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Authors’ Note: Excellence 2003

As we look back on the two decades since the publication of Excellence, our main feeling is delight. Delight that so many people embraced the book. Delight in that we think we mainly got it right.

Our main detractors point to the decline of some of the companies we featured. They miss the point, which was to learn from those who’d had a long run of success, just as we learn from athletes in their prime. We weren’t writing Forever Excellent, just as it would be absurd to expect any great athlete not to age. (The sheer longevity of Procter & Gamble’s success is, however, intriguing.) And to the most hardheaded of our critics on this dimension: had you bought an “excellence index” when we published and held it through 2002, your total return would have been 1,300 percent, compared to around 800 percent for the Dow and 600 percent for the S&P 500.*

What we take most pleasure in is sticking to our guns in putting several theory chapters up front: “The Rational Model,” “Man Waiting for Motivation,” and “Managing Ambiguity and Paradox.” We told the readers they could skip these. Now we don’t think so. They should be read and are just as relevant today as when we originally published.

In brief, we were saying the following (but don’t skip the chapters). First, people and organizations are not “rational” in the ways strategy, business, and organization are typically taught. It’s dangerous to try to force a simplistic and misguided rationality on the way we manage. You cannot just manage “by the numbers.” Don’t even think about it.

Second, most of the management systems that treat people as “factors of production,” as cogs in an industrial machine, are inherently demotivating. People are wonderfully different and complex. Leaders need to set people free to help, not try to harness them.

Third, the world is a confusing place, full of ambiguity. The hardest thing to manage is the “soft stuff,” especially culture. Yet without serious attention to the so-called soft stuff, leaders will fail.

Nor would we change our eight attributes of excellence, though we’re perfectly aware that another researcher, looking at the same data, might pick a different set. These eight pretty clearly describe what’s different about the top performers:

A bias for action. In its simplest terms, this says “get out there and try something.” Just as you don’t learn anything in science without experimenting, you don’t learn anything in business without trying, failing, and trying again. The trick, and it’s a tough one, is a common cultural understanding of what kind of failure is okay and what kind leads to disaster. But don’t kid yourself. No amount of analysis, especially market research, will lead to true innovation.

Close to the customer. This may be the hardest to accomplish and perhaps where our sample of excellent companies — IBM, Hewlett-Packard, K Mart, and even McDonald’s — got off the track. It’s hard. There’s so much to pay attention to inside an organization that has time to understand customers, especially when the set of customers includes distributors and wonderfully irrational end users. Yet Procter’s skill at keeping everyone in the organization in close touch with customers, combined with a formidable innovative capability, may explain that company’s incredibly long history of success.

Autonomy and entrepreneurship. Even if you’re big, act small. Organizations are simply collections of people, and people don’t relate well to big, abstract entities. If you want to understand the success of Johnson & Johnson, 3M, Wal-Mart, and the original HP, look to the fact that they organize themselves into small, relatively independent units, held together by common goals and cultural norms.

Productivity through people. As the youngsters say, “Duh!” What else counts in an organization except people? Everyone gives lip service to the importance of their people, yet only a few really treat them as other than cannon fodder. One of the best examples we’ve ever seen was Delta Airlines with its “family feeling,” which was so special that in 1982 employees banded together to spend a total of $30 million in payroll deductions to give their employer its first Boeing 767, the Spirit of Delta. Sadly, Delta lost that family feeling, maybe when it merged with Western Airlines.

Hands-on, value-driven. The idea is simple. Figure out what your company should stand for, what would give your people the most pride. Then actively manage toward that value system. Remember that profit is to business as breathing is to life. The top companies make meaning, not just money.

Stick to the knitting. Except for one or two notable exceptions, for example, Warren Buffett’s Berkshire Hathaway and Jack Welch’s GE, business diversity almost never works. Be particularly leery of the word synergy, which sounds great — who doesn’t want 1 + 1 to equal 3? Well, our observation then and now is that big mergers rarely work. Further, nothing screws up a successful business more than hyperfast growth.

Simple form, lean staff. Though organizations are inherently quite complicated, one ought not make them more so via complex organizational arrangements. Install a simple and workable structure; people will figure out the rest. Keep staff to a minimum, outsource a lot of staff activities, or use time-limited, project-oriented task forces (another form of the line organization). Big staffs, and most career staff people, always seem to get in the way of the folks in organizations who get the real work done.

Simultaneous loose-tight properties. Sorry about this chapter heading, but it does say what we mean. Any well-functioning organization is neither centralized nor decentralized but a wonderful combination of both. Around most dimensions the best companies, then and now, are loose. They give people exceptional freedom to do things their own way.† At the same time, the great companies are highly centralized around a few crucial dimensions: the central values that make up their culture, one or two (no more) top strategic priorities, and a few key financial indicators.

Those are our eight attributes, then and now. Both of us have done a great deal of writing since Excellence, and we’ve expressed what we’ve seen in different terms. But we’ve never done better than in this book. The attributes are just that: attributes, not principles. But until something clearly better comes along, we’ll stick with these.

— Tom Peters        

Bob Waterman  

November 2003





Preface

There are a few observations that may help the reader through the pages ahead. We collected the data on which this book is based and distilled them into eight basic findings. Some readers may say that the findings are motherhoods, but that’s not true. Each finding in and of itself may seem a platitude (close to the customer, productivity through people), but the intensity of the way in which the excellent companies execute the eight — especially when compared with their competitors — is as rare as a smog-free day in Los Angeles.

Second, we hazard that Chapters 3 and 4 may be daunting, because they are devoted largely to theory. They can be skipped (or read last), but we do suggest that the reader skim them, at least, and consider giving them careful attention. We urge this, because the eight basics of management excellence don’t just “work because they work.” They work because they make exceptional sense. The deepest needs of hundreds of thousands of individuals are tapped — exploited, if you will — by the excellent companies, and their success reflects, sometimes without their knowing it, a sound theoretical basis. Moreover, we think readers may be pleasantly surprised to see how interesting the theory is. It is not, we would add, new or untested; most of the theory has stood the scientific test of time and defied refutation. It merely has been ignored, by and large, by managers and management writers.


