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Glossary


Introduction

Companies are much like people, if you don’t look too closely. You get a few kind thoughtful ones, a few grasping ugly ones, and many shades in between. Like the rest of us, they want to get on, earn more and influence others. And they think about how to do all that – a lot. A handful of them have enough confidence and self-knowledge to work it out for themselves. Others feel happier going to a professional for advice. The rest, and there are plenty of them, wait to see what everyone else is doing and then copy their ideas.

Original or borrowed, those ideas are the subject of this book. They may be about overall strategy – how the company plans to get to where it wants to be. Some are about styles of management. Others look at organization – how the company structures itself and arranges its systems. There are different management ideas on how to compete, motivate people or improve quality, on leadership and even on ways of thinking.

Management ideas are a product, like any other. They often begin as practice inside innovative companies, but they are usually hammered into theories – manufactured as ideas – inside the business schools. From there they go to idea retailers, the management and business consultants, who distribute them among the corporate population at large. Companies put the ideas to work and give feedback on any faults, the academics tweak the design and, if it’s a sound idea, the cycle continues.

Like any other product, ideas have a value, which can be high, especially when they are shiny and new. But they also have a shelf life. An eye-catching idea becomes the hottest management must-have for a while and then sinks from view, as managers realize it didn’t really do what it said on the tin. Some are better than others and become part of the mainstream, adapted for new times. Other hot properties are overhyped and oversold, then fall from grace, though some of their essence survives as part of accepted thought. This continual cycle of new lamps for old is perpetuated partly by the academics and consultants, who need new product flow if they are to have a business at all, and partly by demand from managements, with their robust appetite for anything that promises to make their businesses better.

Management has never quite decided whether it’s an art or a science. Science promises certainty, which is an elusive quality in modern business, and managers would dearly love to have a little more of it. It’s that lack of product guarantee, in a world that insists on changing, that will keep new management ideas bubbling up, continually adding to the evolutionary diversity that I hope this book reveals.


01 Adhocracy

As organizational structures go, adhocracy is the direct opposite of bureaucracy – unstructured, decentralized and, at least in theory, responsive. In a bureaucracy, the structure is more important than the people. An adhocracy, on the other hand, is designed to bring out the best in them.

A bureaucracy is ‘a hierarchical administrative system designed to deal with large quantities of work in a routine manner, largely by adhering to a set of strict and impersonal rules’, according to the Oxford Dictionary of Business and Management. ‘It is characterized by its permanence and stability, its body of experience and precedent, and its absence of a reliance on individuals.’ Which more or less sums up what an adhocracy is not.

The idea first surfaced in the work of US leadership theorist Warren G. Bennis. Writing about the company of the future in The Temporary Society (with Philip Slater in 1968), he predicted that it would rely on nimble and flexible project teams within a structure he called ‘adhocracy’. The Latin phrase ad hoc means ‘for this particular purpose only’, though today it also conveys a sense of improvization.

‘Adhocracy is organised chaos.’
Alvin Toffler, 1970

The idea of adhocracies received a more dramatic boost from Alvin Toffler in his 1970 bestseller Future Shock. In it, he saw them as ‘a new, free-form world of kinetic organizations’, predicting that firms would need flatter structures, faster information flows and disposable project teams in order to survive. Next it was Henry Mintzberg’s turn to seize on the term. Mintzberg, who made his name studying how managers really spend their time, also thought about organizational structures. In his 1979 book The Structuring of Organizations (among others), he identified four fundamental types. These were determined using a two-by-two matrix that plotted the nature of their work environment (simple or complex) against their pace of change (stable or dynamic). The resulting classifications were the machine bureaucracy, the professional bureaucracy, the entrepreneurial startup and the adhocracy. Mintzberg argues that each uses fundamentally different mechanisms to coordinate its activities, adding that power resides among different groups within each type.



