveness. Today few boards have a committee that does
this; if the issue is dealt with at all (often it isn’t), it is handled
by the entire board. In an SMO, it deserves more attention than
the whole board can give it. Thus we feel a separate committee is
needed.

The organizational effectiveness committee should be respon-
sible for the strategizing work the board needs to do. It is the
logical place to do much of the work needed to prepare the full
board to discuss long-term strategizing. In addition, it should be
charged with looking at the sustainable effectiveness of the orga-
nization with respect to the management practices the company
uses and how they interface with each other and the strategy.

Do these practices complement each other in ways that
produce the organizational capabilities and competencies the
organization needs? Do they lead to the type and levels of sus-
tainable effectiveness that are called for by the business strategy?
Do theylead to dangerous risk taking on the part of employees? Do
they lead to an overly short-term orientation? The answers to these
questions are central to the board fulfilling its oversight role with
respect to how well an SMO is operating and whether the prac-
tices used are providing a competitive advantage.

The membership of the organizational effectiveness com-
mittee needs to consist of experts in strategizing, organization
design, and the way companies are managed. It needs to receive
company balanced scorecard data and needs to be able to collect
its own performance data. Like the human resource committee,
it needs to be able to hire consultants and commission studies of
the company’s management effectiveness.
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Succession Management

It is said that the most important thing boards do is pick the next
CEO of its organization. Often this is true, although it may not
be as true in an SMO as it is in organizations that are managed
with more of a focus on the CEO providing direction and mak-
ing the major decisions. The shared leadership approach, which
we will discuss in Chapter Eleven, argues that the CEO is a criti-
cal culture setter and definer, but perhaps not as important as
the CEO is in other management approaches. Nevertheless, the
human resource committee and the board in general should reg-
ularly discuss succession issues. They should be sure that multiple
individuals are being developed for the CEO role and that those
individuals have a commitment to the shared leadership approach
and to sustainable management.

In general, the best candidates for the CEO job in an
SMO are to be found internally. The emphasis of SMOs on tal-
ent development and the importance of talent should lead to
an organization with a very effective competency-driven talent
model. It also should lead to an organization that has a num-
ber of potential CEOs and senior executives who understand
the management approach, are committed to it, and can take
a shared leadership approach. Bringing someone to a senior
leadership position from outside is often quite risky. It may take
an outsider a great deal of time to understand the sustainable
management approach, and they may prefer a more imperial
approach to how the CEO role is performed.

Evaluation and Rewards

Central to SMO boards should be accountability and rewards that
are based on sustainable effectiveness. This needs to start at the
very top or it will never be an important part of the culture, and
it should be practiced throughout the organization. Yes, boards
need to evaluate the performance of the CEO, but they need to
do more. They need to review the performance of the senior man-
agement group. This is an important part of their succession
management process and their ensuring that there are individu-
als in the organization who are available to fill key management



122 MANAGEMENT RESET

positions. It also is a sign of how important they believe the tal-
ent management process is. Their involvement speaks loudly and
clearly to the organization about the importance of doing talent
management and doing good performance reviews.

But what about the board and the individual board members?
Should the boards of SMOs be evaluated? Should individual
members of SMO boards be evaluated? The answers are yes and
yes. It doesn’t happen in many CCOs and HIOs, but there is no
question that consistency with respect to how the sustainable
management style is implemented requires that board members,
and the board as a whole, be evaluated on their performance.

Should the boards of SMOs be evaluated ?
Should individual members of SMO boards be
evaluated? The answers are yes and yes.

It is already a regulatory requirement in some countries
that the board evaluate its performance. Much less common is
an evaluation of the performance of individual board mem-
bers.!! We have talked to many board chairs and CEOs of CCOs
who strongly resist this because they feel it demeans the board
members and may be “insulting” to them. This may be true, but
this reaction is more an indication of the fact that the board is
poorly constituted or that the CEO does not practice sustainable
management than that board members shouldn’t be individually
evaluated. Being a board member is a job, a well-paid one at that,
and as result, individuals who do it should be accountable for
how well they do it.

Evaluating individual board members is quite consistent
with the sustainable management approach to accountability
and to rewards. Individuals need feedback about their perfor-
mance, and they need to change their behavior on the basis of
it. We have done a number of board member assessments that
resulted in behavioral change. The changes have included being
more attentive at board meetings, not interrupting other board
members, and taking courses in finance and talent management.
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We also have seen board members refuse to change, and in some
cases this has resulted in their not being allowed to continue as
board members.

It makes sense to reward board members on the basis of
sustainable effectiveness. However, given the high level of inter-
dependence among board members, it may not make sense to
use evaluations of the individual board members to determine
the compensation of individuals. But it certainly makes sense to
evaluate their performance and give them feedback.

Boards are a good place to use a 360-degree appraisal process
in which board members comment on each other’s performance.
When appropriate, members of the management team and exter-
nal stakeholders also should comment on the performance of
individual board members and the overall board’s performance.
Ignoring performance issues that exist with individuals, or the
board as a whole for that matter, means running a very great
risk of poor board performance and represents a glaring incon-
sistency with how sustainable management should be operation-
alized. Again, the call is for accountability and rewards that are
based on performance. This needs to be true at the board level
in SMOs just as it needs to be true throughout.

If a good performance appraisal process is in place, age and
term limits for board members are not needed. In many cases,
they are in place mainly to make it easy for boards to remove poor
performers, but they come with a high cost, the elimination of
valuable board members who perform well but happen to be “too
old.” They also tend to undermine the evaluation process because
they make good evaluations unnecessary in the case of individu-
als who are required to leave the board. Age and term limits are
a “solution” to some performance problems, but they make hav-
ing a good performance management system less important and
cause other problems.

Let’s turn for a moment to the type of reward system that
should be in place for board members. This is a clear case of
when it is important to have relatively long-term rewards in place
and rewards that reflect the sustainable effectiveness of the orga-
nization relative to its peer companies. Many of the decisions
that board members make are long-term decisions and are
intended toimprove their company’s performance againstindustry
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competitors. This suggests very strongly that board members
should be rewarded primarily on the basis of their organizations’
sustainable effectiveness. In most cases, the best way to judge an
SMO’s performance is how it performs over the long term rela-
tive to its peers.

Perhaps the best way to combine long-term compensation
with rewards for performance is to have three components to a
board member’s compensation package. The first is a relatively
small base pay package that covers board membership and meet-
ing attendance. Second, board members should receive stock
grants and stock options that have a relatively long-term per-
spective; five to ten years is probably the right length of time for
most board members. Third, board members should have a cash
bonus plan that pays out annually on the basis of the organization’s
sustainable effectiveness against peer companies.

Long-term stock plans are a critical part of the reward pack-
age for board members of SMOs because they call attention to
the longtime perspective board members are expected to have.
Boards need to do long-term strategizing, so it makes sense to
reward them on the basis of how well they do it. They also are key
to risk management; rewarding them for long-term sustainable
effectiveness is the best way to be sure they don’t try to inflate
short-term financial performance by making highly risky invest-
ment and operational decisions.

There are many ways to structure bonus plans. One approach
that makes sense for board members involves calibrating com-
pany incentives against peer companies so that a bonus is paid
out only when an organization’s effectiveness betters that of peer
companies on multiple indicators of sustainability. Here is where
financial incentives and the triple-bottom line should come into
play. For board members to get maximum bonus, their organiza-
tion should have to outperform the average performance of its
peers on all of the three major elements of sustainable effective-
ness for multiple years.

Recognizing the importance of total performance, in 2010
a Dutch company, TNT, introduced a bonus plan that pays its
top executives bonuses on the basis of triple-bottom-line perfor-
mance. It uses measures of customer satisfaction and environmental
impact (such as energy use and emissions).
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Finally, there is the question of how much board members
should be paid. Board member compensation has risen quite a
bit over the past two decades. Still, the highest-paid board mem-
bers in the United States usually make less than a million dollars.
Many do make well over a quarter of a million and some over
half a million, however—not bad for part-time work, but small
compared to what most CEOs make!

Given the important role of boards in SMOs, the critical
issue, in our minds, is not how much they are paid, it is how
they are paid. If they are paid on the basis of the effectiveness of
their corporation, amounts up to a half million dollars a year are
reasonable. However, it is unacceptable if they are highly paid
because they have de facto deals with the CEO that involve their
paying the CEO highly and the CEO supporting their being paid
highly.

Boards Must Be Effective

SMOs must have effective boards. The way boards operate has a
strong influence on the way their organization operates. In addi-
tion, they make some of the most important decisions concerning
the way their company adds value, treats people, is organized, and
behaves. Not surprisingly, SMO boards must look and operate
very differently from the way boards do in CCOs and HIOs. They
need different information, leadership, structures, and reward sys-
tems in order for them to be successful in governing SMOs.

Although SMO boards operate differently from the way most
boards operate, none of the features of SMO boards are untested
or impossible to implement. They also align quite well with what
many corporate governance experts and activists say boards should
do. Thus there is every reason to believe they can be put into place
and can lead to improved board and corporate performance.

Assessment Questions

1. How important is the board in your organization?

a. If the board were to disappear, it’s not clear it would be
missed.
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b.

Board members do an okay job with CEO succession,
executive compensation, and preventing major strategic
missteps.

. The board is a leadership group that keeps the organization

sustainable and effective.

Here is what the answers imply:

a.

If you answered “a,” you are probably in the majority. All
too often, the board often seems to be more a ceremonial
body than one offering significant value added.

. Your board has fulfilled its mission in the context of

mainstream management thinking.

. You have an organizational advantage over other firms due

to excellent governance.

2. How diverse is the know-how and perspective of the board?

a.

b.

Our board is composed of people with financial, legal, and
general business expertise.

Our board has diversity in backgrounds and expertise
beyond the usual suspects.

. Board members are selected with diversity in mind, includ-

ing members representing different cultures, stakeholder
perspectives, and expertise.

Here is what the answers imply:

a.

When boards lack diversity in expertise they are not able
to provide governance in a world in which serving multiple
stakeholders and managing organizations is essential.

. The organization has clearly recognized the value of

some diverse thinking but failed to take it to its logical
conclusion.

. The organization is serious about creating a highly capable

representative board that understands what it means to be
sustainably effective.



CHAPTER SIX

Structures for Sustainable
Effectiveness

There is a popular story about how John Chambers, CEO of
Cisco Systems, settled on a way to make Cisco more flexible and
customer focused. While participating in a small-group vision-
ing exercise at the 2007 World Economic Forum in Davos,
Switzerland, in which executives from a variety of industries and
countries were tasked with thinking about the future, it dawned
on him that this wasn’t a bad way to make creative decisions.

Chambers had recently reorganized Cisco—the third major
reorganization since the company’s founding in 1990—from a
decentralized business unit organization where each customer-
facing unit had a full complement of staff functions into a
centralized functional structure.! In the wake of the dot.com bust
of the early 2000s, the duplication of resources in the customer-
focused structure was seen as too expensive.

Chambers worried that like most functional organizations
Cisco would be too inwardly focused and not sufficiently customer-
centric. To avoid this, he had been experimenting with cross-func-
tional overlay teams, or what Jay Galbraith calls “lateral integration
mechanisms.” These cross-functional teams, or as Cisco calls
them, “councils and boards,” were not so much a new design as a
radical bet on collaboration as a complement to hierarchy.

Cisco is a $40 billion Internet hardware and solutions pro-
vider. Its identity is nicely summarized by its vision—changing
the way people live, play, work, and learn—and its strategy is

127
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often characterized as “managing market transitions.” Since the
firm began, it has watched for and facilitated a number of major
technological transitions, such as the integration of voice and
video, making the network a platform, and driving collaboration,
in ways that add significant value for its customers. These transi-
tions defined periods of strategic intent for Cisco, and they cre-
ated a series of momentary advantages.

For each momentary advantage, Cisco adjusted its breadth
(currently increasing), aggressiveness (always pretty high), and
differentiation (varies by product line and market). Cisco has
posted impressive economic returns, and a strong record of social
and environmental results. For example, it recently was listed as
the number one firm on Greenpeace’s “Cool IT” leaderboard.

This chapter describes three organization structures that sup-
port the achievement of an integrated set of sustainable effective-
ness goals (economic success, positive social value, and ecological
health) and also reflect an organization’s identity. First, we will
describe how Cisco has adapted the traditional functional struc-
ture. Second, we will describe how Harris Corporation’s Broad-
cast Communications Division has created an ambidextrous
structure that balances innovation and efficiency. Finally, we will
describe how W. L. Gore created a network organization that bal-
ances flexibility and execution. Each structure applies and lever-
ages three adaptations—surface area, resource allocation, and
decision making—that help SMOs perform in complex, uncer-
tain, and unpredictable business environments.

Ambidextrous and network structures are not commonly
used in organizations today. However, the emergence of new
views of power and status, the sophistication of information tech-
nology, and their clear advantages with respect to supporting sus-
tainable effectiveness have created a compelling case for their
use. Thus we expect to see more and more organizations adopt-
ing these structures.

Sustainable Functional Structures

Most people think of structure as an organization chart with
boxes and lines showing reporting relationships and work assign-
ments, but a more enlightened view is that structure is the
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way organizations focus attention and manage resources.’

Functional organizations focus attention and resources on tech-
nical specialties such as finance, research and development,
manufacturing, and marketing; divisional structures focus resources
on products, customers, or regions; matrix structures focus them
on multiple dimensions.

For SMOs to be effective, two questions need to be answered:
“Focus attention on what issues?” and “Focus what resources on
what compelling issues?” The answers need to support the inte-
grated objectives of economic performance, positive social value,
and environmental performance. In the context of the issues
discussed in the prior chapters, the short list of answers includes

e Customers

Environmental trends (natural, social, and economic)

NGOs, governments, and regulators

Vendors, suppliers, partners, and employees

The interactions among the units of the organization (functional
or business)

The Cisco case is a clear example of how a traditional func-
tional structure was adapted to focus attention and resources
on these issues and support sustainable effectiveness outcomes.
Cisco made three important adaptations to their functional struc-
ture, adaptations that led to the right focus for an SMO. They
increased the structure’s surface area with cross-functional teams,
enabled collaboration with flexible resource allocation processes,
and improved decision making with transparent information
policies.

Maximum Surface Area

Organization structures traditionally have been designed to focus
on meeting shareholders’ needs. The recent shift toward customer-
centric organizations is a step in the right direction, but we are
arguing for an even more radical leap. SMOs need to listen to mul-
tiple stakeholders, not just the ones who buy their products and
services. They need to listen to employees, the communities
and countries they operate in, and the needs of the planet.
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SMOs can facilitate the gathering of information by imple-
menting maximum surface area structures that are flatter and full
of roles that are expected to bring stakeholder input into stra-
tegic and operational decision making.* In SMOs, all or at least
most employees should have few, if any, degrees of separation
from the external environment. A good rule of thumb is that no
employee should be more than two connections away from a cus-
tomer or key stakeholder. The reason for this is straightforward.

A good rule of thumb is that no employee should
be more than two connections away from a customer
or key stakeholder.

Direct exposure to how well an organization is satisfying its
stakeholders provides employees with credible and powerful feed-
back about performance and provides key inputs to the short-term
futuring process described in Chapter Four. Putting organization
members in “direct contact” with stakeholders shifts attention
from a focus on what you do to whom you need to satisfy.

This may seem an obvious and simple idea, but in many ways
it is radical and difficult to execute. How many organizations
have systems that put human resources, research and development,
production, accounting, audit, or procurement representatives
in touch with customers, or even with someone who deals with
customers? How many organizations have automated telephone
answering systems that are designed to buffer organization
members from contact with customers?

Now extend the idea of contact further. How many organi-
zations put HR, R&D, operations, and finance people in touch
with the communities in which they operate or with the NGOs
who are considering the air, water, and carbon footprint impact
of their business? How many organizations put their employees
in touch with investment analysts? And finally, how many orga-
nizations that have these contacts actually pull together all the
available information to make integrated decisions that optimize
their strategic intent? This is the essence of the short-term futuring
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process we discussed in Chapter Four and will be a primary focus
of the work systems we describe in Chapter Seven.

For a variety of reasons, organizations with a maximum sur-
face area structure are much easier to change and better able to
address social, ecological, and economic concerns than are inter-
nally focused structures. When Cisco moved to a centralized,
functional organization, there was a lot of concern about it main-
taining a customer focus. Cisco created a council and boards to
preserve that orientation.

Creating councils and boards leveraged the customer-centric
aspects of Cisco’s identity. Cisco has a long history of being customer
focused, and both its internal values and its external reputation
as being customer-oriented have fueled the company’s identity of
“changing the way people live, work, play, and learn.” Even as its
managers abandoned a structure with an obvious customer ori-
entation, they knew they could not abandon a very central part
of who they were.

The councils and boards structure kept Cisco’s focus on
the external environment, including customers. It also allowed the
company to focus on emerging markets, corporate responsibility,
and the environmental impact of the business. Its councils and
boards are a complement to Cisco’s core functional structure.
The “Operating Committee” (OC) has profit and loss responsibil-
ity for Cisco’s global business and consists of Chambers and the
executives who head up sales, marketing, manufacturing and sup-
ply chain, technology, finance, strategic planning, and engineering.

To ensure that the functional organization has a maximum
surface area, Cisco created multiple crossfunctional councils to
address specific market demands and organization initiatives.
These councils are groups of five to ten senior executives pulled
from the different functions and tasked with creating and driving a
strategy to achieve particular objectives. Councils are different from
a task force because councils are relatively permanent. Councils
are put into direct contact with specific markets and stakeholders.
Cisco currently has nine councils, as is shown in Figure 6.1.

The original “segment” councils were formed around the very
same customer segments that had defined Cisco’s prior structure:
large enterprises, small and medium businesses, and service pro-
viders. Eventually, the number of segment councils was expanded
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Figure 6.1. Cisco’s Council Structure
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to five, demonstrating the flexibility of the structure. In pursuit
of maximum surface area, Cisco also created councils to focus
attention and resources on emerging solutions, new technologies,
internal organizational processes and operations, and emerging
markets.

The responsibility for establishing new councils rests with
the OC. When the need for a new council is identified, the OC
names the individuals who will be on the council, drawing on
executives from the relevant functions. The council’s first task is
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the creation of a vision, strategy, and execution (VSE) document.
The VSE document is a statement of the council’s belief about
what’s possible; how to achieve the vision; and the required
resources, programs, and initiatives. It is a key document because
it outlines the council’s mandate or charter.

Once the VSE document is approved by the OC, the council
can create one or more boards, and the boards can create one
or more working groups, to focus on specific products, markets, or
technologies. Boards, like councils, first create a VSE document
to verify their charter and scope of responsibility.

One of the first boards created after the initial set of councils
was formed was the “EcoBoard.” The EcoBoard’s vision—“if it can
be connected to the Internet, it can be green”—dedicates Cisco
to the goal of reducing greenhouse gas emissions 25 percent by
2012 (from a 2007 baseline). The EcoBoard intends to achieve its
goal through environmentally conscious product designs, supply
chain solutions, innovations to the network architecture to reduce
power requirements, and sustainable company operations.

Like a council, a board normally has five to ten executives or
managers from the functions considered necessary to drive spe-
cific elements of the council’s strategy. Board members expect to
spend about 30 percent of their time on board work.

Cisco’s council and boards structure is a good example of
a maximum surface area structure that puts members in touch
with a broad variety of perspectives, reduces the number of
surprises coming from the external environment, and makes
members aware of a broad set of possibilities. It is a good way to
increase the surface area of a functional organization.

Coordination and Resource Allocation Systems

All organization structures attempt to achieve multiple objectives.
Being in touch with the different aspects of the external environ-
ment through a maximum surface area structure is one thing;
coordinating what an organization does and allocating resources
is another. In an ideal world, coordination and resource allo-
cation are achieved by having all of the activities and processes
necessary to create and deliver a product or service report to one
manager and be visible to all employees. This is the holy grail of
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the high involvement organization, an achievable goal in a small,
single product or service firm, and a key feature of W. L. Gore, as
will be described later.

But in most large organizations, no matter how hard you try, you
always run into some constraint or constraints—scale, scope, scarce
resource, time—such that self-containment isn’t possible. Can you
imagine any structure that could put all the activities necessary to
manufacture and test Boeing’s 787 Dreamliner in one group?

Organizations have to address how they coordinate processes
that run horizontally across their business units or functions. For
example, how can a traditional functional organization made
up of R&D, operations, marketing and sales, and administration
coordinate the innovation process? Each function thinks they can,
but R&D cannot do it without sales and marketing input, opera-
tions cannot do it without input from the other two, and so on.

In Cisco’s case, the enterprise segment council has respon-
sibility for crafting strategies and plans that grow and develop
large corporate customers. To do that, council members must
address two key horizontal coordination tasks. The first is coor-
dination of the functions to deliver solutions to large enterprises.
Growing and developing the enterprise market requires sales
and marketing to provide information about customer demand.
They need to coordinate that information with the technology
and engineering functions in order to develop products and
solutions that are attractive to this customer set. These coordina-
tion requirements do not just happen magically in a functional
organization, they have to be actively managed.

The second coordination task involves interaction with the
other segment councils, such as the small business or consumer
councils, in order to allocate functional resources. Should the
engineering and technology development functions prioritize
large or small business products? How will they decide? SMOs
address these questions with strong coordination and flexible
resource allocation processes that overcome the lack of coordi-
nation that exists in most functionally structured organizations.

Coordination Processes

Coordination usually is accomplished by processes that help
glue an organization together, including setting goals, defining
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schedules, and planning budgets. These basic coordination
processes need to be designed to support a lot of sustainable
practices. If goal setting does not include environmental objec-
tives, they are not likely to be a concern. If budgets do not support
social issues, where will the resources come from? To achieve the
collaboration necessary to create an integrated set of outcomes,
SMOs must be proficient at not only the basic coordination pro-
cesses but also the more complex types of collaboration, such as
project management, matrix relationships, crossfunctional decision
making, and prioritization.

More complex coordination processes are particularly impor-
tant when the basic processes are not sufficient to handle the
complexity of the business. For example, if goal setting, plans,
and budgets are insufficient to handle the relationships among
products, supply chains, and retail outlets, then a cross-functional
team must be established to coordinate the flow of goods and
services from sources to consumers.

Cross-functional decision making is a complex coordination
process that requires special skills and knowledge, such as nego-
tiation and the ability to see a whole system, and sophisticated
management support processes, such as enterprise-wide informa-
tion systems. In large organizations, the number and complexity
of IT projects required to support different functions and prod-
uct groups often exceeds the available resources. To coordinate
the internal demand for IT support and optimize effectiveness, a
“portfolio” decision-making process is required to prioritize the
projects that should be funded, whether the criteria are economic,
social, or environmental.

No organization has made a bigger bet on the process of col-
laboration than Cisco. The councils and boards represent large
investments in crossfunctional and portfolio decision making. The
segment councils, for example, are tasked with coordinating the dif-
ferent functions toward goals that drive segment revenue and profit.
The cross-segment innovation councils have the mission of develop-
ing new products, technologies, and solutions. By having functional
representatives on each council, commitments can be taken back to
the functional organization and prioritized. The councils also coor-
dinate the boards in addressing specific segment and cross-segment
issues and the work teams in addressing specific projects.
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The VSE process, a basic coordination process, is key to sup-
porting the more complex collaboration processes in the councils,
boards, and functions. It identifies the necessary resources, creates a
plan of record to monitor activity, serves as a communication device
to the functions for their own prioritization and planning, and pro-
vides the OC with an important control mechanism.

No organization has made a bigger bet on the
process of collaboration than Cisco. The councils
and boards represent large investments in
cross-functional and porifolio decision making.

Flexible Resource Allocation Systems

An organization such as Cisco with multiple councils creating
new products and drawing up strategies for new markets will
soon come apart at the seams unless there are coordination struc-
tures. The membership requirements and VSE process in Cisco
are helpful here, but are not enough. To effectively coordinate
activity, all of the processes described earlier assume a stable set
of priorities and goals, but that is not a good assumption. SMOs
must also have strong flexible resource allocation processes that
move people, money, and assets to their most valued use when
the business environment and priorities change. In most CCOs
and HIOs, the enemy here is clear: the annual budget.

In most organizations, the annual budget is a fixed perfor-
mance contract between one level of an organization and another.
As a result, if an opportunity arises or a significant but unexpected
event occurs, it is relatively difficult for a CCO or HIO to repri-
oritize attention and find the resources to adapt. Fixed annual
budgets are primarily about control—in the negative sense of the
term—and the operative word is fixed, which is why the “beyond
budgeting” approach fits SMOs so well.?

At the heart of the beyond budgeting movement and any
flexible resource allocation system is the insight that using bud-
gets as a rigid control mechanism leads to an internal focus and
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counterproductive game playing. Two of the most common
games are “padding the numbers” (such as, how can I know what
will happen nine months from now; I need to add some contin-
gency funds into my budget) and “creating shadow organizations”
(for example, in a crunch, the IT group is too slow; I need some
of my own IT resources working for me). These games may solve
some problems but they do not recognize and address the real
problem: fixed annual budgets are not suited for fast-changing
organizations.

Budgeting restricts people’s view of outcomes to financial
metrics and their perspectives on resource allocation to vertical
concerns. Budgets are financial metrics, and even when organi-
zations move to a “balanced scorecard” that includes learning,
customer satisfaction, or other categories, they retain a focus
on financial returns. Similarly, since budgets (including rev-
enues) always need to “roll up,” the concern is almost always
vertical, not horizontal and certainly not with customers and
other stakeholders.

SMOs change the budget process in two ways. First, they
focus on accountabilities. Goal-setting efforts address a broad set
of economic objectives, social concerns, and ecological health
outcomes. These goals must be reconciled by all the relevant
structural dimensions of the organization. For a large multina-
tional, this should include functions, products, and geographies.
An SMO cannot pursue an integrated set of triple-bottom-line
outcomes if part of the organization is working at cross-purposes
with another part. The goal-setting process defines projects and
operations that are resourced and budgeted. The process of
defining projects and accountabilities should occur as often as
necessary and not be just a once-a-year event.

Second, the process of setting outcomes against which people
and teams will be held accountable is both vertical and horizon-
tal. The beyond budgeting companies in Europe are experimenting
with not having budgets at all. They are quite disciplined in their
measurement of performance, the development of goals, and
their accountability for results. However, they have eliminated
the detailed line item budgeting process that sucks up manage-
ment attention, produces organizational rigidity, and generates
mountains of reports that are rarely looked at.
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Cisco creates an annual long-range plan, and during that
process, functional priorities are set with input from the coun-
cils. If significant opportunities emerge during the year—if a
competitor launches an important new product or a new tech-
nology becomes commercially viable—or if councils change their
aggressiveness, breadth, or differentiation—then the Operating
Committee or the functions have to reprioritize.

Creating a formal mechanism to control the council and
boards structure is something with which Cisco is struggling. For
example, the functions and councils understand that the func-
tions own the resources. However, that doesn’t stop the councils
from arguing that if they had a little budget to control, they could
leverage activities more effectively and flexibly. In response, Cisco
is developing a more effective portfolio management process.

As we described earlier, the complex coordination process
involves the councils, representing different elements of the busi-
ness environment, and the functions. As part of the long-range
planning process, the budgeting process has evolved from one
dominated by the functions to one in which the councils
make inputs to functional budgets to one in which decisions are
made on a portfolio basis. Each evolution of the process has been
the result of an evaluation that recognized the organization’s
current resources and processes and its desired capabilities.

A totally functional budgeting process tended to allocate
resources into shorter-term operations over longer-term invest-
ments. When the process involved inputs from the councils, the
needs identified far exceeded the available capital. The emer-
gence of a portfolio process recognizes the balance required to
keep short- and long-term issues as well as efficiency and inno-
vation in alignment. To do that, Cisco is considering whether
portfolio optimization decisions should be made by the OC or by
a Cisco Alignment Board that can also prioritize, plan, and track
advancements on key strategic initiatives.

Transparent Decision-Making Processes

What differentiates SMOs, CCOs, and HIOs when it comes to
decision making and information transparency is who offers
input and what input is available. In a CCO, there is little doubt
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that the key strategic and operational decisions are made at the
very highest levels of the organization. The reason for this is
obvious—that is where the information exists and where the
greatest decision-making and analytic expertise are. But when
organizations adopt a maximum surface area structure and more
sophisticated collaboration processes, good information exists in
many parts of the organization and the information-processing
and decision-making system of the organization must be adjusted.

Unlike CCOs and HIOs, SMOs try to optimize financial
effectiveness as well as social and environmental effectiveness. A
manufacturing plant in China that we worked with had to make
a very real choice between operating the plant to provide jobs
for the local economy and shutting down operations in order to
stop polluting the local water supply. Asking why environmental
equipment wasn’t installed in the first place (a great question
that provides important insight into the organization’s iden-
tity and its business context) or recommending that they install
equipment now (we did) doesn’t help the plant manager decide
what to do today.

Organizations that do not acknowledge social and environ-
mental effectiveness have the luxury of ignoring and avoiding the
complexity of multiple bottom lines. In this case the plant manager
felt compelled to continue operations and wait for the environ-
mental equipment to be installed even though watchdog NGO
groups began publicizing the plant’s polluting activities. The
alternative—losing face among the members of his community—
was an overriding concern.

Organizations that do not acknowledge social and
environmental effectiveness have the luxury of ignoring
and avoiding the complexity of multiple bottom lines.

To support a transparent decision-making process, Cisco’s
information systems measure key work process activities, organi-
zation performance, and stakeholder activities, including those
of competitors, communities, regulators, customers, and others,
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and provide that information to everyone. This requires a system
to organize and integrate the information, that everyone input
what they know and hear, and that everyone uses the informa-
tion for decision making to jointly optimize triple-bottom-line
outcomes. Segment councils that do this are guided by Cisco’s
identity, the current strategic intent, and inputs from the other
councils and boards. Looking ahead, in Chapters Eight and Nine
we will describe how these systems interact with goal-setting and
reward-system processes, but for now, what’s important is the
point that all SMOs should have information transparency.

With respect to transparency, some organizations are perform-
ing very well. Today, for example, there is good corporate social
responsibility and sustainability reporting by many organizations,
including DaVita (health care), UPS (logistics), Gap (retail),
and Cisco (technology). Gap’s reporting evolution is particu-
larly noteworthy. It began with a simple brochure reporting on
its activities and has evolved into a comprehensive website where
its practices are described, metrics related to factory compliance
are reported along with a variety of other data, comments from
external stakeholders are published, and a larger community is
created.

As important as transparency is when it comes to informa-
tion, it is even more important when it comes to decision processes.
Because of changes in the business environment, the best loca-
tion for most decisions will change over time, although this is
something that organizations rarely think about. At best, it comes
up during reorganizations every few years. In SMOs, it is impor-
tant that it be a regular topic of discussion and an important
consideration when there is a strategy change.

For any organization to be effective, it needs to be clear who
is making decisions and what the criteria are for deciding among
conflicting alternatives and priorities. Cisco has done a good job
of moving decisions to where the information and knowledge
exist. There is a clear bias toward making decisions lower in the
organization, and there is a clear bias toward integrating triple-
bottom-line concerns. Implementing such a system is dependent
on people in the organization being able to handle these types
of decision-making processes as well as information transparency.
Cisco can do it because it has both.
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Summary

Cisco provides a good example of how traditional functional
structures can be adapted to support sustainable effectiveness.
By increasing the structural surface area through councils and
boards, Cisco interfaces with the multiple stakeholders and the
complexity in its environment. By improving its flexible resource
allocation and collaboration processes, Cisco is able to move peo-
ple, budgets, and work to their most valued use. By implementing
transparent decision-making processes, it leverages its surface
area and resource allocation processes for flexibility. There is little
doubt that Cisco has created an effective but complex organization
structure that does a good job supporting sustainable effective-
ness. There are two other ways to accomplish this. Let’s begin our
look at them by considering the ambidextrous organization.

Ambidextrous Organization—Balancing Innovation
and Efficiency

Established organizations must attend to the tension between activ-
ities that account for current performance and activities that will
generate the innovations that are needed to meet future demands.
Many CCOs are good at cranking out standardized products and
services but lousy at innovation and adaptation. High involve-
ment organizations are a little less programmed and a little more
adaptable, but neither CCOs nor HIOs are particularly good at
developing new businesses that require new competencies and
capabilities.

For example, Sony missed the boat on MP3 players because
its policies for protecting its music division got in the way of
creating new products. Giving the right amount of attention to
innovation and current products, as well as to the sometimes
conflicting priorities of the triple-bottom line, requires a mental
and operational agility that most organizations don’t have. They
simply are not structured in a way that develops this capability.

Two-Structure Design

In the face of an increasingly complex and uncertain business envi-
ronment and the challenge of achieving sustainable effectiveness,
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one adaptation that some large organizations, such as IBM and
HP, have made is the development of an “ambidextrous” organi-
zational structure.® Ambidextrous organizations operate effectively
in both slowly changing traditional businesses that require effi-
ciency and businesses requiring transformational change and inno-
vation. They use a maximum surface area structure and strong
collaboration capabilities to achieve these objectives. But just as
with people, few organizations are ambidextrous. Let’s look at
one that is.

Harris Corporation is a $5 billion, sixteen-thousand-employee
communications and information technology company serving
government and commercial markets worldwide. Its Broadcast
Communications Division (BCD), with sales of $600 million, is
one of six divisions and sells TV and radio transmission equipment,
voice- and data-networking services, and fiber-optic solutions.”
In the early 2000s, BCD was facing several important market
transitions, including maturing digital markets in the United
States and growing digital solutions opportunities internation-
ally. To continue growing its core U.S. markets but also to pursue
new “breakout” markets in governments, public safety, and live
events (such as the Olympics, FIFA, and so on), BCD adopted an
ambidextrous organization.

To achieve the goal of efficient growth in its core markets
and rapid growth in new markets, BCD modified its structure
to support two structures. The first—BCD’s core structure—was
designed to focus on efficiency. As shown in Figure 6.2, BCD’s
three business units provide products and solutions to its three
regional sales organizations, who take them to market.

The core structure is good at producing and selling existing
solutions but relatively poor at generating important innovations.
It owns the budgets and the people; has a short-to-medium-term
time frame; rewards technical and operational excellence; hires
and develops people to be outstanding contributors; and is
accountable for meeting efficiency goals. To support the business
unit-sales collaboration necessary to pursue organizational effi-
ciency, BCD business unit managers work hard to ensure that the
sales organization is well trained in BCD products, including how
the products from the different business units work together. It
also provides the sales organization with technical support.
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Figure 6.2. Harris Corporation’s BCD Core Structure
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A second feature of the structure is new. It focuses on prod-
uct development and innovation. As new product ideas emerge
and pass divisional reviews for alignment with the strategy and
future scenarios—no matter what business unit spawned the
idea—a temporary organization is established (see Figure 6.3).
Rather than having the new unit report to the business units
or the sales regions, where they might not get the resources or
attention they need, the innovation unit is assigned to the stra-
tegic marketing function, where it can operate outside the core
structure’s controls.

The temporary innovation unit has a clear mandate and
design: drive development of the new product or market strat-
egy; take a longer-term view; use staff with the appropriate talent
from the different business units and functions; and get rewarded
for creating new ideas and business development. The staffing
model includes the possibility of drawing on expertise from other
Harris divisions that might have a stake in the product’s success.
Thus the temporary innovation unit is not completely divorced
from the core structure.

Independent Units

Organizations often find that the only viable approach to success-
fully starting new businesses within an existing organization is to
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Figure 6.3. Harris Corporation’s BCD Ambidextrous Structure
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create special business units that are “independent” of the exist-
ing corporation, much like Apple and Lockheed Martin have
successfully done with their Skunk Works organizations and IBM
did with its PC business. The degree of independence can vary,
but experience suggests that it needs to be high because new
businesses in old organizations are often weighed down by the
expenses and controls imposed on them by the existing corporate
structure.

A high level of independence may mean that only the gen-
eral manager of the new business venture reports to the CEO of
the existing company. The rest of the new venture has no report-
ing relationship to the old organization, so that it is inoculated
against parts of the old infecting it.

Highly independent organizations tend to create their own
cultures. As a result, frequently anything they produce is rejected
by the parent organization under the rule of NIH (not invented
here). Further, the cultural differences can create internal jeal-
ousies that lend corporate executives to decide that the new unit
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should operate under the same rules as everyone else. For example,
even though it was a successful “startup” as a separate division,
Saturn eventually succumbed to the dominance of GM’s com-
mand and control culture and ultimately was closed.

The risk associated with creating innovative business units
can be reduced by building good links between the new orga-
nization and the very senior management levels of the existing
organization. Harris’s Broadcast Communications Division has
done this. The temporary innovation unit is tasked with rapid
product and market development and given significant freedom
and resources, but it is still linked to the core structure. Although
complex, this ambidextrous structure has paid off for BCD. It has
launched a number of new products, grown market share, and
transferred several new product ideas to the core structure. The
division is currently addressing how to decide which business unit
should house products that cut across business unit boundaries.

Ambidexterity allows large organizations to balance efficiency
and innovation. It also enables organizations to support sus-
tainable effectiveness if they are driven by triple-bottom-line
objectives. Efficiency, for example, can have very solid ties to sus-
tainability when it includes efforts to lower the carbon footprint
of an organization, use recycled materials, eliminate waste, and
pursue a more systemic approach to product design.

Innovation can be driven by technology and markets, as
well as by social and environmental issues. For example, C. K.
Prahalad’s “fortune at the bottom of the pyramid” concept
suggests that improving social conditions in emerging markets,
different cultures, and less advantaged consumer segments can
be an important source of product and business model innova-
tion.® When GE’s health care division considered expanding
into countries that could not afford large investments in imag-
ing equipment, it modified its designs to support higher patient
throughput volumes and lower price points. Its modified equip-
ment brought important social benefits to lesser-developed econ-
omies and new revenue to GE. Similarly, many consumer product
companies, including Kraft and P&G, have modified packag-
ing sizes to allow lower prices. They have not only stimulated
demand, they have made toothpaste, eye care, and soap available
to more people.
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Lovins and his colleagues have described the “natural capi-
talism” model and demonstrated the economic potential of solv-
ing environmental problems.? Their primary suggestion is that
organizations shift their business models from a “purchase our
product” to a “rent our services” model. Multiple firms, includ-
ing Interface Flooring Systems, United Technologies, and DOW
Chemical, have shifted their business model to embrace this
new services and solutions mind-set to gain more control over
their environmental footprint. Innovation in an SMO can be
guided by social, environmental, and economic outcomes. If the
innovation parts of an ambidextrous organization are given
incentives to drive sustainable innovation, sustainable effectiveness
can result.

Summary

The ambidextrous organization structure approach has some
advantages over a modified functional organization. First, it is not
as complex. An existing organization can maintain its use of a
more traditional structure, while it adds the ability to innovate
quickly with the addition of innovation units. Innovation units do
have to be protected, and this requires some political skill and com-
mitment from senior managers, but this is much easier to get in
place than the restructuring of an existing organization. Second,
the flexibility of the innovation unit allows the organization to pur-
sue products, solutions, process improvements, and services that
address sustainable effectiveness. Finally, the innovative units can
develop new behaviors and processes that the larger organization
can adopt.

The Network Organization—Balancing Flexibility
and Execution

A third structural option for an SMO is the network structure. 10

In the context of rapidly changing business environments and
the demands for triple-bottom-line outcomes, a network struc-
ture can reliably produce effective outcomes and yet retain the
flexibility to adapt and change. Unlike ambidexterity, in which
two types of architectures are coordinated to pursue different
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purposes, a network organization’s key capability is being able to
reconfigure quickly and effectively.

Most existing organization structures can be described as net-
works. They are systems of relationships and exchanges among
functions, geographies, products, programs, and individuals work-
ing together to accomplish a task. But they are very different
from a “network organization.”

The issue is the perspective. Hierarchical structures, such as
functional or ambidextrous organizations, specify how mana-
gerial attention and scarce resources are focused and deployed.
Network structures specify how managerial attention and resources
are exchanged among the units to achieve certain outcomes. For
example, instead of focusing on what role an individual plays—
who is responsible for the European sales division or who heads
up the corporate social responsibility function—network struc-
tures shift the focus to the relationships and exchanges that
produce key outcomes. Networks are best described in terms of
the work done or the outcomes sought—innovation, problem
solving, career advancement, or labor relations.

The outcome desired can radically change the composition of
a network but tells us little about the organization’s hierarchy. For
example, the people who are involved in making an acquisition
decision may form a network in which certain individuals collect
and summarize information that is provided to other people who
analyze it and decide on a course of action. As a result, some peo-
ple are central and others peripheral in the network. The network
structure, however, says very little about the hierarchical structure
of the organization, since someone central in the network may
occupy a very low role in the organization’s hierarchy.