We also would like to say here that the majority of the excellent companies are not McKinsey clients. McKinsey supported the research and the writing but did not influence our selection of companies.





Introduction

We had decided, after dinner, to spend a second night in Washington. Our business day had taken us beyond the last convenient flight out. We had no hotel reservations, but were near the new Four Seasons, had stayed there once before, and liked it. As we walked through the lobby wondering how best to plead our case for a room, we braced for the usual chilly shoulder accorded to latecomers. To our astonishment the concierge looked up, smiled, called us by name, and asked how we were. She remembered our names! We knew in a flash why in the space of a brief year the Four Seasons had become the “place to stay” in the District and was a rare first-year holder of the venerated four-star rating.

Good for them, you are thinking, but why the big deal? Well, the incident hit us with some force because for the past several years we have been studying corporate excellence. For us, one of the main clues to corporate excellence has come to be just such incidents of unusual effort on the part of apparently ordinary employees. When we found not one but a host of such incidents, we were pretty certain we were on the track of an exceptional situation. What’s more, we were fairly sure we would find sustained financial performance that was as exceptional as the employees’ performance.

Other images come to mind. We were in another Washington, the state this time, talking to a group of Boeing executives about our research and making the point that excellent companies seem to take all sorts of special trouble to foster, nourish, and care for what we call “product champions” — those individuals who believe so strongly in their ideas that they take it on themselves to damn the bureaucracy and maneuver their projects through the system and out to the customer. Someone piped up: “Champions! Our problem is we can’t kill them.” Then Bob Withington, who was present when it all happened, went on to tell the story about how Boeing had really won the contracts for the swept-wing B-47, which was later to become the highly successful first commercial jet, the 707. He also told the story about how Boeing really won the contract for the B-52, which was to have been a turboprop design until Boeing was able to demonstrate the advantages of B-52 as jet aircraft.

For us, the fascination of the first story was the saga of a little band of Boeing engineers poring through German files on the day Nazi labs were occupied by the Allied forces. In so doing, they quickly confirmed their own ideas on the enormous advantages of swept-wing design. Then it was the drama halfway around the world in Seattle of the subsequent rush to verify swept-wing design in the wind tunnel and the surprising finding that if the engine couldn’t be on the aircraft body, it was best suspended out in front of the wing. The second story told of one long, sleepless weekend in a Dayton hotel where a small team of engineers completely redesigned the B-52, wrote and produced a 33-page bound proposal, and presented it to the Air Force just seventy-two hours later, the following Monday. (This tiny team of champions, moreover, presented the proposal complete with a finely sculpted scale model, which they had made out of balsa and other materials purchased during the weekend for $15 at a local hobby shop.) These were both fine tales of little teams of people going to extraordinary lengths to get results on behalf of a truly unusual corporation. Yet the Boeing pattern emerged as the norm at companies as disparate as 3M and IBM; small, competitive bands of pragmatic bureaucracy-beaters, the source of much innovation.

To cite yet another example, we dropped by a small calculator and electronics store the other day to buy a programmable calculator. The salesman’s product knowledge, enthusiasm, and interest in us were striking and naturally we were inquisitive. As it happened, he was not a store employee at all, but a twenty-eight-year-old Hewlett-Packard (HP) development engineer getting some first-hand experience in the users’ response to the HP product line. We had heard that HP prides itself on its closeness to the customer and that a typical assignment for a new MBA or electrical engineer was to get involved in a job that included the practical aspects of product introduction. Damn! Here was an HP engineer behaving as enthusiastically as any salesman you’d ever want to see.

Wherever we have been in the world, from Australia to Europe to Japan, we can’t help but be impressed by the high standard of cleanliness and consistency of service we find in every McDonald’s hamburger outlet. Not everyone likes the product, nor the concept of McDonald’s as a worldwide expression of American culture, but it really is extraordinary to find the kind of quality assurance McDonald’s has achieved worldwide in a service business. (Controlling quality in a service business is a particularly difficult problem. Unlike manufacturing, in which one can sample what comes off the line and reject bad lots, what gets produced in service businesses and what gets consumed happens at the same time and in the same place. One must ensure that tens of thousands of people throughout the company are adhering roughly to the same high standard and that they all understand the company’s conception of and genuine concern for quality.)

We recalled a conversation that took place one sunny, calm spring day in a canoe on the mirror waters of Lake Geneva, years before this research was undertaken. One of us was teaching at IMEDE, a business school in Lausanne, and was visiting an old colleague. His ventures had had him traveling constantly, which distressed his wife, so he up and started a chain of McDonald’s outlets in Switzerland, which kept him home but left his wife, who was born in Geneva, in a state of xenophobic shock. (She got over it as soon as the Swiss became loyal McDonald’s customers.) He was talking about his early impressions of McDonald’s, and commented, “You know, one of the things that strike me most about McDonald’s is their people orientation. During the seven years I was at McKinsey, I never saw a client that seemed to care so much about its people.”

Another friend described for us why, in a recent major computer system purchase for a hospital, he chose International Business Machines. “Many of the others were ahead of IBM in technological wizardry,” he noted. “And heaven knows their software is easier to use. But IBM alone took the trouble to get to know us. They interviewed extensively up and down the line. They talked our language, no mumbo jumbo on computer innards. Their price was fully twenty-five percent higher. But they provided unparalleled guarantees of reliability and service. They even went so far as to arrange a back-up connection with a local steel company in case our system crashed. Their presentations were to the point. Everything about them smacked of assurance and success. Our decision, even with severe budget pressure, was really easy.”