	 
	SIMPLE

	COMPLEX




	STABLE

	Machine Bureaucracy
Standardized work processes and outputs

	Professional Bureaucracy
Standardized skills and norms




	DYNAMIC

	Entrepreneurial Startup
Direct supervision

	Adhocracy
Mutual adjustment




	Mintzberg’s organizations (and coordination mechanisms)




The machine bureaucracy This has highly specialized but routine operating tasks, formal procedures, lots of self-generated rules and regulations, formalized communication, large operating units and relatively centralized decision-making. It also has a lot of what Mintzberg calls ‘technostructure’ – platoons of managers, planners and accountants. The coordination mechanism is the standardization of procedures and outputs – and that is the responsibility of the technocrats. So they wield considerable power. Think General Motors.

The most influential people in a professional bureaucracy are the highly trained professionals at its operating core. They work relatively independently. Like the machine bureaucracy, they are rule-bound, but whereas the former sets its own rules, the professionals’ standards – the coordination mechanism – come from an outside body. Think hospitals or a large accounting firm.





In clover

Management theory and innovation has always been dominated by Americans, because the US has the largest concentration of business in the world, and therefore the largest market for it. But the UK has made the occasional sparkling contribution, not least from Charles Handy, a former Shell executive and London Business School professor. One of Handy’s many thought-provoking ideas has been the ‘shamrock organization’.

Expounded in The Age of Unreason (1989), the shamrock is a post-adhocratic structure that reflects the growing flexibility and fragmentation of many modern organizations. The people within one of Handy’s shamrock organizations are grouped into three separate leaves.

First, there is the core workforce of full-time professional managers and administrators, well-paid, hard-working, small in number.

Then there is the contractual fringe. These are skilled contractors, hired as and when the company needs them, without paying their overheads. They are paid a fee to produce a specified result, though their methods may be beyond the company’s control.

Finally, there is the flexible labour force of part-timers and temporary staff. The company prefers to have these lower-paid workers carrying out supporting tasks rather than its expensive core workers.






The entrepreneurial startup This is low on technostructure but high in centralized power, invariably in the hands of the founder or chief executive. So the coordination mechanism takes the form of direct supervision and control, and the boss and senior managers wield most influence. This type of organization tends to be flexible and informal, inspiring loyalty while not doing much in the way of planning. Most firms pass through this stage in their early years.

‘As the monolithic “palace” structures of corporations give way, we are being thrust into a world of tents.’
Charles Handy, 1999

The adhocracy has nothing in common with the machine bureaucracy. Instead, it shares the informality of the startup with the devolved responsibility of the professional bureaucracy, though often to a greater extent than either. As Bennis suggested, their specialists have considerable autonomy and are deployed in small, market-based project teams. Since innovation and creativity are central to the business, the level of standardization and rule-making is low. Coordination depends on the mutual adjustment of ad hoc teams, so no particular unit is disproportionately powerful. Much of the latter-day IT industry is organized on adhocratic lines, as are advertising agencies and new media companies.

‘The adhocracy shows the least reverence for the classical principles of management.’
Henry Mintzberg, 1979

Mintzberg distinguished between two kinds of adhocracy. The operating adhocracy innovates and solves problems for its clients – like the aforementioned software houses and ad agencies. The administrative adhocracy has the same project team structure but operates to serve itself – Mintzberg offers the National Aeronautics and Space Administration (NASA) as an example. In an administrative adhocracy, low-level operations may be automated or contracted out.

Adhocracy is alive and well. Robert Waterman, co-author of In Search of Excellence, published another book simply called Adhocracy in 1990. He defined adhocracy as ‘any form of organization that cuts across normal bureaucratic lines to capture opportunities, solve problems and get results’. And he argued that, in an age of accelerating change, organizations such as these, with their ability to adapt and adjust, were the most likely to succeed.
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The opposite of bureaucracy



	timeline



	1450
	Innovation



	1920
	Decentralization



	1968
	Adhocracy



	2004
	Web 2.0





02 Balanced scorecard

If management were a sports team, strategy would be the hero calling the plays who gets all the column inches. But strategy means nothing if it’s not carried out successfully. So performance measurement and management, humble team players, are just as important in getting points on the board. Since the early 1990s, a favoured tool for keeping a grip on implementation has been the balanced scorecard.

The balanced scorecard (BSC) has been through various stages of evolution since then, but it was first articulated in a 1992 Harvard Business Review article by Robert S. Kaplan and David Norton. BSC takes an organization’s strategy, separates it into quantifiable goals and then measures whether the goals are being achieved. It starts with vision – mission statement, perhaps – and breaks that down into strategies, then tactical activities and concludes with metrics. It’s the structure of the metrics – the measuring activities – that is ‘balanced’.