There are informal networks in most organizations that do
such things as give career advice and tell newcomers how to work
around the formal system. The number of these networks has
increased dramatically as the Web has become more and more
accessible to most employees. Again, the formal organizational
structure is irrelevant in this regard because advice can come
from a senior executive or from a long-term employee with lots
of expertise.

The ability to create network structures has been greatly
facilitated by technological change. Prior to enterprise resource
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programs, web-based information systems, Web 2.0, and other
social networking technologies, there was a great deal of reliance
on vertical boss-subordinate communication. Today, managers
and employees around the globe can find out what’s happening
in other parts of the organization with just a few keystrokes and
mouse clicks—and pretty soon by just asking a mobile device.

A Network Organization

One of the most famous examples of a network organization
is W. L. Gore.!! It is a fifty-year-old, privately held, $2.5 billion
organization with an uninterrupted string of annual profits,
more than a thousand products, and thirteen consecutive years
on Fortune magazine’s list of the “Best Places to Work.” Gore’s
strategic intent is grounded in innovation, and to support that,
Gore has no organization chart, few titles, no job descriptions,
no “bosses,” and minimal budgets.

In Gore’s way of thinking, if you cannot attract a team to
work on an idea, the idea must not be that good.

Much of the work at Gore is done through project teams that
form organically. Everyone at Gore is encouraged to play around
with ideas in an unstructured way. When they believe they have
an idea for a new product or process improvement, they gather
interested people together. Pulling together a team of the right
individuals or groups is facilitated by clustering plants and offices
together geographically and keeping the number of employees
in each group small. Gore is famous for breaking up groups into
smaller units when they reach more than 150 to 200 people. This
facilitates having a high level of communication and knowledge
about what is happening in the organization and what types of
talent and skills are available.

In Gore’s way of thinking, if you cannot attract a team to
work on an idea, the idea must not be that good. However, if peo-
ple do commit to the project, there is a belief that the project has
something to offer the corporation, such as access to a market,
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a lowered carbon footprint, a new product with profit potential,
or a better way of doing things. In addition, it means the project
has something to offer the individuals who sign up, including the
opportunity to expand their skills or do interesting and meaning-
ful work. In exchange, the individuals commit their energy and
talent to determining whether the idea can be developed.

Creating Surface Area, Flexibility, and Transparency

Using what they call a “lattice” structure, Gore works through its
four divisions (industrial, fabrics, medical, and electronics) to gain
surface area by asking individuals, groups, and functions to think
of themselves as bundles of valuable resources and competence.
Gore achieves resource flexibility and accountability through com-
mitments to teams and projects and a “real-win-worth” process,
and it facilitates transparency through clusters of small plants and
offices.

W. L. Gore’s network organization is a maximum surface area
structure because every individual and group is expected to seek
out relationships with customers, suppliers, and collaborators
inside the organization. That is the essence of a “lattice.” Each
individual and group recognizes the resources and talents they
bring but acknowledges that they cannot achieve their growth,
contribution, or development goals or add value to the company
without exchanging resources with other people. Each person or
unit has to be clear about his or her interdependencies—what they
want from the others, both internally and externally, and what
they can offer in return. They must understand the organization
well enough to know where to find opportunities that suit their
expertise.

A network structure achieves surface area in the same way a
matrix structure does without the traditional problems of power
being vested in a hierarchy and requiring balancing by senior man-
agers. In a matrix structure, the needs of customers (represented by
programs) and the requirements of the technology (represented
by functions) are worked out through negotiations. An engineer
who is deployed to a particular program performs work that is a
negotiated outcome between the functional boss (“This is a good
opportunity for him or her”) and the program office management
(“We need a more senior engineer with experience for this work”).
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The role of senior management is to “balance the matrix” so
that each dimension, whether it is customer, function, or geog-
raphy, has an equal voice and results in the “best of both worlds”
(development and performance) optimization. In reality, senior
management rarely performs the balancing function and the
organization ends up with either a strong program or customer
orientation or a strong technology focus. Under these circum-
stances, one dimension loses, politics rule, and the organization
struggles to achieve its objectives. With the advent of multidi-
mensional matrices as well as the insertion of a triple-bottom-line
objective, this situation can get worse. In contrast to matrix struc-
ture, Gore uses the network concept to achieve surface area by
asking each unit or individual to be in a relationship with as
many other internal or external resources as necessary to make a
contribution to the strategic intent.

Gore uses the network structure to achieve resource flexibil-
ity. People are pulled together into different projects. In networks,
work is thought of as a project done by a group whose member-
ship flexes with the task. For example, if the people involved in a
particular innovation project cannot figure out a way to bring the
idea to market, the functions, products, and geographies can be
redeployed to a different innovation idea. The same people who
try to sell a foreign government a slightly higher-priced solution
that is more reliable, less polluting, and longer-lived do not have
to be the same people who try to figure out how to bring a new
product to market.

Network structures shift people’s focus from the roles in the
hierarchy to the exchanges among members and units. The cur-
rencies in these exchanges include capabilities, talent, goals,
visions, opportunities, constraints, demand, information, and
customer inputs—anything that has value in the context of the
organization’s identity and strategic intent. For example, anyone
at Gore can propose a new product because the structure facili-
tates their awareness of information regarding the market, they
understand the organization’s identity and strategic intent, and
they have the skills to convene the network. Members are added
to the team on the basis of their interests and capabilities. The team
grows and more exchanges occur if (1) each party gets what they
need to pursue their purpose and add value in the network and
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(2) the exchange aligns with identity and intent, including the
pursuit of economic, social, and ecological outcomes.

To ensure alignment between actions and interest, W. L.
Gore asks each innovation team to work within the real-win-worth
process. When a project reaches the stage where it wants formal
support from the organization, it has to prove the opportunity
is real. There need to be markets with customers willing to pay
money for the product. Once they establish that the opportunity
is real, the team has to show that Gore is in a position to win in
the marketplace. Does the organization have the technology, the
organizational capabilities, and the resources to support it?
Finally, the team must show that the effort will result in benefits
to the organization. Will the margins be large enough to cover
the costs of doing business? This is the governance mechanism
in a network exchange.

Finally, execution and flexibility are both served by a high
level of transparency in the organization’s information flow.
Because the exchange between nodes has to be mutually beneficial,
there is a pressure on team members to keep their commitments
and to make a contribution. Otherwise, and within limits, the
parties can move to another exchange. Transparency contributes
to execution because lots of information is available. Associates
know what other associates can do, what they know, and how
much they can be trusted.

Future of Networks

Networks represent a powerful alternative to hierarchy, but they
also represent an important threat to existing authority in most
organizations. Gary Hamel makes the point that Gore’s network
and innovation structure has been around for fifty years without
being copied or replicated.!? He believes this is because a network
structure requires too big a shift in management thinking and is
too threatening to the traditional definitions of power and status.
Cisco achieves sophisticated collaboration capabilities while still
under the control of the Operating Committee. Harris relies on the
hierarchy to keep innovative units independent but still linked into
the organization’s resources. Why replace the most widely accepted
and understood organizational logic for an unproven one?
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But a second issue is more relevant and insidious to sustainable
effectiveness. By replacing hierarchy with exchange, a network struc-
ture rewrites the traditional definitions of power and status. In hier-
archy, authority and power derive from a manager’s position and
the right to give orders and control employees. The effective func-
tioning of a network structure relies only on finding a relationship
in which the goals of individuals are aligned with those of the orga-
nization and the exchange is mutually beneficial. When exchange
is used instead of hierarchy for control, power flows to the people
with critical knowledge and a reputation for getting things done.

Networks represent a powerful alternative to hierarchy,
but they also represent an important threat to existing
authority in most organizations.

Converting from hierarchy to networks is difficult because it
requires confronting our views and definitions of power. Moving
to a network structure without a commensurate adjustment in
leadership style is an implementation error. Put another way,
continuing to apply CCO leadership practices to a flexible, SMO
structure is an accident waiting to happen, as the Challenger
shuttle, Bhopal, Chernobyl, Exxon Valdez, the recent financial
crisis, and BP’s disasters demonstrate. In each case, a centralized
command structure interested in efficiency and profit objectives
ignored local knowledge and concerns about broader outcomes,
including safety, quality, and social responsibility.

Summary

A network’s biggest benefit—flexibility—may open up the pos-
sibilities of achieving high levels of sustainable effectiveness.
The network structure depends on exchange for its success, and
especially exchange among partners who have invested heav-
ily to achieve trust. Achieving the trust and capacity to reconfig-
ure people, budgets, and priorities may look like creating slack
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resources to someone trained and rewarded for cutting costs.
Applying tight integration requirements in the name of efficiency
to the flexible relationships in a network structure is a funda-
mental conflict between the SMO style and the CCO assumptions.
If the issue of power is not addressed, traditional leadership
behaviors and CCO goals not only can negate the network
structure’s advantages, they can result in failure.

Conclusion

An organization’s structure can make an important contribution
to its sustainable effectiveness. Structures focus attention and
resources on the activities, issues, and decisions that an organiza-
tion must make to be successful. If those activities, issues, and deci-
sions include financial performance, social benefits, and ecological
health, then the traditional functional organization must be modi-
fied in ways that increase surface area, collaboration, transparency,
and flexibility in resource allocation decisions. Ambidextrous and
network structures accomplish these objectives and challenge tra-
ditional ways of thinking about structuring organizations.

Assessment Questions

1. What is your organization’s surface area like?

a. Most managers spend their days talking only to other
internal managers; talking to customers or external
stakeholders is rare except for a few roles.

b. There’s a strong customer focus here—we listen to both
internal and external customers.

c. We naturally have a strongly external focus due to our
structure (for example, small business units), processes, or
culture.

Here is what the answers imply:

a. It’s normal for organizations to become more and more
inward looking, but it is a disease.

b. Many organizations have realized how important customers
are, but they are only one stakeholder.



154 MANAGEMENT RESET

. Everything you need to do to be sustainable will come

more easily if most employees are close to the external
world of customers, competitors, external stakeholders,
and global forces.

2. How interested is your organization in an innovative structure?

a.

b.

There is little interest in structural innovation; we are
content with our traditional structure.

Management is sufficiently committed to innovation that
they would pursue an ambidextrous structure if they
understood how to do it.

. The culture is inclined toward a network model, and

people will embrace it if management leads the way.

Here is what the answers imply:

a.

The only “wrong” answer is “a.” An organization won’t

be able to sustain any notable success with traditional
structures. It’s not clear what the “right” model is, or even
if there is a right model, but organizations moving toward
some form of ambidextrous or network structure are more
likely to find their way to a structure that works.



CHAPTER SEVEN

| Sustainable Work Systems

HP’s acquisition of Compaq in 2001 was one of the largest, most
complex, and most expensive mergers in history. The two organi-
zations had redundant product lines, overlapping customers and
distribution channels, but radically different cultures. Along with
Web McKinney, who headed up the integration team from the
HP side, Stu Winby was at the center of the integration action.
As the merger was being implemented, Winby kept running into
the problem of critical initiatives and projects that were behind
schedule. What he needed was a way to accelerate decision making,
problem solving, and innovation.

Earlier in his career, Winby had worked with a type of organiza-
tion development intervention known as large-group interventions
(LGIs).! In an LGI, all the relevant stakeholders are brought
together in one place over two to three days. The assumption
is that if you can get the stakeholders in the same room at one
time, you will have all the knowledge needed to make inclusive
and sustainable decisions. By using a structured process to bring
out the different perspectives, LGIs not only speed up and improve
the quality of decision making, they create energy and commit-
ment to a course of action.

In his work at HP, Winby challenged the assumption that the
major stakeholders possessed all of the knowledge necessary to
address most problems and issues. While Winby believed that a
multi-stakeholder group could bring a great deal of knowledge to
an LGI discussion, he argued that in many situations the discussion
would be much more informed if it was able to access a broader
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range of information. As a result, he augmented the knowledge
of the stakeholders with an information system tied into HP’s
and Compaq’s intranets as well as the global Internet. He called
this innovation a “decision accelerator’—or DA for short—and
used it to inform and speed up the integration process.

In its original incarnation, a dedicated room at HP head-
quarters was established, and any time a critical decision in the
merger integration plan went “yellow” or “red” in status for
two meetings in a row, the issue was diverted to the DA. A staff
under Winby’s direction looked at the problem and designed a
work process to bring all of the relevant parties together—face-
to-face—to describe the problem, generate alternative solutions,
explore the options, and decide on a course of action. If the
players in the room—anywhere between twenty and seventy peo-
ple—could not come up with a solution, then an executive was
brought in to break the tie. This was an embarrassing situation
that no one wanted. In fact, the DA process worked so well, the
tiebreaker was only needed once.

But Winby saw . . . a much larger opportunaity. He
thought the DA process could help organizations vision
the future, create innovative strateguies, accelerate the
development of action plans, and even actually accelerate
the implementation of those plans. He saw in the
DA a new way to do work.

Thanks in large part to the DA process, the HP-Compaq
merger integration process not only met most integration mile-
stones and cost-saving projections, it is still widely regarded
as a best practice. But Winby saw more. He saw a much larger
opportunity. He thought the DA process could help organiza-
tions vision the future, create innovative strategies, accelerate
the development of action plans, and even actually accelerate the
implementation of those plans. He saw in the DA a new way to do
work, a way that we think supports the way SMOs should operate.
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The purpose of this chapter is to describe the work system
of an SMO. In Chapter Six, we identified the structural forms
of ambidexterity and networks that are likely to characterize
SMOs. The ambidextrous structure provides a means to achieve
both efficiency and innovation. Network organizations are a flex-
ible way to reconfigure around projects and tasks to deliver
products and services reliably. Both structures support inno-
vation—figuring out how to change products and services for
new or emerging markets—as well as finding better ways to do
routine work.

Most organizations are familiar with traditional work design
and processes of continuous improvement, such as total quality
management or six-sigma. Much less is known about the innova-
tion process and very little is known about designing work sys-
tems that make innovation a capability. SMOs need to go beyond
the simple policy statements of Google and 3M that say “spend
15 to 20 percent of your time thinking about new ideas”; they
need to create work systems in which innovation is a continuous
process.

The Evolution of a New Work System

One of Winby’s early experiments in the development of a
new work system using DAs was at Alegent Health in Omaha,
Nebraska.? In 2004, following a bitter series of confrontations
with local physicians, a new CEO was appointed. He challenged
the organization to build an innovation capability that would
propel the health care system to “world class” status.

To support its commitment to change, Alegent Health ded-
icated a whole floor—about three thousand square feet—of its
headquarters office to the DA process, which was branded as
“Right Track.” The workspace consisted of a large open area
with moveable chairs, tables, whiteboards, and flip chart easels
that could be easily configured and reconfigured. The space also
had a dedicated area with Internet-enabled computers, printers,
copiers, office supplies, small private meeting rooms, a kitchen
and room for eating, and audiovisual support. Alegent even went
so far as to prepare the walls with a special paint. When partici-
pants in a DA—or anyone else for that matter—wanted to have
spontaneous conversations about solutions or innovative ideas,
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they could draw figures or put notes on the walls as if they were a
whiteboard.

Winby and his colleague Joel Fadem orchestrated six DAs.
They were done to vision the strategies for the health system’s six
clinical service lines and to build the innovation capability.

Over an eight-week period, the cardiology, behavioral health,
oncology, women’s and children, orthopedics, and neurology
service lines each pulled together a large group of about sixty to
seventy physicians, administrators, hospital presidents, nursing
managers, community members, regulators, patients, and other
stakeholders. They spent two-and-a-half days thinking about what
it meant to be “world class,” considering what the vision of the
service line should be, and staking out a set of implementation
milestones or indicators of progress for a fifteen-year period.

Typical DA designs break the large group into small, multi-
stakeholder teams of seven or eight people. Each team receives
a set of data—an article, case, table or figure, or scenario—and
discusses several questions. For example, to help the health care
system think about the implications of being a “world class” orga-
nization, the teams read short articles about Disney, Nordstrom,
and Ritz-Carlton and discussed, “How does this example reflect
‘world class’?”

The small groups report out to the large group, and common
themes are discussed and debated. Using the combined traits of
a world-class organization, the large group breaks up into differ-
ent multi-stakeholder teams with the question, “How should we
apply these criteria to our situation?”

Alternatively, the small groups might be asked, “How would
stakeholder X view this criteria?” with X replaced with any num-
ber of different stakeholders, including patients, health care
industry regulators, and physicians. This iterative process—take
some ideas or data, discuss and improve on them, and report
back to the large group (what innovation people call “rapid pro-
totyping”)—continues until a vision or strategy or solution or
action plan emerges.

The original six DAs exposed people to a new way of doing
work and propelled innovation and action in the system. Soon
afterward, other DAs were convened to address clinical quality
across the health care system, implement an electronic medical
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records system, develop a primary health care strategy, and tackle
issues of access and working with underserved populations.

Over the next two years, Alegent Health ran more than a
hundred DAs and involved nearly every one of its members in
some form of multi-stakeholder decision-making process. Inspired
by the DA recommendations, Alegent’s board approved a $350
million capital improvement plan. In June 2008, Alegent was rec-
ognized by the Network for Regional Healthcare Improvement as
the number one health care organization in the nation because
of high-quality clinical outcomes and patient satisfaction.

Alegent also used the DA to develop its sustainability
approach. In combination with its clinical quality and social
responsibility efforts, Alegent developed the Eco-Alegent program
and began making changes in the carbon footprint of its hospi-
tals, clinics, and other locations. Alegent’s vision is to extend its
sustainability operations to the supply chain and begin working
with medical device suppliers, pharmaceutical companies, and
other vendors.

Yes, Alegent still does traditional patient care and no, it is not
done through a DA. They admit patients, do surgeries, deliver
babies, handle emergencies, and discharge people. That is the
regular work of a health care system, and the organization is
always working to make it more efficient and effective. However,
even this work is influenced by the DA philosophy.

Nurses, environmental services staff, and cafeteria workers
routinely call together the stakeholders who will be involved in
a change to think about the work and the implications of change
and find a solution that works. The vocabulary in the organiza-
tion has changed. “Accelerated decisions,” “rapid prototyping,”
and “multi-stakeholder decisions” are frequently used terms that
can be traced directly back to the original DAs.

The Natural Occurrence of New Work Systems

Alegent Health’s use of the DA reflects a big step away from
thinking about the LGIs as an isolated change intervention and
a big step away from traditional views of how work is structured
and done. It defines a new way of adding value and innovating
that can support sustainable effectiveness.
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The same work systems characteristics that were developed at
Alegent can emerge naturally. Consider the case of Aisin Seiki.?
Aisin Seiki is a member of the Toyota Production System (TPS)
network. It produces P-valves, a part that helps to prevent skid-
ding by controlling the pressure on the rear brakes.

Alegent Health’s use of the DA reflects a big step away
Jfrom thinking about the LGlIs as an isolated change
intervention and a big step away from traditional views
of how work s structured and done.

The fistsized P-valves are not complicated, but require precision
manufacturing in specialized facilities using custom-designed
drills and gauges because their role is so critical to safety. In 1997,
Aisin was producing all but 1 percent of the P-valves for Toyota’s
twenty plants because of its efficiency, low costs, and high qual-
ity. Aisin’s only P-valve manufacturing factory, the Kariya plant,
produced 32,500 valves a day.

Because of the success of their justin-time manufacturing
system, Toyota held between four hours and two days’ worth of
P-valves in stock. Production at the Kariya plant was, therefore,
a critical element of Toyota’s supply chain. Toyota’s production
control manager conceded that depending on a single source
and holding essentially no inventory was a calculated risk, but it
also kept Toyota’s production lean.

On Saturday, February 1, 1997, the Kariya plant burned
down, and by Wednesday, February 5, all production at Toyota
had come to a halt. Economists estimated that the shutdown
would damage Japan’s annual industrial output by 0.1 percentage
point each day. Toyota estimated that more than two weeks would
be needed just to restore a few milling machines to partial pro-
duction, and six months to obtain new machines. By Thursday,
February 6, however, two of Toyota’s plants had reopened, and
by the following Monday, little more than a week after the crisis
begun, production of almost fourteen thousand cars a day had
been restored. A week after that, the daily production volume
was back to its pre-disaster level. How could this happen?
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Aisin managers realized immediately that the recovery task
was beyond their capabilities as an individual firm and beyond
the capabilities of their immediate suppliers. A much broader
effort would be required; one over which they would have little
direct control. Before the fire was out, Aisin officials organized
a committee to assess the damage, notify customers and labor
unions, and order over 300 cell phones, 230 extra phone lines,
and several dozen sleeping bags.

At 8:00 A.M., Aisin asked Toyota to help. Kosuke Ikebuchi, a
Toyota senior managing director, set up a “war room” at Toyota
headquarters to direct the damage-control operation. Toyota also
sent more than four hundred engineers to Aisin. Later that
morning, having set up an emergency response headquarters,
Aisin sent out a distress call to other keiretsu members, defining
the problem broadly and asking for help. Within hours, they
began making blueprints for the valve, improvising tooling systems,
and setting up makeshift production lines.

On Saturday afternoon, Toyota and Aisin invited some of
their major parts suppliers to a second war room, at Aisin head-
quarters. It quickly became a hectic scene because the firms
involved in the recovery effort lacked the tools and expertise
specific to P-valve production; Aisin’s expertise rested largely
with its own processes. As a result, small groups of people from
different organizations with different technical backgrounds
were forced to invent novel manufacturing procedures in
real time, and to solve both design and production problems
simultaneously.

The capacity of this initial group of suppliers was not suffi-
cient. So Toyota purchasing officials called more parts makers
to a Sunday afternoon meeting. Masakazu Ishikawa, a former
Toyota manager whose division had designed Toyota P-valves, was
now executive vice president of Somic Ishikawa Inc., a supplier
of brake parts and suspension joints. Somic’s efforts represent
one of several concurrent processes with other organizations and
demonstrate this emerging type of work system.

Mr. Ishikawa called Somic’s top production engineers and
asked them to meet at 8:00 p.m. Sunday. They met until after
midnight plotting to contract out some of their current factory
work to free up machines to make the Toyota parts. By 6:00 A.M.
Monday, Somic’s four designers had begun an eight-stage design
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process. Staying up for forty hours, the engineers designed jigs,
and then they called in some favors from Somic’s chain of sup-
pliers. Somic got a machine-tool maker, Meiko Machinery Co.,
to turn down other orders and put thirty workers on round-the-
clock shifts to make the jigs it needed. Somic drafted technical and
administrative staffers to help man the machines. On February 6,
Somic delivered its first P-valves to Toyota.

The Aisin case describes how one organization recombined
the resources of many firms in multiple distinct and original con-
figurations to produce an equivalent output of P-valves. All of
this happened without a formal hierarchy, without job descrip-
tions, without central direction, and without a budget, and all of
it happened in just three days.

The Characteristics of Sustainable Work Systems

The Alegent Health and Aisin cases—two very different situa-
tions, industries, and technologies—have much in common.
They both describe a very different way to think about work.
Drawing on these two cases and the structural characteristics we
described in Chapter Six, we suggest that work systems in SMOs
should be

1. Based on activities, not jobs

. Guided by shared goals

. Performed by multiple stakeholder teams (they can be virtual)
. Temporary and iterative

. Supported by the physical space and technology

. Managed strategically

Sy OU W 00 N

Work Is Based on Activities, Not Jobs

CCOs are all about stability, predictability, and efficiency, and
their fundamental building block is the job. Job descriptions are
the result of breaking down work into its component tasks and then
grouping them together into a logical set, which is called a job.

A job description states what an individual is supposed to do,
in some cases the kind of skills needed, and how performance can
be measured. People are given fixed jobs with detailed job descrip-
tions and clear reporting relationships. They are usually grouped
together on the basis of functions, such as sales, marketing,
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production, and accounting, or the part of the function they per-
form (such as phone centers or product assembly). They report
up a hierarchy that is managed by individuals in their function.
Individuals typically are not encouraged to explore or consider
how work might be organized to better promote social, ecologi-
cal, and economic gain. Sometimes, individuals do participate in
continuous improvement and six-sigma activities that focus on
how to make their work more efficient, stable, and predictable.

CCOs are all about stability, predictability, and efficiency,
and their fundamental building block is the job.

A job-based approach to work design makes a lot of sense
when the primary objective is economic performance, the work
is not likely to change, and there are minimal social and ecologi-
cal consequences resulting from the operation. But change is
rampant in today’s workplace, and as a result this approach
is woefully outdated. Most employees readily acknowledge that
much of the time they are performing “other duties as assigned,”
not what is actually in their job description. Instead of worry-
ing about this and trying to keep job descriptions up to date, we
believe SMOs should simply abandon the fiction that fixed jobs
and job descriptions are a good thing.

The alternative to a job-based, hierarchical structure is one that
is characterized by the dynamic work assignments and relationships
that are characteristic of network organizations. In the context of a
clear identity and integrated goals around financial performance,
social value, and ecological health, work assignments are created. In
the DA work at Alegent Health, work is defined by the objective—a
new sustainability strategy, a better clinical process, or a more effec-
tive community outreach program—not some presupposed set of
tasks. This is a much more flexible way of working.

With this type of structure, most individuals do not have
fixed jobs or typical boss-subordinate reporting relationships.
Instead, they ask, “What needs to get done?” HIOs have this as
a core design feature, and we often see this kind of structure in
consulting firms and other professional service organizations.
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Individuals continually are moved from project to project, with a
different project lead for each assignment.

What occurs in a DA depends on the kind of projects and
tasks that need to be done to achieve the goals and strategies of
the organization. The projects and tasks change depending on
what is happening with a particular customer, product, or stake-
holder. As a result of being in a work system that is designed to
change, individuals are comfortable with continuous change.
They are not led to expect, nor do they experience, changing
group memberships, new tasks, or fluid agendas as a disruption
of their lives. Instead, it is the way the organization does business,
and it provides a fine-grained picture of how work gets done in a
network. They do not fear change, they embrace it.

The Aisin recovery story describes a different kind of work
system with SMO characteristics. Like the DA, there were no
jobs, just novel activities that needed to be created in real time
so that economic and social safety nets could be reestablished.
Because everyone knew this, Aisin only needed to define the crit-
ical output details for the P-valve, allowing potential suppliers the
greatest possible latitude in deciding how to proceed. Even more
important, while the particular situation was unfamiliar, the idea
of cooperating was not.

Because many of the firms involved in the recovery effort had
previously exchanged personnel and technical information with
Aisin, Toyota, and each other, they could use lines of communi-
cation, information resources, and social ties that were already
established. They understood and trusted each other, an arrange-
ment that facilitated transparent information flows and the flexible
allocation of resources, two critical structural features that were
described in Chapter Six. The work defined what people did, not
some archaic notion of a job.

This is exactly what happens in the work teams at Cisco.
The councils set the broad strategies and bargain for the right
resources. The boards take particular slices of the strategies
and the work teams carry out the specific projects and disband
when the task is over, ready for the next priority.

At Gore, novel ideas are championed by associates who draw
together a team interested in making the innovation work. If it
does, the product is funded and an organization created. If not,
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the team disbands and the people are available for another task
assignment. There is no need for job descriptions; if they did
exist, they would probably read, “Go find a way to contribute.”

Work Is Guided by Shared Goals

When work is organized according to functions, an individu-
al’s goals are often at odds with the goals of other functions. In
alignment with their job descriptions, the people running the
manufacturing plant are interested in efficiency, the sales and
service organization is interested in pleasing the customer, and
the legal function is concerned with risk management. Since
nobody’s job is concerned with mitigating environmental harm,
it either doesn’t get done or a new group has to be created to
convince everyone that it should.

Unless there is an overarching, shared view of an organization’s
purpose and identity, groups in different functions all too often
work at cross-purposes. McDonald’s recently struggled with this
dilemma. To increase sales, it offered toys from recent movies
with its meal deals. The operations people purchased the toys
from low-cost manufacturing sources and ensured that the toys
were not hazardous to kids. Meanwhile, the legal organization
and public relations functions ended up battling with NGOs who
claimed that by offering toys, McDonalds was contributing to
childhood obesity.

The work described in the Alegent and Aisin cases has a very
different goal structure. Instead of goals being set independently,
goal setting was approached from a multi-stakeholder perspective
from the very beginning. In a DA, the framing of the opportu-
nity, problem, or issue is critical. It has to be substantive enough
to attract the interest and commitment of relevant stakeholders.
As a result of understanding the opportunity issue from multiple
perspectives, goal clarity and goal commitment are achieved. As
the DA concludes with an action agenda, there is energy and
momentum for change.

In the Aisin case, the goal was clear and shared—get quality
P-valves designed and manufactured as quickly as possible. All
the companies involved understood the problem to be solved
and were committed to getting it done. Achievement of the goal
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had clear economic and social consequences that bound everyone
together.

Work is motivating when it is designed right.* First, people
need to see their work in its context—not just as one part or
piece of what is done. Second, they need to see how their work
has an impact on customers, vendors, and the larger system.
Third, goals should be set collaboratively, and at a challenging
but achievable level. As will be discussed in the next chapter, hav-
ing an effective performance management process is the best way
to set motivating goals.

Goals that are set by multi-stakeholder groups are more likely
to encompass a sustainable performance focus. In the Alegent
case, for example, involving representatives from the business,
the community, and the natural environment in goal setting led
to a comprehensive and integrated set of goals.

Work Is Performed by Multiple Stakeholder Teams and
Can Be Virtual

A crucial difference between CCOs and SMOs is that in the latter,
work often is done by groups. In CCOs, work is performed by
individuals because much of the interdependency among them
is managed by either the hierarchy or the technology. Where mana-
gerial oversight or the technology cannot handle the complexity
of independent work, sometimes teams are formed, although the
individuals on the team often have little discretion and narrow
skill sets. The teams have little interaction with specialists from
other functions, let alone external stakeholders.

HIOs have a more systemic view of work than do CCOs. In
HIOs, crossfunctional teams are common. They may have major
customer interfaces, but they are rarely asked to juggle social and
environmental concerns along with economic ones.

As the Alegent Health and Aisin cases suggest, we have passed
the point in time when organizations can be considered free-
standing. No single organization is completely in charge of its
own destiny. An organization’s performance and effectiveness
must be seen in terms of the interactions and relationships
among a range of stakeholders—often in tacit coordination (or
opposition!).
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The DA form of work suggests that instead of acting indepen-
dently of each other, stakeholders should intentionally coordinate
their behaviors to achieve all of their respective goals. In a DA,
the large group is deliberately composed of multiple stakehold-
ers. In the small breakout groups, there is a conscious effort to
put representatives from different stakeholder groups into con-
versation and debate over a problem, opportunity, or action plan.
Work, by definition, is done by multi-stakeholder groups. Using
the DA as a metaphor, we are suggesting that SMOs make this a
routine way of doing work.

Working in multi-stakeholder teams is a lot like working in a
cross-functional team. Each member of the team brings a different
perspective to the work and decision-making process. The mem-
bers of the different groups in the Aisin case came not only from
different companies but from different technological orienta-
tions. Early in a group’s life cycle, this can be frustrating and slow
as people listen to each other’s views. But research and experi-
ence suggest that with patience and persistence, better decisions
and higher performance result.

Decision making in a multi-stakeholder group is complex.
Typically group members are not from the same organization
and are seeking to optimize the performance of the organiza-
tion in different ways. They may be much more interested in the
welfare of the community or the health of the environment than
in the organization’s financial performance. As a result, a lot of
effort needs to be invested in helping multi-stakeholder teams
operate effectively and make good decisions.

The Alegent case provides a good example of how a multi-
stakeholder decision-making process can result in sustainable
effectiveness. Creating a DA around sustainability gave the organi-
zation an opportunity to bring carbon footprint issues together with
concerns about community responsibility, health care access, and
clinical quality. Alegent was able to quickly pull together interested
parties. Internally, a blast email asking for volunteers to attend the
DA received so many responses they had to institute a lottery. Their
external invitations to participants were almost universally accepted,
and the DA facility was pressed to its maximum capacity. Alegent
generated a highly integrated strategy and operational plan in three
days, and the plan’s implementation began almost immediately.
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Although the Alegent and Aisin work took place in face-
toface settings, the increasingly available capability to connect
employees and others through technology means that organi-
zation work can and will increasingly be done by teams whose
members are scattered. Using their own WebEx and Telepresence
technology, Cisco’s councils, boards, and work teams are good
examples: they are collaborating and innovating in an increas-
ingly virtual system of meetings that supports agility, a smaller
carbon footprint, a better work-life balance, and lower costs.

Work Is Temporary and Iterative

To be agile, SMOs need temporary and iterative work systems.
This is contrary to the work systems of CCOs and HIOs. When the
focus of an organization is stability and economic performance,
the logic of scale and leverage dominates. Product runs are
scheduled to be as long as possible because experience curves
suggest that the longer individuals, groups, and plants engage in
the same task, the more efficient they become.

There is strong pressure on designers to keep product features
the same over time. This avoids the need for new manufacturing
practices, mitigates changeovers in manufacturing plants, and
allows customer service processes to be designed for reproduc-
ibility. Change in any task is seen as a distraction, a waste, and a
threat to the organization’s financial performance. For any cur-
rent product that is not designed and manufactured with sustain-
able effectiveness in mind, CCOs and HIOs continue to embrace
economic outcomes at the expense of positive social and envi-
ronmental results.

Because SMOs eschew the idea of a sustainable competitive
advantage, they drive revenue as best they can under a particular
strategic intent until change is necessary, but change is expected.
Thus any work system is temporary; it will change when it is not
contributing to the goals of economic performance, positive
social outcomes, or ecological health. In the Aisin case, multi-
stakeholder teams from Aisin, Toyota, and other firms formed
around the work that needed to be done, and when they com-
pleted the work, the teams disbanded.
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The movie industry—in Hollywood, Bollywood, and else-
where—moves around the globe for location filming, hiring a
variety of support work—catering, equipment, transportation,
technical advice, or government assistance—on a project basis.
When the movie or project is over, the resources are freed up to
reconfigure. The work in an SMO is similar; issues are identified,
the work is designed, the stakeholders are gathered, decisions
are made, actions organized, and the resources are freed.

Because SMOs eschew the idea of a sustainable
competitive advantage, they drive revenue as best
they can under a particular strategic intent until
change is necessary. . . . Thus any work system is

temporary; it will change when it is not contributing
to the goals of economic performance, positive social
outcomes, or ecological health.

Some work, of course, cannot be temporary. Car manufactur-
ers have to produce cars in large numbers to precise standards;
drug companies must produce pills over a long period of time; and
no one goes to the supermarket for a unique experience. There
is nothing in the SMO style that negates doing routine work well,
and SMOs can still innovate their work processes. The way cars are
made today is not the way they will be made tomorrow. The best
way to improve how they are made is to involve multiple stakehold-
ers in the change process and then start the process over again.

Thus, in addition to being temporary, some SMO work is
iterative. That is, productivity is achieved and sustainable effective-
ness supported through small and frequent improvements in the
product or service. This is one of the key features of innovation in
the world of hardware, machines, automobiles, aircraft, and the
cyberworld of software design. Innovation in these businesses is
fostered by the creation of a prototype. Creating a working model
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or physical representation of an idea allows engineers to see things
that cannot be seen when an idea is an equation or concept. This
is no less true for strategies, solutions, or action plans. Creating an
initial “product,” such as a list of criteria or a proposal for action,
makes abstract ideas concrete and allows them to quickly pass the
“common sense” test of practicality.

In a DA, a small group creates products in the form of models,
lists, or ideas that are presented to the large group, where they are
tested and refined. They are then iterated and improved on in the
next round of small-group discussions. But the process doesn’t have
to be structured as a DA; it can occur naturally, as it did in the Aisin
case. The different teams had to combine their particular skills and
experiences to generate a method for manufacturing P-valves. The
sooner a proposed idea could be tested, the sooner they could find
out if it worked. If it didn’t work, new information was generated
that guided the process to completion. Iterative work systems allow
an organization to change and to design its work and products to
support an integrated set of sustainable outcomes.

Work Is Supported by the Physical Space and Technology

One of the key features of work systems that support sustainable
effectiveness is the creation of a space that complements the way
the work is done. Much of the work in a DA happens in a physi-
cal setting constructed for that purpose. The Aisin war rooms
were created in response to a crisis. In addition, the work was
supported by appropriate applications of information technology.
Capital One’s Future of Work project shows how technology
and the physical setting of a DA can be extended into the work-
place.® Like other financial service organizations, Capital One
adopted the flexible, low-walled cubicle as an efficient way to maxi-
mize the use of expensive real estate and provide associates with a
semi-private work space. With few exceptions, the concept has not
worked well, leaving us with Dilbert-ian stories of emails being sent
to the person in the next cubicle and other “humorous” results.
What got Capital One interested in changing its “cube farm” was
the observation that 40 percent of the cubicles in a building were
empty 60 percent of the time. Much of the work at Capital One,
outside of the call center operations, involves visiting customers,
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collaborating with colleagues on future products or improvements
to existing ones, working from home, or any number of activities
that removed Capital One associates from their desks. The physical
arrangements did not match the way people were working and did
not take advantage of advancements in technology.

Beginning with the goals of using space more efficiently,
increasing employee satisfaction and work-life balance, and increas-
ing personal productivity, Capital One created a variety of different
“neighborhoods” or “activity settings.” Desk-sharing neighborhoods
were created where anyone who is in an office can park their stuff
and use available computers, phones, and supplies.

Vice presidents and executives work in what are known as
the “executive digs.” They have long workstations designed like
a kitchen table that allow them to sit close to one another and
have easy access to associates. “Director digs” are highly visible
spaces in centrally located areas where managers and supervi-
sors are given relatively permanent places. Other neighborhoods
include “quiet zones” with comfortable furniture (phones and
conversations are not allowed); “backyards” for informal gather-
ings; “lounges” to sit, converse, and have a cup of coffee; and
“huddle rooms” for impromptu meetings. With the exception of
the huddle rooms, there are no walls or partitions.

The Capital One design saves real estate costs, lowers

ils carbon footprint (because their people are traveling

less), improves the quality of work life, and increases
customer contact (maximum surface area), all of
which result in higher sustainable effectiveness.

The groups whose offices were converted to neighborhoods
were provided with technical support and training. Each person,
for example, was given a laptop computer and mobile phone.
The teams were trained in using different applications, such as
email, instant messaging, video-conferencing, the company’s
intranet portals, and other multimedia software.
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Notably, the teams went through a process in which “norms” of
communication were established. For example, teams agreed on
how quickly everyone is expected to respond to emails and voice-
mail messages, and on the appropriate use of instant messaging.

The Capital One design saves real estate costs, lowers its
carbon footprint (because their people are traveling less),
improves the quality of work life, and increases customer con-
tact (maximum surface area), all of which result in higher sus-
tainable effectiveness. Capital One has found that 87 percent of
the people do not want to move back to the old way and satisfac-
tion with the workplace has increased from 57 percent to 80 per-
cent. Although there are still some bugs to be worked out—many
people report that time is wasted looking for available space—
there is strong agreement among the Capital One workforce that
the new work arrangements fit the way they work. It also fits the
way SMOs work.

Work Is Managed Strategically

The traditional functions of management, including planning,
leading, organizing, and controlling, generally describe how man-
agers add value and get work done through others.® Supervisors
and managers in CCOs rely on stable business environments,
static job descriptions, and a goal of profit maximization; they
hold the decision-making power and control information con-
cerning when and how work gets done. In addition, they are
responsible for ensuring that workers have the training they need
to perform their tasks, and they reward behavior in line with job
descriptions and performance. HIOs accomplish the managerial
tasks of planning, leading, organizing, and controlling by giving
some power to employees, providing them with access to more
information, supporting their developing knowledge and skills,
and letting them influence operational decisions.

The Alegent and Aisin cases demonstrate a different way of
accomplishing the traditional functions of management. In the
Alegent case, the work people do changes a lot. A nurse may be
delivering routine patient care one day and then working in a DA
to design a sustainability strategy the next. In the Aisin case, the
focus was always on a particular kind of work—figuring out how
to get P-valves produced—but in both cases, it was the manager’s
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job to plan, organize, lead, and control the work when the condi-
tions were anything but stable, static, and simple.

When work is defined in terms of temporary and iterative activi-
ties, shared goals, and multi-stakeholder processes, the traditional
functions of planning, leading, organizing, and controlling must be
carried out in a strategic way. Managers must link the activities they
sanction to the organization’s strategic intent. It is a manager’s job
in an SMO to think about the most important areas for innovation
and ensure that processes are in place to address them. They need
to bring the right stakeholders together and design a sequence of
small- and large-group discussions—to figure out the sequence
of prototypes to develop—that will produce the right products,
whether that’s a strategy, a process, a decision, or an action plan.

