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Introduction


Peter Drucker mentored executives and other knowledge workers for over a half century through his consulting, teaching, and publications. As a longtime student and colleague of his, I have had the opportunity to observe his mentoring directly and I have benefited from his counsel. It began in 1981, when I attended a PhD seminar he taught in Claremont. I also had the opportunity to learn from him during the twenty-six years I spent as his colleague at what is now the Peter F. Drucker and Masatoshi Ito Graduate School of Management of Claremont Graduate University.

When Drucker reduced his teaching, I had the opportunity to teach the course “Drucker on Management” to executives and MBA students in Claremont and around the world for approximately ten years. I then coordinated a team-taught course, “The Drucker Difference,” involving the entire Drucker faculty. Finally, I had the extraordinary opportunity to work directly with him during the last six years of his life. Then in 2008, Bob Buford asked me to assemble, analyze, edit, and study the transcripts and listen to the recordings of Drucker’s mentoring of him and a number of other leaders associated with his Leadership Network and the Halftime Institute. In addition, I later conducted and transcribed interviews related to what I have called the Drucker-Buford Dialogue Project, which took place from 1984 to 2005. I have devoted much of my time during the past six years to developing the ideas contained in this mentoring book, an opportunity given to me by Bob Buford.

The purpose of this book is to share Drucker’s management techniques with fans the world over. Through a year of readings, lessons, and questions, you will get a chance to experience Drucker’s mentorship. The objective is to share Drucker’s mentorship program with you just as he shared it with Buford and with a number of others.

Drucker’s work has had a tremendous impact on the management of large-scale organizations, a product of the twentieth century. Drucker codified the practice of management in 1946 and 1954, largely on the basis of his consulting experience and his knowledge of the social sciences and humanities, including history, political science, psychology, and economics.

Drucker had a number of very unusual qualities. First, he believed that the discipline of management should be organized by looking at good practice. He believed that practice organizes reality and therefore good practice should organize the discipline of management. Second, he was an astute observer of reality, always learning from the people and organizations with whom he associated. Third, he was able to integrate his vast knowledge and bring it to bear on specific problems faced by executives in their organizations. Fourth, as a person trained in international law and political science, he looked at organizations from the outside in. This viewpoint led him to become interested in all of society’s organizations—not just for-profit institutions, but also social sector and public sector organizations. He felt that to tolerate substandard performance in any one sector dissipates wealth and is detrimental to society’s overall welfare. His driving force was to provide for the needs of citizens of free societies so they would never be tempted to turn to authoritarian substitutes, which history, and his own early life experiences, had shown to be disastrous. His domain included private, nonprofit, and governmental organizations and his writings and mentoring were filled with examples from all walks of life. He did see differences among organizations in these three sectors but he saw many more similarities. As you read this book and work through the exercises, you will see the value that Drucker saw in taking such a broad perspective.

There are fifty-two entries in the book, one for each week of the year. They are subdivided into thirteen major topics. Each topic has important contributions to make in helping you become an effective leader. Some entries use unexpected examples and applications from organizations that may surprise you, but they are all important to Drucker’s worldview, and to his principles of management.

Each entry begins with an introduction and examples introducing the week’s lessons and context. The introduction is then followed by a three-part sequence: readings, reflections, and exercises. There is a new reading from Drucker on the topic in each entry, generally in part I. In part II there are several readings from Drucker along with my reflections, which set the context for the readings. Finally, part III consists of “practicum-prompts” that help you to apply what you have learned to your own life and work. Some of the questions are too broad to be handled in the space that follows them; some others are simply reflections entailing no need to write.

My advice is to concentrate first on those entries that have immediate application to your life and duties. Work these through and try to implement them. Think through what you expect to happen as a result of your actions and then compare actual results with your expectations. This process is called feedback analysis. It should help you to determine what you did right and what still needs improvement.

Some of the entries may also apply to other people in, and other units of, your organization. You might suggest that relevant people take a look at and work out these entries. In this way you will make a contribution to the organization as a whole and to other organizations whose mission and welfare you care about.

Throughout the book, you will be introduced to Drucker’s principles of management. These principles are also summarized in “Lessons Learned” and itemized in the Appendix. Effective leadership is a practice, and like every other practice it is mastered through an iterative process of learning and doing and learning more. “Lessons Learned” and the Appendix will help you in this iterative process.

My hope is that this book will become an indispensable guide. That it will lead you deeply into Drucker’s knowledge and wisdom, and allow you, as a leader and a person, to convert this wisdom into effective action. Good luck!






Week 1

Developing Leaders, Not Functionaries

Effective Leaders Get the Right Things Done and You Can Trust Them


Introduction

Peter Drucker had great hopes for business executives in the United States. These hopes gradually faded, as he saw one scandal after another and as he found leaders to be self-serving. Drucker hoped that the large industrial organization would provide a place where employees could find community, citizenship, meaning, and purpose for their lives.

Drucker wished the business organization would create a functional relationship between individuals and the ideals we hold as a nation, such as equality of opportunity, personal freedom, and personal responsibility. This would help establish a working philosophy of life for individuals and serve as a remedy for the failures of totalitarianism. The lack of such a workable philosophy under totalitarianism was the subject of his first book, The End of Economic Man (1939).

In his second book, The Future of Industrial Man (1942), he brought these concepts together under the framework of the self-governing plant community for the rapidly emerging industrial organization, without applying it to any specific organization. A self-governing plant community consists of empowered and responsible employees who, by assuming managerial responsibility as individuals, could meet their personal and social needs while contributing to the wealth-creating activities of their organization. The concept of the self-governing plant community became an integral element for a stable society of organizations.