We hear stories every other day about the Japanese companies, their unique culture and their proclivity for meeting, singing company songs, and chanting the corporate litany. Now, that sort of thing is usually dismissed as not relevant in America, because who among us can imagine such tribal behavior in U.S. companies? But American examples do exist. For anyone who has not seen it, it is hard to imagine the hoopla and excitement that attend the weekly Monday night Rally of people who sell plastic bowls — Tupperware bowls. Similar goings on at Mary Kay Cosmetics were the subject of a segment done by Morley Safer on Sixty Minutes. Those examples might be dismissed as peculiar to selling a certain kind of product. On the other hand, at HP, the regular beer bust for all hands is a normal part of each division’s approach to keeping everyone in touch. And one of us went through an IBM sales training program early in his career; we sang songs every morning and got just as enthusiastic (well, almost as enthusiastic) as the workers in a Japanese company.

In teaching workshops for clients or students, we often use a case built around Delta Airlines’ unique management style. We who travel a lot are apt to tell a story or two about the material assistance we have gotten from Delta’s gate employees while scrambling to make a last-minute connection. The last time we did it, one executive raised his hand and said, “Now, let me tell you how it really is at Delta.” As we were preparing for what was clearly to be a challenge to our thesis, the individual went on to describe a story of exceptional service from Delta that made ours pale by comparison. His wife had inadvertently missed out on a super saver ticket because the family had moved and, owing to a technicality, the ticket price was no longer valid. She called to complain. Delta’s president intervened personally and, being there at the time, met her at the gate to give her the new ticket.

Anyone who has been in brand management at Procter & Gamble sincerely believes that P&G is successful more for its unusual commitment to product quality than for its legendary marketing prowess. One of our favorite images is that of a P&G executive, red in the face, furiously asserting to a class in a Stanford summer executive program that P&G “does too make the best toilet paper on the market, and just because the product is toilet paper, or soap for that matter, doesn’t mean that P&G doesn’t make it a damn sight better than anyone else.” (As in most of the excellent companies, these basic values run deep. P&G once refused to substitute an inferior ingredient in its soap, even though it meant not meeting the Army’s pressing needs during the war — the Civil War.)

Finally, at Frito-Lay we hear stories, perhaps apocryphal, probably not — it doesn’t matter — about people slogging through sleet, mud, hail, snow, and rain. They are not delivering the mail. They are potato chip salesmen, upholding the “99.5% service level”* in which the entire Frito organization takes such pride — and which is the source of its unparalleled success.

And the stories go on. What really fascinated us as we began to pursue our survey of corporate excellence was that the more we dug, the more we realized the excellent companies abounded in such stories and imagery. We began to realize that these companies had cultures as strong as any Japanese organization. And the trappings of cultural excellence seemed recognizable, no matter what the industry. Whatever the business, by and large the companies were doing the same, sometimes cornball, always intense, always repetitive things to make sure all employees were buying into their culture — or opting out.

Moreover, to our initial surprise, the content of the culture was invariably limited to just a handful of themes. Whether bending tin, frying hamburgers, or providing rooms for rent, virtually all of the excellent companies had, it seemed, defined themselves as de facto service businesses. Customers reign supreme. They are not treated to untested technology or unnecessary goldplating. They are the recipients of products that last, service delivered promptly.

Quality and service, then, were invariable hallmarks. To get them, of course, everyone’s cooperation is required, not just mighty labors from the top 200. The excellent companies require and demand extraordinary performance from the average man. (Dana’s former chairman, Rene McPherson, says that neither the few destructive laggards nor the handful of brilliant performers are the key. Instead, he urges attention to the care, feeding, and unshackling of the average man.) We labeled it “productivity through people.” All companies pay it lip service. Few deliver.

Finally, it dawned on us that we did not have to look all the way to Japan for models with which to attack the corporate malaise that has us in its vicelike grip. We have a host of big American companies that are doing it right from the standpoint of all their constituents — customers, employees, shareholders, and the public at large. They’ve been doing it right for years. We have simply not paid enough attention to their example. Nor have we attempted to analyze the degree to which what they instinctively do is fully consistent with sound theory.

Discussions of management psychology have long focused on theory X or theory Y, the value of job enrichment, and, now, quality circles. These don’t go far toward explaining the magic of the turned-on work force in Japan or in the American excellent company, but useful theory does exist. The psychologist Ernest Becker, for example, has staked out a major supporting theoretical position, albeit one ignored by most management analysts. He argues that man is driven by an essential “dualism”; he needs both to be a part of something and to stick out. He needs at one and the same time to be a conforming member of a winning team and to be a star in his own right.

About the winning team, Becker notes: “Society…is a vehicle for earthly heroism…. Man transcends death by finding meaning for his life…. It is the burning desire for the creature to count…. What man really fears is not so much extinction, but extinction with insignificance… Ritual is the technique for giving life. His sense of self worth is constituted symbolically, his cherished narcissism feeds on symbols, on an abstract idea of his own worth. [Man’s] natural yearning can be fed limitlessly in the domain of symbols.” He adds: “Men fashion unfreedom [a large measure of conformity] as a bribe for self-perpetuation.” In other words, men willingly shackle themselves to the nine-to-five if only the cause is perceived to be in some sense great. The company can actually provide the same resonance as does the exclusive club or honorary society.