Kaplan later wrote a book called The Balanced Scorecard: You Can’t Drive a Car Solely Relying on a Rearview Mirror, which says it all in a nutshell. The two academics didn’t deny the need for financial statistics as an aid to navigation and to keep the shareholders calm, but insisted that other perspectives were necessary. They added another three, giving them four in total.

‘The Balanced scorecard describes the theory of your strategy. You believe that, if you do A, B will happen. So you now have to start monitoring the strategy through your feedback systems … testing the hypothesis. You should always ask the question, if I am doing A, is B happening?’
David Norton, 2001

The financial perspective ‘How do we look to shareholders?’ Few companies suffer from a shortage of financial information. The organization’s financial performance is fundamental to its survival and to satisfying its shareholders. So accurate data such as return on capital employed, unit costs, cash flow, market share and profit growth remain very important bearings on the company’s progress. Kaplan and Norton had little criticism of this aspect of measurement other than to suggest that there was sometimes too much of it. They emphasized, however, that financial data is, by definition, historical. It tells us what has happened to the organization. It may not be as effective as telling us what is happening to the organization right now. And, as they say in financial advertising, past performance is no guarantee of future success.

The customer perspective ‘How do we look to customers?’ Kaplan and Norton were writing at a time when companies were growing more aware of a need to see things from the customer’s point of view, and acknowledging the truth that it costs a lot more to find a new customer than to keep an existing one. ‘Customer satisfaction’ was developing into a mantra and ‘customer relationship management’ was about to become the next fashionable management idea – and concern for the customer has certainly not decreased since then. To view the business from this perspective, the company must gauge how satisfied customers are with the products and service they receive. Measurement here includes customer satisfaction, customer retention rates, response rates and reputation.





Kaplan and Norton

The balanced scorecard is one of the most popular management ideas of recent times. One consulting firm recently estimated that at least 40% of the Fortune 1000 companies were using the methodology.

Its authors, Robert S. Kaplan and David Norton, have published a number of books and established a prosperous consultancy business that helps companies to implement their ideas. Kaplan is a professor at Harvard Business School, where he has taught since 1984, and was featured in the Financial Times list of Top 25 Business Thinkers in 2005. Norton is the professional consultant of the partnership and runs BSCol, the company they founded together.

In The Strategy-Focused Organization, which appeared in 2001, they upgraded the balanced scorecard into a ‘strategic management system’, introducing their so-called ‘strategy map’. A one-page diagram incorporating the four BSC perspectives, Kaplan says the map is ‘a model of how an organization creates value’.






The business process perspective ‘How effective are we internally?’ This is an inward-looking, internal perspective, measuring the performance of all those key processes that drive the business. For many companies, particularly those in manufacturing, this was more familiar ground, the realm of people holding stopwatches and clipboards. The measures themselves would depend on the nature of the business but might include manufacturing excellence and quality, time to get new products to market and inventory management. Some frame the question that this perspective seeks to answer: ‘What must we excel at?’

‘Once you describe it, you can manage it.’
David Norton, 2001

The learning and growth perspective ‘How can we change and improve?’ Answers to this question give a measure of potential future performance, focusing on the need to invest in the development of the organization’s people. ‘Learning’ encompasses more than merely ‘training’, though it includes that too. Hours spent on training and the number of employee suggestions might be among the measures sought. But Kaplan and Norton also promote the idea of mentors and tutors within the firm, as well as a relaxed style of communication between employees that allows them to get help with problems when needed. Some include innovation in this perspective, adding measures such as research and development as a proportion of sales, for example, or the percentage of sales from new products.

Put the data from these four different points of view together and the results do what it says on the packet – they give a ‘balanced’ view of the organization, rather than an overwhelmingly financial one. The link between measurement and strategy comes in the choice of what gets measured – the metrics. But BSC doesn’t stop at measurement. The point of measurement is to allow managers to see the organization more clearly, and to manage more effectively – to take better decisions – based on that information.