In his first book devoted to management, Concept of the Corporation (1946), Drucker proposed this idea for General Motors, but the company rejected it. He then reluctantly abandoned the idea of the plant community although a number of organizations, mostly in Japan and more recently in South Korea, have used a very similar system, creating conditions under which associates, by assuming certain managerial responsibilities, do find citizenship, meaning, and purpose for their lives.

On completion of his Management: Tasks, Responsibilities, Practices (1974), and because of his growing disappointment with business management in the United States, he intensified his efforts, which he had begun in the 1950s, to help executives of social sector institutions manage themselves in a professional way. These organizations help change for the better the lives of people they serve and in the process provide high levels of community, citizenship, and meaning for their employees and volunteers. Executives in the best-run of these social sector organizations provide examples for all executives to follow.

In Week 1, we begin with a consultation Drucker had in early 2002 with senior executives of World Vision International. His subject was “What Do Effective Leaders Do to Create High-Performing Organizations?” His objective was to help develop effective leaders, rather than what he referred to as “functionaries.”1

I. Read


The only definition of a leader is someone with followers. When you do it, do it your way, what works for you. Do not try to be anybody else. Leadership is an achievement of trust. You know what to expect, and you see performance and achievement. What matters is “Leadership for what purpose?” Leadership means getting the right things done. No two leaders are alike. Some are very gregarious, some are very aloof, some are charmers, and others are like a dead mackerel. Some are communicators, and some praise, and others may never praise. They all have two things in common: they get things done, and you can trust them.

Let me give you an example of effective leadership. I was in Vermont during World War II, at a small women’s college, but I was also available to the War Department, and I worked for the assistant secretary of war on specific assignments. I had one qualification: I was not in uniform. So a general could scream at me, but he could not give me orders. That was very important.

One of the assignments I received was a relationship with the nonexistent Dutch army. The guests and very close friends of President Roosevelt—Princess Beatrix, who became queen of the Netherlands; her husband, who was a German prince; and three of his brothers, who ran the German army—wanted supplies that fitted Dutch specifications. However, the Dutch army was nonexistent, and I was not going to recommend interrupting war production.

I said, “No.” They apparently complained to President Roosevelt or General Marshall, the chief of staff, [hoping] to get rid of me. Now, I did not work for General Marshall. However, General Marshall called me and said, “What’s going on?” I told him. He responded, “You are doing what you are supposed to be doing; forget about it. I’ll take care of it.” I never heard of it again. That is leadership. I could trust Marshall absolutely. If he said, “It is my job now; forget about it,” I could trust him.


Peter F. Drucker, Executive Summary: A Conversation with Peter Drucker on Leadership and Organizational Development. February 5, 2002, p. 5, as edited by author.








II. Reflect

     • A focus on mission and purpose and the creation of trust are among the key differences between effective leaders and functionaries.

     • Organizations are built on trust, and trust is built on communication and mutual understanding. To achieve mutual understanding you must understand what information your colleagues need from you to perform their function, and they must understand what you need from them.

1. EARNING TRUST IS A MUST

To trust a leader, it is not necessary to like her. Nor is it necessary to agree with her. Trust is the conviction that a leader means what she says. It is a belief in integrity. A leader’s actions and a leader’s professed beliefs must be congruent, or at least compatible. Effective leadership—and again this is very old wisdom—is not based on being clever; it is based primarily on being consistent.


Peter F. Drucker as revised and updated by Joseph A. Maciariello, Management: Revised Edition, 2008, pp. 290–91.








2. TRUST AND INTEGRITY

In order to be a leader a man must have followers. And to have followers, a man must have their confidence. Hence, the supreme quality for a leader is unquestionably integrity. Without it, no real success is possible, no matter whether it is on a section gang, a football field, in an army, or in an office. If a man’s associates find him guilty of being phony, if they find that he lacks forthright integrity, he will fail. His teachings and actions must square with each other. The first great need, therefore, is integrity and high purpose.


Dwight David Eisenhower, Supreme Allied Commander during World War II and thirty-fourth president of the United States, n.d.








     • Manual, service, and knowledge workers are all capable of assuming managerial responsibilities. In the knowledge economy it is no longer “job enrichment” to delegate responsibility to knowledge workers. Empowerment, based on competence and trust, is essential to the productivity of the knowledge worker and to the welfare of the organization.

3. DELEGATE RESPONSIBILITY TO ALL EMPLOYEES ONCE THEY HAVE BEEN TRAINED TO ASSUME RESPONSIBILITY

Of all my work on management, I consider my ideas for the self-governing plant community and for the responsible worker to be the most important and most original. A self-governing plant community is the assumption of managerial responsibility by the individual employee, the work team, and the employee group alike for the structure of the individual job, for the performance of major tasks, and for the management of such community affairs as shift schedules, vacation schedules, overtime assignments, industrial safety, and above all employee benefits. But managements have tended to reject these ideas as “encroachment” on their prerogatives. And labor unions have been outright hostile: they are convinced that they need a visible and identifiable “boss,” who can be fought as “the enemy.”


Peter F. Drucker, June 23, “Self-Governing Communities,” The Daily Drucker, 2004.








     • If leaders in business are to regain their status as a leading group in society, they must seek a society in which the public good is reflected in their actions. They must make their institutions perform for the society and economy, for the community, and for the individual. This requires a focus on the interests of all stakeholders of the organization, which in turn requires a shift from maximizing shareholder value and short-term profitability to maximizing the long-term wealth-producing capacity of the enterprise. This focus involves consideration of the welfare of employees and society as well as customers, suppliers, and stockholders.

4. EVERYONE IS AN ORGAN OF SOCIETY

None of our institutions exist[s] by itself and as an end in itself. Everyone is an organ of society and exists for society. Business is no exception. “Free enterprise” cannot be justified as being good for business. It can be justified only as being good for society.


