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Preface

In reflecting on how this book came to be, I am reminded of a line from the Grateful Dead’s 1970 anthem “Truckin’”: “Lately it occurs to me, what a long strange trip it’s been.” My own journey to this book has been very long and more than a little strange.

I arrived at MIT in 1964 with some nine hundred other freshmen. Though we didn’t know it at the time, we were about to witness—and in some cases, contribute to—the dawn of the computer age. At that time, computing was still an obscure and peripheral phenomenon. Out of the public eye, and principally employed for scientific and accounting applications, computers of the 1960s were, by modern standards, extremely weak. Yet something about the computer fascinated many of my generation. We were attracted by its exactitude and its clarity, and perhaps by the ability it afforded us to control a machine that could even then outperform the human mind. Many of us followed its siren call, abandoning more traditional fields of study to push the envelope on hardware and (especially) software technology. We became software engineers and computer scientists before these terms were coined. Silicon Valley may be its contemporary center, but the modern computer industry was forged in the crucible of Cambridge in the 60s and 70s. Among my professors and classmates and (later) my colleagues and students were the inventor of the Ethernet, the builder of Lotus 123, and the architects of the Internet. Caught up in the heady atmosphere of creativity and invention that defined the Cambridge zeitgeist, I continued at MIT to earn a Ph.D. in computer science, and then joined the faculty in that field. 

But over time, it became apparent to me that I did not share my colleagues’ intense passion for and exclusive preoccupation with computing technology. I was also curious about the applications of computers, the purposes for which people actually employed our inventions, and about how this technology was changing the ways in which people did their work and lived their lives. So in 1982, I resigned my tenured position at MIT (an act that some thought bordered on madness) and set off to explore the “real world” of business. 

In this endeavor, I had the great advantage of never having attended business school. As a result, I did not perceive the business world filtered through the theories and expectations transmitted in the classroom. Rather, I saw it unencumbered, unmediated, and as it really was. And what I saw appalled me.

As a naïve academic, I had assumed that sophisticated businesspeople were exploiting the power of the computer in imaginative ways. Instead, I discovered that the vast majority of companies were simply overlaying computer technology on antiquated business practices: “paving the cowpaths.” Where was the imagination, the creativity, the elegance? Even worse, as I looked more closely, I found that the operations of supposedly great corporations, automated or otherwise, were largely haphazard and undesigned, cobbled together in the crudest of ad hoc fashions, and rife with inefficiency and waste. Pampered by buoyant economic conditions and pliant customers, companies were wasting the business opportunities that computer technology was offering them. They were operating as they always had, using the new devices without thinking deeply about them, and squandering the ability to harness the power of the computer to truly innovative ways of doing business. To an engineer like myself, this was an outrage bordering on the sinful.

There were some bright spots in this bleak landscape. In my peregrinations, I had the good fortune to come across a few companies that were actually starting to do things differently. Usually because they were in desperate straits, these companies were forced to make truly fundamental changes. They rethought how they worked and created unprecedented methods of operation. They reinvented their old ways instead of merely automating them, and they deployed technology in support of these innovations. The results these companies achieved were breathtaking, and more than justified the bold risks they had taken. Here was something new and exciting.

While I was thrilled to encounter this work, it felt incomplete to me. My training in the disciplines of mathematics and engineering pushed me to look for the theory that underlay these innovations, the axioms and first principles that these companies had applied. Unfortunately, there were none to be found. These companies had been improvising, not following a textbook. They had their hands full creating new ways of working; developing ideologies to support them was a luxury they could not afford. That responsibility fell to me. Starting with the raw material of their experiences, I worked to synthesize an explanatory theory of what they had done, as well as a methodology for others to emulate. Thus was born reengineering.

Reengineering was the term I coined to describe these innovative ways of doing business. During the 1990s many other companies joined the pioneers that I had found, and reengineering evolved from experimental construct into serious business practice, employed by hundreds of major companies and countless smaller ones. Throughout the decade, I continued to study these companies, their new ways of doing business, and the challenges they encountered in implementation; I documented my findings in two further books.