‘Financial systems are always snapshots: they can’t describe a time-based logic of cause and effect. They can’t integrate different kinds of assets into what I would call a strategic recipe.’
David Norton, 2001

So Kaplan and Norton, who have built a profitable business out of helping companies to implement BSC, maintain that it is a management as well as a measurement system. They say you can’t improve what you can’t measure. Feedback from the scorecard is used to adapt the implementation of strategy or, if necessary, strategy itself.

Today, BSC is still widely used among large companies and has gained a following among public sector and non-profit organizations. Some users note that, carried out properly, BSC can be a catalyst for change. They point out that the performance measurement is not an end in itself. As Goodhart’s law suggests, measures should not become targets. Instead, they should serve as aids to analysis. They don’t have to be accurate, but people must have confidence in them as reliable indicators of what is actually going on.
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	Corporate strategy
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	Value chain



	1990s
	Customer relationship management
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	Balanced scorecard





03 Benchmarking

If someone is doing something more successfully than you are, it makes sense to look over their shoulder and see what you can learn from them. US manufacturers started doing this when they realized that Japanese competitors were taking away their markets. It’s called benchmarking and it’s become so widespread among big companies that some business thinkers now caution against it.

The history books point to Xerox as being the first large US corporation to benchmark. That was in the late 1970s when, like many of its compatriots, it was feeling the competitive heat. It took all the key parts of the business, from production to sales and maintenance, and measured them against their counterparts in other companies, abroad as well as at home. If the performance of the other’s process was better in some way – quicker, cheaper, more efficient – Xerox determined at least to match it. In so doing, it transformed its own overall performance and word spread. So did the practice of benchmarking.

Another famous early benchmarking exercise was the International Motor Vehicle Programme, which ran from 1985–90. Coordinated at the Massachusetts Institute of Technology and involving US, European and Japanese automobile manufacturers, it sought to establish why the Japanese were performing so much better than everyone else. The conclusions led to the adoption in the west of what is now known as lean manufacturing (see Chapter 28).

A benchmark is a standard of performance; it can apply to anything from production rates and defect levels to how you answer the phone. In benchmarking, you first assess your own performance, compare it with others and, if they are superior, you do what it takes to match or – better – exceed it. The Japanese, interestingly enough, don’t have a word for it but, in the spirit of continuous improvement, they do it constantly. There was a time when no western trade show was complete without squads of earnestly polite young Japanese scribbling in notebooks.

‘The most significant cost [of benchmarking] will be the management time.’
Oxford Dictionary of Business and Management, 2006

Inside and out Benchmarking comes in different forms. Internal benchmarking may compare the way service departments in different regions handle warranty claims, for example. If nothing else, that can be a good way to find out how benchmarking works. External benchmarking is harder and should be more productive. Doing it with direct competitors can be delicate, since they will be reluctant to share certain information, though in certain areas – like health and safety – competitors may be more cooperative for the sake of the industry as a whole.

Beyond your market Benchmarking against practices in unrelated industries is easier and usually more useful, since it is more likely to tell you things you didn’t know. Looking beyond one’s own industry helps to remove blinkers and – when it comes to implementation – is less likely to fall foul of the ‘not invented here’ syndrome. British airport operator BAA provided a classic example of cross-industry benchmarking when it compared notes with Ascot racecourse and Wembley football stadium. It reasoned, with great good sense, that they too had to cope with mass arrivals and departures over short periods of time.

Step by step Benchmarking methodologies vary in detail but follow much the same route. Pick a benchmark. It shouldn’t be too broad in scope, and should be capable of precise definition. One school of thought says that everything can and should be benchmarked but this becoming a minority view, given the cost in time and people. For that same reason, commitment from the top is important. Then pick a team. Some companies favour small teams of two or three, others more, but at least some should be senior enough to get their recommendations approved. Outside consultants can be used, particularly if confidentiality is an issue or the company is inexperienced. Either way, the first step is to analyse your own process from beginning to end, so that you know what is being benchmarked. For those who think they know their own processes, this can yield surprising results and may prove a benefit in itself.

Select partners – this is not always straightforward, as the most obvious or attractive may well be suffering from benchmark fatigue. Decide on measurement methods and – important – units, and then collect the data. The data report should include any differences in the partner’s practices and structure as well as its processes. Analyse the results and, in the jargon, determine the ‘gap’.