Extending the metaphor of “work as DA” further, it doesn’t
matter if the work is in a formal DA. Work in an organization—
whether it is routine patient care, installing a P-valve in a car,
designing software, or running a printing press—can be thought
of in terms of the characteristics of a DA. Management’s job is
to think about creating processes in which the right people are
involved and the right sequence of tasks is carried out. As will be
discussed more in Chapter Eleven, this often involves creating
shared leadership and being a good follower.

Conclusion

Work systems are an important contributor to an organiza-
tion’s achieving agility and sustainable effectiveness. The work
systems of SMOs need to shorten cycle times, improve decision-
making quality, increase productivity, and increase commitment
to courses of action. Multi-stakeholder and team-based work
systems that consider the voice of the community, the natural
environment, and the business in important decisions are the
best way to create sustainably effective organizations.

Assessment Questions

1. What is management’s attitude toward large-group interven-
tions (LGIs) like the DA process?

a. They believe any large group would be too chaotic to achieve
anything; why air our dirty laundry in front of others?
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b.

C.

There have been a few experiments, like “all hands”
meetings, but it’s still seen as an odd way to get things done.

It’s a tool that has been adopted and is deployed when the
need is there.

Here is what the answers imply:

a.

Large-group interventions are a relatively new technique
and a counterintuitive one, but organizations that dismiss
them as “unworkable” are not paying attention to the
progress that has been made in running these processes.

. If LGIs have been tried but are not readily available as a

tool then management needs to invest in building this
capability.

. Congratulations, you’ve got a powerful organizational

device most competitors likely are missing.

2. Is designing work around activities not jobs possible in your
organization?

a.

To a large extent we already do so; it’s about time we
stop pretending we had jobs, since that concept has been
largely obsolete here for years.

. There are a few places were this could work, but not in

most of the organization.

. Well-defined jobs are so much a part of how we do things

that suggesting an alternative isn’t worth doing.

Here is what the answers imply:

a.

People in fast-moving work environments may have
adopted an activity-based structure while feeling they were
doing something wrong in not keeping job descriptions
up to date. Understanding that what you are doing is the
right thing can be very liberating.

. The best way to become comfortable with an activity-based

approach is to try it, so adopt it where it is most likely to
take hold.

c. Arigid adherence to a job-centric approach will act as a

continual drag on the organization’s success; it’s like
having hundreds of little anchors slowing down your ship
at a time when you need speed and maneuverability.
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CHAPTER EIGHT

| Managing Performance

We have studied, seen, designed, been subject to, and heard about
a lot of performance management systems. Every large organiza-
tion we have ever studied has had one. They have all been differ-
ent in important ways: some used rating scales, others didn’t, some
forced the managers to assign a certain percentage of employees
to a performance category (for example, exceeds expectations), oth-
ers didn’t, some were hard-wired to pay, rewards, and dismissal,
others weren’t. The one thing they all produced was a pretty high
level of “user” dissatisfaction. We believe a degree of user dissat-
isfaction is inevitable because most performance management
systems involve the appraisal of performance. It is difficult to do
well and in certain cases must involve messages that some manag-
ers don’t like to send and most people don’t like to receive.

The “how to” of performance management has been the
subject of innumerable books, articles, speeches, and research
studies. The research evidence shows that appraisals are usually
poorly done and, in most organizations, are dreaded both by the
individuals doing them and the individuals being reviewed.! As a
result, the failure rate is high, as is the resistance to doing them.

It is tempting to say, and some indeed have said, that the
appraisal part of the performance review process wastes more time
and causes more problems than it is worth. Done poorly, appraisals
of performance cause alienation, disruption, dissatisfaction, misdi-
rected behavior, poor superior-subordinate relationships, and, in
some cases, poor peer relationships. In addition, they are often the
subject of lawsuits charging organizations with doing inaccurate

177
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appraisals that have an adverse impact on older employees, minori-
ties, and women. In short, they often become a time-consuming,
destructive annual event that is dreaded by everyone. As a result it
is reasonable to say that unless they are done well, they should not
be done at all.

Indeed, an increasing number of books and articles go fur-
ther and argue that there is no use even trying to do them right.?
The appraisal piece of performance reviews simply cannot be
done well. It is a nice thing to do, but impossible to do well.

The message of inevitable failure undoubtedly gives some
comfort to those who have failed appraisal systems, but it doesn’t
seem to be leading to very many organizations not doing apprais-
als. Indeed, our data show that the recession has led to most
companies putting more focus on doing appraisals. We think
this is the right response and that it is particularly important for
SMOs to do appraisals.

Not only should SMOs do performance appraisals, we think
that it is more important that they do them—and do them well—
than it is for CCOs and HIOs. We will explain why appraisals are
so important in SMOs but first, there is one performance man-
agement system that we have been intrigued by for years because
we believe it includes most of the “right” practices. Let’s take a
look at it.

Doing Performance Management Right

In the late 1990s, Siebel Systems was the leading provider of cus-
tomer relationship management (CRM) software. Unlike other
large enterprise resource system providers such as PeopleSoft
and SAP that provided a broad array of information systems
applications, Seibel focused on specialized customer relationship
niches. At the time there was a concern among Seibel’s top man-
agement that the way they managed workforce performance was
no longer adequate. Despite considerable success, they thought
Seibel needed a system that would enable the company to better
execute its strategy across all its global locations. CEO Tom Siebel
was afraid that the “strategy execution” gap—the difference
between what people knew they should do and what they were
actually doing—was too big.
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Leveraging their industry-leading capabilities in CRM software,
they developed an “employee relationship management” (ERM)
system called “mySiebel.” Deployed in December 2000, mySiebel
provided planning and performance management, training, con-
tent management, workforce collaboration, and employee support.
It streamlined many processes within the company, including per-
formance evaluation, communication of objectives, and expense
reporting. Siebel’s executives credited the implementation of
mySiebel with a substantial improvement in employee satisfaction
and corporate performance. Here’s how the process worked.

At the end of each quarter, the executive committee—the top
fifteen senior managers—spent three days (Thursday, Friday, and
Saturday) in a retreat analyzing the results of the prior quarter
and establishing objectives for the upcoming months. Corporate
quarterly objectives were discussed and agreed to during the
meeting. Then, by the seventh calendar day of the month fol-
lowing the offsite, Tom Siebel’s personal objectives and those of
his direct reports were posted on the performance management
module of mySiebel. By the fifteenth, these objectives had been
translated into objectives for the functions and business units that
reported to the VPs and posted on mySiebel. By the twenty-first
of the month, every employee had posted and received feedback
on their individual quarterly objectives. The objectives served as
the key metrics that would be used to evaluate their performance
over the next three months.

CEO Tom Siebel was afraid that the “strategy execution”
gap—the difference between what people knew they should
do and what they were actually doing—uwas too big.

Through mySiebel, all employees could view the objectives of
any other employee, including those of Tom Siebel himself and
other members of the executive committee. This allowed people
to understand how others were allocating their time and attention.

Commensurate with Siebel’s core values, customer satisfac-
tion was a shared objective for everyone. There was also a clear
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understanding among all employees that if some activity was not
on their list of objectives, they should not be doing it. Employees
all the way up to the executives were encouraged to be clear
about what they would NOT be doing.

The individual performance evaluation process ran parallel
to an objective-setting process. Each manager was responsible for
evaluating his or her direct subordinates by the fifteenth of the
first month of each new quarter. The review and feedback had to
be posted to the mySiebel performance management module. But
unlike the posting of objectives, which were accessible to everyone
inside the company, performance evaluations were visible only
to the managers to whom the employee reported. Accordingly,
only Tom Siebel, as CEO, could access everybody’s performance
evaluations.

Bonuses were tied to the achievement of quarterly objectives.
For people involved in delivery projects, a large part of their
objectives and compensation were tied to sales targets and cus-
tomer satisfaction scores. For salespeople, part of the bonus was
held back and paid out over the course of a year on the basis of
quarterly customer satisfaction scores. The salesperson could lose
some bonus if the implementation got poor scores. The bonuses
could be as much as 40 percent of salary.

The company encouraged employee stock ownership. Employ-
ees owned 40 percent of the company (including the 15 percent
that Tom Siebel owned). As part of its workforce improvement
initiative, in a policy that was similar to General Electric’s at this
time, Siebel Systems had a policy of discharging the bottom 5
percent of employees every six months.

The process of performance management was part of and
was supported by Seibel’s information system architecture. The
information system both pushed information to employees and
allowed them to pull the information they needed. After logging
on, each employee had their own “home page” that contained
a different corporate announcement or story every day. This
pushed current communications and corporate agenda items to
the employee. It also contained an area that suggested training
opportunities for work and career paths.

Each employee was expected to complete five web-based
training modules per quarter. The system also allowed employees
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to pull corporate data and information; detailed information
about corporate strategies, products, and customer information;
performance data; and competitor and market information.
It provided real-time access to any project in the company. The
type of system Siebel developed in-house in 2000 is now available
from several talent management vendors.

Need for Effective Performance Management

Before discussing in detail what it means to do performance
management well, we are going to review why we believe it is so
important to do it well in an SMO. The reasons for doing it well
tell us more about SMOs and provide important guidance con-
cerning what a performance management system should look
like in an SMO.

® The absence of traditional job descriptions in SMOs means
that one of the crutches organizations use to make up for the
lack of an effective performance management system is gone.
Individuals cannot look at a job description and use it as a
guide to how they spend their time and what work they should
do, nor can managers use it as a basis for directing what
people do. An effective substitute is needed for the absence of
job descriptions, and arguably the best one is a performance
management system that effectively sets goals and appraises
the performance of individuals against those goals.

* Budgets provide a crutch in organizations that do poor
performance reviews. They provide some data and feedback to
individuals about their performance and provide
management with a tool they can use to evaluate and direct
behavior. Because they are absent in SMOs, a good performance
review process is needed that sets goals, encourages ongoing
feedback to individuals from their manager(s) about how they
are performing, and allows for informed judgments about the
performance of key contributors.

* In SMOs, some or many of the management relationships may
be virtual. Or, if they are not virtual, they are of such a nature
that managers cannot see employees performing; they only see
the results of their work and even that may be on a sporadic
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basis. In addition, it may be hard for them to judge how well
work is being done until there is an end product. This is par-
ticularly true when the major work in an organization is knowl-
edge work and the individuals doing the work know more than
their managers know about the technical elements of the work
process. In this situation, managers need a substitute for direct
observation of an employee’s performance. The best substitute
is goals and data about accomplishments that are gathered
through a performance review process.

¢ As already suggested, as work becomes more complex and
more discretionary in its content and performance, it is often
difficult for managers to assess how well individuals are actually
performing their jobs. The effectiveness of their performance
only becomes obvious when they reach or fail to reach key
completion goals. The implication of this for SMOs is that
they need to have a performance review system that sets goals
and holds individuals accountable for reaching them.

* How work is done is an important determinant of what kind of
impact organizations have on both employees and customers.
But it is difficult to measure in many sales, service, and knowl-
edge work organizations. In traditional organizations, the fre-
quent failure of their performance management systems is one
of the many reasons why they often don’t emphasize how work
is done and typically do not reward individuals on the basis
of it. In an SMO, this is unacceptable. Individuals need to be
measured and rewarded on how they do their work as well as
on what they accomplish. This is particularly true for managers.
Negative behavior by them (such as being abusive) can have a
very negative effect on their subordinates and on customers.

¢ Change and innovation are at the core of what makes for an
effective SMO. They are achievable only if an organization
provides the right resources to individuals and defines what
types of change and innovation are needed. Part of the secret
to making an organization good at innovation and change is
the strategizing process that was discussed earlier, but it certainly
is not the only key. An organization needs to be able to
recognize innovation and reward it, and it needs to be able
to provide individuals with a sense of direction, goals, and
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desired accomplishments when it comes to change. This
requires a performance review process that can set change
goals, support innovation, and reward change when it occurs.

¢ Effective talent management is a key element in SMOs. To
have effective talent management, an organization needs to
know the skills, competencies, learning capabilities, and
performance of its workforce. Of course, it is desirable to have
this in any organization, but it is particularly critical to the suc-
cess of SMOs. Thus, it is especially important that SMOs have
a performance management system that gathers valid data
on the condition of its talent and that can influence the skills
individuals develop.

® SMOs need individuals to perform in ways that lead their
organization to be sustainably effective. This means consider-
ing the financial, social, and natural environment effects of
their behavior. Often tough trade-offs and balanced decisions
need to be made in order for an individual’s performance to
support his or her organization’s strategy. An effective perfor-
mance management system is the best way to accomplish this.
In a CCO with only one bottom line, financial performance,
having a performance management system balance decisions
may not be critical, but it is for organizations that are commit-
ted to sustainable effectiveness.

Keys to Success

Given the importance of having an effective performance man-
agement system, SMOs must use a system that is different—and
much more effective—than the flawed performance appraisal
systems that are used in CCOs. They can’t simply tell managers
to do a better job of judging performance and provide a software
program to make it less cumbersome and faster. They cannot tell
managers to identify the worst 10 percent of their direct reports
like GE did when Jack Welch was the CEO. They have to elevate
the importance of performance management so that it is a key
element of the organization’s management strategy, and they
have to design a system that is not just an appraisal tool—it must
truly be a performance management system.
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Only when performance management systems are well designed
and well implemented can the kinds of accountability and perfor-
mance direction that are critical to an SMO’s success be realized.
Given the number of pieces that have to be in the right place, and
the difficulty of doing it in the kind of culture that exists in CCOs, it
is hardly surprising that performance management systems usually
fail in them. But, failure in CCOs does not mean that performance
management systems can’t operate effectively in SMOs.

Universal Performance Management Principles

There are eight number of principles concerning performance
management effectiveness that CCOs, HIOs, and SMOs should
follow. We are not saying that most or all organizations do fol-
low them, we are saying that they should! We will review them
first and then turn to six principles that are not a good fit for
all organizations but are key to the effectiveness of performance
management systems in SMOs.

Universal Performance Management Principle 1: Start at the Top

The starting point for an effective performance management pro-
cess should be the business strategy of the organization. As is the
case in Siebel, it should guide a goal-setting process that leads to
individuals, teams, and business units having transparent goals
and objectives that are directly tied to the strategy of the business.
For this process to be effective, the goal setting has to begin at the
top of the organization and cascade down. As a part of the pro-
cess, there should be agreement on what will be accomplished,
how it will be accomplished, and which measurement processes
will be used to assess whether the goals were accomplished and
whether they were accomplished in the correct manner.

In SMOs, the performance management system must start with,
be led by, and be committed to by senior management and the
board. As we pointed out in our discussion of governance, the board
needs to appraise itself, its members, and the CEO. The CEO needs
to appraise his or her direct reports, and the appraisal process has
to cascade down the organization so that every level experiences it.

Itis not an overstatement to say that if the senior management
of an organization is not fully committed to the performance
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management process, it is simply better not to have a perfor-
mance management system. Committed in this case means not
just giving lip service to having an effective process but being part
of the performance management system themselves and being a
role model to the individuals who report to them. All too often
in CCOs, support for the appraisal program consists of “the top
telling the middle to do it to the bottom.”

It s not an overstatement to say that if the senior
management of an organization is not fully committed to
the performance management process, it is simply better
not to have a performance management system.

Universal Performance Management Principle 2: HR Should

Support, Not Own, the System

In all too many organizations, the human resource department
is the owner of, and the implementer of, the performance man-
agement system. For a number of reasons, this is the wrong way
to position and manage the system. There is nothing wrong with
the HR function handling the logistics, but it should not be their
system. They should not be the ones who act as the conscience
of the organization and the piece of the organization that drives
and sells it.

Our research shows that the success of the performance
management system is closely tied to the degree to which it is
seen to be a senior management program.® Having strong HR
department leadership is not a predictor of the success of the
performance review system—having strong senior management
leadership is!

Universal Performance Management Principle 3:

Set Measurable Goals

The appraisal system needs to be based on measurable goals.*
All too often appraisals are based on personality traits (for example,
reliable, trustworthy), on vague and unmeasurable goals, and on
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a host of poorly defined attributes and outcomes. Measurable
goals need to be set and individuals assessed against them. This
applies to the skills and competencies individuals are expected
to possess or need to develop as well as to their performance
deliverables—the how and the outcomes of it.

A word of caution is in order here about the mistakes that
organizations often make when using goal-driven performance
management systems. The effectiveness of goals as motivators is
very much influenced by their difficulty, particularly how difficult
they are seen to be by the individual who has the goal.> Easy-to-
achieve goals are poor motivators because there is a tendency for
individuals to work at a level that will lead them to reach the goal,
not at their maximum performance level. Overly difficult goals,
or as they are sometimes called, “stretch goals,” are dysfunctional.

When individuals feel that they cannot reach a very difficult
goal, there are essentially two things they can do. They can sim-
ply give up and decide it is not worth trying because the goal and
reward that is attached to it are not reachable. The second is to try
to figure out how to “beat the system” in order to reach the goal.

Individuals are particularly likely to try to beat the system
when there are large financial rewards attached to achieving goals
that look virtually impossible to achieve. Time after time in fraud
cases (such as Enron) in which managers have broken the rules
and done things the wrong way, it is because a large reward was
offered. But it wasn’t just offered, it was offered for reaching a
goal that was essentially unreachable without individuals cheating
or ignoring the environmental and social impacts of their actions.

Some of the biggest financial scandals of the past decade had
their root in excessive incentives being offered for behavior that
could only be achieved by highly risky or unethical means. Faced
with this situation, many individuals decided to “game” the system
and create ways around the risk management systems of banks,
brokerage firms, and other financial institutions. Safety short-
cuts, such as those that led to the BP Gulf of Mexico oil disaster,
also are often the results of “stretch goals.”

A less serious mistake, but one that also has a negative impact
on motivation, is to tell employees in great detail how they are to
achieve their goals. This approach makes a lot of sense in a CCO,
but it does not fit an SMO. It doesn’t fit with the kind of work
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systems discussed in Chapter Seven. It also tends to be a significant
reducer of motivation for individuals who see themselves as intel-
ligent, knowledgeable, and capable of problem solving and using
their expertise to figure out how to get things done. The reason
for this is clear: when there is no discretion in how they perform a
job, they do not feel responsible for successful performance!

We are not arguing that individuals should be given free rein
as to how they get things done. We are arguing strongly against
carefully prescribed methods that take the problem-solving
autonomy and creativity out of the work individuals do and ruin
the sense of achievement that they feel when they reach a goal.

Universal Performance Management Principle 4: Rate Outcomes,
Rate Performance, but Don’t Rank People

An effective assessment of how and how well goals are accom-
plished should be relatively easy if good goals exist and good agree-
ment exists on how goal accomplishment will be measured. CCOs,
in keeping with their stability-oriented, bureaucratic structures
and micromanagement practices, tend to use evaluation systems
with performance metrics that go way beyond the precision that
is necessary and possible. For example, some organizations (such
as Exxon-Mobil) rank-order hundreds, or in some cases thou-
sands, of people from first to last; they number them from one
to whatever the total number of individuals is in the part of the
organization where performance is being appraised. This effort is
like trying to measure the length of an object to the closest thou-
sandth of an inch using an ordinary straight ruler; the informa-
tion needed to compare people so precisely just isn’t available and
cannot be developed.

Not only does ranking create bad data, it sends a negative
(although sometimes accurate) message about how much an
organization values its talent. Instead of showing a concern for
individuals and fairness in assessing them, it sends the message that
the organization values structure and rules. This is clearly unac-
ceptable in SMOs because they are committed to fair treatment.

Another seriously flawed rating practice is forced distribu-
tions.® Some organizations (for example, GE, EDS, and Accenture)
require their managers to identify a certain percentage of employ-
ees who are failing, often 5 to 10 percent, and a certain percentage
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who are doing particularly well, often 15 to 20 percent. The forced-
distribution approach ignores the reality that some work areas have
no poor performers and others have no good performers. It causes
managers to disown the appraisal event and say essentially, “I was
just following the rules” when they talk to a “poorly” performing
employee.

Instead of employees asking how they can improve organiza-
tional performance, the method fosters internal competition and
survival of the luckiest or most political. It also can lead to the
departure of valuable human capital that does not want to live in a
competitive environment or that is evaluated as performing poorly
simply because it is part of a group of high-performing individuals,
and as a result, gets a low rating. In a Wall Street Journal interview,
Steve Bennett (who left GE to become CEO of Intuit) provides the
best summary evaluation of the GE forced-ranking system: “I think
that’s really dumb. I would never do forced rankings.”’

Given the problems, why do companies use the forced-
distribution approach? The answer is simple but not particularly
flattering to its users. It represents an easy way to solve a classic
problem: rating inflation. Just as some university professors tend
to give high grades to everyone, some managers find it easier to
be generous with high ratings, and, as a result, many organizations
suffer from top-heavy performance appraisal scores.

Instead of dealing with the problem as a failure of leadership
judgment, some companies adopt a dysfunctional bureaucratic
solution, mandating a result they think is “good.” In other words
they try to solve a problem that is caused by the control man-
agement approach with another command and control action.
Because it is a leadership problem, the best solution rests in creat-
ing effective leadership, not in ordering a predetermined result.

Forced distributions speak loudly to people; they tell them
they are not trusted to make good judgments about the individu-
als who work for them. Instead of allowing them to exercise their
judgment, they are told what form their judgment should take.
It ignores leadership behavior as a way to influence the behav-
ior of others and relies strictly on a traditional management
approach—giving an order. It is a leadership failure that is being
“corrected” by a managerial edict or order. GE did it for years
under Jack Welch, and he continues to recommend it as a good



MANAGING PERFORMANCE 189

practice. However, GE has moved away from it for innumerable
reasons including resistance on the part of managers and the
competitive environment that it creates within the organization.

One final note on forced distributions: they tend to be par-
ticularly dysfunctional when there are automatic reward system
consequences attached to individuals falling in different areas
of the distribution. Particularly dysfunctional are programs that
state that the bottom 10 percent or so of the distribution will be
fired each year.

Numerous studies that we have done show that forced firing
produces a great deal of “gaming” behavior on the part of the
individuals making the ratings.® They do everything they can to
be sure that they are not faced with having to fire individuals who
simply should not be fired. For example, they sometimes transfer
them to protect them and, even more dysfunctional, they hire
individuals who they think will be poor performers so they
will have them available to fire when it comes time for forced
distributions appraisals to be made.

As was mentioned earlier, another unacceptable approach to
measuring performance is rating individuals on poorly defined
general traits or personality dimensions such as reliability, com-
munication skills, customer focus, and leadership. These traits
are difficult to judge and almost always lead to communication
breakdowns and misunderstandings between appraisers and the
individuals being appraised. They also fail to provide the type of
assessment required for the organization to have valid metrics
concerning the condition of its talent and its performance.

Organizations need to adopt a balanced scorecard of behavior-
and outcome-based measures that quantify, or at least clearly
identify, what performance and behavior are being judged. For
example, rather than assessing the general dimension of reli-
ability, the appraisal should focus on whether critical work was
completed on time and whether preset goals were met.

Universal Performance Management Principle 5: Appraise

the Appraisers

Given the importance of performance appraisals, appraising
how well managers do appraisals is a logical and important part
of the entire appraisal process. A good manager simply needs
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to do good appraisals. Goals need to be set, progress checked,
feedback given, the right competencies developed, and, of
course, performance assessed correctly and rewards distributed
accordingly. To motivate managers to do these activities well, it
is important that they be appraised and rewarded on how well
they do them. Failure to appraise and reward managers for the
appraisals they do speaks volumes about the low priority given to
these activities.

Managers need to be held accountable for the ratings they
produce. It has to be clear to them that ratings must be justified
by operating results that are correspondingly high. It often helps
to set up cross-organizational meetings in which managers have to
justify their ratings to their peers and top executives. Capital One
and Intel call these “cross-calibration” meetings. Both compa-
nies have used them effectively to control rating inflation and to
develop consistency in how managers use their rating scales.

Universal Performance Management Principle 6: Train Managers

and Employees to Do Performance Management

It is critical that organizations train everyone on how their per-
formance management system works. It is surprising how many
organizations do not do this, given the importance of the system
and the fact that it is a relatively complex process that involves
behaviors (goal setting and feedback) that many people are
not skilled at. The training that is needed is not just a matter of
explaining how the system works and what its purpose is.

All too often, organizations fail to provide any training to
the managers who are expected to execute a performance
management system.

Individuals need to develop the interpersonal and feedback
skills to lead effective review sessions. All too often, organizations
fail to provide any training to the managers who are expected to
execute a performance management system. This is true despite
the fact that one of the hardest things for many individuals to
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do is to give negative feedback to others and to handle difficult
interpersonal interactions in a constructive way.

While we are on the topic of training, it is important to point
out that training is not needed just for the individuals who are
appraising someone else. It is also needed for the individuals
being appraised as well. Getting feedback about performance
and being part of the performance management system is not
a comfortable situation for most people and not something that
they have the skills to handle well. Thus the most effective per-
formance management training systems train both the appraiser
and the appraisee. A good way to do this is to have them role play a
feedback situation before they go “live” with the actual appraisal
of the individual. This is clearly an area in which individual
coaching can help and is often needed.

Universal Performance Management Principle 7: Link Rewards
to Performance and Discuss Development Separately

An important feature of a performance management system is
the degree to which it affects the reward system; in other words, the
degree to which it leads to pay increases, bonuses, stock options,
and promotions. Over the years, there have been articles and
books which have claimed that performance review processes
should separate the review of performance from discussions
about salary increases and promotions.? This may indeed make
some of the discussions easier, but it is not the way to make
money and other tangible rewards effective motivators.

Given the potential importance of goals and money as moti-
vators, it is definitely not appropriate to have a review process
that separates the discussion of performance from the discussion
of financial rewards. They need to be discussed together and
tied together so that individuals see a clear connection between
how well they perform and how well they are rewarded. Yes, it’s
true that some individuals work simply for the feeling of accom-
plishment of a goal and, of course, to further the purpose of the
organization. But for others, the relationship between pay and
performance is critical to their motivation. The research on this
clearly shows that pay is a strong motivator when there is a direct
and immediate tie between performance and significant pay
changes.
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What should be separated from the discussion of finan-
cial rewards is the development needs of individuals. Research
shows that discussing training and development at the same
time as performance and rewards doesn’t work. The discus-
sion of performance and rewards dominates the meeting and
prevents a meaningful discussion of development activities.
Development activities need to be paired with a forward-looking
goal-setting discussion, not with a backward look at past perfor-
mance. The key here is combining two forward-looking events,
future performance objectives and what it takes to reach those
objectives, rather than matching a retrospective event with a
forward-looking event.

Universal Performance Management Principle 8: Use 360-Degree
Appraisals but Not for Rewards

Using 360-degree reviews has become increasingly popular over
the past decade. In many respects they make sense because peers,
subordinates, and customers often see elements of someone’s
behavior that cannot be seen by their boss. The problem with
360-degree reviews is that raters, particularly peers, may not give
valid data about how someone is performing. If the raters know
that the data will be used to determine pay increases, promotions,
or educational opportunities, it can be very difficult for them
to make an “objective assessment” of somebody’s performance.
They are in essence being asked to rate their competitor know-
ing that if they score somebody highly they may very well lose
part of their bonus or a promotion.

What is the right answer? We believe it is to use peer and
subordinate ratings primarily for developmental purposes.
The results should go directly and only to the individuals being
appraised so that they can use them for their own development.
If an organization is determined to use peer and subordinate
ratings for reward system purposes, there are some things they
can do to limit the problems this creates. For example, Goldman
Sachs for a long time has done a careful analysis of its peer rat-
ings to see if it can detect a self-interest bias in the ratings and
has actually corrected its ratings for these biases. This is a possi-
ble alternative, but we still come down on the side of 360-degree
reviews being done primarily for developmental purposes and
being fed back only to the individual who is being rated.
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One possible alternative is to have an initial rating with results
going only to the individuals being evaluated. This gives them a
chance to improve their behavior before future ratings are used
to make decisions about raises, promotions, and so on. This still
leaves in place the bias factor once the results are used for reward
decisions, but it at least eliminates the problem of individuals feel-
ing they were blindsided by the ratings coming from their peers
and subordinates. They get an early warning as to what they are
going to be like and a chance to correct their behavior.

SMO Performance Management Principles

SMOs require performance management systems that fit their
structures, work designs, and objectives. They need to follow the
eight universal principles, but following them is not enough.
There are six more principles they need to follow in order to
have an effective system that avoids the well-deserved criticisms
that are heaped upon most performance management systems.
These principles when combined with the universal ones will
produce a performance management system that supports sus-
tainable effectiveness. It will do this by directing and motivating
change, innovation, and sustainable effectiveness.

SMO Performance Management Principle 1: Establish a
Balanced Scorecard

The goals that are set in an SMO should include social and envi-
ronmental goals. Measures of goal accomplishment need to be
specific to a person’s work area, and they should always cover
more than just financial performance and productivity. Unlike
the goals in CCOs they should include diversity, social impact,
environmental impact, and employee impact goals.

SMO Performance Management Principle 2: Set Talent
Development Objectives

The performance management process should not just establish
what performance goals are to be accomplished, it also should
deal with the skills and competencies individuals and teams need
to accomplish them. It should assess their development needs,
plan for development, and support their acquiring the skills they
need to accomplish their goals.
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Individuals should be assessed on their skills and competen-
cies. This is critical because they determine what an individual’s
value is in the market and therefore what their compensation
level should be. It is also a critical input to the organization’s
strategic planning around the competencies and capabilities that
it has and can develop.

Development activities that are not related to enabling current
goal accomplishment may be part of the performance man-
agement process but, as will be discussed in the next chapter,
because of the employment relationship that exists in SMOs they
should not be the main focus. The number one objective should
be to see that individuals have the skills they need to accomplish
their immediate performance goals.

SMO Performance Management Principle 3: Don’t Assume an
Annual Appraisal Is Often Enough

There is no right frequency with which the performance manage-
ment process should take place in all organizations. Historically,
in most organizations, performance appraisals have been done
on an annual basis. For some organizations, that probably is a
reasonable frequency, but for most SMOs, it is likely to be too
infrequent.

Given the speed with which the world is changing and the
needs that organizations have to update their strategic intent, it is
likely that SMO organizations need to go through new goal-setting
and performance review processes on a semiannual or, like Siebel,
on a quarterly basis. Those organizations that engage in a quarterly
review may not do a full review every quarter, but at the very least
need to update their goals, get a reading on how performance is
proceeding against those goals, and make the necessary adjust-
ments and changes.

Organizations that are focused on projects or assignments,
as many professional services firms are, should do a brief review
at the end of each assignment. If the performance review pro-
cess is not done frequently enough, it runs the risk of ending up
the way job descriptions usually end up, woefully out of date and
not particularly useful. SMOs rely on goals to guide and motivate
behavior; they cannot afford to have out-of-date performance
reviews.
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SMO Performance Management Principle 4:
Use Web-Enabled Technology

All too often in organizations the performance management
process is paper intensive and slow. This not only doesn’t need to
be true in any organization, it should never be true in an SMO.
The performance management process in SMOs should be web-
enabled, just as at Siebel.

The best talent management systems have powerful and easy-
to-use performance management modules. These systems take the
administrative burden of performance management off of HR and
make it easier for managers by putting information and advice at
their fingertips. These systems also make it easy for employees and
managers to capture information relevant to performance over
the course of the year.

Finally, as was true in Siebel, both transparency and cascad-
ing goals are enabled by these systems. Just as you would never
ask an accountant to add up accounts by hand, an organization
should not neglect implementing performance management
technology. Many of the key features SMOs must have in their
performance management systems (speed, frequency, cascading
goals, transparency) are enabled by web-based technology.

SMO Performance Management Principle 5:

Appraise Team Performance

In CCOs, a strong emphasis is always placed on assessing the per-
formance of individuals, as it should be. Their work needs to be
well defined, and they need to be held accountable for what they
do. The implications of this for the appraisal process are clear. It
needs to assess their individual performance on what usually are
relatively simple and straightforward tasks.

The situation is much less clear in HIOs. They are often pop-
ulated with self-managing teams and groups that have temporary
project and problem-solving activities. In these cases, a strong
argument can be made for appraising and in fact rewarding
groups and teams.

In some cases, the work in SMOs is so complex and inter-
dependent that holding teams at least partially accountable for
performance is a key to success. In these situations, there needs
to be a process in place that appraises the group. This may be
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combined with an individual appraisal process that is run by the
team leader, or the appraisal process may simply make a judgment
about how well the team as a whole has performed.

In many cases, if the team is highly motivated and committed
to performing well, it will naturally give feedback to its members
and deal with them outside of the formal reward system and
feedback programs of the organization. In essence, as we will dis-
cuss in Chapter Eleven, what is happening here is that some of
the shared leadership that is present in SMOs comes to the fore-
front. This kind of intra-team feedback points out to individual
members of work teams and groups what they need to do to con-
tribute to the success of the group and assesses how they have
performed in the past. In many respects, it is an effective substi-
tute for the hierarchy that exists in CCOs, and it contributes to
effective team performance. When teams are assessed, it may well
make sense—as will be discussed in the next chapter—to reward
teams as a whole, or even for that matter, to reward divisions
and the organization as whole on the basis of their sustainable
effectiveness.

SMO Performance Management Principle 6: Have Review
Discussions Online

The traditional approach to appraisals calls for face-to-face dis-
cussions between the appraiser and the appraisee. This is true
in CCOs and especially true in HIOs. There are a number of
reasons why it is said to be important to have a face-to-face dis-
cussion, including the perception that it is likely to lead to better
feedback and more meaningful discussions about how perfor-
mance can improve. That said, there are a number of problems
with face-to-face discussions.

There is research which shows that individuals are very anx-
ious before and during performance reviews.!’ They often don’t
hear quite a bit of what is said to them during appraisals. Either
their minds shut down or they are still thinking about something
that was said at the beginning of the discussion that they are
trying to evaluate and decide how to react to. In short, face-to-
face meetings rarely produce good communication between the
manager and the individual being appraised.
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One way to improve face-to-face appraisals is to give individ-
uals a look at the paper version of the appraisal and then have
the discussion. This allows them to get over the shock that occurs
when they first see the appraisal and for them to decide what
questions and issues they want to raise. It also allows them to cor-
rect any factual mistakes in the appraisal. It is not uncommon
when goals are set and when goal performance is being mea-
sured for bad data to creep in and for an individual to correctly
point out there has been a mistake. Obviously it leads to a bet-
ter discussion if these data validity and credibility issues can be
resolved before a face-to-face discussion.

There 1s research which shows that individuals are
very anxious before and during performance reviews.
They often don’t hear quite a bit of what is said to
them during appraisals.

Organizations should also ask the people who are being
appraised to provide appraisal data at the end of the perfor-
mance appraisal period. They should be able to present their
version of how well they have performed their work assignments
against their preset goals. Our research supports the value of giv-
ing people this opportunity before their appraiser reaches a final
performance judgment.!! It leads to more accurate appraisals
and to individuals believing they have been fairly appraised.

Let’s move to another level. Does there really need to be a
face-to-face discussion at all? In today’s world, where we interact
so comfortably and frequently on the Internet (at least some of
us do), it seems quite reasonable and in fact potentially more
functional to have performance appraisals done online. It
gives individuals a chance to think a bit before they make their
responses and provides for an opportunity to check appraisals
for accuracy and meaningfulness.

Giving people a choice with respect to how a performance
review meeting takes place is one more way to meaningfully
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individualize the way people are treated in an SMO. In SMOs,
it may even be best to have all appraisals done on a virtual basis.
It fits well with the type of work that is usually done in SMOs and
with the idea of people being more self-managing and interact-
ing virtually on a regular basis. It also creates the opportunity to
do group appraisals of individuals. With multiple reporting rela-
tionships, it can be difficult to schedule face-to-face discussions
with all the individuals who need to be involved in appraising an
individual or for that matter a team. When travel is necessary in
order to hold face-to-face appraisal meetings, online meetings
not only save travel costs, they have an environmental benefit.

Conclusion

Perhaps the best way to summarize and conclude our discussion
of performance management is to say that those who argue for
abandoning it may well be right when it comes to CCOs. We don’t
think they are, but we are willing to admit it often is difficult to do
appraisals in them and doing them is of limited value. In the case of
HIOs, and certainly in the case of SMOs, the right answer definitely
is not to abandon performance management systems. They are sim-
ply too important. It is necessary, however, to reinvent them—both
from a purpose point of view and from a process point of view—if
they are to be used by SMOs. The way performance reviews have
been done in most organizations simply cannot produce the results
that are needed in an SMO. As we stressed earlier, having effec-
tive performance reviews is critical to the effectiveness of an SMO.
It is time to rethink the technology of performance reviews as
well as to improve them in terms of their accuracy, validity, and
centrality.

Assessment Questions

1. Looking back over the six SMO Performance Management
Principles, how many would you say your organization
currently meets?

a. 1-2
b. 34
c. b-6
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Here is what the answers imply:

a. 1-2 is not unusual, but it means the performance
management system is likely doing more harm than good,
particularly if you do not meet all or most of the Universal
Principles.

b. 3-4 is a good score, but pick the next principles you can
put in place to improve the system and be sure you have
the Universal Principles in place.

c. 5-6 indicates an excellent system.

. What does the top management team see as the purpose of
performance management?

a. A means for deciding on merit increments and bonuses;
other outcomes are secondary.

b. A core HR process for talent management with important
talent development, reward, and work planning outcomes.

c. A business process for managing sustainably effective
performance.

Here is what the answers imply:

a. Many performance management processes are run as
if this is the intent. If it is, then it may not be worth the
effort it takes to do it.

b. There is value in a well-run performance management
process, but SMOs need more.

c. I’s a wonder that the title “performance management”
has not been a clue that the purpose of the process is to
manage performance. Organizations that see this as a
business tool rather than an HR tool can use it to
strategically guide sustainable effectiveness.






CHAPTER NINE

| Reward Systems

Manchester United is one of the most successful sports teams in
the world, with fans from Manchester to Malaysia to Madagascar.
Manchester United doesn’t provide annual merit increments,
doesn’t pay people doing the same job (for example, goal ten-
der) even remotely the same, and ignores hierarchy by paying the
boss (the coach) less than many players. To what extent should
an organization model its reward system on the basis of how
Manchester United rewards its players?

A soccer (football) team is a very different kettle of fish
than a complex global corporation, but the Manchester United
approach to rewards shows that organizations can break away
from the entrenched traditions of pay that exist in most organi-
zations and be successful. So what about SMOs? We believe that
like Manchester United they require reward systems different
from what either CCOs or HIOs have because they are structured
differently and have different employment relationships.

A major reward system design challenge exists because of the
employment relationship that SMOs operate with. They need
to create a reward system that motivates and attracts individuals
even though, as we discuss in the next chapter, they do not have
a secure long-term employment relationship. SMOs need indi-
viduals to commit to their long-term success while not promising
them that they can spend their careers working for them.

The situation with respect to rewards is further complicated
by the diverse workforce that SMOs employ. It is clear that indi-
viduals in different stages of their careers value different kinds

201



202 MANAGEMENT RESET

of rewards, people in different countries view rewards quite dif-
ferently, and different types of work designs require different
approaches to rewards.! One of the traditional design principles
of reward systems is to treat people the same, yet this desire for
similar treatment is incompatible with the diversity that today’s
organizations face and must deal with. In SMOs, the absence
of traditional job descriptions, more flexible work assignments,
and rapid organization change create additional challenges and
opportunities that their reward systems must take into account.
Can the challenges that are present in SMOs be handled
effectively? We believe the answer is yes, but not without throw-
ing out many traditional reward principles and practices. Like
Manchester United they must pay much more attention to the
individual value a player contributes and count on employees’
enthusiasm for the purpose of the work they do and the rewards
they can earn to drive excellent performance. We will review
twelve principles that when followed will lead to effective reward
systems for SMOs. But before going into detail about the type of
reward system practices that fit SMO organizations, we need to
consider the basic principles of individual motivation and satis-
faction that must guide the design of reward systems for SMOs.

How Rewards Affect Behavior

In discussing motivation it is important to distinguish among three
kinds of rewards. The first type of rewards are tangible extrinsic
rewards that have significant economic value. They include money
in its many forms: bonuses, merit increases, stock options, promo-
tions, fringe benefits, perquisites, and so on; they are the major
focus of this chapter.

The second kind of rewards involve recognition and personal
relationships. They may take a tangible form such as plaques,
titles, or formal recognition ceremonies. Recognition may also
be informal, for example, praise from a boss, customer, or team
member. Often just a thank-you for a job well done when it comes
from someone who is respected is an important reward.

Patty McCord, the head of HR for Netflix, whom we will
get to know better in the next chapter, says there is something
special about going to the local farmer’s market in a Netflix
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t-shirt and being mobbed by enthusiastic customers—now that
is meaningful recognition! You can imagine, too, the reaction
someone from Meédecins Sans Frontiéres (Doctors Without
Borders) gets when someone asks, “Where do you work?”
Recognition can be a powerful source of reward that identity-
and mission-driven SMOs are well positioned to tap into.