Peter F. Drucker, Management: Tasks, Responsibilities, Practices, 1973, 1974, p. 41.








III. Practicum-Prompts

Are you developing leaders in your organization, or are you developing bureaucratic, rule-following functionaries? What can you do to enhance leadership development? What practices can you institute or recommend for increasing trust in your organization?

Are you a part of a functioning community in your organization where your citizenship, sense of community, and personal responsibility are being developed? If you are not, what is missing? How can you use whatever influence you have in your organization to bring into being a highly functioning community?

Is the authority of the leadership group in your organization grounded in responsibility, integrity, and service? Does it bring out whatever strength is present in each person? Does it foster a sense of community and citizenship? What can you do to enhance the legitimacy of the leadership group in your area?





Week 2

Questions to Ask Before Committing a Portion of Your Life to the Service of an Organization


Introduction

Peter Drucker had a very high opinion of what human beings could become if properly led. He also experienced firsthand the destruction bad leaders could inflict on human beings and society. Yet he chose to focus on the positive in his management books. He observed in his first book devoted exclusively to management: “It is typical of the most successful and durable organizations that they induce in their members an intellectual and moral growth beyond a. . .  [person’s] original capacities” (Concept of the Corporation, 1946, p. 28). This kind of development requires the right kind of leadership. It is therefore very important for young people to know that organizations differ and that their choices will affect their growth and development. Week 2 provides Drucker’s wisdom regarding how young people should proceed in developing their careers. They should take their time, and come to understand the mission and leadership of the organization they are joining and just how they might make a contribution while developing themselves in the process.

I. Read

Peter Drucker was asked by the president of a leading educational institution: “What kinds of questions should MBA students ask prospective employers about leadership and mission as they make a decision to commit at least a portion of their life to the service of an organization?”


I would probably tell that student of mine that he should hold that question a couple of years until he knows a little more both about himself and the organization, but then I would ask him, “Are you learning enough?” That is always my question. “Are you challenged enough?” “Does the organization make use of your strengths or what you can do? All together as a group of human beings, “does the organization constantly challenge and make you more ambitious in terms of contribution?” “Are you acutely suffering from creative discontent?” I hope at age thirty that you are not content. That’s for six-year-olds. Being content is being a child, but there is a difference between negative and positive discontent. If you say, “They aren’t any good; nothing ever gets done; and all they want is for me to come in from nine to five.” And if you say, “You know, the nice thing about this organization is that it gives me so much time to play tennis,” basically you are too young to retire. If you say, “You know, I wish I had more time for my family, and my tennis game has gone to hell because we have that big project starting that new trauma unit, and it’s really not my job but I am on the team,” or, “We have that enormous job here in the new school we are building and [we are] recruiting faculty and so I spend all my weekends with the prospective faculty people”—OK, then you are growing but also the organization meets the first test, which is that it mobilizes human resources, challenges them, grows them. My next question is: Look at the mission. Is it one in which you can make a difference? Sure, none of us make a great difference. No institution is that important, but is it one that makes—I wouldn’t say [makes] the world richer; that’s such an ambitious statement—but it makes a difference. That emphasizes the more responsibility we as human beings have. Or is it one that just won’t really be missed? All right, none of us are going to achieve a great deal. But everyone has a chance to achieve.


Peter Drucker–David Hubbard dialogue, February 2, 1988.








II. Reflect

     • You cannot fully answer the question about leadership and mission in the organization in which you belong, and the answer is likely to change from time to time. At first you can only do your homework on the organization you have an opportunity to join, take inventory of your own strengths and deficiencies, and focus on the strengths. You will make much more progress in your career by working to improve your strengths than by trying to turn your weaknesses into strengths.

1. MANAGING ONESELF


“Knowledge workers must take responsibility for managing themselves.”

Knowledge workers are likely to outlive their employing organization. Their average working life is likely to be fifty years. But the average life expectancy of a successful business is only thirty years. Increasingly, therefore, knowledge workers will outlive any one employer, and will have to be prepared for more than one job. And this means most knowledge workers will have to manage themselves. They have to place themselves where they can make the greatest contribution; they will have to learn to develop themselves. They will have to learn how and when to change what they do, how they do it and when they do it.

The key to managing oneself is to know: Who am I? What are my strengths? How do I work to achieve results? What are my values? Where do I belong? Where do I not belong? Finally, a crucial step in successfully managing oneself is feedback analysis. Record what you expect the results to be of every key action or key decision you take, and then compare actual results nine months or a year later [with] your expectations.


Peter F. Drucker, June 1, “Managing Oneself,” The Daily Drucker, 2004.








2. HOW TO DO FEEDBACK ANALYSIS

There is only one way to find out [one’s strengths] and that is through Feedback Analysis. Whenever one makes a key decision and whenever one takes a key action, one writes down what one expects to happen. And nine months or twelve months later, one then feeds back from results to expectations. . . . Within a fairly short period of time, maybe two or three years, this simple procedure will tell people, first, where their strengths are—and this is probably the most important thing to know about oneself. It will also show them what they do or fail to do that deprives them of the full yield from their strengths. It will show them where they are particularly competent. And, finally, it will show them where they have no strengths and cannot perform. . . . Concentration should be on areas of high skill and competence. It takes far more energy and far more work to improve from mediocrity to first-rate performance than it takes to improve from first-rate performance to excellence.


Peter F. Drucker, and Joseph A. Maciariello, Management: Revised Edition, 2008, pp. 481, 482, 483.








3. AIM FOR RESULTS THAT MAKE A DIFFERENCE


“To start with the question ‘What should I contribute?’ gives freedom because it gives responsibility.”

