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			Advance Praise

			“As a result of a highly successful advisory and consulting career, Ram Charan has studied innumerable companies and their management systems. The Amazon Management System challenges readers and their organizations to understand and then implement the management system that shortly will be demanded by their customers.”

			—Larry Bossidy, former CEO of Honeywell and coauthor of Execution,
 which spent more than 150 weeks on the New York Times bestseller list.

			“Amazon is secretive, but it is not a black box. The management secrets of this supremely successful company are here, revealed by Ram Charan and Julia Yang. You can’t afford not to read this fascinating book.”

			—Geoff Colvin, bestselling author and Senior Editor-at-Large, Fortune

			“Ram does it again. He distills the maximum brilliance from a very complex company into the minimum number of pages, leaving the reader smarter and better prepared.” 

			—Johnny C. Taylor, Jr., President & CEO,
 Society for Human Resource Management (SHRM)

			“Most of us watch in awe as Amazon dominates the competition with nonstop rapid-fire disruption. But they are no outlier. Anyone can replicate their success by learning Amazon’s management system as revealed in this short but powerful book.”

			—Charlene Li, bestselling author of The Disruption Mindset
 and Senior Fellow at Altimeter, a Prophet company

			“Amazon’s incredible success is a premier case study of organization reinvention. Ram and Julia discover and define six building blocks of Amazon’s success that can be adapted to any organization. Their easy to read ideas and simple to do actions template are the playbook for anyone wanting to create a more effective organization.” 

			—Dave Ulrich, Rensis Likert Professor, Ross School of Business,
 University of Michigan coauthor of Reinventing the Organization

			“No company should try to be like Amazon. But every company can learn from Amazon. Ram Charan and Julia Yang reveal how you can adapt elements from Amazon into your own 21st-century management system to become stronger, smarter, faster, and more successful.”

			—Thomas A. Stewart, Executive Director,
 National Center for the Middle Market and co-author of
 Woo, Wow, and Win: Service Design, Strategy, and the Art of Customer Delight

			“As I was reading this short, to-the-point book, I paused and reflected about our own management system and determined what I needed to change. Whether it’s data, machine learning; cash flow, hiring or customer obsession, Amazon is the leader to learn from and this book is the guide.”

			—Michael J. Graff, Chairman, CEO and President, American Air Liquide

			“[Ram] has the rare ability to distill meaningful from meaningless and transfer it in a quiet, effective way without destroying confidences.” 

			—Jack Welch, former Chairman of GE 

			“[Ram is my] secret weapon.” 

			—Ivan Seidenberg, former CEO of Verizon

			“[Ram]’s like your conscience,” 

			—John Reed, former CEO of Citicorp

			“The most influential consultant alive.” 

			—Fortune Magazine  
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			From Ram

			Dedicated to the hearts and souls of the joint family of twelve siblings and cousins living under one roof for fifty years, whose personal sacrifices made my formal education possible.

			From Julia

			Dedicated to Judy, my daughter, who continues to amaze, 

			inspire and enlighten me. 

		
	
		
			Our purpose

			Going forward, all companies will be digital. The century-old management approach designed for command and control has become obsolete.

			What’s the new way of thinking and managing in the digital age? The Amazon management system and the six building blocks methodically analyzed in this book can be enlightening for all.

			Our research is based on public sources, interviews of ex-and current Amazon executives, and cross-checking of facts. Some of the Amazon tools and best practices have been introduced to our clients and have been proven useful and effective.

			For you, our dear readers, we are not suggesting that you become Amazon; but that you understand how it works and pick the valuable ingredients and inspirations for your own digital way.

			This book will be a short read. If coupled with intense reflections, it will generate relevant, practical, and useful learnings.
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			Why this book?

			Why now?

			Our 21st century prevailing management systems are still largely inherited from the oldest forms of human organization, such as the military and the church. They were designed for the purpose of command and control in an age when there was no Internet, no smartphone, and none of the various forms of digital technology such as big data, algorithms and AI, and when personal supervision was the only way to keep an eye on employees.