The third type of reward is intrinsic. They are the rewards
that individuals experience when they or their team accomplish
something significant, something that they wanted to accom-
plish, something that they value. It can be successfully complet-
ing a project, closing a sale, learning a skill, or a plethora of
other types of positive experiences. Intrinsic rewards cannot be
given by others; they are self-generated, which is why they are
called intrinsic. Because intrinsic rewards are internally given,
organizations cannot directly influence their reception and tie
their reception to the kind of performance the organization needs.
But what organizations can do is create situations in which indi-
viduals will experience them when they perform well.

The literature on rewards is dominated by articles and books
that assert a certain type of reward is what really matters to
employees.? Indeed, there seems to be a whole book publishing
sweet spot having to do with saying one kind of reward is more
important than all others. One says it is money, another says it is
interesting work, another says it is contributing to an important
mission, and so on. The reality is they are all right and they are all
wrong. The research evidence shows that there are large individ-
ual differences in how much individuals value different rewards.?
For some people it is making a contribution to a mission that is
of utmost importance, for others it is money, for others it is job
security, and for others it is recognition.

Once we recognize that there are major differences in what
people value, it is natural to ask what the characteristics are of indi-
viduals who value one type of reward more than another. There is no
shortage of books and articles that try to answer this question. There
are studies that show when it comes to reward importance there are
regional and geographic differences, gender differences, and
education-level differences. Recently, a great amount of attention has
focused on generational differences, among gen-x, gen-y, millennials,
the five generations that are in the workplace today, and so on.*
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Current events can affect what is important to members of
the workforce. For example, surveys of the U.S. workforce a year
before the 2008 recession found that job security was not rated
as very important. Surveys during the recession showed it rated as
much more important.

The key issue is not what is most or least important to differ-
ent groups but how SMOs should manage rewards given the dif-
ferences and changes in importance that exist. One choice is to
feature one type of reward and to recruit a workforce for which
it is very important. Another is to focus on and to design policies
and practices that assume all three types of rewards are important
to most of the workforce.

Our view is that most SMOs should take the latter approach for
two reasons. The first is that it is very difficult to create and main-
tain a workforce that is homogenous, and doing this has a number
of downsides. Perhaps the most important downside is creating a
workforce that doesn’t bring different viewpoints to bear on busi-
ness and social issues. The second is that rewards have a cumula-
tive effect; even if an individual values one type of reward more
than another, as long as they both are valued, combining them will
have a bigger impact than using just the most important one.

Rewards and Performance Motivation

What determines employee motivation is relatively straightfor-
ward, but that doesn’t mean it is easy to manage. Employees are
motivated to perform well when they anticipate receiving rewards
that they value as a result of their performance. There are two
keys here: rewards that are valued and rewards that are tied to
performance.? What doesn’t drive motivation is job satisfaction—
it determines turnover. A happy workforce is not necessarily a
productive one, but it is likely to “stick around.”

While much has been written about how a carrot-and-stick
approach to motivation can actually demotivate employees, the
research evidence shows that rewards based on performance do
motivate people to excel. What’s important to understand is that
the nature of the reward is critical—as is the way in which the
reward is related to performance.

Offer the wrong carrot, and employees will feel insulted, mis-
understood, or just apathetic. Motivation requires offering to
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individuals rewards they value and that are clearly tied to their
performance.

While much has been written about how a carrot-
and-stick approach to motivation can actually demotivate
employees, the research evidence shows that rewards
based on performance do motivate people to excel.

SMOs need to do everything they can to make sure that the
receipt of both the internal and external rewards that are valued
by their employees are directly related to how well they and their
organization perform. This, of course, is where the performance
management system comes into play. As was stressed in the previ-
ous chapter, it needs to be designed so that individuals can be
rewarded according to their performance.

Clear measurable performance goals need to be established.b
Establishing them has a positive effect on both intrinsic motiva-
tion (people reward themselves when they accomplish goals) and
extrinsic motivation when rewards are tied to goal accomplish-
ment. Also critical are the design of work and the identity and
purpose of the organization, since they too can be important in
determining whether individuals receive intrinsic rewards as a
result of performing well.”

Diversity makes it difficult to create reward systems that
motivate everyone but not impossible. A diverse workforce
requires offering a variety of rewards and delivering rewards
that are based on what individuals value. Tying rewards to
performance can also be complicated because in the kind of
knowledge work done in SMOs performance can be difficult to
measure, hence the need for an effective performance manage-
ment system.

Attraction, Retention, and Satisfaction

It is well known and obvious that individuals are attracted to
organizations that offer rewards they value.® All organizations



206 MANAGEMENT RESET

have a brand as an employer. Some are very well developed and
sharply tuned to attract the kind of individuals that fit the orga-
nization; other organizations do not have a recognized brand.
At one extreme are the Apples, Googles, and Microsofts of the
world; at the other extreme are local organizations that have
little, if any, visibility.

The key for any organization is presenting an employer brand
that it can deliver on and that will attract and retain the right type
of employees. In the case of SMOs, the right type of employees
are individuals with skill sets that fit the type of work they do and
who have values and desires that are aligned to sustainable effec-
tiveness so that they will be motivated to perform at a high level.

What retains employees follows directly from what attracts
them. Attraction is based on the expectation of receiving valued
rewards; retention is based on actually receiving them and expect-
ing that they will continue to be received. Basically, rewards drive
job satisfaction, and high levels of job satisfaction cause employ-
ees to maintain employment with an organization. If organizations
do not provide valued rewards, job dissatisfaction and turnover
are inevitable, as is low performance motivation. Turnover occurs
because people don’t receive rewards they value, and low moti-
vation occurs because the rewards that they value are not tied to
their performance. From an SMO point of view, the best of all
worlds is a situation in which the company offers rewards to indi-
viduals that attract, retain, and motivate them for as long as they
are “needed.”

Designing a Reward System

Given that business strategies differ, there is no right reward
system for all SMOs, but there are some general design princi-
ples that are always right. We will focus on twelve principles that
are the key to how SMOs should design their reward systems. We
will begin by considering five “Universal Reward Principles” that
are important guides to how all organizations should manage
rewards and as a result should be followed by SMOs. Then we will
consider seven principles that should be particularly important
in guiding how SMOs design their reward systems even though
they may not be principles that should guide CCOs and HIOs.
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Taken together these twelve principles provide a comprehensive
basis for the design of an SMO reward system.

Universal Reward Principle 1: Create Rewarding Work Assignments

The nature of the work that individuals do has a major impact on
intrinsic motivation. When individuals use skills they value, feel
responsible for producing a whole or meaningful part of a product
or service, and receive performance feedback, their work is motivat-
ing because they reward themselves for their good performance.’

Often the results of someone’s performance are obvious (the
Manchester United striker can see whether or not he scores a
goal), but in some cases workers can see the results of their behav-
ior only if the measurement processes of the organization provide
relevant feedback. This is one of many reasons why performance
reviews are so important and why it is important for individuals to
be in contact with the external world. One advantage of external
contact is that it helps ensure that individuals will receive feedback
concerning how well they are performing.

Having work that is motivating and satisfying is perhaps the
major feature of an HIO. The beginning of the high involvement
management approach can be traced back to experiments in man-
ufacturing plants that created motivating work. To improve the
work in their plants, Volvo began using “self managing” teams in
the 1960s. In the United States, General Foods, Procter & Gamble,
TRW, and a number of other companies created high involvement
“green field” (new) plants that were structured around self-
managing teams. The teams produced complete products and as
a result got feedback, a sense of doing a whole piece of work and
using their skills.

The enrichment of individual jobs is a second approach to
creating motivating work that is core to high involvement man-
agement.!” Instead of focusing on teams it focuses on creating
meaningful work assignments for individuals that lead to their pro-
ducing whole products or offering complete services to customers
so that they get feedback and customer contact.

The major stimulus for the development of both the job-
enrichment approach and the self-managing teams approach
was the negative impact of command and control management.
The jobs it creates are simple, repetitive, and boring. Because of
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their failure to generate meaningful intrinsic rewards, they lead
to high turnover and absenteeism, poor-quality products and
services, and low productivity. Who can feel a sense of accom-
plishment and competence as a result of doing the same simple
task every thirty seconds? It was clear in the 1950s that an alterna-
tive approach to work design was needed. Many organizations
have recognized the need to design motivating work, and more
and more have created jobs that are more rewarding than repetitive
assembly-line-type work.

Teams and enriched work should be an important part of the
SMOs. They are needed to attract, motivate, and retain a talented
workforce. In this respect, HIOs and SMOs are similar; both need
to provide rewarding work experiences. Where they differ is in the
permanency of the work assignments. In HIOs they tend to take
the form of “permanent” job assignments. As we pointed out in
Chapter Seven, in SMOs, they are more likely to be the result of a
changing combination of task assignments—some done by teams,
others by individuals—that have clear deliverables and require
individuals to use their valued skills and abilities.

Universal Reward Principle 2: Forget Merit Increases, Give Bonuses
Most CCOs use merit salary increases as a vehicle for reward-
ing performance and motivating individuals. This approach to
rewarding performance does not work well in today’s world, and
there are many reasons to believe it is even less likely to work well
in the future.!!

Reward systems have to involve more than just a salary increase
that becomes an annuity. Merit increases end up creating a
highly paid group of employees who are highly paid primarily
because they have been with the organization for a long period—
their salaries don’t reflect the value of their current skills or their
performance.

For a pay raise to be a meaningful reward, it must be large
enough to be important. A great deal of research shows that the
typical merit increase plan, which may give anywhere from a 2 to 8
percent raise in good economic times, simply does not provide large
enough pay increases to motivate performance. The solution is not
to increase the size of merit increases; it is to use bonuses or some
other form of variable pay as a means for rewarding performance.
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How much variable pay is used needs to be very much
dependent on the type of work individuals do and the situation
of the organization. A good rule of thumb is that there should
be at least a 10 percent cash difference between what the best-
performing individual receives and what the least-performing
individual receives. In other words, the incentive opportunity
should be at least 10 percent, but that often is not a sufficient
amount for individuals in more senior management positions.
There the opportunity may need to be 20 to 30 percent.

In case you haven’t already figured it out, we are about to
argue for the use of variable pay plans that reward either individ-
uals and or collections of individuals on the basis of their perfor-
mance. There are numerous advantages to giving bonuses based
on collective performance. The advantages of bonuses that are
driven by corporate or business unit performance include the
fact that they automatically adjust to the ability of the organiza-
tion to give pay increases and can focus attention on sustainable
effectiveness.

Reward systems have to involve more than just a salary
increase that becomes an annuity.

In tough times, such as a recession, bonuses can be eliminated
or significantly limited. In addition, they can reflect the fact that
sometimes there are large differences between the performance
of the best employees and the performance of poor employees.
Instead of the best employees getting an increase a few percent-
age points larger than that of the rest of the workforce, they can
geta 15, 20, or 30 percent larger bonus while the worst employees
get none. This not only positions the best performers high in the
market where they should be, it creates a powerful incentive for
them to continue to perform well and for others to perform well.

Bonuses make it possible to adjust the pay of individuals to
reflect their current performance level because they don’t have
to be paid for performance that took place years ago. This is a
particularly important feature, given the need for SMOs to reward
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innovation and change. In essence, it creates a truly meaningful
pay-for-performance system that has a real impact on total com-
pensation. This is just what is needed to make pay a powerful
motivator of sustainable effectiveness.

Universal Reward Principle 3: Pay for Team Performance

When we talk about rewards, we usually fall into thinking about
how individuals are rewarded, but there are good reasons to
emphasize team rewards. It is true that there are a lot of advan-
tages to rewarding individual performance. It can establish a
clear line of sight between performance and pay. It is also the
best way to align an individual’s compensation with his or her
market value. But rewarding individual performance is not always
easy or even possible.

We have already noted that a good performance management
system and skilled managers are needed, but that is not enough.
Also required is work that lends itself to measures of individual
performance. Complex work is often the result of a team effort in
a way that makes it difficult to untangle the contribution of indi-
vidual members, and as a result, rewarding the team as a whole
makes sense.

Sometimes, particularly in SMOs that are team-based and do
complex, highly independent projects, good measures of perfor-
mance can only be obtained for group performance or perhaps
multi-group performance. This is why, in our discussion of per-
formance management, we argued for assessing the performance
of teams.

In the case of interdependent work, giving large bonuses or
any other reward on the basis of individual performance can be
counterproductive. In American football, players often have indi-
vidual incentives that reward them for such things as touchdowns
scored. All too often, this can lead to conflict among members
of a team over who should get the ball when they are near the
goal line. Not only does rewarding individuals cause competition
among employees, it can lead to money being misspent and to
reductions in motivation and satisfaction.

Sports provides clear examples of different kinds of work.
Soccer is an example of a highly interdependent sport. In the
case of Manchester United, even though there are large salary
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differences, it makes sense to give equal bonuses to team mem-
bers on the basis of the team’s performance. The same is not
true of less interdependent sports such as the Ryder Cup in golf
or track and field (except for the relays).

Particularly in highly interdependent work situations, good
measures of individual performance simply cannot be developed.
The results of performance can be measured only at the collec-
tive level. Rewarding individual performance in such situations
has the dysfunctional effect of causing individuals to try to opti-
mize their performance, which in many cases leads to suboptimal
collective performance.

One approach to mitigating the negative effect of rewarding
individuals is to measure them on the degree to which they cooper-
ate and behave as good team members. This may be a solution when
there is not a high level of interdependence, but it has its problems.
In essence, it creates a situation in which individuals are competing
to be the best team member (most cooperative) in order to get a
reward or recognition rather than focusing on what they need to do
to make the team successful. It is a subtle difference, but can be a
critical one in highly interdependent work situations.

When there is truly a group project, the best solution usually
is to reward the group as a whole. This can to some degree blur
the connection between an individual’s performance and reward
and as a result reduce the line of sight from behavior to reward.
However, this is a small cost to pay in return for establishing a
connection between the performance the organization needs
and the rewards individuals get. Building this connection ensures
that all individuals will be motivated to accomplish the goals of
their organization.

Universal Reward Principle 4: Give People a Piece of the Action

In some cases rewards that are based on organizational perfor-
mance should play a major role in SMOs just as they often do
in CCOs and HIOs. Stock options, profitsharing plans, and
stock-grant plans are all examples of compensation vehicles that
reward individuals according to the performance of their organi-
zation. These approaches to rewarding individuals are particularly
appropriate in small organizations and when there is a strong
desire to motivate individuals to make a commitment to the



212 MANAGEMENT RESET

organization’s success rather than or in addition to their individual
or their team’s success. In large organizations, these compensation
approaches often are weak motivators of individual performance
because of the poor line of sight they create between individual
behaviors and measures of overall corporate performance such as
corporate profitability and shareholder value increases.

In CCOs and HIOs, organization-wide bonus plans are usu-
ally driven solely by financial performance. Good profits lead to
large bonuses. SMOs need to take a different approach. The idea
of a corporate-wide bonus makes sense, but it should be based on
an SMO’s sustainable effectiveness. Profits yes, but also social and
natural environment performance. Even though the line of sight
may be weak for many organization members, it is important to
measure and reward sustainable effectiveness in order to create
an identity and culture of attention to it.

The one exception with respect to weak motivation is the situ-
ation of the very senior executives who are responsible for corpo-
rate performance. It makes a great deal of sense to reward them
for the long-term sustainable performance of their company.
When part of an executive’s compensation is based on sustain-
able effectiveness, it says that senior management is not driven
solely by their self-interest at the expense of other stakeholders
in the organization.

Universal Reward Principle 5: Don’t Be Satisfied with a
Once-a-Year Reward Cycle

The frequency with which rewards are given is a critical determi-
nant of how effective they are. In most organizations there is an
annual cycle that determines when individuals can receive salary
increases and other extrinsic rewards. In some companies and par-
ticularly in relatively slow-changing organizations this may be an
appropriate time schedule. But as we saw in the case of Siebel, the
reality is that in many organizations change is much more rapid
than this, and as result a much shorter reward cycle is needed.
Organizations over a period of a year may have two or three
changes in tactics and perhaps in strategy that require new skills,
new performance goals, and new rewards to support them. This
is particularly likely in SMOs because of their heavy reliance on
innovation and change in order to be successful. It is one reason
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that Siebel used a three-month cycle in its approach to pay and
goal setting.

The timing of pay for performance systems needs to balance
two issues: the desirability of rewarding performance as soon
as it happens in order to establish a clear line of sight and the
need to be sure that the true effectiveness of the performance
being rewarded can be fairly judged. All too often organizations
give short-term-focused rewards that ultimately turn out to have
rewarded performance that has a damaging effect on the organi-
zation’s longer-term performance.

A quarterly or semiannual performance reward cycle is likely
to be the best fit for many SMOs or at least for many parts of
SMOs. Paying bonuses or giving other rewards on a quarterly basis
creates a close relationship between performance and reward and
fits what often is an appropriate schedule for setting new per-
formance goals and targets. We mentioned this in the chapter
on performance management and argued there that more frequent
performance reviews may be needed and that reviews should be
tied to rewards. In some cases what may be the best combination
is a series of quarterly cycles that involve goals, performance mea-
sures, feedback, and bonuses, as well as an annual bonus that is
based on the sustainable effectiveness of the total organization.

It’s rare to find one group of managers or professionals
being paid on a different cycle from that of others
according to the nature of the work they do. Why is an
R&ED manager paid on the same twelve-month reward
cycle as the marketing manager?

The best overall approach to timing is to design a system that
is customized to the type of work being done. Short-cycle work
should be rewarded frequently whereas long-cycle work should
have a much longer measurement-and-reward cycle. This sounds
obvious, but it’s rare to find one group of managers or profession-
als being paid on a different cycle from that of others according
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to the nature of the work they do. Why is an R&D manager paid
on the same twelve-month reward cycle as the marketing manager?

With an emphasis on sustainable performance and organiza-
tions taking reasonable risks, particularly at the senior level, SMOs
need to focus rewards on measures that evaluate the long-term
impact of key management decisions. In other areas, for example
in sales and production jobs, it often does make sense to have rela-
tively frequent rewards that are based on operating results.

Finally, in some cases it makes sense to reward individuals on
the basis of both short-term and long-term measures of perfor-
mance. As we mentioned earlier, this is particularly true at the
senior management level, but may also be true in research and
development units, knowledge-creation work situations, and a
host of others in which some results are immediately obvious but
others cannot be judged for several years.

Designing an SMO Reward System

Now that we have stated five universal reward system practices that
should be followed by all organizations, we can turn to reward sys-
tem design principles that may not fit CCOs and HIOs but are key
to the sustainable effectiveness of SMOs. All of these seven princi-
ples need to be followed by SMOs. They are an integrated set, not
a set from which SMOs can pick and choose.

SMO Reward Principle 1: Pay the Person, Not the Job

An important determinant of the kind and amount of reward
an individual receives in an SMO should be the skills and com-
petencies that he or she has and can use in the workplace. This
requires management to identify the skills and competencies that
they need individuals to have and to determine who has them.
This is one of many reasons why it is important that SMOs have
an effective performance management system. The ability to
develop an effective pay-for-competency system depends on hav-
ing an effective performance management system that accurately
documents the competencies that individuals have and helps
them identify which competencies they need to develop.

CCOs base their salaries mostly on the types of work that
individuals do and on salary survey data that say what individuals
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in other organizations are paid for doing that kind of work. As
a result, the pay rates for individuals are largely based on jobs
rather than competencies. The job-based approach offers some
advantages in determining what the market pay rate for any indi-
vidual is when organizations have well-defined jobs. But SMOs
don’t have traditional jobs and as a result shouldn’t adopt tradi-
tional pay practices. In fact, the opportunity exists for them to
gain a competitive talent advantage by focusing more on skills
and competencies in determining salaries and reward packages.

They can give salary increases as a reward for learning addi-
tional competencies and in this way encourage individuals to
develop the skills and knowledge that are needed by the organiza-
tion. This has the additional advantage of attracting and retaining
just the kind of individuals they want: those that have the skills
and knowledge that are needed to perform their work and that
are interested in continuing to develop their skills.

High involvement organizations often use one type of pay for
skill systems in many of their manufacturing and service deliv-
ery operations. In their skill- and competency-based pay systems,
individuals are paid for both the kind of skills they have and the
number of skills they have.!? This encourages individuals to learn
how to do multiple steps in a production or service process. It
has been shown to have a number of advantages, including mak-
ing individuals more product knowledgeable, helping them get a
good understanding of how the total product is produced, and
giving them contact with customers and other stakeholders.

Some parts of most SMOs should base pay partly on the num-
ber of skills someone has, but in others it may be more important
to reward the amount of depth knowledge that individuals have
in a particular competency. This is particularly likely to be true in
areas that are the basis of an organization’s core competencies and
key organizational capabilities. The important point is to move as
far away as possible from rewarding people for what they are told
to do by a job description and to get as close as possible to reward-
ing them for being good at doing what the organization needs
them to be able to do in order for it to be sustainably effective.

Effectively paying for skills and competencies depends on
being able to get salary market data that show how much indi-
viduals with key competencies are paid. Although this can be
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difficult, in many cases it is easy to do since many technical skill
areas such as engineering and finance have well-established salary
survey data that clearly show how much individuals with different
skill sets and different amounts of experience are paid. In some
cases, interpretation of salary survey data that are based on jobs
may be needed in order to figure out how much some individuals
should be paid.

The simple reality is that jobs do not have a market value,
individuals do. Job-based salary surveys are simply a convenient
way for CCOs to share data about what they pay individuals
and to set their pay rates. It reflects their way of thinking about
people and organizations. SMOs need to look at the world differ-
ently. They need to focus on the value of individuals, their most
important asset!

SMO Reward Principle 2: Define Fairness Strategically and Ethically

All organizations should set their pay levels according to the exter-
nal market; a high involvement organization, for example, might
choose to pay everyone above the market since HIOs intend to
compete through talent. On the other hand, a CCO pursuing a
low-cost strategy might choose to pay below the market for most
jobs as a way to achieve a cost advantage. Whatever the compen-
sation strategy of an organization is, it usually sets the same pay
“market position” target for everyone (for example, at market,
below market)—that is what is said to be “fair.”

The right policy for SMOs is different. It needs a reward
approach that pays above the market for people in the most criti-
cal positions or with the most critical skills. The reason for this is
simple; replacing them can be extremely costly and disruptive.
Paying them another 10 or 15 percent in salary or whatever might
be needed in order to get them significantly above the market is a
small cost compared to replacing them. In the case of recruiting,
it may be what it takes to get them to say yes and is a small amount
compared to the performance improvement they can produce. If
Manchester United was in desperate need of a world-class striker, it
wouldn’t hesitate to pay above the market for the right individual.

Just because it makes sense to pay some individuals above
market does not mean that everyone in the organization has to
be paid above or even at the market. There often are some work



REWARD SysTeEms 217

assignments that simply are not that pivotal to the success of the
organization for one or more reasons.'® They just are not closely
related to the core competencies of the organization. In other
cases, the work can be easily outsourced, transferred to a web-
based system, or done by a contractor or temporary employee.

In the case of nonpivotal work, the approach for an SMO
should be to pay the individuals doing this work at a rate that
is at or perhaps slightly below the market. For example, Boeing
needs to pay engineers with expertise in composite engineering
more relative to the market than it needs to pay an equivalently
skilled interior designer, since its success depends more on the
787 composite airframe than the look of the cabin. It needs to be
best in the world in composite airframes, whereas being average
in interior design is good enough.

Fairness in SMOs should be based on the strategic value
delivered to the organization and what is socially responsible. If
someone has hard-to-replace critical skills, then it is fair and stra-
tegically important to pay them more. If they do not have critical
skills it is okay to pay them less, but there should be a limit to
how much less.

SMOs need to keep in mind the importance of being socially
responsible in dealing with their employees. They need to pro-
vide cash compensation and benefits that are responsible; in
most cases this means rates that are at or near the market rate.
However, in some cases it may mean paying above the market
because the market rate is lower than a reasonable wage. This can
occur in developing countries—when it does, SMOs need to pay a
living wage in order to meet their social responsibilities.

SMO Reward Principle 3: Individualize Rewards

There is no doubt that for a reward to be motivating it has to be
significant to the individual. The importance of a reward varies
considerably, not only according to its size but according to its
nature and to the needs and values of individuals.

As we noted earlier, in a highly diverse workforce there are
large differences in what individuals value. Some individuals
are more concerned about financial rewards, others about sta-
tus rewards, and still others about the social impact of their work
and that of the organization. Public recognition is valued greatly
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by some individuals, but actually disliked by others. Some indi-
viduals simply are uncomfortable with any form of recognition,
particularly highly visible public recognition.

An important feature of SMOs should be recognizing that
there are differences in what individuals value and giving them
choices concerning what they do, where they work, and how they
are rewarded.!* In CCOs, individuals have very little choice with
respect to rewards. They are told what the pay-for-performance
system is; they are told that they are paid on the basis of their
job; and they are given a standard benefits package, recognition
opportunities, and so on. This approach may fit CCOs and some
HIOs. It does not fit an SMO.

When possible, it makes sense to give individuals choices
with respect to how they are rewarded.

Given the large individual differences that exist in people’s
reward, career, and work preferences, in SMOs an individualized
and differentiated reward approach is needed. So far in this
chapter we have already mentioned some reward areas in which
individuals can and should be treated in an individualized way.
At this point however, we would like to go beyond that and estab-
lish that a major feature of the reward system in an SMO should
be individualization and choice.

When possible, it makes sense to give individuals choices with
respect to how they are rewarded. This is the best way to ensure
that individuals receive only rewards that they value and that SMOs
do not waste their resources on rewards that are not valued.

Organizations can give individuals choices in terms of what
type of incentive rewards they might receive, for example, cash or
stock, and indeed what kind of incentive plan they are on (a lot
of or little pay at risk). Incentive plan choices are intriguing, but
to some degree limited because of the importance of designing
pay for performance plans that fit the work situations individuals
are in. More broadly applicable is giving individuals choices with
respect to the fringe benefits that they receive and, as will be dis-
cussed later, in their work arrangements and working conditions.
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For a number of years many organizations have given indi-
viduals some choices with respect to their benefits. They offer a
number of health care plans, variations in vacation plans, choices
among retirement plans, and so on. This approach has a number
of advantages, the main one being to ensure that individuals get
only the rewards that are important to them.

In SMOs the best approach is to accelerate the growing trend
toward benefits being flexible. Whenever possible, individu-
als should be given the freedom to choose which benefits they
receive and whether they receive cash instead of a benefit (such
as holidays or life insurance). It may also make sense to give them
a choice of whether they receive a cash award or stock. Doing this
fits well with the increased diversity in the workforce and with giv-
ing individuals greater choices about where they work, how they
work, and how long they work.

SMO Reward Principle 4: Don’t Base Rewards on Hierarchy

In CCOs, hierarchy is the major driver of the rewards that indi-
viduals receive. As one moves up the management hierarchy,
virtually everything about the reward system changes. Rewards
get larger, they are more variable, and they are more visible. As
a result, many individuals are very focused on getting promoted
and working their way up the hierarchy. This approach certainly
fits the CCOs, but it does not fit an SMO.

We are not arguing that the type of work an individual does
and his or her level in the organization are irrelevant to how
someone should be rewarded. What SMOs do not need, however,
given their relatively flat and networked structures and their
approach to leadership, is a very hierarchical reward program.
Such programs simply do not fit well. They create a culture of
differentiation that decreases flexibility and focuses leadership at
the top levels of an organization.

Hierarchical reward systems are poor motivators because the
promotions and the rewards that go with upward mobility are
rarely available. Many organizations depend on growth to pro-
vide this reward, but as we have seen, SMOs are unlikely to grow
rapidly. They also do not have very hierarchical structures. Thus
there are not that many promotions an individual can get in an
SMO. As a result of their limited availability, promotions are a
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poor incentive. Overall, it is simply much better to base rewards
on competencies than on hierarchy.

Particularly inappropriate for SMOs are the many status sym-
bols that CCOs use to reinforce hierarchy and make promotion
attractive. Large offices, special parking places, and so on tend to
separate senior executives from the rest of the organization and
certainly discourage the kind of shared leadership that should be
practiced in SMOs. It makes it all too obvious that there are a few
leaders rather than an organization of leaders.

Just to be clear, we are not arguing that there should be no
reward differences based on hierarchy. What we are arguing is
that the differences should reflect the type of work individuals are
doing and the relatively flat dynamic structure that exists in an
SMO. This means that individuals at higher levels may have differ-
ent kinds of rewards and perhaps in some cases be rewarded by dif-
ferent types of reward programs (for example, stock option plans),
but it is not because they are at level 4 in the organization versus
level 2. It is, for example, because the kind of work they are doing
has a time span and market for individuals who can do it that fits a
particular approach to bonuses and stock rewards. In other words,
it’s a natural outcome of the type of design principles that we advo-
cate for creating a reward-for-performance system in an SMO.

A payfor-skills-and-competencies system will produce some
hierarchical pay differences. The simple fact is that markets tend to
reward some skills more highly than others, and in particular they
tend to reward skills that are associated with senior management
positions very highly. Thus in an SMO individuals with more senior
management responsibilities will in fact be paid significantly more
than others in their organization. However, it is important that they
not receive the kind of executive compensation levels that make
headlines in the Wall Street Journal and Financial Times. Instead of
a ratio of 500 to 1 from top to bottom in organizations, a ratio of
50 to 1 or so makes a great deal more sense for SMOs. It says that
there are not huge reward differences, “just” large ones.

SMO Reward Principle 5: Don’t Base Rewards on Seniority

Most CCOs and HIOs base rewards on the length of time some-
one is employed by them. As an employee’s tenure increases, so
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do such benefits as company-funded retirements, medical cover-
age, number of vacation days, and a variety of other benefits and
perquisites. In addition, CCOs and HIOs often give anniversary
recognition (service) rewards when people have been with them
for five, ten, fifteen, twenty, twenty-five, or more years.

Often the service rewards that are given by CCOs and HIOs
are not meaningful. We were recently talking to someone who
had been with her CCO employer for twenty-five years and had
gotten an email thanking her for twenty-five years of dedicated
service. It began “Dear Employee #7421XXX ...” (number is
incomplete to “protect” the identity of the employee who pro-
vided the story). The one positive was that it offered her a choice
among rewards (none worth more than $100). Very different is
how service rewards are handled in CCOs and HIOs that take
them seriously. In one construction firm we studied, the twenty-
five-year awards were given out at a company-wide meeting.
There was no choice of award—everyone got a gold Rolex watch.
In their company the reward was “meaningful,” but that doesn’t
mean it was money well spent.

Organizations speak out of both sides of their mouths when
they reward length of service but downsize or “right size” their
workforces on a regular basis. This is particularly cynical when
downsizing is done without taking seniority into account. Even if
done well, service-based rewards do not fit SMOs for a very clear
reason. They “reward” something that SMOs do not necessarily
want: long-term employees. As will be discussed further in the
next chapter, the career model in SMOs does not assume long
tenure is always a good thing.

SMO Reward Principle 6: Be Transparent

In many organizations the pay of hourly employees and top man-
agers is public. Publicly traded firms have to report on executive
compensation. With respect to the hourly employees, the orga-
nization has to share pay information if it has a union. But when
there is a choice, most CCOs try very hard to keep pay levels
secret. Some HIOs, including Whole Foods, make pay levels public,
but many do not.
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In response to individuals making their pay public, some
CCOs have installed policies which state that employees who dis-
cuss their salaries will be fired. Not only is this a dysfunctional
policy even in a CCO, it is illegal in the United States according
to the National Labor Relations Act.

Secrecy about pay and rewards simply does not fit an SMO
organization. It gets in the way of accountability, informed judg-
ments on the part of individuals, and what makes for effective
pay for performance systems.

In many organizations the pay of hourly employees
and top managers is public.

The most common argument against making reward system
information public, particularly individual pay, is that it leads to
employee dissatisfaction. This is certainly possible, but it does not
mean that the situation will be worse with public pay than it is
with pay secrecy; in fact, it is likely better because the dissatisfac-
tion will be data-based and addressable. With pay secrecy there
is often great dissatisfaction because of individuals misperceiving
what others are paid.!® In some organizations very-well-designed
pay systems don’t get the credit they deserve because individuals
cannot see they are in fact equitable and rational. They also can-
not see the degree to which good performance is rewarded, and
as a result don’t see as clear a connection as they should between
rewards and performance.

Perhaps what is more insidious is that with secrecy, organiza-
tions don’t hear valid complaints about the reward system and
as a result don’t take the kind of corrective action that would
make their pay plans more effective. All too often we hear orga-
nizations say, “Give us a few years to straighten out the pay sys-
tem and we will make it public.” Of course, what happens in
most organizations is that it is never straightened out and never
made public.

We don’t think it is an overstatement to say that if decision mak-
ers knew that their reward system decisions would face public scru-
tiny they would be more careful and more effective when making
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them. Knowing that they will not be publicly accountable all too
often leads managers to do things that simply are not defensible.

Finally, in discussing the importance of making the reward sys-
tem data public we can’t help but to note that with the Internet
and all the other communication technology currently available,
it is highly unlikely that reward system information can remain
“secret.” Individuals certainly can and do share their pay informa-
tion on a number of websites (such as Glass Door). The problem
with this approach to making reward information public is that
there is no guarantee that it is accurate, and inaccurate information
usually causes many more headaches than valid data.

With the amount of hacking that goes on, organizations
should expect that more and more of their reward system data
will in fact become public whether they want it to be or not. What'’s
the best answer for SMOs? Sure, greater data security is possible,
but on balance we feel strongly that the best solution is to simply
be public about pay in SMOs. Put the pay of everyone in the pub-
lic domain. Create a culture of transparency and accountability.

SMO Reward Principle 7: Use Identity and Purpose as Rewards

The soccer players for Manchester United get paid very well,
but you find amateur Olympic athletes working incredibly hard
simply because they believe in representing their country and
being the best they can be. We’ve already mentioned the reac-
tion someone from Médecin Sans Frontieres is likely to get at a
cocktail party. It underlines the point that purpose- and identity-
driven organizations can offer rewards that attract and motivate
employees. If they pursue true sustainable performance objec-
tives, caring for planet and people, then being a member can be
an important reward employees receive. This is one area where
SMOs can have a major advantage that CCOs and HIOs do not
when it comes to recruiting and retaining talent.

But, and it is a big but, SMOs must do more than say they are a
triple-bottom-line company. They must establish an employer brand
as a sustainable management organization. This requires publicizing
what they do so that it is well known that they are walking the talk.
For example, their sustainable effectiveness performance should
be a part of their advertising, their annual reports, their metrics sys-
tems, and their products and services. Patagonia has done an excel-
lent job at this, and PepsiCo has moved aggressively to do it.
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JM Eagle is an example of a company that walks the talk and
publicizes it. The company is the world’s largest manufacturer of
plastic pipe, much of which is used for water systems. The first
page of its website highlights its commitment to social responsibil-
ity and its effort to provide clean water to communities in devel-
oping countries. Recently it donated 277 miles of pipe to improve
water access for 110,000 people in multiple African countries.

But what about purpose and identity as motivators of perfor-
mance? It depends on individuals believing that they make a dif-
ference in the sustainable effectiveness of their organization. This
condition is much easier to create in a small charity than it is in
a large corporation like Whole Foods or Wal-Mart, but it is not
impossible. It requires a clear purpose and a high level of transpar-
ency with respect to how successful the organization is in achieving
it. Also necessary are work designs that allow individuals to experi-
ence how their performance affects organizational performance.
In other words, they need surface area work that has the same fea-
tures we mentioned earlier when we discussed intrinsic motivation:
autonomy, use of skills, feedback, and a meaningful task.

Conclusion

SMOs need to create reward systems that are very different from
those of CCOs and HIOs. Here are some examples. They should
be performance- and competency-based in order to motivate indi-
viduals to develop and perform. Individuals should be able to
choose how they are rewarded. The reward systems should define
what is just in terms of the market and what is a socially responsi-
ble level of pay. Pay should be public so that everyone can see who
and what is being rewarded. These reward system practices are
right for SMOs because they fit and support their overall design.

Assessment Questions

1. How open is the organization to innovative approaches to
reward?

a. Anything that threatens the status quo (for example, not
rewarding for hierarchy and seniority, or rewarding teams
instead of individual performance) is strongly resisted.
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. There is a sense that the pay system is not effective, so

there is room for change.

. There is already a wide range of custom deals, so there are

opportunities to change how we handle pay including pay
for competencies and special bonus plans.

There is a willingness to change.

Here is what the answers imply:

Reward is one of the areas likely to generate the most serious
resistance to change. Thinking through where your organiza-
tion sits in terms of attitudes to innovative rewards practice
will help you focus your change efforts.

. How would your organization react to transparent pay?

a.
b.

C.

The idea would be rejected out of hand.
It would create many problems.

People would soon get used to it.

Here is what the answers imply:

a.

Since transparency is a principle SMOs broadly embrace,
the inability even to consider the idea shows a cultural
barrier to becoming sustainably effective.

. If transparent pay would create many problems then it

probably indicates the pay system is badly run and won’t
stand up under scrutiny. The big concern should not be
avoiding scrutiny by keeping things secret, but making the
fixes so that the pay system is not an embarrassment.

. This is probably an accurate view. The experience of

organizations that have gone transparent with pay is that
usually it is far less of a deal than everyone expects.






CHAPTER TEN

| Managing Talent

The talent management approach of an SMO must establish an
attraction, selection, development, and work assignment process
that gets the right people into key jobs. This, of course, is much
easier to say than to do. It requires the effective operation and
integration of anumber of systems, including those for recruiting and
selection, pay, performance management, and development
and career management. Together they should lead to talent man-
agement decisions that are made with the same rigor, logic, and
strategic attention as are decisions about financial investments,
consumers, products, services, and technology.

One of the major differences among CCOs, HIOs, and SMOs
is how important talent is to their success and how it should be
managed. Although it is common for the CEOs and other senior
executives in all kinds of organizations to say employees are their
company’s most important asset, they often do not behave like
this is the case. This may be acceptable in CCOs, but it certainly
is not in SMOs.

One piece of “evidence” that many senior executives do not
treat talent decisions in the same way as they treat investment, tech-
nology, and other business decisions arrives on many doorsteps
every Sunday morning. The business section of the New York Times
has an interview with a senior executive that includes a question
about how his or her organization makes hiring decisions. To say
the least, many of the answers would not get even a C in a course
on talent management. Here are a few answers we would say show
a lack of knowledge about how decisions should be made.

227
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® “Isee how they treat the receptionist. I always get feedback
from them.”

* “Task very boring questions, and see if they get agitated.”

* “Ilike to ask, “‘What makes you howl at the moon?’”

¢ “Ilike to take them out to dinner and watch how they eat.”

¢ “There are five animals—a lion, a cow, a horse, a monkey, and
a rabbit. If you were asked to leave one behind, which one
would it be? If you picked the horse, the conversation would
end. I wouldn’t hire you.”

Of course, some CEOs do know something about the research
on selection or at least do what the research says is most effective.

* “We do ‘critical behavior interviewing.” It’s based on the prem-
ise that past behavior is the best predictor of future behavior.”

* “First I ask, “Tell me about your results.” I also ask about how
they achieved them.”

Talent Management Approaches

In the case of CCOs, most employees simply aren’t a critically
important asset or stakeholder and should not be treated as such.
CCOs are designed so that most employees are not and cannot
be a source of competitive advantage, the exception being senior
executives, knowledge leaders, and those in a few key positions.
For CCOs to successfully implement their strategy, most employ-
ees need to perform at an adequate level; they are not expected
to be difference makers.

Employees clearly are a very important asset in both HIOs
and SMOs. They are expected to perform at a high level and
to be a source of competitive advantage. Both HIOs and SMOs
treat employees as important stakeholders. The major difference
between HIOs and SMOs lies in how talent is expected to con-
tribute to their organization’s competitive advantage and there-
fore in how talent is managed.

HIOs focus on having a long-term relationship with people
and make a commitment to job stability and career development
in an effort to develop a committed and involved workforce.!
This commitment-to-development approach leads to a stable,
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involved workforce and has a number of advantages: low turnover
costs, stable customer interfaces, and a workforce that knows the
company and each other. The major downside of this approach
is that it produces inflexibility in terms of the cost and capabili-
ties of the workforce. It also can lead to an egalitarian approach
to rewards that makes it impossible to establish strategic reward
and career practices that support change and target pivotal
individuals and work.