While I learned many things from my studies, the most important one was that Curly was very, and even dangerously, wrong. I refer not to the Curly of Three Stooges fame, but rather to the taciturn cowpoke in the film City Slickers, played by Jack Palance. In the film, Curly offers a bit of Zen-like counsel to Billy Crystal’s character, a seeker after life’s purpose: “It’s just one thing,” meaning that everyone should focus on just a single goal. Perhaps that is good advice in private life, but following it in business leads to disasters even worse than cattle stampedes. In reality, as opposed to the movies, there is no one grand solution to the problems of business, no one technique or single idea that brings salvation and success.

One of the (inadvertent) sins for which I may one day be called to account is having caused to be unleashed on an unsuspecting world a flood of “big idea” business books. Reengineering the Corporation had one central notion, that dramatic performance improvements could be achieved through radical changes in business operations. While I did not claim that reengineering was all that companies needed to do to defeat their competitors, the popularity of the book and success of the concept led some to see it as a panacea, which in turn encouraged others to promote their favorite silver bullets. For nearly a decade, businesspeople have been deluged with books promising simple recipes for eternal victory. Perhaps part of my atonement for this unintentional transgression has been to write The Agenda. 

For Curly indeed was very wrong. There are no silver bullets. In my studies of the past decade, I have found that the best companies have been innovating on a broad front: reengineering their business processes, to be sure, but doing much else as well. Leaders of these organizations have been questioning and reshaping virtually everything about them, from the roles of managers to the structure of measurement systems to relationships with suppliers and customers. Again, as was the case with reengineering, these innovations were not applications of some previously developed theory or set of principles. They were tactical battlefield responses to the challenges of a new business environment. The power and success of these innovations demanded that they be chronicled and explained. The Agenda is the result. 

The goal of The Agenda is to illuminate a set of nine emerging business concepts that underlie how the best companies around are mastering today’s turbulent environment. While a number of motifs—the power of process, evaporating boundaries, profound cultural change—recur throughout the book, each of these nine ideas, presented in its own chapter, stands largely on its own. By highlighting them, I hope to make them explicit and accessible to the entire business community. For companies to survive and thrive, everyone from the front lines to the boardroom needs to understand and act upon these themes. They capture what is happening right now at the business frontier, and they will shape management discourse of the coming decade, much as reengineering shaped that of the last one.

Long and strange though the trip to The Agenda may have been, it was also fascinating and exciting. I hope that the book captures some of the thrills of that journey, and that you have as much fun at the destination as I did along the way.


 


Advance Praise for The Agenda

“A recipe for winning in today’s fast-moving, hypercompetitive world.”

—Dave Pottruck, president and co-CEO, The Charles Schwab Corporation

“I’ve long admired Michael Hammer’s insights into what’s wrong with businesses and his prescription for improvement. Dr. Hammer is absolutely on the mark about how growth has to be created, not just harvested, and that makes management among the most difficult, risky, and precarious of human endeavors. Today with dot-coms turning into dot-bombs and even long-established businesses being upset by upstarts, The Agenda provides a series of valuable lessons for anyone seeking success in the consumer-dominated economy. Read this book—and hope your competitors do not.”

—Joseph Nacchio, chairman and CEO, Qwest Communications

“Investing even just a few hours in The Agenda can help set your agenda for outexecuting the competition. Hammer has written an anatomy of execution, revealing the key processes that drive customer value and consistently superior performance. His principles certainly resonate with EMC—aka the Execution Machine Company.”

—Joe Tucci, president and CEO, EMC Corporation

“Michael Hammer has once again forged ahead of the pack with a practical, specific, easily understood, and prophetic view of what’s ahead. As world business competition continues to intensify, CEOs will do well to listen to Hammer.”

—Larry Bossidy, chairman and CEO of Honeywell International

“As usual, Mike Hammer brings the reality of the emerging and demanding game of business to the forefront. Winning customers and retaining them is the real game of business. At the same time, creating shareholder value is what counts. This is the book of how. It is remarkably clear, easy to understand, and enables the reader to take action and execute. It’s devoid of jargon and platitudes. Simplicity is its virtue. And practicality is its value.”