One question has to be asked to decide “What should I contribute?” “Where and how can I have results that make a difference?” The answer to this question has to balance a number of things. Results should be hard to achieve. They should require “stretching,” to use the present buzzword. But they should be within reach. To aim at results that cannot be achieved—or can be achieved only under the most unlikely circumstances—is not being “ambitious.” It is being foolish. At the same time, results should be meaningful. They should make a difference. And they should be visible and, if at all possible, measurable.

The decision “What should my contribution be?” balances three elements. First comes the question: “What does the situation require?” Then comes the question: “How could I make the greatest contribution with my strengths, my way of performing, my values, to what needs to be done?” Finally, there is the question: “What results have to be achieved to make a difference?” This then leads to the action conclusions: what to do, where to start, how to start, what goals and deadlines to set.


Peter F. Drucker, Management Challenges for the 21st Century, 1999, pp. 182–83.








     • It may take some time to know the organization in which you belong. You must know as much as possible about yourself. If you are in the wrong position you must be prepared to move when the opportunity presents itself, and not wait for better timing in your personal life. Opportunities do not come according to your schedule. Your job is to be prepared to recognize and seize opportunities as they come.

III. Practicum-Prompts

Do you know your strengths? Do you periodically perform feedback analysis? Are your strengths changing as you gain more experience? Parents, teachers, and coaches may identify outstanding strengths early in your life, but then you must do it.

Do you know where to place yourself to make contributions that are significant to your organization and also bring you great satisfaction? Where can you do this?

Does your organization have a systematic program to help associates identify strengths and make sure these strengths are fully utilized? Drucker knew about various instruments for assessing strengths but preferred feedback analysis, and used it himself because people have used it for centuries to produce outstanding results.

How many diet books have had positive long-term results? Not many. Do not jump onto every fad. Make sure the instruments you use are grounded in a history of proven success in accurately identifying strengths.





Week 3

Three Fundamental Questions for a Functioning Society of Organizations


Introduction

During a celebration of Peter Drucker’s eightieth birthday, in 1989, Bob Buford, the host, distributed a gift to each of those in attendance.2 Many distinguished associates of Peter Drucker attended the event. Guests included executives from all three sectors of American society.3

Buford commissioned a calligrapher, Timothy Botts, to create a print. He made a tapestry, or mosaic, of interwoven, interacting hands of various colors. There is diversity in those hands. There is warmth in the interactions among them. The interwoven hands represent human transactions to meet human needs. And that idea is central to Drucker’s life and work, and to his often-repeated saying, “Management is a human activity.” When a friend of Peter’s and Bob’s, Chuck Fromm, presented the print to Drucker for his approval and signature, Drucker said to Fromm, in his deep Austrian accent, “This is my life.”

Drucker believed that management in all three sectors should focus on satisfying the needs of human beings in society. Across the bottom of the print are Peter Drucker’s three fundamental questions. The first question—“What is our business?”—starts with a human being and depends on interactions of human beings, whether in a business furnishing women’s cosmetics or a shipyard building an aircraft carrier to further the mission of the U.S. Navy. The second question—“Who is our customer?”—is the most human of the three questions. The third—“What does the customer consider value?”—is simultaneously the most knowable but also the most unstable trait of the customer.

I. Read

Tom Ashbrook of National Public Radio interviewed Peter Drucker on December 8, 2004. Drucker had lost his hearing by then, and he responded to written questions prepared in advance by an aide of his own, and by Ashbrook. It was a remarkable interview covering a broad range of topics, a few of which are included as entries in this book.

Drucker never stated the three questions in exactly the same way and sometimes expanded them to four or five depending on the context. Yet the questions were always focused on satisfying needs of human beings. In this interview Drucker used a variation of the three questions to explain the similarities and differences between business and social sector organizations.


I always ask the same three questions whether I am meeting with a church or a business or a university, and whether it is American or Japanese makes no difference. The first question is: What is your business? What are you trying to accomplish? What makes you distinct? The second question is: What are results? This is much tougher for a nonbusiness than for a business. And the third question is: What are your core competencies? What do you have to do with excellence or great competence to have results? And that is really all. There are few differences between this century [the twenty-first] and the last century [the twentieth]—only there are so many more organizations. We have become a society of organizations in the last hundred years. We now need an enormous number of managers so we have to organize their development.




“Management Guru Peter Drucker,” WBUR for National Public Radio, December 8, 2004.







II. Reflect

     • The editors of Leadership Journal asked Peter Drucker why he had turned away from for-profit toward nonprofit, volunteer, and public service organizations, including churches. Here is Drucker’s answer.

1. “I TEACH THEM MANAGEMENT”

“After a lifetime of studying management, why are you now turning your attention to the church?” Drucker replied: “As far as I’m concerned, it’s the other way around: I became interested in management because of my interest in religion and institutions. I started out teaching religion, and all of my personal experience in management has been with nonprofits—working in academia and serving on boards of everything from Blue Cross to museums. . . . Your question shows that you, like most everyone else, think of the word ‘management’ as business management. Many people are surprised to find out that for thirty-five years I have been working with nonprofit institutions—hospitals, schools, and charitable organizations. They’ll ask, ‘What do you do for them? Advise them on fund-raising?’ I reply, ‘No, I don’t know a thing about fund-raising. I teach them management.’”4

     • Drucker devoted his life to the practice of management after studying the emergence of fascist and communist governments in Europe during the twentieth century. A functioning society of organizations that satisfies the needs of its citizens is a safeguard against the temptation to resort to dictators as a solution for a dysfunctional society. Effective leadership and management of society’s organizations is therefore the alternative to tyranny and the remedy for preserving responsible freedom and equality of opportunity.