Then plan for change, identifying any ideas you can adopt or adapt to improve your own process and determining how to implement them. The plans should aim to take you well beyond the present gap. The next time you compare notes – which you should – the partner will presumably have continued to improve as well.





Black marks

Benchmarking has been taken up in Australia as enthusiastically as anywhere else. Aussie benchmarkers particularly like the story of the concrete supplier who benchmarked against a pizza parlour, in an effort to improve its delivery times. Benchmarking Plus, a Melbourne-based consultancy, offers this advice on what not to do:

Don’t confuse benchmarking with taking part in a survey – surveying companies in your industry may tell you where you rank, but won’t improve your position. Surveys may give interesting numbers, but benchmarking tells us what is behind the numbers.

Don’t confuse benchmarking with research – benchmarking is for existing processes. If you are starting a new process and looking at other company’s ideas, that’s research.

Don’t take on too much – if a process is a group of tasks and a system is a group of processes, don’t try to benchmark a total system. It will take too long, cost too much and it will be hard to stay focused.

Don’t underestimate the importance of having the right partner – research benchmarking partners thoroughly. Don’t waste their time or yours.

Don’t neglect your homework – know your own process thoroughly and know what you want to learn before approaching partners.

Don’t misalign – don’t choose a topic that is not aligned with the overall business goals or that cuts across some existing initiative.






Why you shouldn’t This benchmarking model has become so embedded as standard practice that, unsurprisingly, some voices are now being raised against it. One argument is that such effort represents poor use of management time, which could be better spent thinking about the fundamentals in one’s own company.

Daniel Levinthal of the Wharton business school’s management department acknowledges that benchmarking can have value and power, but warns that there may be dangers in imitating some policies and practices of other firms. He points out that the different functional components of a firm are both complementary and reinforcing – ‘interdependent’. Firms that have sustained their competitive advantage over time are the ones that are good at managing those interdependencies.

‘Copying best practices may make you more efficient, but it will also make you look more like your competitors.’
Nicolaj Siggelkow, 2006

The implicit assumption of benchmark thinking is that the policy adopted from outside can be independent of everything else the firm is doing. However, for one these components – human resources, say – to adopt the best management practice of another company may not only not be best for the firm, but may actually be dysfunctional. It could disturb the internal consistency of the company’s interlocking set of strategy choices.

Finally, there is mounting criticism of the way in which benchmarking is making all companies look the same, producing strategic convergence. And lack of differentiation, as Michael Porter would say, is no source of competitive advantage.
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Glossary

Amortized cost The value of assets wastes away, so their cost is charged against profits – amortized – over a number of years. The more years, the smaller the annual charge.

Barriers to entry/exit Factors that prevent new competitors from entering a market, or existing ones from leaving it. Usually related to cost or know-how – hence ‘cost of entry’.

Bricks and clicks Joint use of the web and physical outlets as complementary distribution channels. Sometimes called ‘clicks and mortar’.

Capital Financial or physical assets used to produce an income. Includes money invested in a business (share capital) or borrowed by it (loan capital). Investors expect a return on [the] capital [they have] invested (ROCI).

Clicks and mortar see Bricks and clicks

Commoditized Describes products where no single brand has any differentiating features and consumers buy on price alone.

Conglomerate A collection of companies in unrelated businesses, usually owned by a ‘holding company’. No longer favoured by investors.

Consolidation In an industry, a reduction in the number of competitors as the bigger ones acquire or eliminate the smaller ones.

Convergence Buzzword of the 1990s, describing the growing interdependence of telecommunications, computers and the media. ‘Strategic’ convergence is the growing similarity of individual corporate strategies.

Core business The business at the heart of an organization’s success. Likewise, ‘core’ products and ‘core’ skills. These should never be outsourced.

Cost of entry see Barriers to entry/exit

Disclosure Providing relevant information on trading activities, financial performance, assets and liabilities to shareholders and other interested parties.

Efficiency vs effectiveness Efficiency is saving time, money or effort (‘doing things right’ – Peter Drucker). Effectiveness is doing a quality job that achieves its goals (‘doing the right things’).