—Ram Charan, author of Boards at Work and What the CEO Wants You to Know

“The Agenda addresses two critical and timeless leadership imperatives: focusing on the customer and fostering teamwork. Michael Hammer’s tool kit for addressing the agenda of the future is clear, inspiring, and practical.”

—David A. Spina, chairman and CEO, State Street Corporation

“Like Dr. Hammer’s previous books, The Agenda articulates a new and important business sea change, the emergence of a customer-centric economy. His practical road map—for those who are willing to rise to the challenge—is a wake-up call rallying business leaders to start thinking like customers. From the boardroom to middle management, this is a must-read for every company executive. Your company’s future depends on it.”

—Mackey J. McDonald, CEO, chairman, and president, VF Corporation

“All you can ask of any business book is for it to make you think about how your organization performs. In The Agenda Mike Hammer gives us a lot to think about.”

—Mike Eskew, vice chairman, United Parcel Service
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Prepare for a Future 
You Cannot Predict

Institutionalize a Capacity for Change

In a management seminar I led in early 2000, I asked the participants to list the biggest headaches that had bedeviled their organizations over the previous twelve months. In no particular order, here are seven of the most frequently mentioned crises that these companies had to deal with in 1999:



•  The Euro: The new common European currency had enormous implications for how companies organized their European operations, to say nothing of its consequences for accounting systems.

•  Asian economic crisis: Many U.S. exporters were devastated by the Pacific Rim’s economic collapse in early 1999.

•  Major mergers and acquisitions: Industry after industry was rocked by the coupling of its largest players—DaimlerChrysler, ExxonMobil, and AOL-Time Warner, just to name a few.

•  Deregulation: Companies accustomed to operating under regulation and largely without competition found this sudden shift to a more competitive environment unsettling, to say the least.

•  ERP implementation: While ERP systems offered great potential for integrating company processes and operations, they also posed enormous implementation challenges.

•  Supply chain integration: The need to work closely with suppliers and customers in order to reduce inventories and costs across the supply chain demanded major adjustments from all parties.

•  The Internet: Virtually every company and industry had to scramble to determine what this radical new technology meant for them.



After the group identified its issues, I turned the discussion to strategic planning, the familiar mechanism by which companies prepare themselves for the future. Usually, a company’s strategic plan has at least a five-year time horizon.

I innocently asked my seminar attendees if their strategic planners had identified any of the key issues of 1999 in 1994, when they were five years away. Not a single hand was raised. I have asked this question repeatedly of many groups, and not one hand has ever gone up. In other words, every year hundreds of companies churn out long-term strategic plans that are empty exercises—virtually total failures at pinpointing and preparing for the critical issues of the future.

This picture, troubling though it is, can get even worse. At the end of 1999, a senior American Express executive reflected on the most important initiatives his company had undertaken that year. These included such innovations as the Blue Card, a credit card containing an 8K chip for Internet use, and a program entitled American Express @Work, which made it easier for businesses to manage their corporate American Express cards online.

These were among the most critical advances American Express made in 1999—yet they had not been included in the company’s plan for 1999, which had been prepared just the previous year. In other words, these programs were conceived and launched within one calendar year. The need for these initiatives wasn’t recognized until 1999, at which point the company had to move on them immediately. Forget about projecting the future five years hence; seeing twelve months ahead seems to be beyond anyone’s capabilities.

The foregoing isn’t a commentary on the inadequacy of strategic planning or on American Express. Rather, it reflects the fact that we are living in most unusual times, when the horizon has moved closer and time frames have condensed. The phrase speed of change, the subject of countless business books, articles, and speeches, has been so overused of late that it has been bleached of meaning. Yet change is not an abstraction, and its acceleration is not just a topic for pontificating gurus.

Consider the question of technology diffusion—the length of time it takes a new technology to reach a certain critical mass of users, say 10 million. For pagers, the time from initial market entry to 10 million users was forty-one years. Fax machines took twenty-two years, VCRs nine, CD players seven, personal computers six, and Web browsers just ten months. Napster took even less time than that. The point is that new technologies no longer have long gestation periods, during which companies and consumers can think about and adapt to their implications. They go from novel to routine practically overnight.