At the same time, however, each of us needs to stick out — even, or maybe particularly, in the winning institution. So we observed, time and again, extraordinary energy exerted above and beyond the call of duty when the worker (shop floor worker, sales assistant, desk clerk) is given even a modicum of apparent control over his or her destiny. An experiment in psychology consistent with this major field of inquiry underscores the point. Adult subjects were given some complex puzzles to solve and a proofreading chore. In the background was a loud, randomly occurring distracting noise; to be specific, it was “a combination of two people speaking Spanish, one speaking Armenian, a mimeograph machine running, a desk calculator, and a typewriter, and street noise — producing a composite, nondistinguishable roar.” The subjects were split into two groups. Individuals in one set were just told to work at the task. Individuals in the other were provided with a button to push to turn off the noise, “a modern analog of control — the off switch.” The group with the off switch solved five times the number of puzzles as their cohorts and made but a tiny fraction of the number of proofreading errors. Now for the kicker: “…none of the subjects in the off switch group ever used the switch. The mere knowledge that one can exert control made the difference.”

The best-managed companies, and a few others, act in accordance with these theories. For example, the manager of a 100-person sales branch rented the Meadowlands Stadium (New Jersey) for the evening. After work, his salesmen ran onto the stadium’s field through the players’ tunnel. As each emerged, the electronic scoreboard beamed his name to the assembled crowd. Executives from corporate headquarters, employees from other offices, and family and friends were present, cheering loudly.

The company is IBM. With one act (most nonexcellent companies would write it off as too corny, too lavish, or both), IBM simultaneously reaffirmed its heroic dimension (satisfying the individual’s need to be a part of something great) and its concern for individual self-expression (the need to stick out). IBM is bridging an apparent paradox. If there is one striking feature of the excellent companies, it is this ability to manage ambiguity and paradox. What our rational economist friends tell us ought not to be possible the excellent companies do routinely.

Frito’s chips and Maytag’s washers ought to be commodities; a 99.5 percent service level for mom and pop stores is silly — until you look at the margins, until you see the market share. The problem in America is that our fascination with the tools of management obscures our apparent ignorance of the art. Our tools are biased toward measurement and analysis. We can measure the costs. But with these tools alone we can’t really elaborate on the value of a turned-on Maytag or Caterpillar work force churning out quality products or a Frito-Lay salesperson going that extra mile for the ordinary customer.

Worse, our tools force us into a rational bent that views askance the very sources of innovation in the excellent companies: irrational product champions at 3M, product-line proliferation and duplication at Digital Equipment Corporation, the intense internal competition among P&G brand managers. Alfred Sloan successfully introduced overlap at General Motors in the 1920s; extensive and purposeful overlap has existed among IBM divisions’ product lines to spur internal competition for almost as long. But few rationalists seem to buy it, even today. They don’t like overlap; they do like tidiness. They don’t like mistakes; they do like meticulous planning. They don’t like not knowing what everyone is up to; they do like controls. They build big staffs. Meanwhile, Wang Labs or 3M or Bloomingdale’s is ten new product introductions and months ahead.

So we take some exception to traditional theory, principally because our evidence about how human beings work — individually and in large groups — leads us to revise several important economic tenets dealing with size (scale economies), precision (limits to analysis), and the ability to achieve extraordinary results (particularly quality) with quite average people.

The findings from the excellent companies amount to an upbeat message. There is good news from America. Good management practice today is not resident only in Japan. But, more important, the good news comes from treating people decently and asking them to shine, and from producing things that work. Scale efficiencies give way to small units with turned-on people. Precisely planned R&D efforts aimed at big bang products are replaced by armies of dedicated champions. A numbing focus on cost gives way to an enhancing focus on quality. Hierarchy and three-piece suits give way to first names, shirtsleeves, hoopla, and project-based flexibility. Working according to fat rule books is replaced by everyone’s contributing.

Even management’s job becomes more fun. Instead of brain games in the sterile ivory tower, it’s shaping values and reinforcing through coaching and evangelism in the field — with the worker and in support of the cherished product.

This book will elaborate more fully on what we have just described. It will define what we mean by excellence. It is an attempt to generalize about what the excellent companies seem to be doing that the rest are not, and to buttress our observations on the excellent companies with sound social and economic theory. And, finally, it will employ field data too often overlooked in books on management — namely, specific, concrete examples from the companies themselves.





PART ONE

THE SAVING REMNANT





1

Successful American Companies

The Belgian Surrealist René Magritte painted a series of pipes and entitled the series Ceci n’est pas une pipe (This is not a pipe). The picture of the thing is not the thing. In the same way, an organization chart is not a company, nor a new strategy an automatic answer to corporate grief. We all know this; but like as not, when trouble lurks, we call for a new strategy and probably reorganize. And when we reorganize, we usually stop at rearranging the boxes on the chart. The odds are high that nothing much will change. We will have chaos, even useful chaos for a while, but eventually the old culture will prevail. Old habit patterns persist.

At a gut level, all of us know that much more goes into the process of keeping a large organization vital and responsive than the policy statements, new strategies, plans, budgets, and organization charts can possibly depict. But all too often we behave as though we don’t know it. If we want change, we fiddle with the strategy. Or we change the structure. Perhaps the time has come to change our ways.

Early in 1977, a general concern with the problems of management effectiveness, and a particular concern with the nature of the relationship between strategy, structure, and management effectiveness, led us to assemble two internal task forces at McKinsey & Company. One was to review our thinking on strategy, and the other was to go back to the drawing board on organizational effectiveness. It was, if you like, McKinsey’s version of applied research. We (the authors) were the leaders of the project on organizational effectiveness.

A natural first step was to talk extensively to executives around the world who were known for their skill, experience, and wisdom on the question of organizational design. We found that they, too, shared our disquiet about conventional approaches. All were uncomfortable with the limitations of the usual structural solutions, especially the latest aberration, the complex matrix form. Yet they were skeptical about the usefulness of any known tools, doubting they were up to the task of revitalizing and redirecting billion-dollar giants.