2. “MANAGEMENT AS THE ALTERNATIVE TO TYRANNY”

If the institutions of our pluralist society . . . do not perform in responsible autonomy, we will not have individualism and a society in which there is a chance for people to fulfill themselves. We will instead impose on ourselves complete regimentation in which no one will be allowed autonomy. We will have Stalinism rather than participatory democracy, let alone the joyful spontaneity of doing one’s own thing. Tyranny is the only alternative to strong, performing autonomous institutions.

Tyranny substitutes one absolute boss for the pluralism of competing institutions. It substitutes terror for responsibility. It does indeed do away with the institutions, but only by submerging all of them in the one all-embracing bureaucracy of the apparat [or cabal]. It does produce goods and services, though only fitfully, wastefully, at a low level, and at an enormous cost in suffering, humiliation, and frustration. To make our institutions perform responsibly, autonomously, and on a high level of achievement is thus the only safeguard of freedom and dignity in the pluralist society of institutions. Performing, responsible management is the alternative to tyranny and our only protection against it.


Peter F. Drucker, Management: Tasks, Responsibilities, Practices, 1973 (Hardcover Edition), pp. ix–x.








     • This is why Drucker argues that the purpose of a business is to create a customer and to satisfy human needs. Marketing thus becomes the primary function of a business and the lens through which the entire business should be viewed. We now look at the three questions in more detail.

3. DEFINING PURPOSE AND MISSION


“What is our business?”

Nothing may seem simpler or more obvious than to know what a company’s business [or mission] is. A steel mill makes steel; a railroad runs trains to carry freight and passengers; an insurance company underwrites fire risks; a bank lends money. Actually, “What is our business?” is almost always a difficult question and the right answer is usually anything but obvious.

A business is not defined by the company’s name, statutes, or articles of incorporation. It is defined by the want the customer satisfies when she buys a product or a service. To satisfy the customer is the mission and purpose of every business. The question “What is our business?” can, therefore, be answered only by looking at the business from the outside, from the point of view of customer and market. What the customer sees, thinks, believes, and wants, at any given time, must be accepted by management as an objective fact and must be taken as seriously as the reports of the salesperson, the tests of the engineer, or the figures of the accountant. And management must make a conscious effort to get answers from the customer herself rather than attempt to read her mind.


Peter F. Drucker, February 27, “Defining Business Purpose and Mission,” The Daily Drucker, 2004.








     • Drucker was asked to assist the board of directors of ServiceMaster in answering this question. So at a meeting of the board he simply asked, “What is your business?” After listening to the board members try to answer, Drucker responded in a way that startled everyone, as reported by C. William Pollard in his book The Soul of the Firm (1996, p. 113). Here is his response: “Your business is simply the training and development of people. You package it in all different ways to meet the needs and demands of the customer, but your basic business is people training and motivation. You are delivering services. You can’t deliver services without people. You can’t deliver quality services to the customer without motivated and trained people.”

     • Drucker’s question “What is your business?” is not an easy one to answer and has many variations depending on the specific business in a multi-product, service, or social sector organization.

4. DEFINING BUSINESS PURPOSE AND MISSION


“Who is the customer?”

“Who is the customer?” is the first and the crucial question in defining business purpose and business mission. It is not an easy, let alone an obvious, question. How it is being answered determines, in large measure, how the business defines itself. The consumer—that is, the ultimate user of a product or a service—is always a customer.

Most businesses have at least two customers. Both have to buy if there is to be a sale. The manufacturers of branded consumer goods always have two customers at the very least: the housewife and the grocer. It does not do much good to have the housewife eager to buy if the grocer does not stock the brand. Conversely, it does not do much good to have the grocer display merchandise advantageously and give it shelf space if the housewife does not buy. To satisfy only one of these customers without satisfying the other means that there is no performance.


Peter F. Drucker, February 28, “Defining Business Purpose and Mission: The Customer,” The Daily Drucker, 2004.








5. DEFINING PURPOSE AND MISSION


“What does the customer value?”

The final question needed to come to grips with business purpose and business mission is: “What is value to the customer?” It may be the most important question. Yet it is the one least often asked. One reason is that managers are quite sure that they know the answer. Value is what they, in their business, define as quality. But this is almost always the wrong definition. The customer never buys a product. By definition the customer buys the satisfaction of a want. He buys value.

For the teenage girl, for instance, value in a shoe is high fashion. It has to be “in.” Price is a secondary consideration and durability is not [of] value at all. For the same girl as a young mother, a few years later, high fashion becomes a restraint. She will not buy something that is quite unfashionable. But what she looks for is durability, price, comfort and fit, and so on. The same shoe that represents the best buy for the teenager is a very poor value for her slightly older sister. What a company’s different customers consider value is so complicated that it can be answered only by the customers themselves. Management should not even try to guess at the answers—it should always go to the customers in a systematic quest for them.


Peter F. Drucker, February 29, “Understanding What the Customer Buys,” The Daily Drucker, 2004.








III. Practicum-Prompts

Your organization is an organ of society. Do you and your colleagues understand the importance of integrating the interests of your organization with the public interest? What results should your organization be delivering? Is it doing so?

How would you answer the question: “What is our business?” (Note: The nonprofit should substitute “What is our mission?”) The question may generate a fair amount of conflict among the leadership group in order to arrive at an accurate answer, but an accurate definition can be used to guide many decisions and is worth the conflict the question may create.

While a customer always includes the ultimate user of a product or service, there are often many customers, such as doctors for hospitals and retailers for consumer goods. Consider a specific business, or nonprofit, that you are involved in and identify all its customers, perhaps ranking them as primary, secondary, and tertiary.