When I first became involved in information technology thirty-five years ago—in the mid-1960s—the expected lifetime of a new computer product was seven to ten years. The manufacturer could expect the product to remain viable in the marketplace for at least that long. Now, the viability period has been reduced to eighteen months at the outside—and more typically six to nine months. In other words, as soon as a product is announced, it is virtually obsolete.

Technology is far from the only domain of breakneck change. The context of business is constantly changing as well. Social, legal, regulatory, and political conditions shape what business can and cannot do. Legal restrictions are suddenly lifted or imposed, national boundaries dissolve, and economies boom and bust, all with virtually no warning.

I am on an e-mail distribution list for biweekly reports on major changes that affect business. One week the topic was the sharp increase in the number of women who make their families’ investment decisions; another was the sudden upswing in consumer interest in buying from companies that are socially conscious on environmental issues and third world labor. Yet another report summarized the dramatic decline in the power of fixed prices with the advent of auctions at eBay and Yahoo! It is enough to make one’s head spin. Nothing can be taken for granted for more than an afternoon. Heraclitus’s dictum that “all is flux” is shaping up as the greatest understatement of our age.

In my seminars, I often include a display of some contemporary headlines from the business pages:



•  AOL Acquires Time Warner

•  White House Increases Estimate of Surplus

•  Nokia Dominates Cellular Phone Market

•  California Utilities Face Default

•  Hackers Halt eBay



After reviewing these headlines, I ask managers to imagine how they would have reacted if they had read them five years ago. They say that they would have found most of them ludicrous and the rest simply incomprehensible. Many of the phenomena that so preoccupy executives today were not even blips on their radar screens five years ago.

I then ask my seminar attendees toname the strongest, most invincible companies they can think of. The usual suspects are named—Intel, General Electric, Microsoft, Procter & Gamble, and the like, the bluest blue chips.

I proceed to divide the group into small teams, each of which is assigned one of the companies and the following task: Construct a plausible scenario in which your assigned company is driven to the edge of bankruptcy in five years. The operative word is plausible. They aren’t allowed to invoke an exogenous force, such as a scientific miracle or a far-fetched intervention, divine or federal.

Despite these constraints, no one has any difficulty completing the assignment. Let’s consider Microsoft. Little imagination is required to draw the outlines of a fatal plunge for the mighty king of the software hill. The free alternative operating system called Linux is now being supported through open source code by thousands of programmers around the world. If Linux catches on more, the result could be an explosion of new application software that jolts Windows out of its catbird seat. Or perhaps we will see a proliferation of so-called thin PCs—very inexpensive computers with little memory or processing power that serve mainly to connect users to the Internet. Microsoft’s powerful Windows operating system isn’t designed to operate on such thin platforms and the company could lose its dominant position to some upstart that had the right product at the right time.

This isn’t to say that Microsoft or any of the other corporate powerhouses will actually experience any of these horrific scenarios. The point is that they could. (And according to published reports, Microsoft chairman Bill Gates spends a lot of hours worrying just about such eventualities.)

The point of this and other similar scenarios is that if they occur, the high-flier’s downfall will be caused by change rather than incompetence: changes in technology, competition, customer preferences, or in some other aspect of the business environment in which it operates and competes.

Interestingly, when I started conducting this exercise with managers in the mid-1990s, some of the companies they regularly listed, such as Coca-Cola, Motorola, and Nike, were, in fact, displaced from the top just a few years later in the same ways as the scenarios had imagined. Equally interesting is that some have begun to recover and are starting to reappear on my attendees’ star charts.

The reasons for this unprecedented rate of change are not hard to find. The first is the explosion of knowledge; it is an oft-repeated cliché that some 90 percent of the scientists and engineers who have ever lived in the history of humankind are at work today. Since all scientific and technological advances build on everything that preceded them, we are thus guaranteed an ever broader stream of technological innovations, which will inevitably bring business change in their wake. The second is the modern telecommunications infrastructure. Once upon a time, new ideas and techniques propagated very slowly if at all. Innovations could spread only as quickly as the speed of the horse or the train. Today innovations and ideas spread at the speed of light. What was new this morning is familiar this afternoon and old news by the evening. The third is a culture of innovation that welcomes change. Not so long ago, American culture valorized the tried and true, the well tested, the long familiar. No longer. Now people want the newest, the latest, the most up to date. Where newfangled once connoted unreliability and questionable quality, now traditional breeds suspicion if not contempt.