In fact, the most helpful ideas were coming from the strangest places. Way back in 1962, the business historian Alfred Chandler wrote Strategy and Structure, in which he expressed the very powerful notion that structure follows strategy. And the conventional wisdom in 1977, when we started our work, was that Chandler’s dictum had the makings of universal truth. Get the strategic plan down on paper and the right organization structure will pop out with ease, grace, and beauty. Chandler’s idea was important, no doubt about that; but when Chandler conceived it everyone was diversifying, and what Chandler most clearly captured was that a strategy of broad diversification dictates a structure marked by decentralization. Form follows function. For the period following World War II through about 1970, Chandler’s advice was enough to cause (or maintain) a revolution in management practice that was directionally correct.

But as we explored the subject, we found that strategy rarely seemed to dictate unique structural solutions. Moreover, the crucial problems in strategy were most often those of execution and continuous adaptation: getting it done, staying flexible. And that to a very large extent meant going far beyond strategy to issues of organizing — structure, people, and the like. So the problem of management effectiveness threatened to prove distressingly circular. The dearth of practical additions to old ways of thought was painfully apparent. It was never so clear as in 1980, when U.S. managers, beset by obvious problems of stagnation, leaped to adopt Japanese management practices, ignoring the cultural difference, so much wider than even the vast expanse of the Pacific would suggest.

Our next step in 1977 was to look beyond practicing businessmen for help. We visited a dozen business schools in the United States and Europe (Japan doesn’t have business schools). The theorists from academe, we found, were wrestling with the same concerns. Our timing was good. The state of theory is in refreshing disarray, but moving toward a new consensus; some few researchers continue to write about structure, particularly that latest and most modish variant, the matrix. But primarily the ferment is around another stream of thoughts that follows from some startling ideas about the limited capacity of decision makers to handle information and reach what we usually think of as “rational” decisions, and the even lesser likelihood that large collectives (i.e., organizations) will automatically execute the complex strategic design of the rationalists.

The stream that today’s researchers are tapping is an old one, started in the late 1930s by Elton Mayo and Chester Barnard, both at Harvard. In various ways, both challenged ideas put forward by Max Weber, who defined the bureaucratic form of organization, and Frederick Taylor, who implied that management really can be made into an exact science. Weber had pooh-poohed charismatic leadership and doted on bureaucracy; its rule-driven, impersonal form, he said, was the only way to assure long-term survival. Taylor, of course, is the source of the time and motion approach to efficiency: if only you can divide work up into enough discrete, wholly programmed pieces and then put the pieces back together in a truly optimum way, why then you’ll have a truly top-performing unit.

Mayo started out four-square in the mainstream of the rationalist school and ended up challenging, de facto, a good bit of it. On the shop floors of Western Electric’s Hawthorne plant, he tried to demonstrate that better work place hygiene would have a direct and positive effect on worker productivity. So he turned up the lights. Productivity went up, as predicted. Then, as he prepared to turn his attention to another factor, he routinely turned the lights back down. Productivity went up again! For us, the very important message of the research that these actions spawned, and a theme we shall return to continually in the book, is that it is attention to employees, not work conditions per se, that has the dominant impact on productivity. (Many of our best companies, one friend observed, seem to reduce management to merely creating “an endless stream of Hawthorne effects.”) It doesn’t fit the rationalist view.

Chester Barnard, speaking from the chief executive’s perspective (he had been president of New Jersey Bell), asserted that a leader’s role is to harness the social forces in the organization, to shape and guide values. He described good managers as value shapers concerned with the informal social properties of organization. He contrasted them with mere manipulators of formal rewards and systems, who dealt only with the narrower concept of short-term efficiency.

Barnard’s concepts, although quickly picked up by Herbert Simon (who subsequently won a Nobel prize for his efforts), lay otherwise dormant for thirty years while the primary management disputes focused on structure attendant to postwar growth, the burning issue of the era.

But then, as the first wave of decentralizing structure proved less than a panacea for all time and its successor, the matrix, ran into continuous troubles born of complexity, Barnard and Simon’s ideas triggered a new wave of thinking. On the theory side, the exemplars were Karl Weick of Cornell and James March of Stanford, who attacked the rational model with a vengeance.

Weick suggests that organizations learn and adapt v-e-r-y slowly. They pay obsessive attention to habitual internal cues, long after their practical value has lost all meaning. Important strategic business assumptions (e.g., a control versus a risk-taking bias) are buried deep in the minutiae of management systems and other habitual routines whose origins have long been obscured by time. Our favorite example of the point was provided by a friend who early in his career was receiving instruction as a bank teller. One operation involved hand-sorting 80-column punched cards, and the woman teaching him could do it as fast as lightning. “Bzzzzzzt” went the deck of cards in her hands, and they were all sorted and neatly stacked. Our friend was all thumbs.


“How long have you been doing this?” he asked her.

“About ten years,” she estimated.

“Well,” said he, anxious to learn, “what’s that operation for?”

“To tell you the truth” — Bzzzzzzt, another deck sorted — “I really don’t know.”

Weick supposes that the inflexibility stems from the mechanical pictures of organizations we carry in our heads; he says, for instance: “Chronic use of the military metaphor leads people repeatedly to overlook a different kind of organization, one that values improvisation rather than forecasting, dwells on opportunities rather than constraints, discovers new actions rather than defends past actions, values arguments more highly than serenity and encourages doubt and contradiction rather than belief.”

March goes even further than Weick. He has introduced, only slightly facetiously, the garbage can as organizational metaphor. March pictures the way organizations learn and make decisions as streams of problems, solutions, participants, and choice opportunities interacting almost randomly to carry the organization toward the future. His observations about large organizations recall President Truman’s wry prophecy about the vexations lying in wait for his successor, as recounted by Richard E. Neustadt. “He’ll sit here,” Truman would remark (tapping his desk for emphasis), “and he’ll say, ‘Do this! Do that!’ And nothing will happen. Poor Ike — it won’t be a bit like the army. He’ll find it very frustrating.”