The talent management practices of SMOs need to contrib-
ute to the strategic competitive advantage gained from SMOs’
superior ability to perform in a sustainably effective manner. They
also need to create an organization that is agile and innovative.
Accomplishing this requires an approach to talent management
that enables relatively rapid changes in the workforce’s areas of
expertise, and as a result, in the organization’s core competencies
and organizational capabilities. It also requires an organization that
can deal flexibly with individuals and create different relationships
with its diverse workforce. A “one size fits all” approach to employ-
ment and employee relationships clearly does not fit an SMO. What
does fit is a travel-light talent management approach that allows an
organization to perform in a sustainably effective way.

Virtual employment, temporary employment, outsourcing,
and contingent employment are travellight talent management
approaches that may be used by SMOs. They are needed to create
the kind of flexible overall talent pool that an SMO needs in order
to be effective in rapidly changing knowledge work businesses.

Often, SMOs can’t wait for internal development programs
to move the organization’s competencies to new areas, and they
can’t wait for natural attrition and other forces to change the
nature of the workforce. They have to be proactive and disciplined
in making staffing changes. The need to do this means that many
of the employment “deals” that are offered by SMOs need to be
significantly different from those offered by HIOs.

The challenge that SMOs face is getting a high level of per-
formance and commitment from their talent while at the same
time being flexible and adaptive when it comes to the talent that
is hired and retained by the organization. Perhaps the best way
to describe what SMOs need is a deep committed relationship
with the right kind of talent for as long as it needs them. They
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need relationships that can be rapidly changed (often ended)
when there isn’t a good fit between the individual and the orga-
nization. When they do end relationships, they have to provide
a “soft landing” so that the SMO lives up to its commitment to
treating people fairly and well.

The reason for using a “travel light” approach to talent man-
agement is clear; it is expensive and slow to change the skills
and competencies of individuals.? As a result, often it is better
to change who is employed than to change existing employees.
Hiring someone who already has the needed skills often is cheaper
and less risky than trying to develop such skills in an existing
employee.

The reason for using a “travel light” approach to talent
management is clear; it is expensive and slow to change
the skills and competencies of individuals. As a result,
often it is better to change who is employed than
to change existing employees.

With the relentless pressure that exists to improve share-
holder value, it is unlikely that SMOs can afford the amount of
slack and expense that is needed to train and develop a large
percentage of its employees. This is one situation in which dif-
ficult sustainable effectiveness trade-offs have to be made. Secure
employment is a big positive for most and, as a result, by not
delivering it to all or most employees SMOs are not maximizing
the overall social value they are creating. Still, as we shall see, the
travel-light approach can provide an employment deal that is
attractive and fair to most individuals.

Even though the travellight approach is used with most
employees, other approaches may be used when it does not fit
the type of work that needs to be done or the labor market. For
example, management and leadership skills are always in short
supply, and how people are led is a key source of competitive
advantage. So even a travellight organization may have little
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choice but to have a core group of leaders that the organization
is committed to developing and are there for the long term.

In addition, travellight organizations may simply not be able
to find the technical and knowledge talent they need because
there are few people in the labor market who have the neces-
sary skills. This is particularly likely to happen to organizations
that are technology leaders, such as Intel, Google, and Applied
Materials. These organizations often have no choice—they have to
train and develop their employees because the skilled individuals
they need do not exist in the labor market.

If the most advanced knowledge in software programming is
already in Apple, why go outside for talent? It makes a great deal
more sense to invest in transferring the knowledge Apple has to
its employees and to pay more to individuals who have it.

But if the talent an SMO needs is an available commodity, it
makes economic sense to simply hire individuals and pay them
very well for as long as they are useful to the organization. In
almost all cases, it is cheaper to hire people with the right knowl-
edge than itis to train and develop people internally.

Finally, one additional consideration: the travel-light policy
calls for employing people only as long as they can meet the cur-
rent needs of the organization. This means there may be large
recruiting and orientation costs because of workforce churn. It
also can lead to a workforce that is not loyal. Thus the direct and
indirect costs of workforce turnover may make travel light a poor
choice in parts of an SMO or in some cases almost everywhere in
an SMO.

Travel Light in Action

Let’s look at a company that uses the travel-light approach. It has
worked well there because it fits the company’s business model
and its need to change quickly.

Netflix is well-known for pioneering the model in which con-
sumers rent DVDs by mail or downloading them rather than
picking them up at the local video store. What is less known
is Netflix’s travel-light approach to talent management. Salary is
just a small slice of its total costs; the big cost elements are in
content, postage, information technology, and marketing. These
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costs outweigh salaries by a large amount. Netflix serves over sev-
enteen million customers, and in 2010 it streamed more than
three hundred million videos. It earns a couple of billion dol-
lars in revenue with just five hundred exempt employees. These
five hundred professionals need to be extremely good at what
they do.

Patty McCord, chief talent officer at Netflix, said in a recent
interview with the authors, “We are very focused so we don’t
need a lot of people; we just need very talented people to solve
the problem at hand.”

Netflix cares a lot about its talented professionals, but that
does not mean they intend employees to stay around for the long
term nor do they worry about retention. The essence of the
employment deal is that as long as it works that’s great, and as
soon as it doesn’t work, then it’s time to part ways. The motto is
“Adequate performance gets you a good severance package,” and
the theme of the deal is that employment is a one-year renewable
contract. The idea that everyone is on a one-year renewable con-
tract does not describe a formal process, it describes a philosophy.

“We hire very senior people and pay them very well. We give
them a lot of freedom and then they either pull it off or they
don’t,” McCord explained. “If they don’t—or if the business
changes—then the employee won’t be kept around.”

Change is, of course, very much a part of the business. Netflix
has always believed that one day sending DVDs by mail would be
displaced by online delivery of movies, and that transformation
is in fact well under way. This significant change in their business
led to the need for new skills and conversely the obsolescence of
old ones.

McCord recalled, “I had a person in the other day saying that
the troops weren’t happy, that things are changing, that things
are not like they used to be. I said, ‘Of course it’s changing!’
We are successful. It’s not a small company anymore. I know we
need to be constantly evolving, I want to knock something down
every year.” Of course, this means that having someone leave, vol-
untarily or otherwise, can’t be a traumatic event. When someone
leaves to go to a better job, Netflix will celebrate their accomplish-
ment. When Netflix asks someone to leave, it’s done with dignity.
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“The traditional HR person who needs to terminate some-
one will give them three warnings to prove they’re incompetent
(which they are not, it’s just a bad fit), which takes at least a
couple of months. I don’t want to spend the next two months
making someone feel horrible. I just tell them it’s not working,
and adults can handle that. They get a solid severance. There
is no shame in having something not work out. We have a great
alumni group.”

Not only does the travel-light approach mean that the com-
pany does not hesitate to terminate people when the fit is no longer
there, they also don’t focus on long-term development.

“Our current thinking is that we have high performance peo-
ple in each slot. For us it’s not about grooming your not-so-great
quarterback into a great quarterback, we go out and buy someone
who is amazing.”

In Netflix we see a company that’s very talent-focused but not
concerned about retention or long-term development. It’s not a
model that would work for everyone; it’s an approach that supports
their business.

In Netflix we see a company that’s very people-focused but
not concerned about retention or long-term development.
It’s not a model that would work for everyone; it’s an
approach that supports their business.

Looking at the long term, they have seventeen million cus-
tomers in the United States, and there are a hundred million
people who have cable, so they have lots of market share waiting
to be tapped. But they are not sitting on a long-term competitive
advantage. Their ability to sustain success will depend on adapt-
ability, innovation, and the talent practices that support them.

McCord concludes, “I don’t think we’ll come up with the
answer and then stick to it. Our ability to invent and morph is
what will allow us to survive.”
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Talent Management Principles

Now that we have given a general overview of how talent should
be managed in an SMO, we need to explore in more depth at
what practices are needed. We will look at nine principles that
should be particularly powerful drivers of the way talent is
managed in SMOs.

SMO Talent Principle 1: Use Competencies to Drive
Talent Management

One approach to deciding what kind of talent is needed and
what kinds of skills and competencies employees need to have
is to use job descriptions. This approach, however, does not fit
the SMO style nor is it a particularly good fit for most CCOs
and HIOs. In the case of SMOs, the absence of job descriptions and
the need to have a flexible adaptive organization argues against
having job descriptions and using traditional approaches to tal-
ent management. Instead, a more talentfocused approach is
needed.

The key to creating an SMO talent management approach
is to start with the organization’s competencies and capabili-
ties. The major focus should be on those that provide a source
of competitive advantage in terms of the organization’s business
strategy and sustainable effectiveness.?

The competencies and capabilities that the strategy calls for
need to drive the talent management model. Managers need to
develop descriptions of the kinds of skills necessary to establish
the important organizational competencies and capabilities. Once
these have been developed, managers then need to determine
how prevalent the different skills should be and what the most
logical combinations of them are. The results of this analysis
should be person descriptions that are the foundation for the
talent-staffing and development model of the organization.

When possible, the needed skills should be hired from the
outside because of the general orientation of SMOs in favor of
buying rather than building skills. Those that cannot be found
in the labor market should be part of the talent development
processes. Developing the right organization profile of skills and
competencies is the foundation upon which the system needs to
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rest, because it provides the guidelines for staffing, recruiting,
development, and rewards, and should be an important input to
the strategizing activities of the organization.

SMO Talent Principle 2: Use Targeted Talent Management

Both CCOs and HIOs tend to have a single approach to how
people are treated once they join the organization. Of course,
there are differences based on hierarchical level (particularly in
the case of CCOs) and legal mandates, but fundamentally these
differences are driven by the structure of the organization and
the needs of certain technical specialties. What is not taken into
account is the importance of the work that individuals are doing
to the performance of the organization. In SMOs as well as in
some CCOs and most HIOs this is a critical issue.* When com-
bined with the variation in the work performance of people, it
should lead to individuals being treated differently on the basis
of whether their work is pivotal to the organization’s success.

If the work is such that significant variance in the perfor-
mance of individuals exists and the variation significantly affects
the organization’s performance, special attention needs to be
paid to these individuals and their jobs. As a general rule, some
jobs are so simple and repetitive that many people when well
managed can do them at an acceptable level. Further, often in
CCOs, how well such jobs are performed does not have a criti-
cal impact on the sustainable performance of the organization.
Many low-level service jobs and manufacturing jobs in CCOs very
much fit in this category.

At the other extreme are software programmers. Microsoft
has told the authors that their “top software developers are more
productive than average software developers not by a factor of
10 or 100 times, or even 1,000 times, but by 10,000 times.” This
may be a bit of an overstatement. It is certainly true that few jobs
exhibit the enormous variation of performance cited by Microsoft.
But significant differences appear all over the place in knowl-
edge work. It is true with university professors and their research
publications, it’s true in financial analyst services, and so on.

In addition to focusing on how much variation there is in
performance, organizations need to identify the impact of per-
formance variation on organizational effectiveness. It’s one thing
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to know that individuals vary greatly in their ability to perform a
task; it’s another to determine whether this really makes a differ-
ence in the performance of an organization. Only when individ-
uals are in jobs that have both performance variation associated
with them and a significant impact on the operating results of
the company should they be singled out as critical contributors.
Given the sustainable performance demands that exist in SMOs
they are particularly likely to have a large number of individuals
who are critical contributors.

Work that has significant variation in the performance of
individuals and that has an impact on organizational performance
is exactly where organizations should focus their talent manage-
ment efforts. When staffing these jobs, extra time should be taken
in the selection process. We have heard this referred to as hir-
ing “hard.” Individuals who are effective in pivotal jobs should
be particularly well compensated. Performance management
systems should identify who the best individuals are at doing piv-
otal work and, of course, who the individuals are that need to
be replaced. Often these jobs are ones for which the knowledge
needed to perform them well is continually changing. As a result,
new graduates and experienced individuals from other organiza-
tions should always be on a company’s hiring radar so that it can
upgrade the existing workforce or add to it.

When a work situation is identified as critical to the organiza-
tion’s performance, there can be no slack with respect to tolerating
poor performance and filling jobs. These are jobs for which orga-
nizations simply cannot tolerate “okay” performance. They must
constantly strive to upgrade the workforce—either through inter-
nal development or external hiring. It is because SMOs have a lot
of pivotal work that they need to take the travellight approach.

Sometimes positions appear as pivotal or critical in organiza-
tions that are a bit surprising. It is not surprising, for example,
that Microsoft considers its software development engineers piv-
otal employees. They basically create the organization’s product,
and there is a large variation in how well individuals do the work.

On the other hand, it is a bit surprising that in FedEx and
UPS, the package pickup and delivery drivers are among their
most pivotal or critical employees. It turns out to be a relatively
complicated job that involves making a lot of decisions about
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routes, how to handle delays, whether to respond to customer
demands for them to wait to pick up a package versus getting
packages to the airport to meet a departure time. And, of course,
there is the pleasantness of the interaction with customers, which
ultimately can determine whether repeat business occurs.

SMO Talent Principle 3: Use Contract Labor

Using contract labor is a logical way to operate an SMO that takes
the travellight approach to talent management. It clearly repre-
sents a “buy” rather than a “build” strategy. Often contract labor
is easily obtained and, as a result, fits very well into situations in
which SMOs have changing needs for labor and skills. It makes
workforce reductions relatively easy to manage and can be used
to react to surges in the need for labor.

Clearly, the contract labor approach does not fit work that is
close to the core competency of the organization and is a critical
determinant of the performance of the organization. However,
it does fit in the support tasks that are relatively low in impact
on organizational performance and for which adequate contract
labor is available.

It is common to think of contract labor and temporary labor
as filling only relatively simple jobs, but this needn’t be true. In
some situations, SMOs can profit from hiring contract labor to
do skilled tasks that require specialized knowledge.’

The key to using contract labor successfully is establishing an
employment deal that will prove to be attractive to skilled indi-
viduals and is consistent with respect to treating people fairly. It
turns out that many high-skilled individuals in areas such as soft-
ware engineering, architecture, and other professions prefer to
work as contractors rather than as regular employees. It gives
them an opportunity to earn a good wage for a period of time
without getting involved in company politics. They also often find
it a chance to do work that is new and challenging, thus adding
to their resume and, to some degree, their skill set.

SMO Talent Principle 4: Outsource Nonpivotal Work

As is the case with contract labor, using outsourcing fits well
when the work is not a critical determinant of organizational per-
formance and it can be performed adequately by a third party.
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The big advantage of outsourcing for an SMO is that it makes
adaptability much easier. Resources deployed to the SMO can
be added and subtracted by the outsourcing vendor as the work-
load changes without the kind of disruptions that would occur if
the individuals were full-time regular employees of the SMO. For
many kinds of work (such as seasonal or non-core) outsourcing
to a responsible organization can be more sustainably effective
than having the work be done by employees.

Outsourcing can make it easier for an organization to have
a diverse workforce. Instead of having individuals inside the
organization with different employment deals, contractors can
be used who have the right kind of deal for the work that needs
to be done. This reduces the number and complexity of the
talent management systems that an organization needs while at
the same time enables it to get work done by people who have the
right kind of employment deals. A number of areas are prime
candidates for outsourcing. They include HR administration,
information technology management, accounting, and advertising.
In this respect, what SMOs need to do is not new and radical—
CCO and HIO firms outsource. What may be new and radical is
the total amount that is outsourced by an SMO.

SMO Talent Principle 5: Create Career Diversity

In SMOs, diversity in careers and work arrangements should be
the “normal” approach. This is a very effective response to the
large individual differences that exist in the workforce with respect
to career objectives, work-life balance preferences, and career
state. Without career diversity, workforce diversity is unlikely to
exist; with it, workforce diversity is not only possible, it is part of an
organization’s identity.

There are a variety of workload options that organizations
can offer: sabbatical leaves, part-time employment, family leaves,
job sharing, and others that can attract and retain key contribu-
tors. They can also offer virtual work arrangements and a variety
of career “tracks” that can range from an emphasis on upward
mobility to an emphasis on in-depth knowledge.®

As we pointed out at the beginning of this chapter, most SMOs
are likely to have some work areas where the travellight approach
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is used and others where a long-term development approach is
used. This means that two significantly different career options
are going to be available. But in most SMOs the choices should
not end with two. A variety of career tracks should exist: one for
upwardly mobile executives, one for technical specialists who want
a career that is based on being subject matter experts, one that has
a balanced career-family orientation, and one that is focused on
the purpose of the organization.

CCOs and HIOs typically don’t individualize careers because
they fear it will lead to too much “complexity” and widespread
feelings of unfairness. This goes in the face of an ever-increasing
amount of diversity in the workforce (in terms of age, national
origin, family situation, and so on). When all is said and done, it
simply doesn’t make sense to think of a one-size-fits-all deal for
employees.

In SMOs, diversity in careers and work arrangements
should be the “normal” approach.

Because of the great amount of research on generational
differences (by our count there are at least five generations in
the workforce now), one way to individualize work is to design
employment deals that fit different generations. We do not have
a problem with this, but we think it is very important that this
doesn’t lead to “age profiling” or for that matter any kind of pro-
filing. Yes, there are generational differences, but within each
generation there are enormous individual differences.

The solution, of course, is to give individuals the chance to
choose an employment deal that fits them. For example, when
it comes to business travel, Unilever found that it was limiting its
diversity efforts. Women with children found it to be a problem.
The company responded by adding a TelePresence option to its
meeting program. Given the choice, men and women of all ages
choose to use it. In addition to being socially responsible, the
option reduced travel costs and Unilever’s carbon footprint. It
was clearly an improvement in sustainable effectiveness.



240 MANAGEMENT RESET

SMO Talent Principle 6: Build a Sustainable Management Brand

To attract the right individuals, organizations need an employer
brand that fits their purpose, identity, and strategic intent. In
many respects, attracting the right employees is no different from
attracting the right customers. Employees seek to work for orga-
nizations just as customers seek to do business with them when
they feel that the organization offers what they desire.

The major reason for developing an employer brand is to
help employees make a good decision about whether there is a fit
between them and the organization. Just as there are good and
bad potential customers, there are good and bad applicants for
jobs. Good applicants are ones who are the type of individual an
organization can motivate; who can do, or learn to do, the work
of the organization; and who fit the identity of the organization.

A number of organizations have done a good job of develop-
ing their brand as employers. Who, for example, doesn’t know
what it is like to be a U.S. Marine? Nordstrom’s has a clear brand
for its salespeople, with the result that they are called “Nordies”
because of the distinct relationship they have with the department
store. Abercrombie & Fitch; Starbucks; and, in California, In-N-Out
Burger have all developed the distinct brand of being a “cool” place
to work. Netflix has developed its employer brand by posting on
the Web a PowerPoint presentation about their employment deal.
Patagonia has done a great job of developing an employer brand as
a sustainable effectiveness company. Individuals who care about the
natural environment and social issues are attracted to Patagonia.

Basic to having an accurate, and therefore effective, employer
brand is a statement of the organization’s employment deal or
deals. An effective deal identifies both what the individual is
expected to do and what the individual will get in return for
being an effective employee.

Well-stated deals aid in the recruitment process by reinforc-
ing an organization’s value proposition and contributing to a
realistic job preview. After people are hired, contracts estab-
lish the ground rules for performance and rewards and serve
as a fairness touchstone for the organization and the individual
throughout their relationship.

Each organization needs to fine-tune its employment deal to
fit the type of rewards it can offer and the type of skills it needs
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employees to have. Because of its focus on change, sustain-
able effectiveness, and multiple employment relationships, the
employer brand of SMOs must be significantly different from
those of CCOs and HIOs.

SMO employment contracts are not “loyalty” deals that offer
job security and a career employment relationship for everyone.
What should the employment value proposition of SMOs be?
The answer is obvious: it should offer a sustainable management
brand that includes frequent change and stresses the variety of
employment deals that are offered. The latter is an important
feature because the acceptance of an organization having mul-
tiple employment deals depends on transparency and knowing
at the time of joining that it is the way the organization oper-
ates. The brand should also stress the purpose and identity of the
organization and its commitment to sustainable effectiveness.

Research shows that the right employment contracts can
be a significant enabler of an organization’s ability to change.”
Organizations such as Netflix that clearly link skill development
with employment security—and rewards with performance—
execute change more effectively than others. They create
“mobile” human capital, that is, people who realize that they
must continue to learn, develop, and perform to maintain their
positions and careers.

Once an organization has established its employer brand,
its next challenge is to use it effectively. For an organization to
recruit effectively, its brand needs to be known and understood.
One way to ensure this is to feature it in all communications
about job openings. In the case of some companies, it makes
sense to feature the brand in ads for products and services.
Southwest Airlines does this in its TV commercials, which attract
the “right” employees and customers simultaneously. The brand
also should be featured on the company’s website, with videos
that show employees talking about what it is like to work for the
organization and what the brand means to them.

When individuals actually apply for a job in an SMO, either
online or in person, they should be given an introduction that
emphasizes what life will be like if they join the SMO. It should
be a realistic preview that tells it like it is. This type of preview
not only can help set realistic expectations but can drive away
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individuals who are not a good fit and if hired would not stay
long. Decades of research show that realistic job previews reduce
turnover because they set realistic expectations and drive away
individuals who are not good fits.®

Google, as part of its effort to attract the right type of software
engineer, has worked hard to establish its brand as an employer.
One of the more interesting things it has done is place ads in
a number of technology journals and magazines that feature its
GLAT (Google Lab Aptitude Test).

The GLAT contains questions that, over the years, Google has
found useful in predicting who will be a good engineer. By put-
ting the GLAT into the public domain, Google allows individuals
to self-assess and see whether they are a good fit for the organiza-
tion. In essence, it is a different kind of realistic job preview and
a way to brand Google as an employer. What kind of questions
are on the GLAT? Here is a sample: What number comes next in
this sequence: 10, 9, 60, 90, 70, 66, . .. ? Sorry, we don’t know the
answer, but if you do, contact Google. You may be right for them!

SMOs should reject job applicants who are not a good fit very
early in the hiring process. Organizations often spend far too much
time interviewing and processing applications from people who
are simply not a good fit. Much of this time can be saved if SMOs
develop a clear employer brand that features sustainable effective-
ness and make a strong effort to acquaint individuals with it.

In addition to discouraging bad applicants, having a strong
brand can serve to attract individuals who otherwise wouldn’t
apply for a job. Given an unclear image of what working for an
organization is like, individuals who in fact would be a terrific
fit may not be interested enough to go through the application
process. A strong brand that makes it clear what working for the
firm is like can significantly help in creating an applicant pool
that is an excellent fit for the organization. It also is the socially
responsible thing to do.

SMO Talent Principle 7: Make Career Management the

Individual’s Responsibility

One of the major differences in how SMOs manage talent con-
cerns how careers are managed. HIOs and CCOs typically take
a considerable amount of responsibility for the careers of their
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employees, providing them with coaching, career paths, training,
and development as needed. Indeed, one of the most attractive
features of HIOs is that they provide career help to individuals
and promise employment security and stability.

In the case of SMOs, career management is not the responsi-
bility of the organization. It is the responsibility of each individ-
ual. Still, because of their commitment to treating people fairly,
SMOs should help individuals manage their careers by providing
information and development opportunities. It is the fair and
just thing to do.

Movement of individuals from one work assignment to
another can be self-managed only when an organization
has a well-developed posting system for openings and a
willingness to support internal transfers.

There are a number of reasons why SMOs should not man-
age the careers of most individuals. Perhaps the major one is the
unpredictability of the organization’s needs for employees and
the recognition that rapid technological and environmental change
may quickly make any advice, no matter how well intended,
obsolete in a short period of time.

What an SMO can do, and should do, is provide business trans-
parency and job trend information to its employees so that they
can make career decisions that are based on valid and pertinent
data. Organizations can also facilitate individual’s work assignment
changes. This can be advantageous to both individuals and SMOs.

Movement of individuals from one work assignment to
another can be self-managed only when an organization has a well-
developed posting system for openings and a willingness to support
internal transfers. Many of the new human resource information
systems (HRISs) that organizations are adopting do include post-
ings. However, it is not enough just to post work openings; the
posting needs to include a great deal of information about
the characteristics of the work, including the skills and competen-
cies needed and what the application process involves.



244 MANAGEMENT RESET

A number of companies, including IBM and other profes-
sional service firms, have developed sophisticated web-based
systems that provide job information to employees. They also
allow managers to search the organization and identify people
with the right skill sets. Web-based systems make it possible for
the internal movement of employees to be dynamic and interac-
tive and as a result be a positive for both individuals and financial
performance.

Current employees provide profiles of their background,
interests, and skills, which are then stored in the system. When
jobs open, their characteristics are matched to the database of
profiles, allowing the technology to make a first determination
about whether someone might be a good fit. Push technology
can then be used to inform individuals of the job opening. This
has the obvious advantage of providing current employees with a
strong assurance that their skills and experience are important.
It also sends a message to employees that the organization takes
talent utilization and the concerns of individuals seriously.

Web-based systems also can help meet the staffing challenges
of managers who must fill open jobs. They can use the technol-
ogy to search the profiles of skills and competencies and identify
employees who fit a job opening they need to fill. This is a quick
and efficient way for the people doing staffing to obtain a list of
qualified internal candidates.

The willingness of organizations to let individuals make inter-
nal moves and workload changes is the last and sometimes most
difficult piece that needs to be put in place so that individuals
can reasonably self-manage their careers in SMOs. There are a
number of reasons why it is difficult for individuals to make inter-
nal moves, but often a major factor is the lack of management
support. The transfer of a valuable employee inconveniences the
manager in whose work area the individual currently works; as a
result, managers sometimes hide their most talented people or
go out of their way to discourage movement.

SMOs must find ways to overcome the natural tendency of
individual managers to horde talent. The simplest way is to keep
track of how much talent a manager “exports” to other parts of the
organization and make that part of the manager’s performance
appraisal, so that it affects his or her rewards. Just as financial
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capital has to be used effectively, human capital has to be put to its
best use and people need to be given the chance to learn, develop,
and grow—it is key to their being treated fairly in a travelight
organization.

Overall, web-based systems can help organizations know what
talent is available internally, and they can help individuals with
their career planning because it makes them aware of where the
organization needs talent. They also give individuals a chance to
seek out and compete for jobs that fit their needs. Finally, web-
based systems are a nice complement to having multiple employ-
ment “deals” for individuals. If someone does not like the one
under which they are working, they can apply to work in areas
where there is a deal they prefer.

SMO Talent Principle 8: Make Executives the Primary
Talent Managers

The top executives of an SMO need to take primary responsibil-
ity for the talent management decisions that are made. Senior
executives need to be actively involved in succession planning
and work assignment decisions. They need to contribute to the
design and operation of the talent management systems in
the organization and see that they are aligned with the organi-
zation’s other systems and strategy. This means that a lot of their
calendar will be filled with talent management issues. Twenty-
five percent is not out of line—indeed in some businesses, it may
require significantly more.

Let’s look first at what executives’ role should be in making
talent management decisions and how they should be involved
in things ranging from who’s hired to how much individuals are
paid. Managers in SMOs need to be knowledgeable and informed
about what good talent management involves. As already noted,
unfortunately, all too often they are not. Perhaps this reflects the
reality that most organizations are not managed in an SMO or
HIO style and, as a result, there is little pressure on managers to
make high-quality human capital management decisions.

Trying to get by with managers who don’t have good knowl-
edge of human behavior and decision science principles about
human capital may work in a CCO but it won’t work in an SMO.
Talent decisions, both at the strategy level and at the tactical
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level, are simply too critical to the sustainable effectiveness of an
SMO to be made by poorly educated managers. The implications
of this point are many and involve both who gets to be managers
and the role of the HR function.

Let’s look first at the issue of who gets to be managers and
how they get to managerial positions. In most organizations
today, managers don’t get to senior decision-making positions
unless they have a good understanding of finance; operations;
and perhaps such specialty areas as marketing, sales, and infor-
mation systems. But many do get to senior positions without ever
having worked in or been trained in talent management and
sustainable effectiveness.

It often seems that everyone thinks they understand people
and can make good decisions about talent. Of course, nothing
could be further from the truth. A great number of research
studies have shown that most managers have a poor understand-
ing of what determines individual behavior and what should be
done in organizations to be sure that human capital is well managed
and effectively utilized.”?

Our research shows that as a result of the kind of career tracks
that most senior managers are on in U.S. corporations, they have
inferior knowledge when it comes to human capital management.
Ratings by them as well as by HR executives show that their knowl-
edge of key principles concerning human capital management is
much lower than it is with respect to key principles in other impor-
tant areas of business (such as finance, marketing, and sales) 10

At the strategic level, there is a serious need for the managers
in an SMO to understand how work designs, talent management
systems, information systems, and organization structures affect
human behavior and influence the competencies and capabili-
ties that an organization has. Knowledge of these connections is
precisely what managers need to know in order to make decisions
that lead to sustainable effectiveness.

Executives need to understand how their decisions will affect
each of the sustainable effectiveness areas and how they can
develop individuals who can make decisions that increase sustain-
able effectiveness. They should be actively involved in decisions
about talent with respect to pay, promotion, and work assignments.
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They should also be responsible for decisions concerning the
fundamental design and architecture of the organization from a
human capital point of view. Decisions about what to outsource, what
to do online, what positions to fill with the existing talent, what to
do through contract labor, and so on should all be made by senior
managers who have a good understanding of human capital man-
agement principles and how these decisions affect sustainable
performance.

The need for senior managers to have good knowledge of
human capital in SMOs should be reflected in the kinds of career
tracks they follow. Typically, managers in CCOs rotate from func-
tion to function as they develop their careers. Unfortunately, in
most U.S. organizations, that rotation does not involve spending
time in the human resource function. This is a serious oversight in
terms of preparing managers for senior positions in SMOs. Given
that talent is such a critical resource in SMOs, it is certainly as
important that managers spend time in a human capital position
as it is that they spend time in operations, marketing, or finance.

Overall, talent management must be the responsibility of
managers throughout an SMO. It cannot be handed off to HR.
It needs to be a high priority and constantly in the forefront of
the thinking of managers throughout the organization. First-
and second-level managers need to be skilled at making tactical
decisions in the talent management area. At the very top of an
SMO there is no substitute for having executives who both take
a leadership role in human capital management and are able to
contribute to key strategic human capital decisions. This is the
minimum that should be expected of individuals leading organi-
zations that depend on human capital for competitive advantage.

SMO Talent Principle 9: The HR Function Plays a Strategic Role

In many CCOs, the human resource function does not play a strate-
gic role, nor is it designed to. It is largely an administrative function
that services the needs of employees for fringe benefits, training,
and a host of support services.!! In many respects, this is neither sur-
prising nor dysfunctional. HR does not need to be a strategic part-
ner adding great value in CCOs. It does in HIOs, particularly from
the point of view of organization design, training, and development,
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and it certainly does in SMOs because it can make a substantial con-
tribution to sustainable effectiveness. Let’s explore how.

In SMOs, HR does not just need to be at the table when it
comes to strategic decision making, it needs to set the table. It
needs to bring to the table relevant business data about the talent
in the organization so that informed decisions can be made about
the feasibility and attractiveness of different business strategies and
different initiatives. Because of the importance of human capital,
its condition and capabilities are critical in determining what ser-
vices and products the organizations offers and how they should
be produced and delivered.

In SMOs, there is simply no substitute for having a human
resource function that plays a true strategic role. This will only
happen if SMOs treat the human resource function as equally
important to or more important than the other staff groups.
Unfortunately, HR often is a backwater that offers careers within
a silo and relatively low pay. It clearly is not seen as a stop individ-
uals must make before they reach a senior management position.

In SMOs, there is simply no substitute for having a
human resource function that plays a true strategic role.
This will only happen if SMOs treat the human
resource function as equally important to or more
important than the other staff groups.

In an SMO, where so much depends on an organization’s
governance, structure, and talent management, the human
resource function needs to be an important career stop for any-
one and everyone who aspires to reach senior management.
They need to understand what good human resource manage-
ment systems and practice look like and acquire expertise in the
talent management that allows them to lead an SMO that is con-
stantly changing and sustainably effective.

What about the administrative role of HR? In most cases, the
administrative role of HR can be handled either by creating an
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internal information technology service group or by outsourcing.
There are now a number of firms that are quite expert at provid-
ing outsourcing services in the HR administration field. They
provide call centers and information technology that can take most
of the administrative work out of the HR function, leaving behind
an organization that is focused on talent management and orga-
nizational change and that can support sustainable effectiveness.

In SMOs, the best design may be one that transforms the
HR function into an organizational effectiveness staff group. In
addition to having responsibility for HR, the organizational effec-
tiveness function should have responsibility for organization design,
change management, and strategizing. These functions all are
highly interdependent and critical to the development of an SMO.
Most of the decisions in one area strongly affect decisions in the oth-
ers, and sustainable effectiveness can only truly be achieved by devel-
oping an integrated set of practices. The organization effectiveness
group needs to be headed by one of the top four or five executives
in a corporation, and that leader should have extensive experience
in human capital management and organization design.

Conclusion

Talent management in SMOs must fit their unique needs. What
is right for CCOs and HIOs simply is not what is needed for
SMOs. They need an employment deal that allows for change
and attracts individuals who can perform in ways that contribute
to sustainable effectiveness and who care about it. Accomplishing
this requires an integrated approach to attraction, selection,
development, and careers.

Assessment Questions

1. How does the top team approach talent management?

a. They feel comfortable with their intuitive approach to
making talent decisions.

b. They seek out the specialized know-how and the processes
that the human resource function brings to the subject.

c. They have built an advanced capability that includes
analytics and metrics, and it leads to good talent decisions.
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Here is what the answers imply:

a.

Managers can have good intuitions about talent just as
they may have good intuitions about marketing or
inventory management, but treating talent like that is not
good enough in an SMO.

. Itis encouraging that HR expertise is valued, but most

HR functions are not sophisticated enough to meet the
demanding needs of an SMO.

. There is a huge opportunity to differentiate the organization

by developing superior talent management systems.

2. How close is your organization to a “travel-light” approach?

a.

b.

It is contrary to our view that we want to retain and
develop employees in the long term.

We often act in a travel-light manner when it comes to
layoffs, but we’ve not crafted a deal with employees so
that they know it is part of our employment deal and have
bought in.

. The culture supports a travel-light approach, and

employees feel a bit like free agents already. They work
with us as long as it makes sense and are okay about
parting ways when it isn’t.

Here is what the answers imply:

a.

The appealing HIO view is that employees are valued and
hence have secure jobs. However, an SMO, while valuing
employees, realizes that job security is not something it
can offer to most or all employees so it offers a “travel-light”
approach.

. The worst approach is to pretend you intend to retain

employees long term when that is not actually the strategy.
It’s better to be explicit about the travel-light philosophy
and get buy-in.

. Being travel light is a big step toward having the flexibility

SMOs require and treating people fairly.
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CHAPTER ELEVEN

Leading, Managing,
and Following

Leadership is one of the most—perhaps the most—important
determinants of an SMO’s sustainable effectiveness. There are
millions of books and articles about what makes leaders effective.
Thousands of new books appear every year. They all stress how
important leadership is, but few call for an approach to leadership
that is right for SMOs. Leaders in SMOs need to do four things that
are not expected of leaders in either CCOs or HIOs:

1. Compensate for the lack of structure

2. Focus on the importance of sustainable effectiveness

3. Both lead and accommodate the changes and innovations
that SMOs need to make continuously

4. Lead and encourage a culture in which hierarchy is mini-
mized and leadership is shared

We think leaders in SMOs must do all of these; if they fail to
do one or more, SMOs will not be able to sustain their perfor-
mance any better than other organizations. Because these actions
are not expected of leaders in most organizations, SMOs face a
special challenge in developing leaders who can deliver them. But
before discussing how SMOs can meet this challenge, we need to
consider in more detail what leaders in SMOs need to do.

253
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Compensate for the Lack of Structure

SMOs are built to change, so they do not have stabilizing elements
such as job descriptions, detailed operating procedures and struc-
tures, and annual budgets. SMOs value adaptability, so they adopt
fluid organizational forms, such as networks and ambidextrous
structures. Furthermore, they lack the simplicity that is created by
the single goal of financial performance.

A CCO models itself after a machine; in a CCO you hear man-
agers complaining they are just a cog in that machine, but CCOs do
make management simpler. Certainly managing in a hierarchical,
rule-bound organization is a well-developed role that is familiar to
almost everyone who has held a job. Managing in an HIO is closer
to doing it in an SMO than to doing it in a CCO. HIOs have fixed
structures and budgets but usually lack detailed job descriptions
and hierarchical structures. Managing in an SMO feels more like
canoeing down a fast-moving river than being part of a machine.

Leaders and Managers

Much of the writing on leadership makes a distinction between
managers and leaders. Although there is not a consensus view
on what precisely differentiates a manager from a leader, the dis-
tinction generally rests on how much an individual does the basic
blocking and tackling of organizing (assigning tasks, monitoring
the work of others) versus providing a sense of meaning, direction,
motivation, and inspiration.

When behavior is more oriented toward providing feed-
back to individuals on their performance, setting standards, and
maintaining a well-organized workflow, an individual is generally
considered to be managing. When behavior is focused more on
providing employees with a sense of mission and inspiration—
when it involves helping employees find and understand their
niche within the company—an individual is considered to be
leading. The difference between leaders and managers is often
characterized by a Warren Bennis point: managers do things
right; leaders do the right things.!

To be sustainably effective, SMOs require leadership because
they do not have the structures and job descriptions that substitute
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for the lack of leadership in CCOs. In addition, more often than
not, there are not the clearly established work methods and work
procedures that exist in most CCOs. As a result, leadership is
needed to ensure that individuals know what to do, know how to
do it, and are motivated to do it.

The adulation of leadership and the dismissal of manag-
ing can lead to the wrong conclusion when it comes to SMOs:
that they don’t need managers. Yes they need effective leaders,
but they also need good managers. Management is about get-
ting work done through others. Effective leadership can con-
tribute to getting work done by others, but it is not all that is
required in order for that work to support the way an organi-
zation creates value.

Organizations can be overled and undermanaged and as a
result perform poorly. Effective leadership does not necessar-
ily lead to the adoption of the best work methods, organization
designs, and communication patterns. Managers in an SMO
should not abandon most of the nitty-gritty of management, but
only doing it is not enough. They also must provide context and
direction in an organization that is trying to achieve something
more than just acceptable financial performance. The objective
of sustainable effectiveness is uncommon enough that it may not
be obvious what needs to be done to achieve it, hence the need
for managers who are skilled at both leading and managing.

The right approach to management in an SMO is to balance
leadership and management. It is not about directing individuals
but about ensuring they are committed to the purpose of their
SMO and have the information they need to figure out what they
need to do.

Effective Attention Management

If you want to get a feeling for a setting in which there is little
structure, few established procedures, and no job descriptions,
take a look at startups. Successful startups are in a constant state
of flux as they try to find a niche and continually adapt as they
grow. In a startup, the founder must exhort everyone to run as
fast as they can without necessarily being able to tell them pre-
cisely where to run or how to surmount any obstacles they face.
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They need to keep control of limited resources while trusting
that employees can figure things out on their own.

If you want to get a feeling for a setting in which there
is little structure, few established procedures, and no job
descriptions, take a look at startups.

We can envisage managers in SMOs working in a fluid world
that in some ways is reminiscent of a startup. They don’t manage
by making sure everyone is in their place doing what they are told
to do; they lead by making sure everyone knows where the organi-
zation needs to go and what they need to do to get it there.

A manager in an SMO should ask, “Am I focusing the atten-
tion of the organization—and that includes not just my direct
reports but all those I interact with—on the really critical issues
that determine sustainable effectiveness?” With direct reports, a
big part of this is communicating to them directly and effectively
about the organization’s purpose, identity, and strategy.

Perhaps the most common mistake that top executives make
in all types of organizations is not recognizing the importance
of communicating directly and effectively with employees about
where the organization is going. It is the key to effective atten-
tion management. The constant demand of the day-to-day details
of doing business distracts managers and employees alike from
paying attention to critical issues that need to be their organiza-
tion’s focus.

Effective SMO managers deal with the day to day, but they are
also constantly asking about and focusing on their short list of
things that truly determine sustainable effectiveness. Are key costs
under control? Is the market changing? What impact are we hav-
ing on the environment? Can we do things in ways that are less
expensive and more environmentally friendly? Are we treating
people fairly?

They stay on message and return to this short list again and
again; doing so is a job responsibility that is built into their behavior
and recognized in performance reviews. It is particularly important
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that leaders in SMOs do this so that the behavior of everyone will be
focused on sustainable performance.

One CEO that does recognize the importance of attention
management is Tim McNerney, the CEO of Boeing. Boeing has
a global workforce of over 160,000 employees, so communicat-
ing with everyone is not a simple task. When asked by a reporter
soon after he became CEO if he was going to spend more time
with customers and stock analysts, McNerney’s response was
that it was more important for him to spend time with Boeing’s
employees than to spend it on increasing his profile and his vis-
ibility in the press. According to him, employees “have got to
know that working with them is more important to me than pub-
lic forums where I'm making big speeches.”?