			The military and the church were organized by function and had many hierarchical layers. So were the business organizations that mimicked their management system.

			Then there came an important innovation: Pierre DuPont of the DuPont Corporation and Alfred Sloan of General Motors created divisional structure in the 1920s. Then the matrix structure evolved in the 1960s to accommodate the global market and global supply chain. However, as businesses grew bigger, the number of layers went up, bureaucracy increased, and decision making slowed down.

			In the 1980s Jack Welch of GE created the concept of the operating system. While the intensity of execution increased, the number of layers remained large, bureaucracy remained intense, decision-making remained slow, and the chain between manufacturers and end-users remained long.

			Moreover, such a management system was not focused on customers or on innovating for customers. Instead, organizational leaders fixated on competition with a mindset deeply entrenched in achieving incremental growth slightly better than GDP, gaining market share against a few key competitors, and benchmarking best practices here and there.

			This old management approach has become obsolete in the digital age. Amazon is one of the biggest reasons why.

			Why Amazon?

			The arrival of the digital pioneers, such as Amazon’s founder and CEO Jeff Bezos, disrupted these corporate leadership models of the past. No one is more determined than Amazon to reinvent the management system by using tools that have become available in the digital era.

			The Amazon management system is truly revolutionary. It delivers a superb end-to-end customer experience that is better, cheaper, faster, and more convenient; it drives continuous inventions on behalf of customers; it creates new businesses, expands the eco-system and more importantly, increases cash flows from gross margin that have enabled continuous investment in technology infrastructure and innovation. It not only creates tremendous value for customers, but also creates the world’s best value for shareholders.

			Legendary investor Warren Buffett, in an interview with CNN, called Amazon a “miracle.”
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			What is the Amazon  management system?

			At the heart of all Amazon’s business endeavors is the Amazon management system, a digital engine composed of six building blocks, that has been continuously and relentlessly empowering Amazon for more growth and more exploration into the unlimited sky of the digital age.

			The Amazon management system breaks new ground in the following ways:

			Building Block 1: 
 Customer-Obsessed Business Model

			Despite their espoused commitment to putting the customer first, most traditional companies operate quite differently: they tend to be competition centric. They pay a huge amount of attention to financial results, especially earnings per share, and dance to the quarter-by-quarter short-term rhythm set by the capital market.

			Amazon’s business model, on the contrary, is customer-obsessed, continuously expanding, built on novel concepts of platform, ecosystem and infrastructure, able to defy traditional laws of diminishing returns, and actually delivers increasing cash flows and higher return on investment.

			Building Block 2: 
 Continuous Bar-Raising Talent Pool

			Most traditional companies spend enormous amounts of money and effort in recruiting, developing, and retaining talent, and yet still encounter huge difficulty in finding the right people and deploying them in the right jobs. Take recruiting for example, many companies lack specific standards, and even if there are standards, they will easily give way to the pressing business urgency.

			Amazon’s talent pool is carefully defined, meticulously documented, and rigorously chosen; and coupled with complete end-to-end follow-through and feedback to ensure continuous bar-raising, both for the talent pool itself and for the self-reinforcing mechanism of talent acquisition and retention.

			In all interviews, Amazon includes a designated and trained person known as the “bar-raiser.” They ensure that the hire is a fit for Amazon’s culture and its continuous bar-raising.

			Building Block 3:  
AI-Powered Data and Metrics System

			In most companies founded pre-digital, data is scattered and fragmented within different silos, layers, and business units producing significant latency of weeks and months. People seeking a full picture of what is really happening in any day-to-day operation must spend intensive efforts involving many people, and suffer long wait times, in order to dig beneath the results on the surface.

			Many of you can remember the painful experience and mounting frustrations of trying to gather important information from various divisions to piece together a complete picture for you, your team, or a presentation. In some companies, this need alone could justify a big division.