Other researchers have recently begun to accumulate data that support these unconventional views. The researcher Henry Mintzberg, of Canada’s McGill University made one of the few rigorous studies of how effective managers use their time. They don’t regularly block out large chunks of time for planning, organizing, motivating, and controlling, as most authorities suggest they ought. Their time, on the contrary, is fragmented, the average interval devoted to any one issue being nine minutes. Andrew Pettigrew, a British researcher, studied the politics of strategic decision making and was fascinated by the inertial properties of organizations. He showed that companies often hold on to flagrantly faulty assumptions about their world for as long as a decade, despite overwhelming evidence that that world has changed and they probably should too. (A wealth of recent examples of what Pettigrew had in mind is provided by the several American industries currently undergoing deregulation — airlines, trucking, banks, savings and loans, telecommunications.)

Among our early contacts were managers from long-term top-performing companies: IBM, 3M, Procter & Gamble, Delta Airlines. As we reflected on the new school of theoretical thinking, it began to dawn on us that the intangibles that those managers described were much more consistent with Weick and March than with Taylor or Chandler. We heard talk of organizational cultures, the family feeling, small is beautiful, simplicity rather than complexity, hoopla associated with quality products. In short, we found the obvious, that the individual human being still counts. Building up organizations that take note of his or her limits (e.g., information-processing ability) and strengths (e.g., the power flowing from commitment and enthusiasm) was their bread and butter.

CRITERIA FOR SUCCESS

For the first two years we worked mainly on the problem of expanding our diagnostic and remedial kit beyond the traditional tools for business problem solving, which then concentrated on strategy and structural approaches.

Indeed, many friends outside our task force felt that we should simply take a new look at the structural question in organizing. As decentralization had been the wave of the fifties and sixties, they said, and the so-called matrix the modish but quite obviously ineffective structure of the seventies, what then would be the structural form of the eighties? We chose to go another route. As important as the structural issues undoubtedly are, we quickly concluded that they are only a small part of the total issue of management effectiveness. The very word “organizing,” for instance, begs the question, “Organize for what?” For the large corporations we were interested in, the answer to that question was almost always to build some sort of major new corporate capability — that is, to become more innovative, to be better marketers, to permanently improve labor relations, or to build some other skill which that corporation did not then possess.

An excellent example is McDonald’s. As successful as that corporation was in the United States, doing well abroad meant more than creating an international division. In the case of McDonald’s it meant, among other things, teaching the German public what a hamburger is. To become less dependent on government sales, Boeing had to build the skill to sell its wares in the commercial marketplace, a feat most of its competitors never could pull off. Such skill building, adding new muscle, shucking old habits, getting really good at something new to the culture, is difficult. That sort of thing clearly goes beyond structure.

So we needed more to work with than new ideas on structure. A good clue to what we were up to is contained in a remark by Fletcher Byrom, chairman and chief executive of Koppers: “I think an inflexible organization chart which assumes that anyone in a given position will perform exactly the same way his predecessor did, is ridiculous. He won’t. Therefore, the organization ought to shift and adjust and adapt to the fact that there’s a new person in the spot.” There is no such thing as a good structural answer apart from people considerations, and vice versa. We went further. Our research told us that any intelligent approach to organizing had to encompass, and treat as interdependent, at least seven variables: structure, strategy, people, management style, systems and procedures, guiding concepts and shared values (i.e., culture), and the present and hoped-for corporate strengths or skills. We defined this idea more precisely and elaborated what came to be known as the McKinsey 7-S Framework (see figure on next page). With a bit of stretching, cutting, and fitting, we made all seven variables start with the letter S and invented a logo to go with it. Anthony Athos at the Harvard Business School gave us the courage to do it that way, urging that without the memory hooks provided by alliteration, our stuff was just too hard to explain, too easily forgettable.

Hokey as the alliteration first seemed, four years’ experience throughout the world has borne out our hunch that the framework would help immeasurably in forcing explicit thought about not only the hardware — strategy and structure — but also about the software of organization — style, systems, staff (people), skills, and shared values. The framework, which some of our waggish colleagues have come to call the happy atom, seems to have caught on around the world as a useful way to think about organizing.* Richard Pascale and Anthony Athos, who assisted us in our concept development, used it as the conceptual underpinning for The Art of Japanese Management. Harvey Wagner, a friend at the University of North Carolina and an eminent scholar in the hard-nosed field of decision sciences, uses the model to teach business policy. He said recently, “You guys have taken all the mystery out of my class. They [his students] use the framework and all the issues in the case pop right to the surface.”

[image: image]


In retrospect, what our framework has really done is to remind the world of professional managers that “soft is hard.” It has enabled us to say, in effect, “All that stuff you have been dismissing for so long as the intractable, irrational, intuitive, informal organization can be managed. Clearly, it has as much or more to do with the way things work (or don’t) around your companies as the formal structures and strategies do. Not only are you foolish to ignore it, but here’s a way to think about it. Here are some tools for managing it. Here, really, is the way to develop a new skill.”

But there was still something missing. True, we had expanded our diagnostic tool kit by quantum steps. True, we had observed managers apparently getting more done because they could pay attention with seven S’s instead of just two. True, by recognizing that real change in large institutions is a function of at least seven hunks of complexity, we were made appropriately more humble about the difficulty of changing a large institution in any fundamental way. But, at the same time, we were short on practical design ideas, especially for the “soft S’s.” Building new corporate capability wasn’t the simple converse of describing and understanding what’s not working, just as designing a good bridge takes more than understanding why some bridges fail. We now had far better mental equipment for pinpointing the cause of organizational malaise, which was good, and we had enhanced our ability to determine what was working despite the structure and ought to be left alone, which was even better. But we needed to enrich our “vocabulary” of design patterns and ideas.