In short, the world is spinning faster than ever before; change is occurring on multiple fronts simultaneously and at an overwhelmingly rapid pace; and such change can be very hazardous indeed to a company’s health. The implications are sobering. I opened this book by arguing that the happy days of the late 1990s are now gone and that the world of business has reverted to its normal condition of complexity and difficulty. In fact, it is worse than that. Business in the 2000s is not just as tough as it always was; it is tougher. The inexorable pace of change overlays a new level of complexity onto the challenge of creating and sustaining a winning company.

It would be tempting for me to suggest, and for you to believe, that implementing the nine items on the agenda is all that it will take for your company to succeed in the coming years. It would be tempting but wrong. Because the world is changing at a head-spinning rate, the agenda is in fact not fixed but open-ended. Before the decade is out, your company will face new imperatives that neither you nor I can now foresee. New technologies will arise that enable unprecedented ways of working and creating customer value. Customer needs will change in unpredictable ways. The sociopolitical climate will impose new requirements or restrictions. In short, you will never be finished with the agenda. Changing times will add items to it as soon as you take others off. Implementing the agenda is not a one-time effort but an ongoing responsibility.

The question, of course: How do you handle this responsibility?

Conventional wisdom would tell you to plan better; that is, to work harder at gathering data that will forecast the future and allow you to identify the new elements of the agenda far in advance, so that you may get ready to implement them. But that is precisely the approach that hundreds of companies have pursued to no avail. Even the most promising methods of prognostication, such as scenario planning popularized by Royal Dutch Shell, have very limited application. How can you possibly plan for an explosive new phenomenon like e-commerce? By the time it is tangible enough to imagine scenarios, it is too late. It moves too fast to catch up with, much less stay ahead of.

The answer is to shift the definition of planning. Traditional planning assumed that one could first predict the future and then, in response to what the predictions revealed, create detailed plans that could be reliably executed. This no longer makes sense.

Today planning must assume that the future can’t be predicted—only prepared for. This sounds impossible, but it can be done if your organization has the capacity to identify and respond instantly to changes that affect it.

In other words, the way to cope with rapid change is to create a highly adaptable organization that obliterates time lags. It never looks ahead. It operates entirely in the present, only “now.” It spots and reacts to significant change in practically the same breath. It does not need to anticipate what new items will be added to its agenda; instead, it will handle them the moment they appear.

Though this may sound like the kind of incomprehensible abstraction that only consultants love, it is in fact possible to create such an agile enterprise. There are three concrete steps that you can take to make your company resilient in the face of unrelenting change:



1.  Create an early warning system to spot changes to which you must respond quickly.

2.  Become adept at rapidly designing and installing the new ways of working that such external changes demand.

3.  Create an organizational infrastructure that supports both of the first two.



Let’s consider each of these in turn.

1. Create an Early Warning System.

As I have said, one major reason why companies get caught flat-footed by changes is that they don’t see them even when they are staring them right in the face. A few alert people may observe what’s happening, but the organization as a whole seems neither to recognize danger nor to exhibit urgency in responding to it quickly and systematically. To outsiders, such insouciance is incomprehensible. How did Montgomery Ward allow Sears to steal the suburbs, and how did Sears later allow Wal-Mart to do the same thing to it? Did Sears not see that the discounters were eating into its core market? Didn’t the established booksellers see the audience that Amazon.com was preempting right before their eyes? Were they unaware of the thunderous arrival of electronic commerce? To all these baffling questions, the answer couldn’t be simpler—that’s right, they didn’t notice.

In most organizations, change is regarded as an anomaly, an exceptional event. None of a company’s sensory systems is designed to watch out for it. Inherent in the operations of most companies is the confidence that continuity and stability will prevail, and that confidence can make them almost willfully blind to what’s going on around them.