In customer-service-oriented SMOs, a dramatic way for man-
agers to get to know employees and the organization is to do a
“front-line job.” This communicates to employees that what they
do is important to the leadership of the organization and edu-
cates the executives. Key executives at Southwest Airlines and Jet
Blue have done this for decades, while DaVita expects its man-
agers to do frontline customer service jobs as a part of their
development.

Limits on the Sharing of Power

Attention management is one way for leaders to influence sus-
tainable performance in a low-structure setting, but it’s not all
they need to do. Like leaders in HIOs they must share power
in ways that build commitment and motivation. However, they
can be less concerned with power sharing than are managers in
HIOs. Leaders in HIOs need to be sure that individuals at all lev-
els are given the kind of information and training that will allow
them to be full participants in the business and as a result identify
with its successes and failures.® This is crucial to their willing-
ness and ability to self-manage and to creating a culture in which
there is a high level of commitment to the firm’s success.

In the case of SMOs a significant amount of power sharing is
appropriate, but it does not need to be a defining feature of the
company’s culture. For example, some power sharing is needed so
that the work people do is motivating and rewarding, but it may
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not involve the kind of power sharing that includes most employ-
ees in shaping their organization’s business model and strategy.

We stressed in Chapter Eight that managers in SMOs need
to be particularly skilled at setting reasonable goals and doing
performance management. An important reason for this is the
nature of the travellight employment contract. It is likely that
some individuals will not be highly committed to the organi-
zation and focused on what they can do to make the organiza-
tion successful. Individuals who have travel-light deals are much
more likely to be concerned with the rewards they can control
and receive in the short term. Thus performance contracts and
rewards based on their performance are an important part of
their relationship to both the organization and their manager.

Overall, SMOs need leaders at all levels who are willing and
able to translate the organization’s strategy into practices that
support and reward individuals who do the right things and
that correct individuals who do the wrong things! Leaders in
SMOs need to use their behavior to demonstrate what it means to
be committed to the goals and objectives of the organization, and
they need to be willing to call to account individuals who don’t do
the right things. They also need to support, by effectively manag-
ing the knowledge and skill development of the individuals they
manage, the development of organizational capabilities that are
strategy driven. In short, they need to not just be role models but
also be active definers of what constitutes effective behavior.

Focus on the Importance of Sustainable Effectiveness

We can get a sense of what it is like to lead in an organization
where simultaneously achieving multiple outcomes is paramount
by stepping into the shoes of Sandy Davis. Sandy is the regional
director general of Parks Canada with responsibility for eighteen
parks and a staff of 2,200 people. Davis was one of the managers
studied in Henry Mintzberg’s book Managing. We draw our com-
ments from Mintzberg’s research notes.*
Consider the sort of issues Davis confronts on a typical day:

1. A protest in one park that could turn violent (community
stakeholders)
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2. Complaints about a trail closure in a park due to expected
bear activity (customer stakeholders)

3. Links with the Heritage Department in Vancouver (other
departments as stakeholders)

4. Construction of a new facility, with the expenditure occurring
just before an election (political stakeholders)

5. Intense conflict between environmentalists and developers
over a parking lot desired by developers but opposed by envi-
ronmentalists (economic and ecological stakeholders)

6. Announcing an agreement between the government and a
native band on a new wilderness site (government and native
stakeholders)

This is just one day.

While leaders in an SMO may not face the same bewilder-
ing array of diverse stakeholder issues as Davis does in Parks
Canada, they certainly will not have the simple reassurance that
hitting the budget numbers is going to be enough. Leaders in
SMOs focus on people, profit, and planet and are on the lookout
for actions that will serve all three; in SMOs this balancing act is
central to the job. Simply pleasing one’s immediate boss or bull-
dozing things through to hit a single metric is not acceptable in
an SMO. When Mintzberg noted how attuned Davis was to the
political dimension and to overlaying that on the administrative
process, she replied, “That’s my value added.”

In terms of the actual mechanisms Davis uses to handle this
kind of leadership challenge there is nothing novel: conference
calls, meetings with direct reports, walking around, and so on.
The methods for dealing with ski hills and grizzly bears are not
too different from dealing with grandé frappuccinos and café
patrons. The difference is that a Starbucks branch manager might
focus more exclusively on revenues than on community involve-
ment whereas a Parks Canada manager needs constant awareness
of the interests of a broad range of stakeholders.

SMO managers in all organizations must be intensely aware
of the three competing dimensions of sustainable effectiveness.
In some ways their jobs are more like a politician who practices
the art of the possible rather than an engineer who optimizes an
equation.
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Lead and Accommodate Continuous Change

An important feature of an SMO organization is its ability to
respond to rapidly changing circumstances with the right innova-
tions and strategic changes. As a result, SMOs need employees at
all levels who are committed to innovating and changing. Often
the best way to produce this commitment is through all members
of an organization sharing a common sense of purpose, identity,
and commitment. Effective leadership is the key to developing
this shared sense.

Leaders are needed not just to articulate what an organization’s
goals and mission are, but to translate them into meaningful work
and information flows. This allows organizational members to see
how their work is relevant to the organization’s mission and that they
are contributing to its success. They also need an effective, accu-
rate, and challenging view of what is going on in the external envi-
ronment. They are sure to get some of this because of the SMOs’
future-focused capabilities and externalfacing nature, but often
they need more than just their experiences. SMOs need leaders
who can describe what is happening in the business world, how
their organization will be affected by it, and what the organization
needs to do to respond to it.

A key issue for SMOs is the balance between optimizing deci-
sions and getting things done in time to respond to the rate of
change. Patty McCord from Netflix tells a story about this balance
in their business. One engineer who had experience in the semi-
conductor industry kept missing his deadlines. When she spoke
to him about this, he explained that his desire to architect better
long-term solutions was holding up some of the projects. McCord
emphasized that there were weekly deadlines that needed to be
met, and his response was that maybe they needed to hire a cou-
ple of engineers to work on the short term while he worked out
the longer-term answer—that’s how they would do it in semicon-
ductors. McCord’s answer was, “That’s not how we are going to
do it here.”

At first glance it looks like Netflix is focusing on the short
term at the expense of the long term—hardly the kind of behav-
ior we think fits a sustainable organization. Yet it’s better under-
stood as valuing agility over efficiency. The longer-term solution
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would be more efficient in a stable world, but Netflix’s world is
one of constant change—more so than the semiconductor indus-
try, in which billion-dollar investments in physical infrastructure
require companies to impose a certain amount of stability despite
the rapid pace of technological change.

Leaders in SMOs need to do more than just create substi-
tutes for the CCO management systems that managers in other
organizations have. Yes, they need to create substitutes for the
control systems that are missing in SMOs, but they also need to
provide a type of leadership that creates organizations which love
change and innovation, encourage self-management, and moti-
vate individuals through a sense of commitment to their mission.
Leadership needs to be the glue that holds their organization’s
design elements together and causes them to create sustainable
effectiveness.

Create and Encourage a Culture in Which
Leadership Is Shared

Without question, senior executive leadership is very important to
the effectiveness of all organizations. The leadership of an orga-
nization’s CEO and the leadership practiced by those who hold
senior executive positions clearly affect financial performance
and the motivation and satisfaction of employees. But the quality
of senior leadership is only one of the determinants of how
effectively an organization is led.

Many studies show that the key determinant of most employee
behavior is not the leadership that is provided by the CEO or the
senior executives but the behavior of managers throughout
the organization. These are the individuals who must provide the
day-to-day motivation and sense of direction to most employees.
These are the people who possess—and pass along—the technical
and organizational knowledge when it comes to strategy imple-
mentation, change management, and work processes. They are
also the ones who set the culture for employees; their behaviors
shape the culture in a much more tangible way than the behavior
of the senior executives.

Because too much importance is ascribed to how the very
top executives lead, all too often organizations focus too little
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attention and too few resources on the way in which individuals
in management positions throughout the organization behave,
and the impact of their behavior. In SMOs, this focus needs to
change. As Paul Polman, the CEO of Unilever, has argued, “If
you positively influence someone, you are a leader.” Leadership
opportunities are always present throughout SMOs, and they
need to be taken advantage of. Any employee can create a lead-
ership moment by encouraging someone, being a role model,
explaining a corporate policy or business decision, and, yes, by
expressing disapproval of what someone does or doesn’t do.

Many studies show that the key determinant of most
employee behavior is not the leadership that is provided
by the CEO or the senior executives but the behavior of

managers throughout the organization.

The financial scandals of the 1990s and 2000s, starting with
Enron, show just how much harm a few senior executives can do.
Bad leadership at the top can bring down a company in today’s
highly competitive, high-risk environment. However, a single
leader cannot make a company great; it takes a company of lead-
ers. Individuals don’t have to be managers in order to be leaders.
Individuals who are not in managerial jobs can and should act as
leaders in SMOs. Simply stated, all managers should be leaders,
but all leaders do not have to have management jobs. Leadership
in SMOs should not respect titles and hierarchy.

Have No Imperial CEOs

There has always been a tendency for CEOs to adopt a model of
leadership we will call the “imperial” model. They make decisions
and develop strategies on their own with little input and discus-
sion. Their decisions are above criticism and challenge. They
adopt lifestyles that make them celebrities, and their companies
become vehicles that make them “rock stars.” They are supported
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by technology that keeps them in touch 24/7. But in reality, most
imperial CEOs are dangerously out of touch with the people they
lead, particularly when it comes to the issues of culture, strategy
implementation, and organization development.

The automobile industry bailout in 2009 helped show just
how out of touch some CEOs are: the U.S. auto CEOs flew to the
congressional hearings on corporate jets to ask for government
money. Not surprisingly, they were met with public outrage. This
kind of out-of-touch behavior is not limited to just this incident.
Managers in the auto industry get new cars every few months.
They are parked in special garages where they are washed and
serviced every day. Further, when the cars are manufactured they
get “special attention” so they will be “defect” free. Given this treat-
ment, it is hardly surprising that the executives may not understand
what it is like to own one of their cars and why their companies
have lost market share for decades. Executives who earn millions
of dollars a year and fly on corporate jets are rarely in touch with
what it is like to work in their organization or buy their products.

Strategies and business plans in SMOs are likely to be success-
fully implemented only if the individuals who have to implement
them know that they are listened to. Even if a brilliant CEO or
senior leader can craft a successful strategy without input, the issue
of how it is going to be implemented remains. Without individuals
throughout the organization understanding what is in a strategy and
agreeing that it is the right strategy, it’s highly unlikely they will want
to and be able to implement it. The following comment by Sam
Palmisano, the CEO of IBM, captures the importance of people hav-
ing a say: “There’s no way to optimize IBM through organizational
structure or by management dictate; you have to empower people.™

In an SMO the gap between leader and led should never be
large. It is simply too important for leaders to gather informa-
tion from others and receive feedback about their performance.
Leaders need to be approachable. They need to be told when
they do something wrong or have made a mistake, and they need
to be able to hear it. Only if they are understood by the critical
capital in the organization, which is the talent that works there,
will they be able to create and lead an SMO.

Senior executives need to demonstrate visibly that they value
employees. When cost-cutting is needed, they should explore
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alternatives before cutting staff. When it is necessary, they should be
sure it is executed in a way that is just and fits their SMO employer
brand. When leadership training is done, they should take part.
When it is time for talent reviews, they should lead the process.

Jeff Immelt, GE’s CEO, stated what CEOs need to do in GE’s
2005 annual report: “Developing and motivating people is the
most important part of my job. I spend one-third of my time on
people. We invest $1 billion annually in training to make them
better. . . . I spend most of my time on the top 600 leaders in the
company. This is how you create a culture. These people all get
selected and paid by me.”’

Sergio Marchionne, the CEO of Fiat, makes the same point
when he describes the most important thing he does as CEO:
“My job as CEO is not to make business decisions—it’s to push
managers to be leaders.”®

Some firings of CEOs suggest that corporate boards are rec-
ognizing that imperial CEOs may not be the best CEOs. Hank
Greenberg, who has been described as the prototype “imperial
CEO,” was forced out at American International Group after
three decades. Perhaps the most visible case was the firing of Bob
Nardelli by Home Depot following his dreadful decision to have
his board of directors not attend Home Depot’s annual meeting!

In a speech at West Point in 2009, Jeff Immelt was particu-
larly critical of business leaders like Greenberg and Nardelli: “I
think we are at the end of a difficult generation of business lead-
ership, and maybe leadership in general. Tough-mindedness—a
good trait—was replaced by meanness and greed—both terrible
traits. Rewards became perverted. The richest people made the
most mistakes with the least accountability. In too many situa-
tions, leaders divided us instead of bringing us together.”

When Frank Blake became the new CEO of Home Depot,
he recognized the importance of moving away from the impe-
rial leadership style of his predecessor. In addition to taking a
much lower salary he discontinued the catered executive lun-
cheons that the company’s top management team enjoyed
under Bob Nardelli and “suggested” that the members of senior
management eat in the cafeteria with the other employees. This
act sent a clear message to the employees that he intended to be a
different kind of leader.
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Sergio Marchionne is now trying to change the leadership
style of Chrysler. Just after Fiat took over Chrysler, he arrived at
Chrysler’s headquarters in Michigan and settled into an office
there. Instead of taking up residence in the top floor of the exec-
utive office building where his predecessor had his offices, he
chose a fourth floor office near the technical center so he would
be close to the people who run the company.

Be a Good Leader and a Good Follower

Everyone in an SMO organization needs to be a good follower.
This, of course, is also true in a CCO for everyone except the
CEO, but the situation is different in SMOs. In SMOs, people
need to be good followers and good leaders. At one point in time
in SMOs, individuals will be followers of someone and at other
times they will be leading them. This is the result of the use of
project teams, collaborative work arrangements, and internal
entrepreneurial ventures. For example, it is not unusual for an
individual to be leading a venture that has a team member who is
actually leading another venture the individual is part of. Hence
the necessity to be both a good leader and follower.

Everyone in an SMO organization needs to
be a good follower.

In Cisco’s “councils and boards” structure that we discussed
in Chapter Six, a functional executive might be the leader of a
segment council with all the responsibilities and accountabili-
ties associated with developing and implementing a plan. At the
same time, that executive may be a member of another council
or board and be required to support the leadership of another
executive.

It takes just as much strength and skill to be a good follower as
it does to be a good leader. The skill sets are different, but are not
necessarily in conflict. Individuals who do not need to always be in
control and who have a high level of self-esteem can be both.
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What Leaders Who Are Managers Should Do

We have set a very high bar in this chapter and the ones that
preceded it for what managers should be like in SMOs in order
for them to be effective. Here is an overview of what they should
know and be able to do:

* Hauve expertise in performance management. They need to be
effective coaches and committed to making it possible for
people to perform effectively. Nothing they do in their job
is more important than this. They need to own performance
management and employee development as their number one
priority.

* Have expertise in human behavior and organization effectiveness.
They should make talent decisions with rigor equal to the
decisions they make concerning financial resources and
operations. In short, they need to have a decision science
approach to their management of human capital.

® Look to the future. They need to help the organization and its
members develop a sense of what the critical future challenges
of the organization are likely to be and constantly encourage
their organization to develop the kind of competencies and
capabilities it needs to meet them.

o Understand the vision, values, and identity of the organization.
Managers should be able to understand and articulate the links
between values, identity, and the operation of the organization.

o Create truth telling and open communication with individuals
throughout the organization. They need to minimize the social
distance and maximize the communication between
themselves and those who work for them.

* Know how to “walk the talk.” Discrepancies between what
managers say and what they do are all too obvious and very
damaging. Managers must know how to walk their talk.

® Balance the interests of multiple stakeholders. Managers are
constantly faced with decisions about what trade-offs to make
and where to invest time and money. They need to make these
decisions in ways that balance the interests of key stakeholders
so that sustainable effectiveness is achieved.

* Be a good follower. Have the strength and wisdom to know when
itis time to be an enthusiastic and competent follower.
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What Leaders Who Are Not Managers Should Do

Here are some of the most important things leaders who are not
managers should know and do:

* Recognize when leadership moments occur and act
accordingly.

® Provide feedback to peers about their performance and how it
can be improved.

® Gather and shape information about customers, performance
problems, the community, and the business environment that
are relevant to their organization’s strategy.

¢ Exertinfluence without formal power. It is one thing for an
individual to get things done when they can command and
control people and resources; it is another when someone has
to rely on his or her ability to influence others. They need to
be able to persuade, convince, and sometimes create mutually
beneficial “deals”!

® Be a good follower.

Create a Leadership Capability

The leadership SMOs require is not readily available in the mar-
ketplace. It is a different approach, and as a result the number
of individuals who are ready to practice it is limited. But even if
they were available, hiring them is not enough to create the kind
of leadership capabilities an SMO needs. Effective leadership for
an SMO requires the right leaders, but it also requires the right
organization practices, policies, and culture. Without the whole
package, SMOs will not be able to attract, retain, and develop the
right leaders, nor will they be able to provide leaders with a set-
ting in which they can be effective. With this point in mind let’s
look at the things SMOs need to do to develop a leadership capa-
bility that supports sustainable effectiveness.

SMO Leadership Principle 1: Establish a Sustainable

Leadership Brand

A first step in developing a leadership capability is establishing a
leadership brand (that is, a well-understood view of what being
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a leader means). Having a clear leadership brand can be a power-
ful factor in helping attract, retain, and motivate the right leaders
and employees. A positive leadership brand that permeates
the organization can also serve as a touchstone for all current
employees, guiding them toward an organization’s “true north”
with respect to leadership behaviors and skills.

Every organization needs to develop its own leadership brand,;
no formula exists to indicate what is right. However, there are three
essential characteristics we can identify that are critical to strength-
ening the leadership brand of an SMO and making it effective.

First, the leadership brand must reflect the organization’s
commitment to being sustainably effective. A leadership brand
that does not honor the firm’s identity as a sustainably effective
organization can create cynicism because what the organization
stands for is different from how people are led.

Particularly critical is how members of the organization are
treated. There simply is no excuse for treating any employee
poorly. Good financial results alone are insufficient. Those results
must be achieved in the right way; that is, by trusting people and
treating them with respect and dignity.

Second, it must commit leaders to communicating truthfully
and openly with their employees about what is going on in the
business. Truth telling is a critical feature of SMOs.!? Managers
quickly lose credibility when they give employees inaccurate or
misleading information. Sometimes the best answer is, “I don’t
know”; at other times, it is letting employees know that condi-
tions are worsening and that changes will need to be made.
At no time is the best answer a misleading or wrong answer. “I
cannot tell you” is the best answer when regulations or other
factors mandate periods of nondisclosure.

Third, the leadership brand must apply across the entire orga-
nization and at all times; it should not involve what is often called
“situational leadership.” Some leadership gurus have suggested
that the most effective managers consider each work situation
and then decide how to behave. They argue that managers should
take into account such things as the experience of employees, the
time available to make a decision, and the type of work that is to
be done. We agree that these should have some influence on how
a manager behaves, but we believe that all too often situational
leadership results in confusion and alienates people.
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Employees don’t want to be uncertain about how they will be
treated, they want to be able to count on being involved in deci-
sions and informed by their manager. There needs to be a set
of givens—including honesty, integrity, providing business infor-
mation, and helping people understand organizational strategies
and decisions—that simply aren’t optional.!! They need to be
the foundation of an SMO leadership brand and relevant in all
settings and situations.

A brand is a promise, and in an SMO the leadership brand
should contain promises about sustainable effectiveness, about
truthfulness, and about transparency. These kinds of promises
can and should be kept, even as some behaviors change due to
the nature of the business situation. Like an organization’s iden-
tity, its leadership brand must be stable, something that people
can count on and trust. Only if it is will the organization develop,
attract, and retain the right leaders and followers.

A brand is a promise, and in an SMO the leadership
brand should contain promises about sustainable
effectiveness, about truthfulness, and about
lransparency.

SMO Leadership Principle 2: Senior Management Must

Support Building the Leadership Capability

It is one thing to argue that shared leadership needs to be an
organizational capability in an SMO; it is another to actually
make it one. In our experience, senior management support is
clearly the building block on which the whole concept of shared
leadership needs to rest.

Senior management support is critical because the people
at the top need to be teachers as well as advocates of shared
leadership. They should know how to provide leadership devel-
opment experiences and to educate individuals throughout
the organization about what it takes to be an effective leader.
Nothing will kill a shared leadership culture faster than a senior
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management group that dismisses the leadership efforts of indi-
viduals below them and fails to support the development of
leadership skills throughout the organization.

What does it mean for senior management to support leader-
ship development throughout the organization? A wide variety of
things. But above all else they need to be sure that the recruit-
ment, selection, and retention processes of the organization put
an emphasis on identifying individuals who are comfortable tak-
ing leadership roles, possess values consistent with sustainable
effectiveness, and are good followers.

It is very difficult—and in fact may be impossible—to get
managers throughout an organization to adhere to a leader-
ship brand if its senior managers do not follow it and teach it
to others. Both the development of the leadership brand and a
consistent leadership style need to start at the very top. Top-level
managers in particular need to be excellent communicators and
educators who never miss an opportunity to teach everyone in
the organization about the company’s business and to have a dia-
logue with employees about how the company is doing. At the
very minimum, senior managers must be able to articulate the
organization’s leadership brand in an “elevator speech.”

Senior management also needs to put a major emphasis
on leadership development throughout the organization.
Admittedly, some different management behaviors are needed at
different levels of the organization, but that doesn’t mean indi-
viduals at all levels of an organization shouldn’t be educated in
how to influence others and how to provide leadership.

Finally, it’s critical that senior executives recognize and reward
effective leadership behavior whenever and wherever it occurs in
their organization. They need to reward it through formal rewards,
such as pay raises, bonuses, and promotions, but they also need
to recognize it in informal ways. They need to give praise to the
individuals who take on leadership roles and make a significant
contribution to the sustainable performance of the organization.

SMO Leadership Principle 3: Develop Managerial and

Leadership Skills

Effective leadership in SMOs requires the right approaches to
development. We are often asked why there are so few people
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who are able to combine the managerial and leadership skills
that are required to be an effective manager. Clearly there is no
simple answer to this question. Despite the many articles and
books that have been written on leadership, the reality is that many
individuals don’t have what it takes to be a successful manager
in an SMO. In fact, it may partly be because there are so many
articles and books written on leadership that many managers
don’t know what it takes!

Many of the articles and books on leadership ignore or give
only brief consideration to managerial skills. Instead they focus
on such leadership skills as inspiring others, giving praise, and
storytelling. Further, when all is said and done, there is hardly a
dramatic consensus in the leadership literature on what it takes
to be a successful leader. The books vary greatly in the types of
leadership styles they recommend and claim are successful. They
range all the way from presenting highly simplistic views of what
constitutes effective leadership (for example, The One Minute
Manager) to very dense academic tomes that review the massive
amount of empirical research on leadership.

While many managers have gone to business school, this
does not necessarily mean they have leadership skills and mana-
gerial knowledge. All too often they learn more about finance
and economics than they do about human behavior and orga-
nization design. Thus most organizations must create their own
ways to obtain the skilled managers they need. One way is to
hire them from the few academy companies (such as P&G, GE,
and PepsiCo) that invest in developing managers. But this is
an approach that has many limitations, including a small sup-
ply and the high cost of recruiting. What should SMOs do?
Adopting a limited travel-light approach that combines internal
development with very careful hiring from the right companies
is usually the best approach.

Every SMO ought to have a clear, well-developed set of leader-
ship competencies that it expects its managers to master. These
ought to be more than just general phrases such as “be a good
listener” and “educate people about the business.” They ought to
drill down to another level of specificity so that it is clear which
behaviors are part of being a good listener and which parts of the
business model should be taught and how they should be taught.
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SMOs need to regularly assess whether their managers have
the requisite leadership and managerial competencies. This
can be done by gathering survey data from observers of mana-
gerial behaviors and by testing a manager’s content knowledge
of leadership behaviors. Fortunately, the growth of management
assessment software packages makes it increasingly easy for orga-
nizations to gather information about the leadership behaviors
of their managers. By using intranet-based systems, such as those
at Goldman Sachs, IBM, and Capital One, or those sold by con-
sulting firms, much of the paperwork and forms associated with
competency appraisals can now be eliminated.

When an organization assesses someone in a management
job, customers, subordinates, peers, bosses, and representatives
of the broader stakeholder community should all be asked to
offer their views of the manager’s leadership performance. This
breadth of feedback creates a far more useful appraisal of some-
one’s leadership behaviors and skills than can be derived from a
single boss’s appraisal. All too often, managers develop the ability
to manage upward and as a result get good performance reviews
from their bosses, even though their ability to manage downward
or laterally is poor.

Leadership development efforts need to start early in someone’s
career and continue as long as that person is part of the organiza-
tion. If an organization wants to create a shared leadership capa-
bility, it must make development experiences available to a broad
range of employees within the organization, not just a select few
who have been chosen as candidates for senior management
positions.

All members of an SMO need training so that they under-
stand the business and the business strategy. Time after time,
surveys of organizations show that many individuals do not
understand the business of their organization and its strategy.
Encouraging individuals who do not have this knowledge to help
lead an organization is not just unwise—it’s positively dangerous.
There is a very high probability that they will lead the organiza-
tion in the wrong direction and end up destroying the entire
idea of shared leadership.

The research literature on leadership development is quite
clear in showing that experience is the best developer of managers
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and leaders.!? Development experiences need to involve a chal-
lenging task or job as well as conceptual information on how to
be an effective leader and what the organization expects of its
leaders. Classroom training is important in leadership develop-
ment, but the right experiences are more powerful.

The research literature on leadership development is
quate clear in showing that experience is the best
developer of managers and leaders.

Emerging leaders learn the most from taking on challeng-
ing job assignments that force them to examine their capabilities
and improve their leadership skills. SMOs should identify “cru-
cible” jobs that provide good learning experiences for emerging
leaders. For example, to learn about making trade-offs among
the demands of customers, employees, and financial markets,
emerging leaders should fill a crucible job that contains these per-
formance accountabilities (for example, a general management
job). Reflecting can be done with the help of a coach or through
an educational experience that focuses on making trade-offs.
Overall, the best leadership development efforts are those that
combine classroom education, coaching, and strategically timed
job changes.

There is one big mistake many companies make in their
eagerness to give people a wide range of leadership experiences:
they move them from job to job too quickly. This can create
managers who lack a deep knowledge of the business. It can also
reinforce a quick-fix mentality that leads to risky decisions and a
failure to consider the long-term impact of actions.

In many pivotal positions, such as that of division manager,
it often takes at least two years to see the impact of a person’s
managerial and leadership behaviors. The more senior the posi-
tion, the longer this will be. Usually, senior managers have a
good sense of what the right period of time is; they simply must
have the discipline to follow that good sense rather than to rush
someone’s development.
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SMO Leadership Principle 4: Commit to Transparency

SMOs should not shroud the features of their leadership devel-
opment plans and programs in secrecy. Most CCOs keep secret
information about their management development plans for
individuals. As we already mentioned, most do not even tell indi-
viduals what their plans are for them. When we ask organizations
why they keep information such as who is being developed secret
we get a variety of answers. The most frequent one is a fear that
if everyone knows who is on the “fast track” for leadership devel-
opment, others will be jealous and may lose their motivation.
Another common one is that they don’t want to make an implied
promise that they may not be able to fulfill.

Secrecy may fit well in a world of paternalistic management
and top-down moves. But it doesn’t make sense in a world in
which the need for leadership behaviors is changing, leadership
performance is regularly assessed, and shared leadership is the
predominant style.

A major advantage of transparency is that it allows individu-
als to self-manage their careers. As we pointed out earlier, this is
an important part of the travel-light employment contract. It
goes along with the idea that rapidly changing organizations
often can’t do a good job of managing individuals’ careers and
individuals shouldn’t count on them doing it.

To take on the responsibility for managing their careers, indi-
viduals need to know what opportunities exist and how to take
advantage of those opportunities. Job openings should be visible
to all candidates, and information should be available about
the learning opportunities the jobs offer and, of course, what
skills and competencies they require.

Many organizations rate their managers on the level of man-
agement that they think he or she is capable of reaching. A key
question is whether individuals should be aware of the results of
this assessment. In most organizations this like other development
information is kept secret. Although doing so may be a bit uncom-
fortable at times, we think that SMOs should provide just this kind
of information to individuals. Having the information can allow
them to challenge the perception that others have of them and
stimulate a positive dialogue that can lead to a change in either
the organization’s assessment or the individual’s self-assessment.
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Admittedly, at times it may lead to the departure of the individual
from the organization, but that is not necessarily a bad thing.

Transparent career development systems allow employees
to reasonably assess their future in the organization and make
informed decisions about how they shape their careers. They can
place their bets on whether the situation will change and deter-
mine what new skills they will need to change it. It also can help
them make a realistic assessment of how likely the organization is
to meet their needs.

Travel-light SMOs are not responsible for the careers of their
employees and don’t guarantee them job security; therefore the
ability to access career information is a particularly important
feature of their approach to leadership development. Access to
it supports development programs that allow most individuals
to develop their leadership skills. It also is highly consistent
with the model of making every employee a leader, if not a
manager.

If leaders can’t adapt their managerial and leadership behav-
iors to fit an SMO’s changing strategy and business environments,
they clearly will be leaders for only one season. This may not be a
severe limitation on the careers of managers whose organizations
encounter only one season, but for managers in SMOs, there are
likely to be many seasons. They need to be warned that if there
is a change of seasons, they may no longer be effective and,
therefore, no longer needed by the organization. In other words,
they, like other employees, need to know that their continued
employment is contingent upon the fit between their skills and
the organization’s strategy.

Finally, when a major change in an organization is needed,
transparency can be a tremendous aid to change management.
It can help identify the individuals within the organization who
are the best candidates to fill new positions, and it can help indi-
viduals sense how they need to change in order to fit the changes
that are occurring. If the organization is moving away from the
kind of things that they want to do or can do, then transpar-
ency can send them an early warning that they need to look else-
where. Clearly, self-managed departures are much better than
organization-mandated departures, for both the individual and
the organization.
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Conclusion

Sustainable effectiveness requires a rethinking and repositioning
of leading, managing, and following. SMOs need to have leaders
at all levels and followers at all levels. Creating an SMO that has
this type of leadership capability requires a number of organiza-
tion practices that are not found in CCOs or HIOs. The practices
begin with SMOs having a leadership brand that includes truth
telling and supporting sustainable effectiveness as well as being
a good follower. The most important difference is the large
amount of support SMOs need to provide for leadership devel-
opment. Because effective leadership is such a key determinant
of sustainable effectiveness, it must be a top priority. Without it,
sustainable effectiveness cannot be achieved.

Assessment Questions
1. What is your leadership brand?

a. Our reputation among executive search firms and our
competitors is that we are a place that develops good
leaders.

b. Itis a respected company although it’s not known as an
“academy company” for leaders.

c. Having my company’s name on my resume is a negative
when it comes to getting a management job elsewhere.

Here is what the answers imply:

If the leadership brand is not strong, why not? Is it because
the organization’s ability to attract and develop leaders is
poor? If the ability to attract and develop leaders is poor,
sustainable effectiveness cannot be achieved.

2. How does the organization react to shared leadership?

a. The hierarchical order is quite clear, and people not
knowing their place is frowned on.

b. Leaders are very open to input, but leadership roles need
to be formally assigned before an individual will take the
lead on something.
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. People are used to stepping forward to take the lead on

an issue on the basis of their expertise, not their position;
others are comfortable being good followers if that is what
is required.

Here is what the answers imply:

a.

The British Empire did quite well insisting that people
know their place, but it is a recipe for poor performance
in today’s rapidly changing world.

. Leaders who listen well are a positive, but SMOs need the

kind of dynamic flexibility an organization has when it
embraces shared leadership.

. A organization that is comfortable letting people take the

lead when their expertise makes them the natural leader
for a project is better able to seize temporary competitive
advantages.






CHAPTER TWELVE

Transforming to Sustainable
Management

The need for a management reset is compelling. Technology, glo-
balization, and workforce changes are pushing for faster, more
agile organizations. At the same time, social and ecological forces
that once got honorable mention in business strategy discussions
are today full-fledged stakeholders demanding attention. Both
trends are making profits harder to come by and together are
demanding that organizations change the way they think about
everything from goals and growth to cultural impact and car-
bon footprints. The nature and strength of these changes led us
to argue for a management reset. As they are currently conceived
and operationalized, CCOs and HIOs lack the wherewithal to
address both change and multiple stakeholder demands.

The bold focus of this book is on describing a new approach
to management. Sustainable management is designed around agil-
ity and multiple stakeholders in an attempt to generate economic
performance, positive social benefits, and ecological health. It
calls for new ways of creating value, organizing, treating people,
and leading them. In earlier chapters, we provided ideas on and
examples of how an SMO should be designed and operated. Now
it is time to address the final critical issue: “How can an organization
become an SMO?”

A number of organizations have shown that it is possible to prac-
tice sustainable management. Patagonia, The Body Shop, and Ben
& Jerry’s are good examples of companies that were built from the
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ground up using the principles we argue lead to sustainable effec-
tiveness. Becoming an SMO undoubtedly is easier for a startup than
it is for a successful, or for that matter unsuccessful, HIO or CCO.
Startups do not have to deal with entrenched habits, practices, and
assumptions. Although becoming an SMO is never easy because of
the need to find people who can operate in this mode and adopt
many “atypical” practices, it is much easier to do it from scratch than
to convert an existing organization to an SMO.

Unilever, Gap Inc., GE, PepsiCo, Cisco Systems, and Procter
& Gamble have made (or are making) the transformation to sus-
tainable management. They are challenging long-held assump-
tions and making important complex changes in their strategies
and organization designs. Although there is much we can learn
from organizations that are built from their beginnings to be
sustainable, this chapter is focused on transforming existing
organizations to sustainable ones. Why? Because that is where
the challenge is greatest and where the biggest market is. Let’s
begin by looking at the case of Interface Flooring Systems, which
made a transformation to sustainable management. Its experience
provides both hope and caution.

The Interface Transformation

Interface Flooring Systems was founded in 1973 by Ray Anderson
as a joint venture with Britain’s Carpets International to make
carpet tiles. Carpet tiles, an alternative to long rolls of carpet, can
be replaced piece by piece rather than all at once. Between 1978
and 1983, revenues grew from $11 million to $80 million as the
result of the company’s close relationships with commercial cus-
tomers. Interface went public in 1983, and through 2008 grew
revenues at an average annual rate of 11.5 percent.

Interface’s transformation to sustainable management began
in 1994 when Anderson received a memo from a research division
task force. The group had been formed in response to questions
from customers, architects, and interior designers about what
Interface was doing to help the environment. The task force’s
review of operations was disappointing; the organization wasn’t
doing much to be environmentally friendly. The memo requested
that Anderson speak to the task force on Interface’s environmental
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vision, and he sweated over what he would say since there was no
policy other than “comply, comply, comply.” At the same time,
Anderson received Paul Hawkin’s book, The Ecology of Commerce.!
The book’s message confronted his sense of responsibility and
changed his attitudes about what a business should achieve.

In his speech to the task force, he declared that Interface
would become a company that “could grow and prosper without
doing harm to the earth.” He later said that he didn’t want his leg-
acy to be that he dug up the earth, turned petroleum and other
materials into polluting products, and dumped them in landfills.
At the time, Interface was directly and indirectly involved in an
industry that extracted and processed 1.2 billion pounds of mate-
rial from the earth in order to produce $802 billion of products.
Of the 1.2 billion pounds, 800 million pounds was petroleum-
based, and two-thirds of the 800 million pounds was burned to
convert the remaining third into product. As an industry, carpeting
firms were depositing 4.5 billion pounds of material into landfills
that would degrade over 20,000 years.

[Anderson] later said that he didn’t want his legacy

to be that he dug up the earth, turned petroleum and

other materials into polluting products, and dumped
them in landfills.

In January 1995, Interface held a “green supply chain”
conference with its suppliers to discuss its goals and to gain
commitments from its business partners. The eventual sustain-
ability strategy outlined seven goals, including eliminate waste
(any measurable input that did not create value); limit toxic
emissions from plants; switch to renewable sources of energy;
“close the loop,” which meant using any waste or discarded carpet
as inputs to new products; achieve resource-efficient transporta-
tion; and educate customers, suppliers, and even competitors.
The seventh goal, to redesign commerce, eventually manifested
as the “evergreen service agreement” (ESA). A radical innovation,
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the ESA attempted to shift Interface’s business model from “selling
carpet” to “renting flooring systems.”

In 1996, Interface held the first “Eco Dream Team” conference
of outside environmental experts and organization members to
explore the strategy and organizational requirements necessary
to achieve its sustainability goals. The conference recommenda-
tions led to changes in its products, supply chain, and operations.
Implementing the changes required the organization to address
a variety of issues.

First, as the new strategy was communicated, organization mem-
bers expressed a variety of concerns, including what sustainability
meant and how the organization was going to change. The depth of
misunderstanding was particularly troublesome. After hearing about
the sustainability goal, one employee asked, “How many sheep are
we planning to have, and where are they going to graze?” In addi-
tion, few people in the organization understood how ecologically
unfriendly the existing operations were. As a result, Interface made
a large commitment to employee training about the environment
and operations that led to its being named one of the “Best 100
Companies to Work For” by Fortune magazine in 1997.

Second, figuring out where to eliminate waste and toxicity or
use clean technology was a straightforward process of total quality
management that was implemented under the acronym QUEST
(quality utilizing employee suggestions and teamwork). However,
figuring out how to do these things was a giant technical problem.
The organization’s research group and its engineers had to rede-
sign (or reinvent) almost every process and product, including how
to recycle nylon and how to make carpet using less petroleum.

Third, creating the evergreen services agreement required
the organization to develop a leasing contract that would make
financial sense in the context of existing rules and regulations.
The idea of moving funds from capital expense (sale of carpet)
to operating expense (lease of carpet) was an easy sell, but getting
a lease agreement written that met current tax and accounting
standards was a lot more difficult. In particular, the price seemed
very high to customers. Few customers actually knew how much
they were spending on flooring because the costs of carpet pur-
chase, maintenance, and other services were “hidden” in different
accounts.
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By 2000, a variety of market and economy changes, includ-
ing the Y2K threat, the dot.com bust, and other changes that
reduced customer budgets, had hurt the industry. In January
2001, Interface held a leaders conference to address a 30 percent
workforce reduction and other organization changes in response
to the business decline. At the conference, managers affirmed
the commitment to sustainability, saying that it was part of the
organization’s DNA.

In retrospect, Interface’s record of sustainable effectiveness
is both laudable and spotty. Economically, its stock price and
profitability have varied considerably since the transformation,
although its annual growth rate is impressive. Socially, it has not
been a stable employer, meeting most economic challenges with
layoffs. Further, it has not shown evidence of a broader social
agenda unless one takes the view that its tremendous accom-
plishments in environmental matters are social benefits in their
own right—a not unreasonable perspective. The highs and lows
of its performance during and after the transformation testify
to the difficulties of the transformation to an SMO and of try-
ing to achieve all three sustainable effectiveness objectives. The
performance variation also makes the point that having a strong
sustainability program is not all that is needed to create a sustain-
ably effective organization.

The Interface case is often told with the major focus on Ray
Anderson’s transformation and leadership. During the transfor-
mation, Anderson came to personify the change. He became a
spokesperson for sustainability, wrote a book on Interface’s jour-
ney, and brought a lot of attention to Interface. To be sure, that’s
a key part of Interface’s change, but we think that there is more to
this case. We believe it is the organizational changes that did and
did not occur that best explain Interface’s record of sustainable
effectiveness.

There are dilemmas that have to be faced, and there are
transition issues that have to be managed in a transformation
to sustainable management. We will begin examining them by
exploring the challenges and dilemmas associated with the tran-
sition to sustainable management. Becoming an SMO requires
existing organizations to address the nonsustainable assumptions
embedded in their existing management approach before they
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can begin implementing a transformation. Next, we will explore
the process of transformation itself and how an organization can
think about orchestrating an SMO implementation.

Dilemmas Associated with Being an SMO

Making the transformation to sustainable management is an
enormous task. It requires patience, consistency, stubbornness,
resources, knowledge, and skills. Before we actually talk about
introducing the changes that are needed, we have to lay the foun-
dation for our discussion by considering the important dilemmas
that must be faced.? Becoming an SMO is as much about chang-
ing mind-sets as it is about changing structures and practices. The
Interface case—and our experience with other organizations—
suggests three issues that organizations need to address and clarify
before the transformation begins. These issues concern strategy,
knowledge, and organizational capabilities.

Strategy Dilemmas

Any transformation to an SMO requires a redefinition of the
relationship between the organization and its business environ-
ment. Understanding and defining this relationship sets the
alliimportant context for organizing, treating people well, and
leading them. It requires confronting the organization’s assump-
tions about the nature of value creation, setting appropriate
target metrics, and reconciling its strategic intent.