Accordingly, we decided to take a look at management excellence itself. We had put that item on the agenda early in our project, but the real impetus came when the managing directors of Royal Dutch/Shell Group asked us to help them with a one-day seminar on innovation. To fit what we had to offer with Shell’s request, we chose a double meaning for the word “innovation.” In addition to what might normally be thought of — creative people developing marketable new products and services — we added a twist that is central to our concern with change in big institutions. We asserted that innovative companies not only are unusually good at producing commercially viable new widgets; innovative companies are especially adroit at continually responding to change of any sort in their environments. Unlike Andrew Pettigrew’s inertial organizations, when the environment changes, these companies change too. As the needs of their customers shift, the skills of their competitors improve, the mood of the public perturbates, the forces of international trade realign, and government regulations shift, these companies tack, revamp, adjust, transform, and adapt. In short, as a whole culture, they innovate.

That concept of innovation seemed to us to define the task of the truly excellent manager or management team. The companies that seemed to us to have achieved that kind of innovative performance were the ones we labeled excellent companies.

We gave our presentation to Royal Dutch/Shell Group on July 4, 1979, and if this research has a birthday, that was it. What fascinated us even more than the effort in The Netherlands, however, was the reaction we subsequently got from a few companies like HP and 3M that we had contacted in preparation for our discussions with Shell. They were intrigued with the subject we were pursuing and urged us on.

Largely because of that, several months later we put together a team and undertook a full-blown project on the subject of excellence as we had defined it — continuously innovative big companies. This was mainly funded by McKinsey, with some support from interested clients. At that point we chose seventy-five highly regarded companies, and in the winter of 1979-80 conducted intense, structured interviews in about half these organizations. The remainder we initially studied through secondary channels, principally press coverage and annual reports for the last twenty-five years; we have since conducted intensive interviews with more than twenty of those companies. (We also studied some underachieving companies for purposes of comparison, but we didn’t concentrate much on this, as we felt we had plenty of insight into underachievement through our combined twenty-four years in the management consulting business.)

Our findings were a pleasant surprise. The project showed, more clearly than could have been hoped for, that the excellent companies were, above all, brilliant on the basics. Tools didn’t substitute for thinking. Intellect didn’t overpower wisdom. Analysis didn’t impede action. Rather, these companies worked hard to keep things simple in a complex world. They persisted. They insisted on top quality. They fawned on their customers. They listened to their employees and treated them like adults. They allowed their innovative product and service “champions” long tethers. They allowed some chaos in return for quick action and regular experimentation.

The eight attributes that emerged to characterize most nearly the distinction of the excellent, innovative companies go as follows:

1. A bias for action, for getting on with it. Even though these companies may be analytical in their approach to decision making, they are not paralyzed by that fact (as so many others seem to be). In many of these companies the standard operating procedure is “Do it, fix it, try it.” Says a Digital Equipment Corporation senior executive, for example, “When we’ve got a big problem here, we grab ten senior guys and stick them in a room for a week. They come up with an answer and implement it.” Moreover, the companies are experimenters supreme. Instead of allowing 250 engineers and marketers to work on a new product in isolation for fifteen months, they form bands of 5 to 25 and test ideas out on a customer, often with inexpensive prototypes, within a matter of weeks. What is striking is the host of practical devices the excellent companies employ, to maintain corporate fleetness of foot and counter the stultification that almost inevitably comes with size.

2. Close to the customer. These companies learn from the people they serve. They provide unparalleled quality, service, and reliability — things that work and last. They succeed in differentiating — à la Frito-Lay (potato chips), Maytag (washers), or Tupperware — the most commodity-like products. IBM’s marketing vice president, Francis G. (Buck) Rodgers, says, “It’s a shame that, in so many companies, whenever you get good service, it’s an exception.” Not so at the excellent companies. Everyone gets into the act. Many of the innovative companies got their best product ideas from customers. That comes from listening, intently and regularly.

3. Autonomy and entrepreneurship. The innovative companies foster many leaders and many innovators throughout the organization. They are a hive of what we’ve come to call champions; 3M has been described as “so intent on innovation that its essential atmosphere seems not like that of a large corporation but rather a loose network of laboratories and cubbyholes populated by feverish inventors and dauntless entrepreneurs who let their imaginations fly in all directions.” They don’t try to hold everyone on so short a rein that he can’t be creative. They encourage practical risk taking, and support good tries. They follow Fletcher Byrom’s ninth commandment: “Make sure you generate a reasonable number of mistakes.”

4. Productivity through people. The excellent companies treat the rank and file as the root source of quality and productivity gain. They do not foster we/they labor attitudes or regard capital investment as the fundamental source of efficiency improvement. As Thomas J. Watson, Jr., said of his company, “IBM’s philosophy is largely contained in three simple beliefs. I want to begin with what I think is the most important: our respect for the individual. This is a simple concept, but in IBM it occupies a major portion of management time.” Texas Instruments’ chairman Mark Shepherd talks about it in terms of every worker being “seen as a source of ideas, not just acting as a pair of hands”; each of his more than 9,000 People Involvement Program, or PIP, teams (TI’s quality circles) does contribute to the company’s sparkling productivity record.

5. Hands-on, value driven. Thomas Watson, Jr., said that “the basic philosophy of an organization has far more to do with its achievements than do technological or economic resources, organizational structure, innovation and timing.” Watson and HP’s William Hewlett are legendary for walking the plant floors. McDonald’s Ray Kroc regularly visits stores and assesses them on the factors the company holds dear, Q.S.C. & V. (Quality, Service, Cleanliness, and Value).

6. Stick to the knitting. Robert W. Johnson, former Johnson & Johnson chairman, put it this way: “Never acquire a business you don’t know how to run.” Or as Edward G. Harness, past chief executive at Procter & Gamble, said, “This company has never left its base. We seek to be anything but a conglomerate.” While there were a few exceptions, the odds for excellent performance seem strongly to favor those companies that stay reasonably close to businesses they know.