In many organizations, those who first see the handwriting on the wall lack the authority to do anything about it—and those who can, don’t notice it. Executives stashed away in the hushed splendor of their sixtieth-floor suites are rarely the first to recognize external threats. Critical change that really matters occurs far below, at ground level in the real world; a sudden change in customer preferences, a new competitive offering that leapfrogs yours, or an unexpected response to a new product are issues that most senior executives encounter only thirdhand. Insulated from the workaday world, they suffer the senior executive’s occupational hazard: the ignorance that results from a steady diet of sanitized and virtually useless information. As one corporate leader said, “I only know what they let me know. The information I get is summarized, bleached of all important detail. It’s narrow and focused primarily on financial issues. It’s also painfully late. It mostly tells me about events of the last quarter, which is about as useful as telling me about the last century.”

The people who do notice change first are the people on the front line—the customer service rep who hears the same new question from many different customers, or the salesperson who keeps bumping into a surprising competitor again and again, or an engineer who reads about a new technology in his or her professional publication. These should be considered announcements of change, but they are almost never heeded. The cues rarely transcend a few individuals’ cubicles. It is an age-old problem: The generals who run the war are the farthest from the front and know the least about the fighting. The powerless know more than the powerful in virtually all organizations. During periods of intense change, this paradox can be fatal.

In most companies, indicators of change remain unnoticed because everyone is working busily to pursue the status quo. Routine is both a blessing and a curse for organizations. While it does get plans carried out and performance goals achieved, its comfort hinders people from straying off designated paths or challenging the front office’s rosy projections.

I am talking here about more than resistance to change. I am referring to the reality that anyone who is looking for signs of change is almost certainly guilty of not keeping his or her mind clamped on the formal job—a distraction not appreciated in overworked businesses with limited resources and demanding customers. Indifference to change is less intentional than institutional. If the sales rep’s job is to sell, and the engineer’s is to complete the current project on time, neither will have time to recognize and to argue that the current methods for doing these things should be replaced by something entirely different. Often the companies most oblivious to change are those performing so well in the moment that no one has time to think about it.

At most companies, noticing change is not included in anyone’s job description. It may come under the formal purview of the company’s strategic planners, but all too often they are involved in a mindless ritual centered on budget calculations. Even when strategic planners actually plan strategies, they are usually projected so far into the unpredictable future that they are tantamount to fortune telling.

In short, the ways in which organizations are structured and operate tend to squash whatever natural inclination people have toward ringing the change alarm. In many cases, those who do so are thought of as, well, alarmists and “not team players.” Even people who find change staring them in the face find it far easier to put their faces back in the sand, where their managers are already comfortably ensconced.

The information that most companies have and use also does little or nothing to encourage them to change. The most widely utilized information is internally focused, historical, and by its very inward nature unlikely to reflect external developments. We have lots of data about what our production costs were last quarter, but not about what they might be next month if we adopt new technologies. We know what our sales have been, but not those of an upstart competitor in an adjoining space. Though the most important change always emerges from places where a company least expects it, its information systems are focused on the familiar and the expected.

The only way out of this impasse is to make change watching a formal and explicit activity within the organization. In other words, make it a process. Instead of just parroting the usual platitudes about change, companies must design and implement rigorous processes through which change will be quickly detected and reported to leadership. Three elements of such a process are:

Develop Deep Insight into Your Customers. 

This book has repeatedly emphasized the need for organizations to think about their customers first and themselves second. Yet even companies that make a fetish of “listening” to their customers miss their message, because the company is listening only on one frequency, that of self-interest. To appreciate nascent change, you must put aside your own point of view and adopt your customers’ perspective. Walk in their shoes; experience their lives. Don’t look at them just through the lens of your need to increase sales. Understand their unstated and unmet needs, and appreciate their problems, whether or not they have anything to do with what you are selling. You won’t learn about their problems through formal customer satisfaction surveys. You will need to sit alongside your customers in their daily work and lives, to engage them in wide-ranging and open-ended conversation, to enter into their worlds. Your aims are to see the world through your customers’ eyes and to understand them better than they understand themselves.