			In such a setup, monthly or quarterly reviews could easily last hours or even days, as business and functional leaders sort through their pieces of the jigsaw puzzle one by one; then such work spirals out of control when the business grows bigger, the number of employees increases, and layers are added, due to the limitation of time and energy of any human being, i.e., the rule of “span of control.”

			Amazon leverages modern technology to run day-to-day operations differently. Amazon’s data and metrics system is ultra-detailed, cross-silo, cross-layer, end-to-end, real-time, input-oriented and AI-powered; therefore everything can be tracked, measured, and analyzed in real time with anomaly detected, insights generated, and routine decisions automated.

			In this way, it provides a single source of truth and significantly minimizes the need for “personal supervision,” thus enabling massive reduction in organizational layers.

			Building Block 4:  
Ground-Breaking Invention Machine

			Most companies began before Amazon build their success on one brilliant innovation they made a long time ago. After that super-lucky and destiny-defining moment, many shy away from ground-breaking inventions, and seem complacent with minor improvements afterwards, here and there, year after year, and sometimes limited to only the packaging.

			On this front, Amazon has surprised us all. Amazon’s invention machine is continuous, accelerating, and aimed at generating ground-breaking, game-changing, and customer behavior-shaping inventions that create new market spaces and economic opportunities of massive magnitude.

			Building Block 5:  
High-Velocity and High-Quality Decision-Making

			Another systematic flaw with legacy management systems: decision-making happens at what feels like a glacial pace, with a “one-size-fits-all” approach applied to almost all matters requiring a yes or no. All kinds of frustrations litter a typically lengthy approval process composed of numerous executives and committees and decision are further stalled by all kinds of politics, backstabbing, gaming-the-system, and the routine charades of maximizing requests on resources, and minimizing commitments on results. All of us are probably familiar with this from own experiences.

			Amazon’s decision-making is high-quality, high-velocity, and strictly follows a set of clearly articulated principles and uniquely designed toolsets enforced with striking consistency throughout the organization. This can make the company a very demanding place to work, but it frees employees from many of the headaches mentioned above.

			Building Block 6: 
Forever-Day-1 Culture

			As they get bigger, most legacy companies find they have long lost the initial speed, agility, and vitality commonly found in start-ups. They have become rigid, slow, and risk-averse; complacency and bureaucracy have crept in. Some could sustain for a while, some would gradually fall into oblivion or irrelevance, some would become the prey for aggressive acquirers, and only a few could continuously refresh themselves.

			Amazon, as an organization, is committed to be forever Day 1, that is, to combine the size and scale advantages of a big company, the speed and agility of a startup, and the continuous upgrade of organizational capabilities.

			Why does this matter to you,  and everyone?

			Make no mistake. Every leader, every entrepreneur, every manager, and every employee, with no exception, must recognize that the century-old management system has become obsolete, and that to survive and thrive in the digital age, all companies need to learn and find a new way that best fits them.

			It’s a must, not optional.

			Founders and business owners

			Going forward, all companies will be digital. Every company will have a platform of its own and/or be connected to someone else’s platform.

			Old companies, even old industries, could be disrupted and destroyed; new market spaces and enormous economic opportunities are being created at the same time. The digital giants are the driving forces behind many major changes in the digital age.

			The good news is that most of your legacy peers have not started down this path yet, so if you get a head start on embarking on the digitization journey, you may improve your chances to take the lead.

			The choice is yours to make: to die or to digitize and achieve exponential value creation.

			Senior executives

			In the digital age, your job content will change radically.

			Instead of spending most of your time supervising others and attending endless reviews, meetings, and committees, your job will be to study consumers directly (not through filters) and drive continuous innovation for them. Your job will require learning how to manage day-to-day operations by using data and metrics with digital tools, to hone your judgment, to make high-leverage decisions, to create mission-critical cross-functional teams with clear goals and specific outputs that innovate and deliver a better user experience, as well as to allocate resources and make mid-course adjustment in a timely fashion.