Ask your customers what they consider value for one of your products or services. What customer needs are satisfied by your product? How did your customers respond to the question? Do not assume that your customers’ responses are irrational.

The question What are results? is much tougher to answer for social sector institutions than for business organizations. What is the most important social sector institution you are associated with? How does it define and measure results? Are these accurate indicators of progress toward achieving the mission of the organization and changing the lives of those in need in society?





Week 4

Education and Management

Keys to Economic Development


Introduction

In 2008–2010 I had the privilege of working with Father Ben Beltran, founder of the E-Veritas Trading Network in Manila, Philippines, as he organized an electronic trading network with and for the people in the Basic Ecclesiastical Communities (BECs) of the Tondo District of Manila. Beltran founded the network to engage the people of Manila in bulk ordering, purchasing, receiving, and distribution of fresh food and produce, daily and at much lower prices than they could obtain these goods in local markets. In the process, E-Veritas trained and educated “knowledge workers” to handle the electronic trading activity involved in taking orders, accumulating orders, placing orders with reputable suppliers, distributing food to customers, and managing the financial transactions. In addition the people were also trained how to manage the infrastructure of the organization. Father Beltran and his staff trained electronic traders and organized a network of suppliers while learning and teaching the basic principles of leadership and management to employees. No amount of corruption by government can take away the knowledge absorbed by these workers, because this knowledge now resides within human beings and travels with them. E-Veritas is creating human capital within people at the bottom of the economic and social pyramid so they can develop rapidly and escape poverty.

E-Veritas (or “economic truth”) is organized as a “business enterprise with a moral purpose,” the economic and social well-being of the people of the Tondo District. It reports to a board of directors, just like a normal corporation. But in addition to the excess revenue over cost earned by its activities, E-Veritas receives contributions from sources around the world that are committed to microfinance investments, the elimination of poverty, and the promotion of economic development.

The moral purpose of the business enterprise is clear. Smoky Mountain, in the Tondo District of Manila, is a garbage dump 5 that emits poisonous gases. Scavengers search the smoldering mountain all day long for food and other necessities of life. Father Beltran was chaplain to 25,000 of these scavengers. Many of the employees of E-Veritas were recruited from among the scavengers and were subsequently trained in information technology and management to operate the electronic trading network.

As a result of Father Beltran’s association with the Peter F. Drucker and Masatoshi Ito Graduate School of Management6 and with sympathetic philanthropists, he was able to raise funds necessary to design and construct a water-filtration plant to help provide clean water for the people of the district.

Evidence is accumulating that through education and management, E-Veritas has been turned into an organization of knowledge workers, lifting up those at the bottom of the economic and social pyramid. It provides a workable model for developing segments of the underdeveloped world. But before an economic entity like E-Veritas can be organized, the long and difficult task of community organizing must be done, because something comparable to BECs or community action councils must be established before a community is ready for education and management.7 The advantage of the BECs is that they are somewhat sheltered from corruption by the people in power because of support from the cardinal of the Philippines, Province of Manila.

Corporations doing business globally can help shelter local people from corruption to allow these locals to engage in at least small-scale economic activity. We explore this further below.

I. Read

Our traditional development theories to date have been total failures. Fifty years ago, I was an advisor to the first two presidents of the World Bank, Eugene Meyer, 1946, and John J. McCloy, 1947. We believed that capital investment should create development. However, this analogy proved erroneous. Otherwise, Egypt would be the Japan of today. There is a similar inverse relationship between capital investment and development.

The Exception: Korea and Capital 
Investment in Education

Post–Korean War development is possibly the most amazing case where capital investment has created development. After seeing the devastation in Japan, Russia, and Germany, [I found that] postwar Korea was infinitely worse. During the Korean War, each of the six times the North advanced on the South, upon their retreat they shot every male, leaving only women and children.

President Dwight D. Eisenhower introduced a development strategy, placing a high priority on education. Approximately 200,000 young Korean students per year came to the United States at our expense. The overwhelming majority went back to Korea with exceptional high school educations.

Korea now has high schools. Even though the Japanese harassed the missionaries, and, at one time shot 5,000, they realized they could not impede progress. Therefore, missionaries, missions, and higher education became acceptable. For that reason, educating the Koreans laid the foundation for [South] Korea, twenty years later, to be on the brink of becoming a world economic power. Missions and education played key roles in [South] Korea’s development. Every town in [South] Korea has a Catholic and Protestant high school.

Islam has been an economic development failure. In the entire Islamic world, Indonesia is where you see entrepreneurship. The only countries where there has been any development are those with minority Chinese influence, such as Indonesia and Malaysia. Again, education is the key. The Chinese place high priority on education.


Peter F. Drucker, Executive Summary: A Conversation with Peter Drucker on Leadership and Organizational Development, February 5, 2002, p. 1.







II. Reflect

     • Management is becoming the dominant resource in developed and developing countries. It is more effective to allocate resources to educate leaders and would-be leaders in developing countries than it is to provide financial aid.

1. EDUCATION AS A DRIVER OF KOREAN ECONOMIC DEVELOPMENT

Within twenty years—from the 1950s, when the American occupation of Japan ended, to the 1970s—Japan became the world’s second economic power, and a leader in technology. When the Korean War ended in the early 1950s, South Korea was left more devastated than Japan had been seven years earlier. And it had never been anything but a backward country, especially as the Japanese systematically suppressed Korean enterprise and higher education during the thirty-five years of occupation. But, by using the colleges and universities of the United States to educate their able young people, and by importing and applying the concepts of management [italics mine], Korea became a highly developed country within twenty-five years.


Peter F. Drucker, Post-Capitalist Society, 1993, p. 44.