The Nature of Value Creation

The first decision must be agreement by the board and by the
top management team regarding the centrality, meaning, and
implications of value creation and sustainable effectiveness.
CCOs and HIOs are designed to serve a primary stakeholder—
owners—and to achieve a primary objective—maximizing share-
holder return. SMOs are designed to jointly optimize the three
sustainable effectiveness objectives. Most CCOs and HIOs point
to values, beliefs, strategies, and goals that support social and
environmental ends, but these do not have equal standing with
economic objectives, and most of their actions make this clear. In
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the language of Good to Great, this is a cold hard reality that needs
to be faced as a part of the initial step in the transformation to
sustainable management.

Changing the definition of value creation requires explicit,
public support by the board as well as concrete definitive actions
and decisions in support of sustainable effectiveness. The first step
is to get the board to agree that sustainable effectiveness involves
creating value in three areas, not just one. Given the condition of
most boards and the difficulties associated with changing them,
the best intended transformations to sustainable management
may end here because the board is not supportive. Fortunately,
more and more boards, such as Northrop Grumman’s, are actu-
ally leading the change.

Through this lens, Interface did an incomplete job of estab-
lishing a strategic commitment to sustainable effectiveness.
Although its managers did a fantastic job of adding ecological
goals to their value creation definition, they were not explicit
about social goals. Given Ray Anderson’s percentage of owner-
ship in the corporation, we can safely assume he had a big role in
convincing the board and other members of the top management
team to come along. Moreover, there is plenty of evidence—in
the story of Ray’s conversion experience and subsequent events—
that Interface was going to broaden its goals. However, the goals
broadened mostly along ecological dimensions, not social.

Setting Appropriate Target Metrics

Perhaps the first real test of the board’s and the top management
team’s commitment to sustainable management is the setting of
goals against the dimensions of sustainable effectiveness. How
equal are the three Ps of people, planet, and profit? In essence,
the board and executives must develop perspectives and phi-
losophies about social and environmental concerns that are
integrated with economic objectives. A tough balancing act is
needed because placing too much emphasis on any one of them
at the wrong time can lead to failure. An organization that makes
too strong an investment in social sustainability at a time when
revenues are down may face serious financial problems. Although
some moves can help performance on all three, organizations
often don’t have this luxury and trade-offs must be made.
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As described in Chapter Three, the really difficult conver-
sation often is about growth. Organizations must distinguish
between aggressive growth to achieve a competitive advantage
and aggressive growth that is associated with performance levels
that cannot be sustained and may be harmful.

Perhaps the first real test of the board’s and
the top management team’s commitment to sustainable
management is the setting of goals against the
dimensions of sustainable effectiveness. How equal
are the three Ps of people, planet, and profit?

Align Technologies is the maker of Invisalign orthodontics.
Using a series of customized mouthpieces that isolate and rotate
teeth, Invisalign achieves the same results as metallic braces
without wires. The technology has a smaller carbon footprint, is
less expensive, and involves less discomfort for the patient, but
challenges the existing skill sets and status of orthodontists. For
Align Technologies to be successful, it must move aggressively to
establish its position and technology. This is an appropriate situ-
ation in which to have an aggressive growth strategy. But Align
Technologies must be careful to ensure that a strategic intent
that calls for aggressive growth to establish its technology does
not become its identity. Expecting the organization to grow at
the same rates after it has established its position in the market
is not a recipe for sustainable performance, as we saw in the case
of Starbucks.

Because they set reasonable growth expectations, the eco-
nomic targets of an SMO are likely to be lower and less aggressive
than those of many organizations today. As a result, when it comes
to profitability and financial performance, SMOs may never
be the best performers. At any point in time there are likely to be
CCOs and HIOs that outperform an SMO. It would be surpris-
ing, however, if the same CCO or HIO consistently outperform an
SMO. SMOs should consistently perform better than the average
organization in their industries. This is much more likely to be



TRANSFORMING TO SUSTAINABLE MANAGEMENT 287

sustainable than being the highest performer, which may require
commitments and investments that generate short-term results at
the expense of longer-term returns.

The transformation to an SMO also requires an organiza-
tion to be clear about how its history of pursuing profit clouds its
thinking on social and cultural issues. McDonald’s Corporation,
like many other quick-service food companies, saw great growth
opportunities in China. McDonald executives noted the grow-
ing presence of cars in Beijing and figured opening drive-thru
restaurants would be a good idea.

McDonald’s found that the drive-thru concept was foreign to the
Chinese. If someone actually found the drive-thru lane, they didn’t
know what to do at the ordering station, didn’t know they had to
drive up to the next window to pay, and didn’t know they needed
to drive to the next window to pick up their food. After they picked
up their food, they usually drove to a parking space, got out of the
car, and went into the restaurant to have their meal.

In response, McDonald’s decided to stick to its profitable
U.S. drive-thru approach but to change the physical structure of
the restaurant and drive-thru lane. The company made it easier
for people to find the drive-thru lane and trained the workers
to point the car to the next window (including holding the bag
of food out of the last window to encourage the drivers to move
forward to get their meal!).

Organizations without a clear perspective on social issues are
vulnerable to the profit maximization motive. The Chinese do
not need to learn to use a drive-thru to be a part of the devel-
oped world. In the pursuit of maximizing shareholder returns,
McDonald’s ended up homogenizing cultures, not celebrating
diversity. The growth of drive-thru revenues is not an indicator of
success, especially since there were no drive-thru revenues when
this all started.

Finally, organizations must have a perspective on ecologi-
cal health. In the pursuit of profit maximization and economic
growth, many manufacturing organizations have tried to lower
costs by placing activities in geographic areas with the lowest
wage costs. Subsidized by cheap oil prices, large complex supply
chains have emerged with tremendous ecological costs. By some
estimates, the ocean transportation portion alone of the supply
chain between Asia and the United States accounts for between
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74 and 86 percent of the carbon pumped into the atmosphere by
the supply chain. What if the cost of that carbon and the price of
oil was factored into the total cost of the products? Would such a
supply chain make sense?

The Interface case highlights the environmental issue.
Making, installing, and discarding carpet at great environmental
costs was not what Anderson wanted for his legacy. As a result,
he had a clear philosophy concerning ecological issues, and
the organization worked hard to develop metrics and set clear
goals for waste, toxicity, and efficiency. But he also believed that
his organization could “grow and prosper without doing harm to
the earth.” The organization’s unsteady performance suggests
that the incompatibility of growth and prosperity with ecological
health appears to be a dilemma that was not resolved.

In general, the best outcomes for organizations that want to
become sustainably effective are a new set of integrated goals. The
typical goal-setting process in large, complex organizations involves
reconciling inputs from products, functions, and geographies to
arrive at economic objectives that everyone can support. The SMO
must do this and reconcile economic, social, and ecological objec-
tives with additional constituencies.

Figuring out the metrics puzzle of sustainability has occupied
many organizations, and we suspect this is an artifact of the CCO
mentality. There is a strong belief that being able to measure
operations and results is a sign of good management. However, if
that perspective is taken to the point of saying “if we cannot mea-
sure it, then we can’t know if we are improving,” it can be a great
way to distract attention from the real issue and avoid the pursuit
of social and ecological goals. That said, if figuring out how to
measure social and ecological outcomes of organizational activity
helps move things forward, then the work should be done if only
to remove one of the barriers to change.

Reconciling Strategic Intent

With goals established around sustainable effectiveness, the
final step in addressing the strategy dilemma is to reconcile the
organization’s current strategic intent with the new definition
of value creation. Recall that strategic intent consists of momen-
tary resource allocations to achieve a particular strategic breadth,
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aggressiveness, and differentiation. How each of these dimensions
supports sustainable effectiveness must be understood.

In the Interface case, the organization was fortunate to have
a relatively narrow breadth. Its focus on the commercial segment
of the market, on carpet tiles, and on one primary technology
made it easy to see how and where its intent affected sustain-
ability. Organizations with broader intents will find assessing their
impact much more difficult.

With respect to Interface’s aggressiveness, its history, expec-
tation, and stated goals of growth speak to an identity tied to
growth. This may have been an important contribution to its long-
run struggle to maintain economic and social viability. Instead
of more reasonable profit and growth expectations, each down-
turn became a crisis. To maintain profitability, layoffs occurred
and damaged its social sustainability. After 1997, it never again
achieved a position on the “Best Places to Work” list.

Finally, Interface’s differentiation advantage—its carpet
tiles could be easily replaced, saving the customer significant
dollars—conferred an ecological advantage for the organization
before it even began the sustainability effort. The company’s abil-
ity to increase this advantage by radically redesigning the product
with an ecological lens was facilitated. Thus, Interface’s existing
strategic intent made it easier to pursue an ecologically oriented
transformation.

In general, the outcome of reconciling the strategic intent
is a description of how much change in the levels and scope of
breadth, aggressiveness, and differentiation will be necessary to
support sustainable effectiveness. This too must be done with
respect to the philosophies developed in the goal-setting facet of
this dilemma. Big changes in breadth, aggressiveness, and differ-
entiation warrant careful study so that the capabilities dilemma
discussion can be more productive.

The Knowledge and Awareness Dilemma

Saying you support sustainable effectiveness and redefining your
strategy is one thing, but knowing what it takes from an organiza-
tional perspective, understanding what it takes from a personal
perspective, and doing what it takes from a behavioral perspective



290 MANAGEMENT RESET

are entirely different matters. Almost any move to being an SMO
is going to involve a large educational effort. Given the cultural,
organizational, social, and psychological barriers to adopting
a sustainable approach to management, the educational work
should not be judgmental.* It is important to bring people along
and inspire them, not alienate them. The organization as a whole
must become “collectively smart” about sustainable effectiveness.

The educational effort must include material and exercises in
systems thinking that introduce and demonstrate how everything
is interdependent and connected. The ability to make multi-stake-
holder decisions depends on this perspective. The educational effort
must also include information about the integrated goals and defi-
nition of value creation, the organization’s current social activities
and environmental footprint, and how changing these may have
performance implications in the short run. Finally, any anticipated
organizational changes need to be outlined, including how rewards,
jobs, and decision-making processes will change, in an effort to
create the context for people to do “good” and “effective” work.

An educational effort that focuses on sustainable management
will have two important consequences. First, there is likely to be a
general increase in anxiety. People are going to want more infor-
mation than there is available about their jobs and the future of the
organization. It will be easy for people to say, “T'here’s something
they aren’t telling us.” Although organizations are often surprised
by the lack of resistance to the implementation of sustainability ini-
tiatives, managers should listen carefully to questions and concerns
that come up. The information provided can be very helpful in
designing change processes to accelerate the transformation.

Second, it is inevitable that some people will embrace sus-
tainable management and some will not. Some proportion of
the existing workforce will not have the skills and knowledge
that are required for them to perform effectively in an SMO and
some will. The organization needs to be clear how it will deal
with the workforce changes that are required.

For example, HIOs have an employment stability commit-
ment, as do some CCOs, particularly when they are unionized and
value tenure. Any changes in employment stability are likely to be
seen as an important signal in the shift to sustainability, but any
decreases in stability will probably be viewed as a violation of the
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long-term contract between employees and the organization. The
organization could find itself accused of being a poor people
organization and not honoring its commitment to social justice.

In general, an important early step in the transition should
be the development of a workforce with the skills and knowledge
needed to support sustainable effectiveness. People who do not
support a triple-bottom-line value set need to be encouraged to
leave, and those that remain need to be trained to handle multi-
stakeholder decision making. A shift in talent is symbolically and
practically important. Symbolically, it sends a clear signal about
the centrality of sustainable effectiveness to the future identity of the
organization. Practically, future changes will be easier and faster to
implement with a workforce that is aligned with the new direction.

Interface did a good job educating its workforce. Part of
the change was introduced by its business partners through
the research organization, and so there were both internal and
external change drivers. Not to be lost is how this process reflects
the functioning of an external focus and a maximum surface
area structure. Interface was “listening” to its marketplace. Some
parts of the organization did show some resistance as Anderson
communicated the new strategy.

The feedback about his message provided Anderson and his
team with valuable information about what needed to be clari-
fied and changed. They engaged in important training efforts
and continued to leverage external pushes for change through
stakeholder conferences. In looking back on this part of the
change, Anderson said, “Nobody had written the book. There
was no how-to book in existence—we were writing it as we went.”
Given that all organizations are different in some ways, this is
likely to be a common feeling among managers and employees
during the transformation to sustainable management.

The Capabilities Dilemma

The final dilemma in becoming an SMO is recognizing
which existing organization capabilities will and won’t support
sustainable effectiveness and deciding on the capabilities that
need to be developed. Being an SMO requires a set of organi-
zational capabilities that are not present in CCOs and HIOs.
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Most organizations will not have enough resources to fund the
development of all the capabilities needed, and thus choices
have to be made. These choices are important symbolic decisions
that will be watched carefully by employees, owners, communi-
ties, and NGOs. Understanding the capabilities that need to be
developed is one of the key challenges in the transformation to
sustainable effectiveness.

Determining which capabilities are needed begins with an
understanding of the existing management style and its strengths.
Organizations that want to become SMOs need to understand
where they are coming from. If an organization is a CCO, the
activities and new capabilities needed to become an SMO are
different from those needed if it is an HIO. For example, CCOs
have reliable operating processes but need to develop a more flex-
ible talent management capability. HIOs have strong employee
involvement capabilities but often need to develop more robust
strategizing processes, in particular, the ability to look into the
future. Both types of organizations need to develop a multi-stake-
holder collaboration capability and completely overhaul their
management systems with an eye toward social and environmental
sustainability.

The multi-stakeholder collaboration capability is the most com-
plex capability to be developed, and it requires changes in both
the internal organization and its external alliances and partner-
ships. At the core of this capability is a revamped decision-making
process that considers these multiple perspectives. Fully developed
SMOs pursue people, planet, and profit objectives simultaneously;
they are able to integrate activities to achieve all three goals. This
demands a new set of skills and knowledge in the workplace and a
new leadership style.

The building of a multi-stakeholder capability may have to
be approached sequentially. Decision making initially may need
to acknowledge all three inputs to become aware of the inter-
dependencies and trade-offs that exist, even though economic
objectives may remain preeminent. Subsequently, and perhaps
after conversations with financial analysts and other stakeholders,
decision making can increase the weighting of social and ecological
criteria. By sequencing and phasing the priorities in this way, an
organization can learn how to integrate them.
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Managing the Transformation Process

Managing the transformation to an SMO is a lot like managing
many other organization changes. The organization’s current con-
figuration of strategy and design features needs to be changed.
To become an SMO requires a series of orchestrated changes
that lead to a new configuration. But that doesn’t mean the pro-
cess is identical to other changes. The biggest difference is that
the transformation to sustainable management requires the
development of a new identity.

We have stressed that effective SMOs have an integrated
system of practices, policies, and orientations that align to a change-
friendly and sustainability-oriented identity. Becoming an SMO
likely requires changes in all the areas we have discussed in this
book. And just to be clear, we will say it one more time: creating
an SMO is not the same as installing a “sustainability program.”
Creating a recycling program, announcing a policy of double-sided
printing, turning lights off, and subsidizing public transporta-
tion use are good sustainability activities that can be run as add-
ons. They typically do not require multiple management changes
or a new identity. HIOs can do them, as can CCOs. Creating an
SMO is a matter of resetting how an organization is managed.
This makes change particularly difficult because it raises the clas-
sic issues of, “Where do we start?” “What’s the right sequence of
changes?” and “How fast do we have to move?” Before we dive
into the details of the change process, let’s very briefly look at
our answers to these questions.

With respect to where to start, our recommendation is to
begin with the acknowledgment that all of the implementation
and transformation work needs to be directed toward changing
the organization’s identity. In particular, it should involve creat-
ing an identity that will support both agility and sustainable effec-
tiveness. We have already suggested that the place to start is with
choices and commitments regarding three dilemmas. We believe
that more than any single organizational change, the organiza-
tion’s mind-sets and definitions of sustainable effectiveness must
be addressed before starting. They are the keys to sustaining the
transformation, and are central to the ongoing adaptation of the
organization.
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With respect to the sequence of change, we think the first
feature to address is the work system, followed by performance
management, structure, and future-focused processes. We choose
the work system as the first design feature to address because
it represents the most highly leveraged intervention. Work is
the primary driver of the organization’s carbon footprint; it
directly affects a central social issue—the workforce—and is most
connected to the creation of economic value.

We think the first feature to address is the work
system. . . . It is the primary driver of the organization’s
carbon footprint; it directly affects a central social
issue . . . and is most connected to the creation of
economic value.

Finally, with respect to how fast to move, we recommend very
fast and suggest that the economic opportunity (not to mention
the other benefits) is truly great for early movers. With a change
of this magnitude, there is a real risk that change will be so slow
that it will never occur and that the commitment to becoming
an SMO will waiver. Later we will suggest using several leadership
behaviors and organizational practices that have a proven ability
to accelerate change.

The Identity Journey

The transformation from a CCO or HIO to an SMO requires a
major identity change. It is a big deal, a “re-creation” of the organi-
zation’s management logic to achieve sustainable effectiveness. This
is why we refer to it as a transformation rather than as a transition.
Creating a change-friendly and sustainability-oriented iden-
tity is the result or outcome of a change process and the measure
of its effectiveness. Organizations cannot change their identities
directly. They develop a new identity when they are successful in
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applying new strategies and organization principles to achieving
sustainable effectiveness. Identity tends to be more of a lag variable
than a lead variable in change.

The Interface case is a great example of the change in iden-
tity that all CCOs and HIOs have to go through. First, identity flows
from and is influenced by culture. Initially, neither Interface
nor its leaders operated according to values aligned with sustain-
able effectiveness. While it might be enticing to see Interface’s
culture change as “CEO-led,” the memo Anderson received was
from someone below him in the organization and was initiated
by stakeholders who wanted to know what Interface was doing in
“green” areas. The organization’s subsequent efforts—supported
by Anderson but created and implemented by a variety of others
in the organization over several years—resulted in its adoption of
sustainability as a way of life. When the 2001 cost-cutting initia-
tives spared sustainability, it was because it had become part of
Interface’s DNA.

Identity also influences and is influenced by image, brand,
and reputation. The two early conferences to address sustainabil-
ity issues, Anderson’s speeches, and the media attention given
to Interface worked to support the new identity. When pres-
sure arose to cut sustainability as a costly process, it could not.
Sustainability had become a part of who the Interface employees
thought they were and how everybody else saw them.

This is what we mean when we say an SMO is “identity-
driven.” It was what Interface was that led to the decision to keep
sustainability. But an organization has to get the “right” identity
first, and that’s no small feat. To begin, the organization needs
to know its current identity. The steps in that process were laid
out in Chapter Three. They include determining if the firm is
successful because it was historically low cost or it was specialized;
customizing that label given the firm’s history, culture, and indus-
try; and examining whether or not that same orientation explains
the way the firm approaches social and ecological outcomes.

For CCOs and HIOs, the key output of this identity discov-
ery process is a list of the organization’s values-in-use and the
elements of the brand promise and reputation that are agility-
and sustainability-friendly. In general, it is best to leverage these
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strengths as opposed to trying to “fix” the value and reputational
elements that are not aligned with sustainable effectiveness. As
the organization begins to define specific organization changes,
these values should be used to justify and defend the reason for
implementation. Because part of Interface’s success was built on
values associated with serving the customer and keeping its costs
down, selling a new carpet tile with better environmental features
was an additional customer benefit. But as with any large-scale
change, success requires systematic adjustments in the organiza-
tion’s strategies, structures, and processes.

The logical next step is for the organization to specify a
desired future design configuration. The future vision of the
organization may not resemble what actually gets implemented,
but it is still useful to provide organization members, executives,
and external stakeholders with a comprehensive picture of where
the organization is headed several years out.

The ingredients of this desired future state can be found in
the practices and features described in Chapters Three through
Eleven. The future state must also reflect the general principles
of an SMO and the desired philosophical orientation that is
developed while resolving the three dilemmas we began the chap-
ter with. Thinking about these issues can provide the organization
with clues about the general approach to change that should be
adopted. For example, SMOs are inclusive of multiple stakeholders,
transparent, and directed by shared leadership.

How soon can the change process involve multiple stakehold-
ers and how involved can they be? How quickly can information
about goals, intentions, and operations be shared with internal
organizational members and external stakeholders? How quickly
can the change process symbolically and practically reflect this
new way of leading? Although a variety of sequences to closing
the gap between what is and what needs to be are possible, we
think the following sequence makes the most sense.

The Sequence of Change

Having set the general direction of change in support of shifting
the organization’s identity, the next logical question is, “What is the
right sequence?” Given the comprehensiveness of a transformation
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to create a new identity and in the context of the organization’s
“ideal state,” we think the most effective change process begins by
changing the way work gets done. It needs to be complemented
by shifts in performance management, structure, and future-focused
processes concerning talent and strategy.

Lead with the Work System

Developing a sustainable work system makes sense as a place
to start.® Changing the way work gets done—so that economic
value is added in more socially and environmentally acceptable
ways—gets the internal house in order before sustainability goals
are proclaimed to the marketplace. In organizations today, given
the increasing strength of social and environmental stakeholders,
there is a lot of pressure to “do something.” Too many organiza-
tions have chosen to develop marketing campaigns that proclaim
an organization’s support of green issues and social concerns
without thinking through the implications and without making
any changes in how they operate.

The sequencing of initiatives proposed here ensures that
the organization’s future aspirations are not betrayed by its past
and current behaviors. If intentions of sustainable effectiveness
are announced too early and with too much fanfare, a great deal
of damage to an organization’s reputation can occur as a result of
marketing greenwash that isn’t backed up by behavior. When the
organization’s hypocrisy is exposed, the ability to change its identity
will be set back, perhaps permanently, and it will take a long time to
build trust in future corporate sustainability promises.

One very effective early intervention is to hold a series of
large-group interventions or decision accelerators (DAs). Just
because an organization agrees to redefine value creation, set
integrated goals, and explore its strategic intent does not mean
that the strategy is set. There is important work to be done in
terms of clarifying and establishing those goals with key stake-
holders, exploring the implications of strategic intent on capabil-
ities and resources, and refining organization designs. The DA is
perfect for this. It has the secondary benefit of initiating future-
focused processes, changing the culture by allowing organization
members to interact with the business environment, and teaching
multi-stakeholder decision-making skills.
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The first DA should be concerned with fleshing out the strat-
egies and the organization’s future state in collaboration with its
stakeholders. The focus should be on how to work together and
on the vision, purpose, and goals of the organization. It should
be done in a way that gains the support of the stakeholders. It
can help teach people to be systemic thinkers and to make decisions
when there are multiple constraints and opportunities.

Interface successfully used large-group-intervention-like think-
ing in its transformation. Soon after Anderson announced the
goal of making the organization sustainable, he held a supply
chain conference with its stakeholders to discuss the sustain-
ability goals Interface was pursuing. Shortly after that, Interface
held its Eco-Dream Team conference to get input from sustainabil-
ity experts on how to move the organization in a sustainability
direction.

The two conferences gave organization members the chance
to interact with key stakeholders and hear how their goals aligned
with and differed from Interface’s. Such awareness is important
in thinking about how to make decisions in a multi-stakeholder
world. It also allows members to discuss operational issues in
the context of the new goals and a new strategy, and builds
commitment and momentum for organization change.

In designing the first set of DAs, the board and the executive
team need to work closely with internal or external consultants well
versed in the large-group-intervention process. A close working
relationship is needed to help transfer the skills and knowledge asso-
ciated with this new way of working to the managers’ repertoire.

The initial set of DAs is important not only because of the
results and commitments they produce, but as an opportunity
to practice and learn new ways of leading and deciding. The
DAs should teach organization members and stakeholders how
to think about and do innovative work and how to make multi-
stakeholder decisions. The outputs of the DAs should be used
to define the new workplace and the desired future state of the
organization. Where in the organization are reliability, efficiency,
and process innovation needed? Where are flexibility and product
innovation needed?

Where reliability is needed, HIO practices should be imple-
mented. Where innovation is needed, work that is based on
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activities not jobs, dominated by shared goals, performed by
multiple-stakeholder teams, temporary and iterative, and sup-
ported by the physical space should be implemented. Obviously
the best place to apply the DA learnings is the core work of the
organization.

In a manufacturing firm it is best to use the DA methodol-
ogy to look at operations, supply and distribution chains, and
new product development processes. How can they be modified
to involve more employees and stakeholders, lower the organi-
zation’s carbon footprint throughout a product’s life cycle, and
support reasonable economic returns? Where can carbon emis-
sions be removed and lowered, and what practices can be put
in place to support cultural diversity, employee well-being, and
broader social concerns? The results of the DAs should be imple-
mented as soon as possible. The changes and their implementa-
tions represent powerful and visible steps in creating alignment
with the new definition of value creation and the revised strate-
gic intent. They show that change is possible and that sustainable
effectiveness will be the future of the organization.

Create a Reinforcing System
A second set of DAs should be designed by senior managers and
aimed at supporting the newly developed work systems in order
to create a flexible but reinforcing organizational system. We
think addressing performance management practices, structural
features, and the futuring process are three highly leveraged
points with which to begin a coordinated SMO implementation.

One DA should focus on designing a new performance
management system. Each of its components—goal setting,
appraisal, and rewards—should be designed for flexibility and
to support sustainable effectiveness. In particular, people need
to be appraised and rewarded for sustainable behaviors. The
new performance management system also should support the
emerging work system changes. A system that encourages change,
innovation, sustainable performance, and responsible behavior is
required.

A second DA should examine the organization’s structure. To
consistently achieve the integrated goals of sustainable effective-
ness, organizations need a design that has a maximum surface
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area, strong collaboration capabilities, flexible resource allocation
systems, and transparent decision-making processes. Having a
sense of the way work will be done to create economic value, nur-
ture socially responsible behaviors, and operate in environmentally
responsible ways is an important input to the organization struc-
ture process. The next step is to implement structural changes to
focus attention and resources on the work.

Finally, even as the organization is designing and implement-
ing changes to the work systems, structures, and performance
management systems, there is an important process that can be
addressed in a third DA. The Interface case supports the conclusion
that one must be ready to adapt and adjust to multiple dimen-
sions (not just ecological but also social and economic) and over
multiple time horizons. This requires knowledge of emerging
and likely future market demands (medium and long term) so
that new and required capabilities can be identified and devel-
oped. Even at this early stage of the transformation, the organi-
zation must prepare for the next set of products or services and
momentary advantages. An organization can never stop inno-
vating, and dedicating a third DA to developing a strong future-
focused process is an important step.

The heavy use of the DA intervention will have several key
benefits. First, it speaks loudly about the way the SMO will oper-
ate in the future. DAs are inclusive and transparent, and share
leadership. Second, it teaches organization members new skills
and knowledge that will serve them well with respect to multi-
stakeholder decision making. Third, it helps the organization
build an innovation capability. Finally, it will help the organiza-
tion implement change quickly because key people know about
the change and are committed to implementing it.

Accelerating the Transformation

The organization transformation process we have described is
complex and has many moving parts. If done well, it will contrib-
ute to the formation of a new identity. It warrants an appropriately
sophisticated leadership and change management infrastructure,
including program management offices (PMOs), work teams
with dedicated facilitation, and coaching. This transformation
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infrastructure is needed to provide a coordination capability and
a center for controlling costs and allocating change resources to
their highest and best use.

More important than any of these structures is a deliberate
approach to accelerating the change through learning. Many of
the elements of this approach have been built into our descrip-
tions of the change process, but it is worth making these points
concrete and explicit. Our research at the Center for Effective
Organizations supports a two-pronged approach to change accel-
eration that involves pivotal organizational practices and key
leadership behaviors.”

Change Acceleration Practices

Organizations can accelerate the change process by using four
complementary practices. First, organization change is accel-
erated when the members of an organization share a common
understanding of the meaning of change. This is facilitated by
models, language, frameworks, and practices that help people
talk about and discuss the relevance of the change to their work.
Organizations implementing sustainability strategies often adopt
models such as The Natural Step or CERES Principles to help
people develop a shared language. However, these models are
very focused on ecological outcomes and concerns and as a result
need to be modified for sustainable management organizations.

Organization change is accelerated when the
members of an organization share a common
understanding of the meaning of change. This is
Jacilitated by models, language, frameworks, and
practices that help people talk about and discuss the
relevance of the change to their work.

Second, shared meaning is facilitated by an overall and sys-
temic view of information. People need to understand how an
organization works. With respect to sustainable performance and
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change, this requires that an organization have clear measures
and metrics for its operations as well as a way of thinking about
how resources (including cash, labor, and other capital) are
acquired and used.

Third, change is greatly accelerated when there is a formal
process of learning from experience. In a change as complex as
the transformation to sustainable management, an organization
has many opportunities to try new processes and practices. To
take advantage of these experiences, it must deliberately reflect
on its behavior, understand when it is acting in change-friendly or
sustainable ways, and use that knowledge in subsequent changes.

Finally, although much of the transformation to sustainable
management must be driven from the top, it is important to
realize and remember that senior executives cannot control all
of the changes that need to be made. Each of the DAs for strat-
egy and organization will identify features that define the values
and characteristics of the organization. Those features have to
be implemented at a local level. An excellent way to accelerate
change is to give the local organizational units—business units,
functions, country organizations—the opportunity to implement
the changes in ways that make sense to them and are within the
boundaries of the design.

Leadership Behaviors That Accelerate Change

Organizations that are able to accelerate the change process use
four key leadership behaviors. First, one of the key and stable
findings across dozens of studies is the importance of consistently
communicating a visioning message that focuses the organiza-
tion on the transformation. The key word is consistently. Creating
and discussing the organization’s future design configuration
is a leadership behavior that helps to meet this need. During a
transformation of this magnitude, it is imperative that leaders
throughout the organization maintain the message and their
commitment to agility and sustainable effectiveness.

Second, in periods of change, when anxiety is elevated, peo-
ple need to know that everyone in the organization is commit-
ted to the new organization and what it stands for. An important
and related leadership behavior is the christening of initiatives and
the allocation of resources to key transformation tasks. Change
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is accelerated when organization members see important and
scarce resources being devoted to transformation tasks. Effective
leaders get ahead of the curve in terms of “giving permission”
rather than waiting for people to “ask forgiveness.”

The third leadership behavior that contributes to acceler-
ated change is communication that helps people make sense of
change. By “connecting the dots”—showing people how certain
accomplishments, results, milestones, and other activities are
working together to achieve the transformation—leaders help
organization members understand that change can happen and
is happening.

Finally, leaders need to play a major role in setting the con-
text for the new employment relationship. Sending clear signals
in conversations with people about the values and behaviors that
will be supported in the new organization—and those values and
behaviors that will not be supported—is an important contributor
to accelerated change.

Conclusion

We have laid out the key issues and activities associated with
becoming a sustainable management organization. By focus-
ing on a set of dilemmas, organizations can provide a compel-
ling logic and rationale for pursuing sustainable effectiveness.
Clarifying that the transformation is about forming a new iden-
tity and using large-group interventions as a change vehicle can
help accelerate the change because it symbolizes the new way
of operating. Achieving sustainable effectiveness is a long and
rewarding journey. We believe that by following the change pro-
cess we have described, organizations can take their first or next
step toward achieving it.
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CCOs. See Command and control
organizations

Center for Effective Organizations, 301

CERES Principles, 301



Challenger shuttle disaster, 152

Chambers, J., 127-128, 131, 132

Change, organizational: acceleration tools
for, 300-303; board responsibility for,
101-105; identity change for, 37-38,

293-296; leadership for, 37-38, 260-261,

302-303; network organization for,
146-153; for organizational
effectiveness, 7; as source of competitive
advantage, 4, 168; talent management
and, 229-230; work systems for,
155-174. See also Agility; Innovation;
Transformation

Change, rapid environmental: command
and control organizations’ difficulty
with, 3—4, 11, 76; as competitive
advantage, 4, 24-25; forces of, 13-19;
future focus and, 73-74, 76; high
involvement organizations’ difficulty
with, 3—4, 13, 76; hypercompetitive, 21;
management scenario in future, 1-2;
strategizing process for, 24-25, 71-95.
See also External environment

Change acceleration practices, 300-302

Chenault, K., 45-46, 54

Chernobyl, 152

Chesbrough, H., 85

Chick-fil-A, 8

Chief executive officers (CEOs):
behavioral impact of, 261-265; board
evaluation of, 114-115, 121, 184; board
leadership and, 114-116; as board
members, 107, 109, 110, 112, 114-116;
emergency standby for, 115-116; firings
of, 264; human capital management
knowledge of, 110; imperial model of,
262-265; management styles of, 116;
performance management involvement

of, 184-185; succession management for,

107,117, 121-122

China: Cisco in, 14; environmental
degradation of, 18; McDonald’s in, 287;
Microsoft in, 50; Starbucks in, 58-59;
technological capability of, 14

Chipchase, J., 83

Choice, in rewards, 218-219

Chouinard, Y. (YC), vi-vii

Chrysler, 265

Cisco Systems: in China, 14; “councils and
boards” structure of, 129, 131-141, 151,
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164, 168, 265; external ownership stakes

of, 86-87; identity of, 58, 127-128, 131;

leadership in, 265; work teams at, 164
Civil Action, A, 43

Coalitions, spontaneous, 28
Collaboration: capability of multi-

stakeholder, 292-293; coordination
processes for, 133-136; cross-functional
teams for, 127, 131-133; lattice structure
for, 149-151; resource allocation systems
for, 133-134, 136-138, 150, 152-153;
transparent decision making for,
138-140; virtual, 168. See also Cross-
functional teams; Teams

Command and control organizations

(CCOs): budgeting in, 136-137;
decision making in, 137-138; diversity
and, 50; examples of, 3; failure of, to
pursue momentary advantages, 60;
family of practices of, 21; good fits

for, 11; governance of, 31; historical
evolution of, 2-3, 10-11; information
sharing in, 31; leadership of, 10, 38-39,
254; management approaches of, 10-11;
managers in, 172; multiple stakeholder
demands and, 18, 19; people in, 17,

36; performance management in, 32,
183, 184, 185, 186-188; persistence

of, 11, 151-152; purpose of, 23, 26;
reasons for obsolescence of, 3-5, 6,

11, 13-19; rewards in, 32-33, 208,
214-216, 219-223; short-term focus

of, 89, 90; structure of, 28, 31; talent
management in, 228, 235; transforming,
into sustainable management
organizations, 279-303; value creation
in, 25, 26, 88, 284; work quality in,
207-208; work systems of, 31, 162-163,
166, 168

Communication: by leadership, 255-257,

266, 268, 302-303; shared language
for, 301-302; technology for, 147-148;
about transformation to sustainable
management organization, 290,
302-303. See also Information sharing;
Information systems

Community-created value, 84-87
Compaq-HP merger, 155-156
Competencies, core. See Core

competencies
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Competencies, workforce: developmental
goals for, 193-194; hiring for, versus
developing, 229-231, 234-235; for
leadership, 266, 270-273; pay based on,
214-217, 219-220; performance goals
for, 186; travel-light management of,
229-231, 234-235, 271

Competitive advantage (s): change as
source of, 4, 168; globalization as
source of, 14-15; momentary, futuring
processes for, 71-95; momentary,
pursuing, 47, 49, 59-65; in multi-
stakeholder world, 62-65; people as
source of, 3, 31; strategic intent and,
59-65; strategizing process for, 24-25,
26, 71-95; talent management for,
229-231; uncertainty of, 24, 168; work
systems for, 168-170

Condoms, 80

Conseco, 102-103

Consultants: board, 119-120, 298; for
decision accelerator (DA) design, 298

Consulting firms, work design in,
163-164

Container Store, The, 30

Continuous improvement processes,

157, 163

Contract labor, 237

Control systems, 31-32. See also
Performance management

“Cool IT” leaderboard, 128

Coordination processes, 133-136

Core competencies: board expertise
in, 111; board monitoring of, 118;
leadership brand and, 268; talent
management based on requirements for,
215, 216-217, 234-235

Corporate social responsibility programs,
13, 76. See also Social responsibility

“Councils and boards” structure:
coordination processes and, 135-136;
flexible resource allocation systems and,
136-138; leadership in, 265; surface area
maximization and, 131-133; transparent
decision making and, 139-140

Crisis management, board role in,
104-105, 115-116

Crooke, M., ix

Cross-functional teams: coordination
processes with, 133-136; in high

involvement organizations, 166;
maximum surface area with, 127,
131-133; resource allocation systems
with, 133-134, 136-138. See also Teams

Crucible jobs, 273

Csikszentmihalyi, M., vii

Cubicles, 170

Culture, organizational: identity and,
53-54, 295; of independent versus parent
organization, 144-145; purpose and, 23;
of shared leadership, 261-265

Customer-centric organizations, 129,
131, 257

Customer focus, surface area maximization
for, 129-133

Customer relationship management
(CRM) software, 178

D

D’Aveni, R., 21

Davis, S., 258-259

Davis, W., 111

DaVita, 9, 57, 140, 257

De Geus, A., 47

Debt leveraging, 47

Decision accelerators (DAs): framing in,
165; in merger integration process,
155-156; for new work system design,
157-159; in transformation-to-
sustainable management organization
process, 297-300

Decision making: in command and
control organizations, 138-139;
cross-functional, 135; IV Forces model
of, ix; multi-stakeholder, 155-156,
157-159, 167-168, 292-293; portfolio,
135, 138; in sustainable management
organizations versus traditional
organizations, 28; transparent processes
of, 138-140

Decision science, 33, 245-246, 266

Delivery drivers, 236-237

Demand growth. See Growth, demand

Developing countries: environmental
degradation in, 4, 17-18; globalization
and, 15-16; product modification
for, 145; profit maximization and,
287-288; as sources of innovation, 4-5;
technology adaptation in, 83-84. See also
Globalization



Development (workforce): goal setting
for, 193-194; HIO commitment to,
228-229; in leadership capability,

231, 267-275; rewards discussion and,
191-192; rewards for, 215; for shared
leadership capability, 267-275; in
sustainable management organizations,
229, 234-235; 360-degree appraisals for,
192; transparent systems of, 274-275;
workforce change versus, 229-231,
234-235. See also Talent management;
Training

Development experiences, 272-273

Dialogue, in extreme strategizing, 92-93

Differentiation, strategic, 61, 64-65, 90, 289

Direct observation, 181-182

Disaster relief, “on demand” delivery
process for, 93

Disney, 50, 61, 158

Diversity: board, 27, 108-109, 126;
career, 238-239; in careers and work
arrangements, 238-239; command and
control organizations’ difficulty with,
4-5, 50; cultural, respecting, 50, 287;
high involvement organizations’
difficulty with, 4-5, 50; homogenization
versus, 50, 287; management of, 34-35;
outsourcing for, 238; rewards and,
201-202, 203-206, 217-219; social
value creation with, 49-50; as source
of innovation, 4-5, 50; trend toward,
15, 16-17, 34; types of, 15. See also
Globalization

Divisional structures, 129

Doctors Without Borders (Médecins Sans
Frontiéres), 203, 223

Dot.com bust, 127, 283

DOW Chemical, 146

Dow Jones Sustainability Index, 82

E

eBay, 93

Eco-Alegent program, 159

EcoBoard, 133

Ecological degradation. See Environmental
degradation

Ecological value. See Environmental
responsibility

Ecology of Commerce, The (Hawkins), 281

Economic growth. See Growth, economic
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Economic value, viii; board responsibility
for, 100-101; futuring for, 74;
organizational identity and, 56-58;
single-minded focus on, 43, 44, 46,
137; sustainable creation of, 22, 43-49;
sustainable target metrics for, 285-288.
See also Profit motive; Shareholder
returns

Ecosystem, value capture by, 85, 86, 87

Ecosystem mapping, 75

EDS, 187

Education effort, for transformation to
sustainable management organization,
289-291

Education levels, in workforce, 11

Effectiveness. See Organizational
effectiveness; Sustainable effectiveness

Efficiency, balancing innovation with,
141-146, 260-261

Eli Lilly, 8-9

Ellison, L., 100

Employee development. See Development

Employee relationship management
(ERM) system, 178-181

Employees. See People; Workforce

Employer brand, 206, 223-224, 240-242

Employment management. See
Performance management; Rewards;
Talent management

Employment relationship or deal:
communicating a new, 303; flexibility
in, 229-231, 238-239; in high
involvement organizations, 228-229;
performance management and, 258;
statement of, 240-241; in sustainable
management organizations, 33-34, 201,
229-231, 303