Entrepreneur Someone who undertakes (from the French entreprendre – to undertake) to supply the market for a profit. Implies a spirit of initiative and risk-taking.

Ethical investment An investment style that avoids shares in ‘unethical’ companies, such as those in arms or tobacco, or heavy polluters. For some, corporate governance is also an ‘ethical’ issue.

5S Japanese system of order and cleanliness in the workplace – seiri (tidiness), seiton (orderliness), seiso (cleanliness), seiketsu (standards) and shitsuke (sustaining discipline).

Flattening see Hierarchical organization

Flotation see IPO

Function A distinct department of the business, usually with its own budget, such as sales, production, marketing, human resources and finance.

Goodhart’s Law In essence, when a measure becomes a target it stops being a good measure, because it changes the focus of people’s activity.

Hierarchical organization An organization with many layers of management, often pyramid-like, with each reporting upwards until they reach the top. ‘Flattening’ is removing some of these layers.

Inventory Stocks of supplies, work in progress or finished products within the company at any one time.

IPO Initial public offering. Inviting the public to invest in a company’s shares for the first time. Otherwise known as ‘flotation’, ‘listing’ or even ‘getting quoted’.

Listing see IPO

Logistics Technically, managing the flow of materials and information along the supply chain, but often used, more specifically, to mean transport and storage.

Margin Profit as a percentage of sales. High margin is good, low margin less so.

Mass customization Adapting a mass-produced product for individual consumption.

Metrics Jargon for ‘measurements’.

Multinationals Companies with operations established in more than one country. Some now prefer to think of themselves as ‘global companies’.

NGO Non-governmental organization, usually with altruistic purpose. Often involved in stakeholder and corporate social responsibility issues.

Niche A smaller portion of a larger market. Niche marketing is much more targeted than mass marketing.

Non-correlated Describes businesses or investments whose cycles are not related to each other. Since their fortunes are less likely to rise and fall simultaneously, non-correlation should smooth out volatility.

Non-executive director A board director who is not employed as an executive by the company. An ‘independent’ non-exec is expected to represent shareholders’ interests. A non-exec who used to work for the company is not ‘independent’.

‘Not invented here’ syndrome Resistance to any idea or practice that comes from outside the company, or even outside the department.

Offshoring Moving a company operation, often manufacturing, to another country. Not the same as outsourcing, which is to subcontract an operation to someone else, onshore or offshore.

Penetration Market penetration is entering a new market. Penetration pricing is low initial pricing to win consumer acceptance.

Productivity The amount of output per unit of input – often the number of hours required to produce a product. Raising productivity is one of management’s favourite preoccupations.

Resources People, equipment, facilities, money and materials used to achieve a particular goal. The trouble with resources is that they are finite.

SBU Strategic business unit. A subsidiary, division or even product within the company that serves its own market and determines its own strategy.

Shareholder value More money for shareholders. This may be in the form of a higher share price, larger dividends or one-off cash payments.

Skimming A pricing strategy for new products, particularly if they are unique. Skimming charges as much as the market will bear, then lowers prices as competitors appear.

Skunk works A small group of experts who work outside strict company rules and often in secret to develop a new product or technology.

Street furniture Equipment placed on or near streets, such as bus shelters, signs, benches and kiosks, which became a new medium for outdoor advertising.

Sustainable development What the behaviour of large companies is expected to promote, so that present behaviour doesn’t impair the ability of future generations to meet their own needs. Principally, but not exclusively, environmental.

Synergy The ability of one plus one to equal three. The added value created (or, more often, hoped for) when two companies or activities are joined together.

Unit costs The cost to produce one of something. Economies of scale say that the more of that something you produce, the lower the unit cost will be.

Venture capital Funding for startup or young, high-growth businesses which may be too risky to attract affordable capital from other sources. High-risk, high-reward stuff.

Vertical integration What happens when a company extends its control further along the supply chain, by acquiring either its suppliers (backward integration) or its customers (forward integration).

Viral marketing A technique that encourages people to pass along a marketing message via social networks (word of mouth and electronic), as a virus might spread from person to person. If the pass-along rate is high, the campaign snowballs; if it is low, the message fizzles out.
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