Analyze Potential as well as Existing Competitors. 

As traditional barriers separating industries fall, and as start-ups become more common than rare, nascent competitors require serious attention. Those who don’t threaten you today may well do so tomorrow. Carl von Clausewitz, the Prussian military sage, wrote that one must judge an enemy by his capabilities, not by his intentions. Companies must continuously scan the horizon looking for others that have the potential to offer competing products and services. Invite customers to be your competitive analysts—ask them what’s new and interesting, who else is trying to win them over, who they think is on a roll. Track the venture-capital financing reports. Investigate adjacent and complementary industries. Attend their conventions, meet their current customers, put yourself in their shoes. Above all, follow Andy Grove’s advice: “Only the paranoid survive.”

Look for the Seeds of the Future in the Present. 

Even the most sudden changes are heralded by early indicators that are visible to those who know how and where to look for them. The Internet, for example, was years in the making. It evolved from the government-funded Arpanet, which had been operating since the 1970s. E-commerce did not fall from the sky in 1998. Forerunners including American Airlines’ Sabre reservations network and American Hospital Supply’s ASAP order entry system planted its seeds years before. The key here is to inspect a lot of seeds in order to find the few that will bear fruit. It takes time and money, and it also takes creativity to avoid seeing what’s new only in terms of what’s old. Avoid the mistake of looking for the seeds of tomorrow in yesterday’s fields. Don’t ask people or companies whose expertise is the last groundbreaking development to advise you about the next one. Their investment in the status quo makes them less receptive to indications that it is about to be replaced.

THE BODY’S IMMUNE system is a biological analogy to an organization’s ability to recognize change. The immune system is not a particular organ; nor is it localized in one part of the body. It is distributed throughout the body, and whenever an antigen—a foreign body—is detected, it mobilizes a response.

Every company needs its own immune system—a disciplined process for identifying, collecting, interpreting, disseminating, and sharing information that might call for a major response. To be successful, this process should be carefully and explicitly thought through; haphazard improvisation will not do. It requires a process owner who will oversee its design and execution; if detecting change is everyone’s responsibility, then it will be no one’s. At the same time, it can’t be conducted by a single dedicated part of the company. Every individual, regardless of his or her level or area, must feel responsible for two jobs: first, his or her day-to-day work, and second, being alert to important signs of change. Finally, this process must be measured in a disciplined way, specific goals for its performance must be established, and employees’ evaluations and compensation must be tied to achieving them. Otherwise the process will have no teeth.

To date, few companies have implemented a formal change recognition process, because most haven’t yet realized the degree to which they need one and how much they can benefit from it. Among the companies that have seen the light and have launched early versions of this critical process are Wal-Mart and America Online. Wal-Mart dominates its industry in large part because of its rapid adaptability to change. The late Sam Walton, Wal-Mart’s founder, attributed the company’s success to its ability to “change faster than the other guys,” not to its buying power or logistical expertise. This capability did not come about accidentally, but because of specific actions the company took and still takes. Every Saturday morning Wal-Mart leaders from all over the country gather at headquarters in Bentonville, Arkansas, to review what happened that week and in particular to share new ideas and observations. What is working well? What isn’t? What are competitors up to? What shifts in customer buying behavior are we seeing? The issues are discussed, plans are made, and responses are designed.

America Online does something similar. It is difficult to imagine a company that has undergone as much turbulence as AOL. Yet it has managed to roll with the punches and stay atop a continually changing industry. One of AOL’s secrets is the weekly meeting of its senior executive team, which they begin by reviewing the metrics of the business and comparing them against plan. Are subscriptions up or down? Are revenues up or down? Is connectivity up or down? Is advertising up or down? What is surprising and what is new? Changes are made to the business plan based on the answers. AOL’s plan is neither sacrosanct nor set in concrete for the year. It is a living, changing guide to action.

It is also a matter of faith and policy throughout AOL that changes and issues that are not being addressed adequately at lower levels must be escalated quickly to the senior executive team. If, at other companies, people are often punished for this behavior, at AOL they are praised.