2. THE CENTER OF THE KNOWLEDGE SOCIETY


“Education will become the center of the knowledge society, and schooling its key institution.”

Throughout history, the craftsman who had learned a trade after five or seven years of apprenticeship had learned, by age eighteen or nineteen, everything he would ever need to use during his lifetime. The new jobs require a good deal of formal education and the ability to acquire and apply theoretical and analytical knowledge. They require a different approach to work and a different mind-set. Above all they require a habit of continuous learning to prevent obsolescence.

What mix of knowledges is required for everybody? What is “quality” in learning and teaching? All these will, of necessity, become central concerns of the knowledge society, and central political issues. In fact, it may not be too fanciful to anticipate that the acquisition and distribution of formal knowledge will come to occupy the place in politics of the knowledge society that the acquisition of property and income have occupied in the two or three centuries that we have come to call the Age of Capitalism.


Peter F. Drucker, May 9, “The Center of the Knowledge Society,” The Daily Drucker, 2004.








     • A management that commits itself and its organization to developing human beings will foster a durable organization because as its people grow they will increase their managerial and entrepreneurial capacity, yielding higher levels of productivity and innovation to the organization, both directly through their work and indirectly through their suggestions.

     • The Yuhan-Kimberly case below illustrates two points: first, manufacturing workers can become knowledge workers if given the opportunity; and second, manufacturing workers can take on certain levels of managerial responsibility. In other words, they can learn how to practice “responsibility-based management” and undertake functions associated with Drucker’s “plant community.”

3. LIFELONG LEARNING PARADIGM

Kook-Hyun Moon, the former CEO and president of Yuhan-Kimberly [Y-K], is emphatic in his belief that organizational restructurings and large layoffs are old and unproductive practices. He argues that most leaders in the current business environment do not understand that the practice of investing in employee development is the most beneficial one an organization can adopt. . . . Instead of large layoffs [during the Asian financial crisis of the late 1990s] Mr. Moon suggested a job-sharing system, a system that came to be known as the “four crew/two shift system.” The system could have led to even greater financial difficulties because its immediate implementation actually increased labor costs. However, Mr. Moon believed that application of Y-K’s human principle and the decision not to lay off Y-K’s employees would overcome increased costs. . . . Under the system, a team works the day shift for four days, from 7 a.m. to 7 p.m., and then another team works the night shift for four days, from 7 p.m. to 7 a.m. After four days, another set of two teams takes over the two shifts and the previous two teams have four days off (three days of rest and one day of paid training). . . . Y-K offered employees corporate-sponsored in-house educational opportunities in areas such as beginning and advanced computer skills, foreign languages, and job-related skills. Y-K also encouraged employees to further their education outside the workplace and the company agreed to support 70% of the costs. The implementation of the new system brought about a “lifelong learning paradigm” among employees and produced impressive financial results within two years of implementation. Mr. Moon strongly believes in the importance of continuous learning to transform manual workers into knowledge workers. These workers in turn generate more ideas [innovate] and are able to make more decisions on their own.


Peter F. Drucker and Joseph A. Maciariello, Management Cases: Revised Edition, HarperCollins, 2009, pp. 4, 5, 7.








     • The current McDonald’s Corporation is a product of applying knowledge to the process of making hamburgers. Ray Kroc, a salesman for milk shake machines, noticed that one of his fast-food customers in California was making forty milk shakes at once. Curious, he visited the restaurant. He learned that it had applied something like an assembly line for turning out fast-food. He was impressed and formed a partnership with the owners, the McDonald family. They began turning out hamburger meals of uniform quality. Starting with the hamburger and knowledge of what the customer valued as the end product, Kroc redesigned and then automated the entire management process. Tools were designed to produce every ingredient required in a hamburger meal at uniform quality. Kroc then trained each member of a store to carry out operations in a standard way and made sure that all facilities were clean and customers were treated courteously. Ray Kroc thus increased the productivity of knowledge and produced enormous value for both customers and the business. (This short example of applying knowledge to management—which is itself knowledge—at McDonald’s is adapted from Drucker’s 1985 book Innovation and Entrepreneurship, pp. 17 and 18.)

4. THE PRODUCTIVITY OF KNOWLEDGE

The productivity of knowledge is going to be the determining factor in the competitive position of a company, an industry, or an entire country. No country, industry, or company has any “natural” advantage or disadvantage. The only advantage it can possess is the ability to exploit universally available knowledge. The only thing that increasingly will matter in national as in international economics is management’s performance in making knowledge productive.


Peter F. Drucker, Post-Capitalist Society, 1993, p. 193.








     • When I first learned about McDonald’s I advised the investment committee of the organization I was with that all McDonald’s was doing was making “hamburgers,” which was not a sustainable competitive advantage. How wrong I was. Ray Kroc applied knowledge to the operations, marketing, and service of the organization he took over. He vastly raised the productivity of the organization by applying knowledge to the existing management process.

III. Practicum-Prompts

Identify the employees in your organization who have the potential to become knowledge workers and to grow in managerial responsibility. Discuss with your superiors the possibility of training these people to assume more responsibility. How can this be accomplished in the most effective manner and in the shortest period of time?

If you and your organization operate in developing countries, what actions can you take to raise the educational and managerial competencies of people there—not only to enhance their education and development but to further encourage them to do business with you and your organization in the future?

Does your organization make the best interests of the societies in which you operate your best interests? If not, what initial steps can you propose to your management so that this can be done?

Have you made learning a lifelong habit? If not, chart a plan this week. Begin by making sure you know the answer to the question “How do I learn?” Do not limit yourself to new technical and organizational knowledge but seek to broaden yourself.