			You will need to be imaginative, to be able to reinvent the business, organization and management system using digital tools, and to lead the transformation. Otherwise, digitization could be a big disruptor for you; and perhaps . . . . the terminator.

			Junior to middle managers

			As more companies make the transition to the kinds of Amazon management practices described here, leaders will remove management layers, requiring you to reimagine your job and rebuild your competence. Just as the management reforms of the 1980s and 1990s “re-engineered” corporations and removed redundant roles, the digital age is doing this again through the filter of data analysis.

			We expect to see reductions in corporate multilayer structures from seven, nine, or twelve layers to no more than five, four, or even three layers. This will reduce the traditional management pool by as much as eight in ten.

			This change is inevitable. We have worked with large traditional companies that have gone from eight layers to three layers, and quickly become disruptors to their traditional and digital competitors.

			Don’t be disheartened: this in fact presents you with an opportunity. You can go with the wind and take advantage of it, becoming more prosperous, more satisfied, and achieving faster personal growth. You can benefit by understanding the digital management system, proactively preparing yourself in mindset and skill set, and becoming a catalyst instead of a roadblock in the coming management digitization.

			The young and fresh

			There has never been a better era for new talent — the young and fresh.

			The more you understand the Amazon management system, the more contributions you can make, and the more successful you will be in your career whether you are working for a company or starting your own.

			Most companies (by most we mean 99%), whether digital or traditional, are looking for young talent who are hard-working, eager to learn, and demonstrate the necessary aptitude, mindset, and skill set required in the new system. Many of them are willing (indeed, forced) to promote these high-potential young people faster and take a risk on their inexperience.

			So it’s your time to shine now. Learn fast and get ready.

			The entrepreneurs

			For your start-ups, please stop copying the management system from GE or other industrial-age companies. Do not follow the traditional 100-year-old wisdom.

			Eschew seven or more layers, avoid silo-based organization structure, and choose superior alternatives to the once-a-year annual strategy, budget, KPI, and evaluation processes. Trust and apply the digital way.

			Learn from the digital giants and the relentless inventors, such as Amazon, whose management system has been systematically described in this book. All the elements that have fueled Amazon’s tremendous success create unparalleled opportunities for you to start building the superstars of tomorrow. Leveraging a digital management system will help your start-ups scale much faster than ever — far beyond traditional expectations.

			Find a new way to get the most from the digital age and experiment with what works best for you.

			********

			In many ways, Amazon has defied the traditional laws of business operation and the core building blocks of the Amazon management system have demonstrated a new formula for winning in the digital age.

			Again we are not here to advocate a blind replication of all and everything in the Amazon management system. We hope that this book can help you understand how it works and pick the valuable ingredients and inspirations for your own digital way.

			As you read our book, you will see we have focused on the positive aspects of what Amazon does right and what you can learn from that. The brand has been in the news recently and featured in critical articles about everything from environmental impact to labor practices. Many of these are serious issues and warrant serious consideration and action. Amazon’s clout and visibility makes its decisions in these areas even more worthy of attention. In this book, we will not be addressing those concerns directly — but rather looking specifically from a management perspective and what you can learn about Amazon’s model for creating value and the six building blocks you can apply to your own business.

		
	
		
			Chapter Highlights

			Building Block 1

			Amazon’s business model is customer-obsessed, continuously expanding, built on novel concepts of platform, ecosystem, infrastructure and personalization (M=1), able to defy traditional laws of diminishing returns, and actually delivers increasing cash flows and higher return on investment.

			What’s Amazon business model?

			1.0: Online bookstore 

			2.0: Online everything store

			3.0: Unstore - online platform

			4.0: Infrastructure and online and offline platform

			What’s its underlying logic?

			Customer obsession

			Relentless drive to invent

			Long-term thinking

			Earnings vs. cash generation

			How to make it work?
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