AOL’s leaders spend a lot of their own time looking for possible competitive threats and uncovering new marketplace events. At too many companies, executives are the people whom others must persuade that change has arrived; at AOL, executives are the people who find change first. The leadership team at AOL sees its job as redirecting the business, not monitoring it. As one senior AOL executive puts it, “For us, managing change is the business of management. There are companies out there where managers see their jobs as keeping things the same and improving them. Our managers look at their job as pushing change through the organization all the time because that’s what they’re constantly exposed to.”

2. Become Proficient at Responding to Change.

As Will Rogers said, “Even if you’re on the right track, you’ll still get run over if you’re just sitting there.” Noticing change is good; doing something about it is better. This is not as easy as it sounds.

Since contemporary organizations evolved in an environment devoid of broad and deep changes, they did not develop mechanisms to cope with it. If they thought about it at all, companies considered change an occasional traumatic event to be endured, after which stability would once more reign. This is no longer the case; today change is the normal state of affairs, a constant condition rather than an unusual event. Instead of long periods of equilibrium punctuated by short intervals of change, the periods of equilibrium have become shorter and shorter. For instance, in the early 1990s, IBM undertook to reengineer how it did business, to cope with the then-new environment of client-server computing. Scarcely had these efforts been finished than the company had to embark on another program of fundamental change to adjust to the e-business world.

Consequently, it is not enough to learn how to handle change—you must also remember what you learn. In the mid-1990s, facing newly intensified competition, many companies engaged in major reengineering efforts to lower costs, shorten cycle times, and minimize errors. Most of these companies had little or no experience at effecting such major changes. Through trial and error and a lot of instruction in the school of hard knocks, they managed to scrape together the required skills. They formed design and implementation teams, developed transition management strategies, learned how to deploy technology more quickly, and so on. And after these reengineering projects were concluded, everyone promptly resumed their regular jobs and forgot everything they had learned. Now that change looms again, these companies find they can’t profit from their previous experiences because they didn’t institutionalize the new skills and insights they developed.

The first step to such institutionalization is to develop a permanent cadre of people to assist in redirecting the company. Note the word assist; the worst thing a company can do is establish a “change department,” thereby implying that everyone else can ignore the issue because this specialized department will take care of it. This new cadre of experts will facilitate and enable change, but they can’t do it all. They will play central roles in designing and coordinating change programs, but it would be a dangerous error to position them as the only people involved.

The second step is to create a disciplined process for responding to change, analogous to the one for recognizing it. If major change were a once-in-a-lifetime event, such a process would be unnecessary. But since the time between major shifts is shrinking to almost nothing, you have to systematize your ability to deal with them.

I have already outlined such a process. Chapter 11 identified the basic elements of a process that you can use to implement the elements already on the agenda; you can also use it for the new agenda items that will appear in the future, whose outlines no one can yet perceive.

DTE Energy has successfully developed and institutionalized such a process for implementing change. Recall that in the mid-1990s DTE Energy encountered difficulties as it made the transition to a process enterprise. When it was over, instead of breathing a sigh of relief, DTE Energy’s leaders took a hard look at themselves and recognized that the underlying problem was the fact that the company did not have the capacity to manage massive change. They also had the prescience to recognize that this transformation would be just the first of many they would have to undergo. Consequently, they designed and created a highly disciplined process for reinventing their company.

DTE Energy’s change process consists of four primary phases. The first is to prepare the organization, by making sure that everyone understands the need for change and is committed to doing their part, and by ensuring that both the change effort and the ongoing business have the resources they need. Communication starts at the very beginning of the endeavor, building the case and educating people throughout the organization as to why change is necessary, and it never lets up thereafter. The second phase is planning, which means identifying the specific actions that must be taken to carry out the needed changes, and analyzing their impacts. Next is the execution of this plan, ensuring that all parts are carried out in an integrated way. Every transformation initiative has a governance structure and an office of program control to ensure that its large array of projects interface smoothly. The company also developed a set of computer-based management tools to assist that office. The final stage is learning, in which the lessons of this change effort are reflected back in the process, so
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