7. Simple form, lean staff. As big as most of the companies we have looked at are, none when we looked at it was formally run with a matrix organization structure, and some which had tried that form had abandoned it. The underlying structural forms and systems in the excellent companies are elegantly simple. Top-level staffs are lean; it is not uncommon to find a corporate staff of fewer than 100 people running multi-billion-dollar enterprises.

8. Simultaneous loose-tight properties. The excellent companies are both centralized and decentralized. For the most part, as we have said, they have pushed autonomy down to the shop floor or product development team. On the other hand, they are fanatic centralists around the few core values they hold dear. 3M is marked by barely organized chaos surrounding its product champions. Yet one analyst argues, “The brainwashed members of an extremist political sect are no more conformist in their central beliefs.” At Digital the chaos is so rampant that one executive noted, “Damn few people know who they work for.” Yet Digital’s fetish for reliability is more rigidly adhered to than any outsider could imagine.

Most of these eight attributes are not startling. Some, if not most, are “motherhoods.” But as Rene McPherson says, “Almost everybody agrees, ‘people are our most important asset.’ Yet almost none really lives it.” The excellent companies live their commitment to people, as they also do their preference for action — any action — over countless standing committees and endless 500-page studies, their fetish about quality and service standards that others, using optimization techniques, would consider pipe dreams; and their insistence on regular initiative (practical autonomy) from tens of thousands, not just 200 designated $75,000-a-year thinkers.

Above all, the intensity itself, stemming from strongly held beliefs, marks these companies. During our first round of interviews, we could “feel it.” The language used in talking about people was different. The expectation of regular contributions was different. The love of the product and customer was palpable. And we felt different ourselves, walking around an HP or 3M facility watching groups at work and play, from the way we had in most of the more bureaucratic institutions we have had experience with. It was watching busy bands of engineers, salesmen, and manufacturers casually hammering out problems in a conference room in St. Paul in February; even a customer was there. It was seeing an HP division manager’s office ($100 million unit), tiny, wall-less, on the factory floor, shared with a secretary. It was seeing Dana’s new chairman, Gerald Mitchell, bearhugging a colleague in the hall after lunch in the Toledo headquarters. It was very far removed from silent board rooms marked by dim lights, somber presentations, rows of staffers lined up along the walls with calculators glowing, and the endless click of the slide projector as analysis after analysis lit up the screen.

We should note that not all eight attributes were present or conspicuous to the same degree in all of the excellent companies we studied. But in every case at least a preponderance of the eight was clearly visible, quite distinctive. We believe, moreover, that the eight are conspicuously absent in most large companies today. Or if they are not absent, they are so well disguised you’d hardly notice them, let alone pick them out as distinguishing traits. Far too many managers have lost sight of the basics, in our opinion: quick action, service to customers, practical innovation, and the fact that you can’t get any of these without virtually everyone’s commitment.

So, on the one hand, the traits are obvious. Presenting the material to students who have no business experience can lead to yawns. “The customer comes first, second, third,” we say. “Doesn’t everyone know that?” is the implied (or actual) response. On the other hand, seasoned audiences usually react with enthusiasm. They know that this material is important, that Buck Rodgers was right when he said good service is the exception. And they are heartened that the “magic” of a P&G and IBM is simply getting the basics right, not possessing twenty more IQ points per man or woman. (We sometimes urge them not to be so heartened. The process of acquiring or sharpening the basics to anything like the excellent companies’ obsessive level, after all, is a lot harder than coming up with a “strategic breakthrough” in one’s head.)

American companies are being stymied not only by their staffs (about which more hereafter), but also by their structures and systems, both of which inhibit action. One of our favorite examples is shown in a diagram drawn by a manager of a would-be new venture in a moderately high technology business (figure on next page).

The circles in this diagram represent organizational units — for example, the one containing MSD is the Management Sciences Division — and the straight lines depict the formal linkages (standing committees) that are involved in launching a new product. There are 223 such formal linkages. Needless to say, the company is hardly first to the marketplace with any new product. The irony, and the tragedy, is that each of the 223 linkages taken by itself makes perfectly good sense. Well-meaning, rational people designed each link for a reason that made sense at the time — for example, a committee was formed to ensure that a glitch between sales and marketing, arising in the last product rollout, is not repeated. The trouble is that the total picture as it inexorably emerged, amusing as it might be to a C. Northcote Parkinson, captures action like a fly in a spider’s web and drains the life out of it. The other sad






	1. High-technology companies, such as Digital Equipment, Hewlett-Packard (HP), Intel, and Texas Instruments (TI)

	2. Consumer goods companies, such as Procter & Gamble (P&G), Chesebrough-Pond’s, and Johnson & Johnson (J&J)

	3. General industrial goods companies of interest (a catch-all obviously), which included Caterpillar, Dana, and 3M (Minnesota Mining and Manufacturing)

	4. Service companies such as Delta Airlines, Marriott, McDonald’s, and Disney Productions

	5. Project management companies such as Bechtel and Fluor

	6. Resource-based companies such as Atlantic-Richfield (Arco), Dow Chemical, and Exxon.











	1. Compound asset growth from 1961 through 1980 (a “least squares” measure that fits a curve to annual growth data).

	2. Compound equity growth from 1961 through 1980 (a “least squares” measure of annual growth data).

	3. The average ratio of market value to book value. “Market to book” is a standard approximation for what the economists call “wealth creation” (market value: closing share price times common shares outstanding, divided by common book-value equity as of December 31, 1961 through 1980).

	4. Average return on total capital, 1961 through 1980 (net income divided by total invested capital, where total invested capital consists of long-term debt, nonredeemable preferred stock, common equity, and minority interests).

	5. Average return on equity, 1961 through 1980.

	6. Average return on sales, 1961 through 1980.
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