Week 5

Management Rooted in the Nature of Reality


Introduction

As you will see in this entry, Peter Drucker believed that Cyrus the Great, in the fourth century B.C., was one of the outstanding leaders of all time, no doubt because of his integrity (Hedrick, Xenophon’s Cyrus the Great, p. xiv), and that his biography, Cyropaedia by Xenophon, is one of the best books on leadership. Drucker also believed Harry S. Truman was one of the most effective presidents of the United States.8 What did these two leaders have in common? First, Cyrus the Great was one of Truman’s heroes (McCullough, Truman, p. 58). Second, Truman thought that his recognition of Israel immediately after the United Nations had granted it statehood earned him the title of a present-day Cyrus because, like Cyrus, he acted benevolently on behalf of the Jews. Truman, although educated only through high school, was very well read in history and knew that Cyrus the Great, as king of Persia, captured the Babylonian empire and in 538 B.C. returned the Jews to Jerusalem after their seventy years of Babylonian captivity. Cyrus also believed the Babylonians who had captured the Jews had been punished because of their irreverence.

What leadership traits did Cyrus the Great and Harry S. Truman share? Cyrus and Truman were both men of integrity who had sympathy for the human condition. Both Cyrus and Truman did the right thing by making possible the return of the Jews to the land of Israel. Integrity, and doing the right thing, is the essence of leadership. Truman was not engaging in self-glorification; the political risks were way too high for that. Perhaps his biggest risk was that General George Marshall, then secretary of state, was intensely against recognition because of the almost certain impact on the flow of badly needed Arab oil for Europe. Interruption in the supply of oil would interfere with the objectives of the Marshall Plan in Europe. Truman decided to do the right thing first and then worry about the oil.

Clark Clifford, Truman’s adviser, sums up Truman’s motives as follows:


The ethical and moral humanitarian and sentimental reactions that the president felt toward Israel were very important to him. I know why he fought for Israel. I know that for instance he believed that in the Old Testament there were references to the fact that ultimately there would be a Jewish homeland. . . . He felt a desire to see that these people who had been so mistreated all through their lives and all through their history would be given a chance.9



Therefore, leadership at the highest level is shown here to be rooted in history, religion, sympathy, and human reality.

I. Read

David Hubbard once said to Peter Drucker: “So much of your vision is rooted in the very nature of reality. One of the blessed things about you is that most of those burdens in the graduate schools of management are all common steps from mathematics, or economics, or whatever and students don’t know beans about philosophy, or theology or history. They don’t get back to the way life is.”

Peter Drucker

Will you stop; will you accept a theological precept? The best thing about being dead is that you don’t hear your obituary, and I am not modest, I’m honest, but will you also accept the fact that this isn’t the way things work? One of the troubles you have in the management schools, as in the seminaries too, is [that] they are heavily vocational, and have to get the students their first job, and for that they have to have a salable skill. One hundred and fifty years ago in the commercial sector, basically they focused on penmanship, which is the mathematics of today, because that is how the cleric got the job in 1830. The ones who stayed clerks are the ones who became the chief clerks, but the people who taught penmanship, I can assure you, believed that that was really what made the wheels of commerce turn. So that is something. Now I would say what you are doing, what you are beginning to do, is the right way to go, and it isn’t intended to cast any one human being [i.e., Drucker] into bronze, but it establishes . . . the true mechanism, an organism that sets an example, and responds to a need and an opportunity. I think it’s the right time, and I think it is the right people [leaders of social sector institutions at first, then leaders of all institutions].


David Hubbard and Peter Drucker, February 24, 1987.







II. Reflect

     • Shaker A. Zahar interviewed Peter Drucker on the fiftieth anniversary of the publication of his book The Practice of Management (1954). The reading below is adapted from the published interview.10

1. MANAGEMENT EDUCATION

Shaker Zahar

How do you feel about the practice of management as a profession today? About the study of management as a field of scholarly inquiry?

Peter Drucker

That would require a book of its own. What I like to see—and what I have practiced now for many years in my own teaching—is:

       (1)     Management education only for already successful people. I believe management courses for people without a few years of management experience are a waste of time.

       (2)     Management education for people from the private, the public, and the not-for-profit sectors together.

       (3)     Planned, systematic work by the students while at school in real work assignments in real organizations—the equivalent [of] the MD residency.

       (4)     Far more emphasis on government, society, history, and the political process.

       (5)     Teachers with real management experience and enough of a consulting practice to know real challenges. . . .

       (6)     Major emphasis on the nonquantifiable areas which are the real challenges—and especially on the nonquantifiable areas outside the business; i.e., in understanding both the limitations of the available numbers and how to use numbers.


From Shaker A. Zahar, “An Interview with Peter Drucker,” Academy of Management Executive, August 2003, pp. 11–12.








     • The ability to quantify is very important in management, yet the unique event that can be observed only through human perception is often more important. Shifts in attitudes, for example, can have a major impact on economic activity. We in the United States have changed our attitudes toward health care. The glass is “half empty” rather than “half full.” Not only has this affected our political debate, and the passage of the Affordable Care Act, which became law on March 23, 2010, but the Internet, television programs devoted to health care, commercials, and wellness publications are providing an avalanche of information on health care because it has become more a matter of personal responsibility. Opportunities are opening up for new outpatient centers, as provision of health services is being unbundled and as more attention is being given to physical fitness and to reducing stress. “Mindfulness” is being used by a number of organizations to reduce stress and enhance creativity. And the list of new opportunities for provision of wellness products and services is growing. This increase in health and wellness products and services is a result of the shift in perception from health care as “half full” to health care as “half empty.” It is an example of a unique event that could have been spotted only through perception. Its effects are still hard to quantify. But perception can be trained so we can spot the unique event as it begins to unfold. We can spot it through the use of our human faculties in addition
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