Enron, 99, 102-103, 186, 262

Enterprise resource planning (ERP)
systems, 10-11, 14, 147-148

Enterprise segment council, 134

Enterprise-wide information systems, 135

Environment, business. See External
environment

Environmental degradation: command
and control organizations and, 5, 11,
17-18; to developing countries, 4, 17-18;
due to profit-maximizing philosophy, 5,
45, 46; high involvement organizations
and, b
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Environmental responsibility: board
committee on, 116-117; board expertise
on, 111; companies committed to, 8;
futuring for, 74, 75; increased demand
for, 16-18; integrated approach to, 19;
macro-value of, x; management reset for,
2, 16-18, 19, 293; organizational identity
and, 56-58; profit pursuit in line with,
45-47; setting target metrics for,
287-288; as source of innovation,
145-146; strategic intent and,

64-65; transforming to sustainable
management for, 280-284; value
creation for, 5, 22, 24, 49

Environmental scanning, 71, 74-76, 89,
91-93, 102

Evergreen services agreement, 281-282

E-waste, 64

Execution, balancing flexibility and, 146-153

Executive compensation: board
determination of, 99-100, 114-115, 117,
118-119; excessive, 99-100, 220, 263

Executives. See Chief executive officers;
Top management

Experience, learning from, 302

External environment: information
transparency with, 30; maximizing
contact with, 27, 91, 129-133,

207; redefining the organization’s
relationship with, 284-289; scanning, 71,
74-76, 89, 91-93, 102. See also Change,
rapid environmental

External focus: structures for, 127-128,
127-141; surface area maximization for,
91, 129-133; sustainable management
organization need for, 88

Extreme strategizing, 75, 89, 92-93

Exxon: 3; Valdez oil spill, 79, 152

F

Facebook, 87

Fadem, J., 158

Fairness: in pay levels, 216-217; in travel-
light talent management approach, 230,
232, 239

Fast-food companies, 287

FedEx Corporation, 236-237

Feedback: intra-team, 195-196; online
versus face-to-face, 196-198; peer, 267;
training in giving and receiving, 190-191

Fiat, 264, 265

Finance industry: board failures in,
99-100, 105-106; crisis in, 19, 73, 99,
104; office space design in, 170-172;
scandals in, 186, 262; scenarios for, 79

Financial conservatism, 47, 48-49

Financial expertise, in boards, 110

Financial performance. See Economic
value; Shareholder returns

Financial Times, 220

Finnish National Research Program, 82

Flexibility: in employment relationships,
229-231, 238-239; in fringe benefits,
219; of network organizations, 146-153

Flextronics, 16-17

FLOW, vii

Followership, 265, 266, 267

Football (American) teams, 210

Footprint: aggressive strategic intent and,
63, 67; carbon, 18, 62, 63, 159, 287-288;
innovation and controlling, 146, 159;
market breadth and, 62; profit motive
and, 287-288; social, 16

Forced distributions, 187-189

Ford, H., 3

Ford Motor Company, 54, 73

Forecasting, 75, 77, 81-89; value creation-
value capture matrix for, 83-88

Forest products, characteristics of, 24

ForestEthics, 64—65

Fortune’s “Best Companies to Work For”
list, 282, 289, vii

Friedman, M., v—vii, ix, xii

Fringe benefits, 218-219

Functional organizations: coordination
processes for, 133-136; focuses of, 129;
maximizing surface area in, 129-133;
resource allocation systems for, 133-134,
136-138; sustainable adaptation of,
127-141; transparent decision-making
processes for, 138-140. See also Structure,
organizational

Future: focus on, 73-76, 89-90, 266;
forecasting the, 75, 77, 81-89; leadership
for, 266; management scenario of the,
1-2; playing with the, 77-79

Future state definition, 296-297, 298

Futuring: assessment questions on,
94-95; board role in, 75, 77, 79, 80,
101-105; dimensions of, 74-76, 102; for



economic value, 74; for environmental
value, 74; establishing a process for,
300; forecasting in, 75, 77, 81-89;
long-term, 74, 75, 76-81, 120, 124; in
management scenario of the future, 1,
2; medium-term, 74, 75, 81-89; need
for, 73-74, 76; number of scenarios
in, 75; ongoing, 73; outputs of, 75, 77,
80-81, 88-89, 93; participants in, 75, 77,
81, 90-91; portfolio of options and, 47,
49; purposes of, 75; scanning process
in, 89, 91-93, 102; scenario planning
in, 76-81, 101, 102; short-term, 74, 75,
89-93, 130-131; for social value, 74;
strategizing based on, 24, 71-95; tools
of, 75; transparency in, 94-95
Futurists, 75, 77

G

Galbraith, J., 127

Gaming the system, 137, 186, 189

Gap Inc., 16, 140, 280

Garmin, 59-60

Gates, B., 51, 52, 58

Gates Foundation, 58

Geely, 54

Gender diversity, on boards, 109

General Electric (GE): Citizenship Report
of, 8; global approach of, 50, 145;
leadership development at, 264, 271;
ownership stakes of, 86-87; performance
management at, 180, 183, 187-189;
transforming of, 280

General Foods, 207

General Motors (GM): 3, 64, 67, 73, 104,
145; electric car (EV1), 64

Generational differences, 239

Glass Door, 223

Global organizations: command-and-
control management in, 10; cultural
diversity and, 50; diverse practices in,
34-35; footprint of, 62, 287-288

GPS company, 59-60

Global warming, 18, 79

Globalization: board diversity and, 108;
command and control organizations’
difficulty with, 4-5, 11; cultural
diversity and, 34, 50; high involvement
organizations’ difficulty with, 4-5;
impact of, 14-15; social responsibility
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and, 16-17, 50. See also Developing
countries; Diversity

Goal setting: coordination processes
for, 135; elements of, 165-166;
mistakes in, 186-187; in performance
management system, 185-187, 193-194;
resource allocation systems and, 137;
for talent development, 193-194;
in transformation to sustainable
management organization, 285-288

Goals, performance: importance of
measurable, 185-187, 205; as motivators,
186-187, 204; stretch, 47, 63, 186; work
design according to, 165-166

Goldman Sachs, 192, 272

Golub, H., 54

Good Business (Csikszentmihalyi), vii

Good to Great, 285

Google: Analytics, 87; employer brand of,
206, 242; on external transparency, 30;
on innovation, 157; talent management
at, 231, 242

Google Chrome, 52

GLAT (Google Lab Aptitude Test), 242

Gore. See W. L. Gore

Governance: board responsibility for, 100;
of sustainable management organizations
versus command and control
organizations and high involvement
organizations, 31. See also Boards

Government agencies, futuring
involvement of, 75

Government takeovers, 104

Greed, 19, 264

Green field plants, 207

Greenberg, H., 264

Greenpeace, 46, 58, 82, 128

Grove, A., 47

Growth, demand: command and control
organizations’ assumption of, 3-4, 19;
first management reset and, 3; high
involvement organizations’ assumption
of, 19; uncertainty of, 3—4, 19, 48

Growth, economic: aggressive, 63, 65-66,
69, 286, 287288, 289; assessment
question on, 68-69; conservative
or reasonable, 47, 48-49, 286-287;
ecological impact of, 287-288; focus on
present and, 73-74; target setting for,
285-287
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Gulf of Mexico oil disaster, 18, 99,
152, 186

H

Hamel, G, 151

Harris Corporation Broadcast
Communications Division (BCD), 128,
142-145, 151

Hawkins, P., 281

He Eye Hospital, 86

Health care organizations: aggressive
intent for, 89; collaborative innovation
among, 86; social values in, 9, 57, 86

Health care reform, 89

Hewlett Packard (HP), 83, 142

Hewlett Packard-Compaq merger, 155-156

Hierarchical organization: converting,
to network organization, 151-152; job-
based work design in, 162-163; power
and status in, 151-152, 153, 221; rewards
based on, 219-220. See also Command
and control organizations

High involvement organizations
(HIOs): board expertise in, 109-110;
coordination processes in, 133-134;
diversity and, 50; egalitarianism of, 36;
examples of, 3; failure of, to pursue
momentary advantages, 60; family
of practices of, 21; good fits for, 12;
governance of, 31; historical evolution
of, 3; implementation challenges of,
12-13; information sharing in, 31;
leadership of, 12, 39, 257; management
approaches of, 11-13; managers in, 172;
multiple stakeholder demands and,
18, 19; performance management in,
32, 36; purpose of, 23, 26; reasons for
obsolescence of, 3-5, 6, 13—-19; rewards
in, 33, 36, 207-208, 215, 220-221; short-
term focus of, 89, 90; strengths of, 12;
structure of, 31; talent management
in, 36, 228-229; transforming, into
sustainable management organizations,
279-303; value creation in, 25, 26, 88,
284; work quality in, 17, 207-208; work
systems in, 29, 31, 163-164, 166, 168

HIOs. See High involvement organizations

Hiring. See Attraction; Selection; Talent
management

Home Depot, The, 104, 264

Homogenization, 50, 287

Honda, 63

Human capital management: board
committee on, 117-120; board
expertise in, 109-110, 119; managerial
expertise in, 245-247. See also Talent
management

Human capital scorecard, 118

Human resource committee, 117-120, 121

Human resource (HR) function:
administrative aspects of, 238,
248-249; electronic systems of, 243—
245; as managerial career stop, 248;
performance management role of,
185; strategic role of, 247-249. See also
Performance management; Rewards;
Talent management

Hummer, 64

Hutton, E. F., 105-106

Hypercompetitive environment, 21

Hypocrisy, 297

1

IBM, 51, 83, 142, 144, 244, 263, 272

Identity, organization: assessment question
on, 67-68; brand and, 23, 54-56; for
command and control organizations,
26; definition and aspects of, 22—24;
discovering and aligning, 56-57, 101;
employer brand and, 223-224, 240;
for high involvement organizations,
26; leadership and, 266; leadership
brand and, 268; in multi-stakeholder
world, 56-58; organizational culture
and, 53-54, 295; strategic breadth and,
62-63; strategic intent and, 43-44,
58-59, 65-67, 90; strategy and, 51-58; for
sustainable management organizations,
22-24, 52-58; transforming, 37-38

Ikebuchi, K., 161

Image, 295

Immelt, J., 264

In-N-Out Burger, 240

Inattentional blindness, 73-74

India, 14, 16, 83-84, 86

Infinity, 54

Information sharing: decision making
and, 138-140; in network organization,
150-151; of performance information,
29-30; in performance management,



195; about salaries, 221-223; in
sustainable management organizations
versus traditional organizations, 29-30,
31; of talent data, to board, 118-119;
transparent, 29-30, 138-140, 150-151.
See also Communication; Transparency

Information systems: for human resource
management, 243-245; for performance
management, 178-181; for sustainable
functional organization, 138-140. See
also Web-based systems

Information technology: globalization of,
14-15; network structures and, 147-148;
for performance management, 178-181,
195, 196-198; rapid change in, 13; work
systems and, 170-172. See also Internet;
Web-based systems

Innovation: ambidextrous organization
for, 141-146; balancing efficiency with,
141-146, 260-261; diversity as source of,
4-5, 50; environmental goals as source
of, 145-146; in-house and community-
driven, 84-88; leadership and, 260-261;
network organization for, 146-153;
open, 83-84, 85, 87; performance
management for, 182-183; prototyping
for, 169-170; and pursuit of momentary
advantages, 59-65; social goals as source
of, 145-146; work system design for, 29,
155-174. See also Change, organizational

Intel, 17, 47; identity and strategic breadth
of, 62-63; ownership stakes of, 86-87;
performance management at, 190;
talent management at, 231

Interface Flooring Systems, 146;
identity and culture change of, 295;
large group interventions at, 298;
strategic intent dimensions of, 289;
transformation outcomes of, 288, 289,
296; transformation story of, 280-284;
workforce education in, 291

Intergovernmental Panel on Climate
Change (IPCC), 17-18

Internet: browsers, 52; impact of, 14;
reward system data on information on,
223. See also Information technology;
Web-based systems

Internet Explorer, 52

Invisalign orthodontics, 286

Irami, R., 100
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Ishikawa, M., 161-162
Iterative work systems, 168-170
IV Forces (IVF) model, vii-ix

J
Jackson, S. A, 111

J&J Industries, 45

Japanese auto industry, 73, 159-162

Jet Blue, 257

JM Eagle, 224

Job application process, 241-242

Job assignments, challenging, 273

Job descriptions: absence of, 2, 15, 163,
215, 234; activity-based work versus,
162-165, 174, 208; pay based on, 214-216;
performance management substitute
for, 181; purpose of, 162-163; talent
management substitute for, 234-235

Job enrichment, 207-208

Job previews, 241-242

Job satisfaction, 204, 206

Job security: in high involvement
organizations, 228-229; importance
of, to employees, 204; sustainable
management organizations’ lack of, 201,
208, 231, 241; trend away from, 17

Job titles, 9

Jordan, V., 111

J.P. Morgan Chase, 103

Just-in-time manufacturing, 160

K

Kidney dialysis centers, 9, 57

Kit Kat, 46

Kludge, 19

Knowledge work: difficulty of observing,
181-182, 205; high-involvement
approach and, 13; job design and, 15;
talent management for, 235

Knowledge work companies, purpose
definition for, 24

Kodak, 24, 73

Kozlowski, D., 99

Kraft, 145

L

Language, shared, 301-302

Large-group interventions, 155-156,
167-168, 170, 173-174, 297-300.
See also Decision accelerators
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Large organizations: ambidextrous
structure for, 141-146; coordination
processes for, 133-136

Lateral integration mechanisms, 127, 129.
See also Cross-functional teams

Lattice structure, 149-151

Leaders: and followers, 265, 266,

267; imperial versus approachable,
262-265; managers versus, 255—-256;
transformational role of, 302-303. See
also Chief executive officers; Managers;
Top management

Leadership: assessment questions on,
276-277; attention-management role
of, 255-257; of boards, 114-116; in
command and control organizations,
10, 38-39, 254; to compensate for lack
of structure, 254-258; competencies
for, 266; culture creation by, 261-265;
development of, 231, 267-275;
followership and, 265, 266, 267; in high
involvement organizations, 12, 39, 257;
imperial versus approachable, 261-265;
for innovation, 260-261; management
and, 254-255; of organizational change,
37-38, 260-261, 302-303; situational,
268-269; sustainable effectiveness focus
of, 258-259; sustainable management
organization-specific roles of, 37,
253-265; in sustainable management
organizations, 8, 36-39, 253-277; in
sustainable management organizations
versus traditional organizations, 36-39,
253; for transformation to sustainable
management organization, 37-38,
302-303. See also Chief executive officer;
Shared leadership; Top management

Leadership brand, 267-269, 270, 276

Leadership moments, 262, 267

Learning, 73, 301-302

Lehman Brothers, 99-100, 105-106

Leveraged buyouts, vi

Lexus, b4

Lilly, E., 8-9

Limited Brands, 64

Linux, 87

Living Company, The (de Geus), 47

Lockheed Martin, 144

Lotus 1-2-3, 51-52

Lovins, A., 146

Loyalty, 17
Lumber company, v-vii

M

Machine metaphor, 10, 254

Macro-values, vii—-ix. See also Economic
value; Environmental responsibility;
Social responsibility; Triple-bottom line

Management: elements of, 7-9, 22;
future scenario of, 1-2; history of, 2-5,
10-13. See also Command-and-control
organizations; High-involvement
organizations; Sustainable management

Management assessment software, 272

Management reset(s): case for new, vi,
vili-ix, 1-20, 279; first, 2-3; integrated
approach to, 19; obsolescence of
former, 3-5, 6, 13-19; second, 3. See also
Sustainable management

Managers: appraisal of, 189-190, 272;
behavioral impact of, 261-262; in
command and control organizations,
172; development of, 267-275; in front-
line jobs, 257; in high involvement
organizations, 172; leaders versus,
255-256; leadership roles of, 254-255,
261-265, 266; negative behavior
in, 182; performance management
involvement of, 189-191, 244-245,
266; short-term futuring role of, 90-91;
strategic responsibilities of, 172-173;
in sustainable work designs, 172-173;
talent management involvement of,
244-247, 266. See also Leadership; Top
management

Managing (Mintzberg), 258-259

Manchester United, 201, 202, 207,
210-211, 216, 223

Manufacturing companies: decision
accelerators (DAs) for, 299; in
developing countries, 16-17; high-
involvement teams in, 207

Marchionne, S., 264, 265

Mass production technology, 3

Matrix structures, 129, 149-150

McCord, P., 202-203, 232-233, 260-261

McDonald’s Corporation, 66, 165, 287

McGregor, D., 11-12

McKinney, W., 155

McNerney, T., 257



Measures, performance: goal setting for,
185-187, 285-288; motivation and, 205;
transparency about, 30

Médecins Sans Frontieres (Doctors
Without Borders), 203, 223

Meiko Machinery Co., 162

Mercedes, b4

Merger integration process, 155-156

Merit increases, 208-210

Merrill, D., 105-106

Micromanagement, 103-104

Microsoft, 44, 73; brand promise of, 55;
in China, 50; culture of, 53; employer
brand and, 206; environmental practices
of, 58; programmers’ productivity at,
235; social practices of, 58; strategic
identity of, 51-53, 55, 56-57, 58

Microsoft Excel, 51-52

Microsoft Office, 51

Microsoft Word, 51, 52

Mind-sets, changing, 284

Mintzberg, H., 258-259

Mobile telephone industry, 59-60, 77,
81-84

Morgan Chase, 103

Motivation: bonuses and, 208-210; carrot-
and-stick approach to, 204-205; intrinsic
rewards and, 203, 207-208; merit
increases and, 208-210; organizational
purpose and identity as, 223-224;
performance goals and, 186-187, 204;
power sharing and, 257-258; profit-
sharing plans and, 211-212; rewards
and, 33, 191-192, 202-205, 208-210;
work design for, 166, 207-208

Motorola, 82

Movie industry, 169

Mozilla Firefox, 52

MP3 players, 141

MS-DOS, 51

MTV, 50

Multiple stakeholders. See Stakeholders,
multiple

MySiebel, 179-181

MySpace, 24

N

Nardelli, R. (B.), 104, 264
National Labor Relations Act, 222
Natural Step, The, 301
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Nestlé, 46

Netflix: agility value of, 260-261; customer
recognition of, 202-203; talent
management at, 231-233, 241

Netscape, 52

Network for Regional Healthcare
Improvement, 159

Network organization, 28, 146-153; case
example of, 148-151; characteristics of,
146-148; future of, 151-152; networks
versus, 147; technology and, 147-148;
work design in, 163

Networks: informal, 147; network
organization versus, 147; pharmaceutical,
8-9; social, 28, 87; value creation in,
84-87

New product development, 64, 143, 299

New York Times, The, 227

Nike, 16

Nintendo Wii, 52

Nokia, 81-84

Nokia Open Studio, 83-84, 87

Nokia Research Center (NRC), 83-84, 86

Nongovernmental organizations (NGOs):
futuring process involvement of, 75;
power of, 18

Nordstrom, 30, 158, 240

Northrop Grumman Corporation, 285

Norway, 109

(o]

Occidental Petroleum, 100

Ocean transportation, 287-288

Office space, 2, 170-172

Oil industry, 18, 77-79

Olympic athletes, 223

One Minute Manager, The (Blanchard), 271

Online auctions, 93

Open innovation, 83-84, 85

Open source movement, 87

Open Studio model, 83-84, 87

Operating Committee (OC), 131, 132-133,
136

Oracle, 100

OPEC, 78, 80

Organizational effectiveness: board
committee on, 120; dimensions of,
6-7; employee performance
variation and, 235-237; group or
function, 249
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Organizational transformation. See

Change, organizational; Transformation

Outsourcing, 217, 237-238, 249

P

P-valve manufacturing, 159-162

“Padding the numbers,” 137

Palmisano, P., 263

Parks Canada, 258-259

Participative community, 11-12

Participative leadership, 12, 39

Patagonia, Inc., 2, 279; culture of, vi-vii, viii;
employer brand strength of, 8, 223, 240;
as successful sustainable management
organization, 279-280

Patronization, 4-5

PayPal, 93

Peer control, 32

People: in command and control
organizations, 17; as competitive
advantage source, 3, 31; critical
versus low-level, 235-237; differential
treatment of, 35-36, 202, 216-217,
235-237; in high involvement
organizations, 3, 12-13, 17, 31;
investment in, 12, 18, 227-228;
respectful treatment of, 17, 50, 230; in
sustainable management organizations,
7-8, 31-36. See also Performance
management; Rewards; Talent
management; Workforce

PeopleSoft, 178

PepsiCo, 2, 38, 223, 271, 280

Performance appraisal: appraisal of
appraisers in, 189-190; of board
members, 123-125; of chief executive
officer, 114-115, 121; design principles
for, 184-198; flaws of traditional,
177-178, 182, 183, 184, 186-187,
187-189; frequency of, 194, 213-214;
issues of, 181-183; of managers,
189-190, 272; measurable goals for,
185-187; online versus face-to-face,
196-198; rating practices in, 187-189;
reward linkage to, 191-193, 205;
sustainability principles of, 193-198; of
teams, 195-196; of top management,
121-122; training in, 190-191;
universal principles of, 184-193. See also
Performance management

Performance information: board

responsibility for evaluating, 102-103;
transparency about, 29-30, 31,
179-180, 195

Performance management, 177-199;

assessment questions on, 198-199;
cascading, 184-185; in command and
control organizations, 32, 183, 184, 185,
186-188; elements of, 31-32; example
of good, 178-181; failure of traditional,
177-178, 182, 183, 186-187; goal setting
in, 185-187; in high involvement
organizations, 32, 36; human resource
department role in, 185; importance

of, for sustainable management
organizations, 178, 181-184; information
technology for, 178-181, 195, 196-198;
leadership and, 258; rating practices

in, 187-189; reasons for, 181-183;
sustainability principles for, 193-198; in
sustainable management organizations
versus traditional organizations, 31-32,
36; transformation of, 299; universal
principles for, 184-193

Performance review sessions, 190-191
Performance variation, 235-237
Persistence identity, 52, 53, 55, 56
Personality traits, performance appraisal

based on, 185, 189

Pfizer, 112

Pharmaceutical companies, 8-9, 159, 169
Philips, 23, 50

Physical space design, 170-172

Polman, P., 262

Portfolio decision making, 135, 138
Portfolio of options, 47, 49

Post Cereals, 105-106

Power: in hierarchy, 151-152, 153;

informal influence without, 267; limits
on sharing, 257-258

Prahalad, C. K., 145

Prediction markets, 75, 89, 91-92

Present, focus on future versus, 73-76, 89
Process production plants, 12

Procter & Gamble Company (P&G), 3, 83,

145, 207, 271, 280

Product development, 64, 143, 299
Product modification, 145
Professional service organizations,

163-164, 194, 244



Profit motive: environmental degradation
and, 5, 45, 46; maxim of maximizing, 6,
8, 45, 287288, v—vi. See also Economic
value; Shareholder returns

Project-based work: performance review
of, 194; teams for, 148-151, 164-165

Promotion, 219-220

Prototyping, 169-170

Purpose, organizational: of command and
control organizations, 23, 26; definition
and aspects of, 22-24, 101; employer
brand and, 223-224, 240; of high
involvement organizations, 23, 26; of
sustainable management organizations,
22-24, 26

Q

Quality, macro-value of, viii
Quality of work life, 17
Quotas, 109

R

Rain forest destruction, 46

Ranking, 187

Rating practices, 187-189, 190, 192-193

Realistic job previews, 241-242

Recession, of 2008, 91, 104, 178, 204, xi

Recognition, 202-203, 217-218, 221

Recruitment, 241-242

Reengineering, 10

Reputation, 54-56, 295-296, 297

Resource allocation: flexible systems
of, 133-134, 136-138, 150, 152-153;
for transformation to sustainable
management organization, 302-303

Retail companies, short-term futuring in,
74

Retention: factors in, 204, 205-206; travel-
light approach versus, 232-233

Reward importance, 203-204, 217-219

Rewards, 201-225; assessment questions
on, 224-225; attraction and, 205-206;

behavioral impact of, 202-206; for board

members, 123-125; challenges of, in
sustainable management organizations,
201-202; combined approach to, 204;
in command and control organizations,
32-33, 208, 214-216, 219-221;
competency-based, 214-217, 219-221;
design of, 206-224; development
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discussion and, 191-192; diversity and,
201-206, 203-204, 217-219; employer
brand and, 206, 223-224; excessive,

for unreachable goals, 186; fairness in,
216-217; financial, 191-192, 202,
208-209, 211-212; frequency of,
212-214; in high involvement
organizations, 33, 36, 207-208, 215,
220-221; individualized approach to,
217-219; intrinsic, 203, 207-208; for
leadership behavior, 270; motivation
and, 33, 191-192, 202-205; performance
reviews and, 191-193, 205; recognition,
33, 202-203, 217-218; retention and,
206; satisfaction and, 205; secrecy about,
221-223; seniority-based, 220-221;
sustainability principles for, 214-224; in
sustainable management organizations
versus traditional organizations, 32-33,
36; for sustainable performance, 212;
for teams, 33, 195-196, 210-211;
transparent, 221-223, 225; types of,
202-206; universal principles for,
207-214

Risk management, 47, 124
Ritz-Carlton, 158

Royal Dutch Shell, 71-73, 80
Ryder Cup, 211

Salaries: competency-based, 214-217,

219-221; fairness in, 216-217; hierarchy-
based, 219-220; job-based, 214-216;
market resource on, 214-216; merit
increases in, 208-210; seniority-based,
220-221; transparent versus secret,
221-223, 225. See also Executive
compensation; Rewards

SAP, 178
Scenario planning: board role in, 101, 102,

120; for long-term futuring, 76-81

Scenarios: diversity in, 79-80; elements of,

79-80; for long-term future, 75, 76-81;
number of, in futuring processes, 75;
preparing for possible futures with, 72;
types of, 74. See also Futuring

Segment councils, 131-133, 140
Selection: of board members, 111-114;

employer brand and, 206, 223-224,
240-242; of nonpivotal workers,
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Selection (continued)
237-238; of pivotal employees, 236;
process of, 240-242; top management
involvement in, 227-228. See also Talent
management

Self-containment, 133-134

Self-control, 32

Self-managed careers, 242-245, 274-275

Self-managing teams, 12; appraisal of,
195-196; motivation of, 207-208

Semiconductor industry, 260, 261

Senior executives. See Chief executive
officer; Top management

Seniority, rewards based on, 220-221

Shadow organizations, 137

Shared language and meaning, 301-302

Shared leadership: attitudes toward,
276-277; chief executive officer role
and, 121; creating a culture of, 261-265;
development of capability for, 267-275;
in high involvement organizations,
12, 39; intra-team feedback and, 196;
limits on, 257-258; roles of, 266—267; in
sustainable management organizations,
36-37, 39; top management support for,
269-270. See also Leadership

Shareholder returns: board responsibility
for, 100-101; command and control
organizations’ focus on, 18; focus on
maximizing, v-vi, 6, 43, 4547, 284,
287-288; sustainable approach to,
45-47, 284-285. See also Economic value;
Profit motive

Shareholders, board member election by,
112-113

Shell, 71-73, 80

Siebel, T., 178, 179, 180

Siebel Systems, 178-181, 194, 195, 212

Siemens, 50

Situational leadership, 268-269

Six-sigma, 157, 163

Skunk Works, 144

Slack, 28, 152-153

Small-group visioning exercise, 127

SMOs. See Sustainable management
organizations

Soccer teams, 201, 210-211

Social networking systems, 28, 87, 147-148

Social responsibility: board committee
for, 117; corporate citizenship macro-

value and, vi, vii, xii; futuring for, 74, 76;
globalization and, 16-17; increased
demand for, 16-18; integrated approach
to, 19; in management reset, 2;
nonexploitation for, 24; organizational
identity and, 56-58; profit pursuit in line
with, 45—47; setting target metrics for,
287; as source of innovation, 145-146;
in talent management, 230; technology
adaptation and, 83-84; value creation
for, 22, 24, 49-50; for workforce, 17, 50

Social responsibility committee, 117

Software companies, 51-53, 87, 231,
235, 236

Software programmers, 231, 235, 236

Somic Ishikawa Inc., 161-162

Sony, 141

Sony PlayStation, 52

Southwest Airlines, 30, 90-91, 241, 257

Spain, 109

Sports teams, 201, 210-211

Stakeholders, multiple: board member
selection participation of, 112, 113-114;
board membership of, 107-108; board
responsibility for, 100-101; command
and control organizations and, 18, 19;
commitment to, 284-285; compliance
approach to, 19; decision-making
participation of, 155-156, 158-159,
167-168, 292-293; demands of, 13-14,
16-19; direct contact with, 129-133;
goal-setting involvement of, 165; high
involvement organizations and, 18, 19;
integrated approach to, 19; in large-
group interventions, 155-156, 158-159,
167-168, 170, 297-299; leadership for,
258-259, 266; momentary advantages
in, 62-65; organizational identity
and, 56-58; shared leadership and,
39; strategizing involvement of, 25,
92-93; in value creation—value capture
matrix, 84-87; work teams of, 166—168;
workforce as, 228. See also Environmental
responsibility; Shareholders; Social
responsibility; Triple-bottom line

Starbucks: employer brand of, 240; identity
and strategy of, 58-59, 61-62, 65-67,
74, 259

Startups: leadership of, 255-256;
sustainable management, 280-281



Status, in hierarchy, 151-152, 221

Stock plans: for board members, 124;
choice in, 218, 219; principles of
offering, 211-212, 220

Strategic intent(s): aggressiveness
dimension of, 61, 63-64, 65—67, 89,
90, 289; board role in developing and
evaluating, 101-105; breadth dimension
of, 61, 62-63, 90, 289; defined, 59;
differentiation dimension of, 61, 64-65,
90, 289; dimensions of, 59-65, 288-289;
identity and, 43-44, 58-59, 65-67;
long-term futuring for possible, 73,
74, 75; medium-term futuring for, 88;
and pursuit of momentary advantages,
59-65; reconciling, with redefined value
creation, 288-289; short-term futuring
for current, 74, 75, 89-93; technological
transitions and, 128

Strategy, 43-70; assessment questions
on, 67-69; board responsibility for,
101-105, 124; dilemmas of, in
sustainable management organizations,
284-289; HR function’s responsibilities
for, 247-249; identity as guidepost for,
51-58; managers’ responsibilities for,
172-173; new perspectives on value
creation and, 44-51; robust, 7, 43-70

Strategy development, 71-95; assessment
questions on, 94-95; board role in,
101-105, 120, 124; broad participation
in, 25; calendar-driven, 25; elements of,
72-173; extreme, 75, 89, 92-93; futuring
processes for, 71-95; of sustainable
management organizations versus
command and control organizations
and high involvement organizations,
24-25, 26

Stretch goals, 47, 63, 186

Structure, organizational, 127-154;
adaptation of traditional functional,
127-141; ambidextrous, 141-146;
assessment questions on, 153-154; core,
142-143; defined, 128-129; elements of
sustainable management organization,
27-28, 128; independentunit, 143-146;
leadership for lack of, 254-258; network,
146-153; surface area maximization in,
91, 129-133, 299-300; of sustainable
management organizations versus
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command and control organizations
and high involvement organizations,
27-28, 31; transformation of, 299-300

Succession management, 107, 117,
121-122

Supply chain: ecological, 281-282; for
innovation, 159-162

Surface area maximization: attitudes
toward, 153-154; benefits of, 129-131;
“councils and boards” structure for,
131-133; in network organization,
149-151; scanning and, 91; in
transformation to sustainable
management organization, 299-300

Sustainability, defined, 16

Sustainability committee, 116-117

Sustainability initiatives, 13, 293

Sustainable effectiveness: board
responsibility for, 101, 116-117,
124-125; defined, 22; human resources
for, 31-36; leadership development
for, 267-275; leadership for, 36-39,
253-277; performance management for,
183, 193-198; perspective on, 51; profit
maximization versus, 43-44, 287-288;
strategies for, 43-70; structures for,
127-154; target metrics for, 285-288;
value creation for, 22-26, 43-70, 71-95;
work organization for, 26-31; work
systems for, 155-174

Sustainable management: elements of,
21-40; evolution of, 20; examples
of successful, 279-280; forces
demanding, 13-19; need for, 279, v-ix;
organizational effectiveness and, 6-7, 22;
overview of, 6-9

Sustainable management organizations
(SMOs): board roles in, 100-105;
budget processes in, 136-138; dilemmas
of, 284-293; examples of successful,
279-280; integrated approach of,
19, 39-40; issues to focus on in, 129;
leadership development for, 267-275;
leadership in, 36-39, 253-277;
management dimensions of, 7-8,
22; management elements of, 21-40;
organizational effectiveness dimensions
of, 6-7; people in, 7-8, 31-36,
227-250; performance management in,
177-199; radical aspects of, 8-9; reward



334 INDEX

Sustainable management organizations
(SMOs) (continued)
systems in, 201-225; startup, 279-280;
strategies of, 43-70; strategy dilemmas
of, 284-289; structures for, 127-154;
talent management in, 229-250;
transformation to, 37-38, 279-303; value
creation in, 7, 22-26, 43-70, 71-95; work
organization in, 26-31; work systems of,
155-174

Sweatshops, 4

SWOT analysis, 89

Systemic view, 135, 166-167, 298, 301

T

Talent management, 227-250; analysis for,
33; assessment questions on, 249-250;
board expertise in, 109-110, 119; board
role in, 103, 117-120; in command
and control organizations, 228, 235;
example of travel-light, 231-233; fairness
and respect in, 17, 50, 230, 232, 239;
in high involvement organizations, 36,
228-229; metrics on, given to boards,
118, 119; performance management
and, 183; principles of, 234-249; rapid
change and, 229-230; in sustainable
management organizations, 7-8,
229-249; in sustainable management
organizations versus traditional
organizations, 33-34, 36, 227-228,
228-231; targeted, 235-237; top
management involvement in,
227-228, 245247, 249-250, 266;
for transformation to sustainable
management organization, 289-291;
travel-light approach to, 229-250,
271, 274-275. See also Attraction;
Development; People; Performance
management; Selection; Termination;
Workforce

Target metrics, establishing sustainably
effective, 285—-288. See also Measures

Tartan Yachts, 48-49

Teams: performance appraisal of,
195-196; reward systems for, 33,
195-196, 210-211; virtual collaboration
of, 168; work systems based on, 166-168.
See also Collaboration; Cross-functional
teams

Technology, information. See Information
technology; Web-based systems

Technology companies: high-involvement
approach and, 13; short-term futuring
in, 74; talent management in, 231

Temporary innovation units, 143-146

Temporary labor, 237

Temporary work systems, 168-170

Tenure, rewards for, 220-221

Termination, 232-233, 275, 290-291

Theory Y, 12

3M, 157

360-degree reviews, 192-193

T-Mobile, 62

TNT, 124

Top management: attention management
role of, 255-257; behavioral impact of,
261-265; board evaluation of, 121-122,
184; commitment of, to transforming to
sustainable management organization,
284-285; futuring involvement of, 75,
717, 81, 89, 90; leadership development
support by, 269-270; performance
management involvement of, 184185,
199, 266; rewards for, 209, 212, 214;
talent management involvement of,
227-228, 245-247, 249-250, 266. See also
Chief executive officers; Leadership;
Managers

Total quality management, 10, 157

Toyota: Production System (TPS) network,
160-162, 164, 168; quality problems of,
63, 67

Training, in performance feedback skills,
190-191. See also Development

Transfers, internal, 243—-245

Transformation, to sustainable
management: acceleration of,
300-303; board and top management
commitment to, 284—285; capabilities
dilemma in, 291-293; case study of,
280-284; companies engaged in, 280;
dilemmas to address in, 284-293;
identity development for, 37-38,
293-296; knowledge and awareness
dilemmas in, 289-291; leadership
for, 37-38, 302-303; local-level
implementation of, 302; management
of, 293-303; of performance
management system, 299; premature



advertising about, 297; resource
commitment to, 302-303; sequence
of changes for, 294, 296-300; startup
sustainable management organizations
versus, 279-280; strategic intent
definition for, 288-289; strategy
dilemmas in, 284-289; of structure,
299-300; target metrics for, 285-288;
value creation decision in, 284-285;
of work system, 297-300; workforce
education and change, 289-291. See also
Change, organizational

Transparency: in decision making,
138-140; in futuring process, 94-95; of
leadership development plans, 274-275;
in network organization, 149-151; of
performance information, 29-30, 31,
179-180; in performance management,
178-181, 195; of rewards, 221-223, 225.
See also Communication; Information
sharing; Information systems

Travel-light talent management, 229-250,
258, 271, 274-275. See also Talent
management

Triple-bottom line: ambidexterity for,
145-146; balanced scorecard for,
193; board and top management
commitment to, 284-285; economic
value creation and, 43—49;
environmental value creation and, 49;
leadership for, 258-259; organizational
identity alignment with, 56-58;
performance management and, 183;
principle of, 6-7; rewards based on,
124, 212; social value creation and,
49-50; strategic intent and, 62-64;
target metrics for, 285-288; transparent
decision making for, 139-140. See
also Economic value; Environmental
responsibility; Social responsibility;
Stakeholders, multiple

Trust: in high involvement organizations,
13; in leadership brand, 268-269; in
network organizations, 152-153

Truth telling, of leaders and managers,
266, 268

TRW, 207

Turnover, factors in, 204, 206

Tweets, 87

Tyco, 99, 100
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U

Unilever, 2, 239, 262, 280

United Health, 112

UPS (United Parcel Service), 93, 140,
236-237

United States: boards in, 115, 116, 118;
diversity within, 109; patronizing
attitude in, 4

U.S. Marines, 240

U.S. Secret Service, 71-73

United Technologies, 146

A%

Valdez oil spill, 79, 152

Value creation: CCO approach to, 25, 26,
88, 284; environmental, 5, 22, 24, 49;
HIO approach to, 25, 26, 88, 284; in-
house and community-driven, 84-87;
new perspectives on, 44-51; redefining
the nature of, 284-285; robust strategy
and, 43-70; social, 22, 24, 49-50; strategy
development and, 71-95; sustainable
economic, 43—49; in sustainable
management organizations versus
traditional organizations, 7, 22-26. See
also Strategy; Strategy development

Value creation—value capture matrix,
84-88

Values-in-use, 296-297

Victoria’s Secret (VS), 64-65

Viral marketing, 87

Virtual meetings: for employment
flexibility, 239; performance reviews in,
196-198; work design and, 168

Virtual offices, 2

Virtual presence technology, 14

Virtual work: in future management
scenario, 1-2; performance review
process for, 181-182

Vision, strategy, and execution (VSE)
document, 133, 136

Vision communication, 302

Volvo, 54, 207

w

W. L. Gore, 9, 128, 134, 148-151, 164-165
Walking the talk, 266

Wall Street Jowrnal, The, 188, 220
Washington Mutual, 103

WDA40, 61
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Web 2.0, 14, 148

Web-based systems: human resource
information system (HRIS), 243-245;
management assessment, 272;
performance management, 178-181,
195, 196-198. See also Information
technology; Internet

Welch, J., 183, 188-189

Weldon, W., 45

Weyerhaeuser, 24

Whole Foods, 3, 221, 224

Winby, S., 155-156, 157-159

Women, 109, 239

WordPerfect, 52

Work assignments: challenging and
developmental, 273; permanent
versus changing, 208; providing
rewarding, 207-208; system for
changing, 243-245; top management
involvement in, 245

Work organization: changes in, 15;
elements of, 26; in sustainable
management organizations versus
traditional organizations, 7,26-31. See
also Boards; Structure; Work systems

Work systems, 155-174; activity-based versus
job-based, 162-165, 174; assessment
questions on, 173-174; characteristics of
sustainable, 162-173; in command and
control organizations, 31, 162-163, 166,
168; for continuous innovation, 157;
decision accelerators (DAs) for design
of, 155-156, 157-159, 167-168, 297-300;
goal structure and, 165-166; in high
involvement organizations, 29, 31,

163-164, 166, 168, 207; iterative,
168-170; large-group interventions for,
155-156, 167-168, 170, 173-174,
297-300; motivational, 166, 207-208;
natural emergence of, 159-162;
physical space for, 170-172; strategic
management of, 172-173; in sustainable
management organizations versus
traditional organizations, 29, 162-164;
team-based, 166-168; temporary,
168-170; transformation of, 297-300

Workforce: board data on, 103;
changing versus developing, 229-231,
234-235, 290-291; contract labor,
237; education levels of, 11; education
of, for transforming to sustainable
management organization, 289-291;
outsourcing, 217, 237-238, 249;
reduction, 264, 283; top management
responsibility for, 245-247; trends in
today’s, 11, 14. See also Diversity; People;
Talent management

Workload arrangements, 238-239

World Economic Forum: 2007, 127;
2010, 82

WorldCom, 102-103

WR Grace Corporation, 43, 46

X
Xbox, 52
Xerox, 24

Y
Yom Kippur War, 78
YouTube, 87



