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INTRODUCTION




PERFORMANCE:
A QUESTION OF BALANCE?


In 1991, in a book on a concept that we all talk about without really knowing what it means, sociologist Alain Ehrenberg wrote: ‘Sports celebrities, corporate hype, the meteoric rise of the personal challenge, the exaltation of social status and apologist consumerism: within a decade, French society has converted to the cult of achievement.’1 What does achievement – or performance, to put it in more corporate terms – mean to decision makers? Moreover, how should we go about it? Is it the quarterly results that we pore over hoping to meet the objectives set by shareholders? Is it the long-term success of our organisations and the ability to establish sustainable business models? Is it the ability to get the best from our teams with a view to achieving above-average or even extraordinary outcomes? Is it a mindset tinged with idealism – a tireless quest for excellence aimed at reconciling corporate interests with employee interests? As we stand at the crossroads of the challenges facing chief executives in the 21st century, these are the fundamental questions I seek to address in this analysis.

 

Twenty-five years on from Ehrenberg’s observation, the first thing worth noting is that the situation has changed a great deal. First, while public opinion still celebrates sporting prowess and figures like Lionel Messi, Usain Bolt and Renaud Lavillenie are adored by the masses, corporate performance generates nowhere near the same frenzy of excitement. On the contrary, it’s not unusual for opinion leaders to vilify businesses and point the finger at their failings. The increasing number of scandals, whether financial (Enron, or French rogue trader Jérôme Kerviel), ecological (BP and the explosion on its Deepwater Horizon platform) or human (Apple subcontractor Foxconn’s child labour) as well as the 2008 crisis are all examples of this.

 

Many see corporations less as a source of wealth creation than a source of disparity, with interests too far removed from those of the individual and of society as a whole. Whether or not you believe these recriminations to be legitimate, it’s hard to deny that good business performance rarely gets good press. When columnists or politicians talk about ‘performance’, there is every chance their comments will be seen as having negative connotations and pointing to a reality that has little to boast about: capitalist excess, disregard for the human factor, unhappiness in the workplace, and so on. In a world where the weight of emotion and shock headlines often take precedence over a considered picture of the facts, the close-up lens of the press tends to focus on the excesses of whichever plc is in the news. Though I don’t deny they exist, the media tend to exaggerate them while completely ignoring the success stories. This ‘halo effect’ makes people suspicious of corporate performance.

 

Second, the business environment has undergone a profound shake-up over the last quarter of a century. The digital revolution and the rising influence of emerging countries have reshuffled the deck; companies are facing a sudden acceleration in business cycles and soaring competition. Digitalisation is an ongoing phenomenon that presents new challenges on an almost daily basis. ‘Uberisation’, disintermediation and the use of new technologies in industries with little experience of transformation is destabilising the economy’s traditional players. Innovation, agility and time management are becoming not just key performance factors but a matter of survival. Our era takes a harsh view of companies that give in to the temptation of simply maintaining the status quo and failing to reinvent themselves. Startups and fully digital platforms are currently way ahead in terms of speed and creativity, blowing old certainties out of the water along with the viability of economic models that we used to think would last forever. Indeed, who could have predicted even ten years ago that the hotel or taxi industry monopolies would be challenged as they have been? And who can say with confidence that their own sector won’t be engulfed by the next emerging technological tidal wave or caught up in the next disintermediation trend?

 

Third, generations Y and Z have now entered the job market, ushering in a new mentality that breaks with the Taylorist paradigm, vertical organisational culture and pyramid hierarchies. More autonomous, less attached to the corporate ideal and in search of a balance between personal growth and professional achievement, the virtue of this new generation is that it puts individual aspirations and the human factor at the heart of the organisation. We cannot manage today’s employees as we did their counterparts in the 1990s. But despite the fact that the face of their teams is changing, the majority of companies haven’t altered their managerial thinking in over two decades. This disparity has led to a number of misunderstandings and is limiting organisations’ ability to capitalise on the potential of their new talent.

 

Based on these observations, I’m convinced that decision makers need to question their approach to performance. Reduced to a simplistic equation of costs and results for far too long, performance nowadays rests on a subtle balance between financial constraints and two increasingly important factors: employee motivation and time. If companies are to safeguard their models, adapt to accelerating cycles and anticipate future transitions – three vital stages in achieving sustainable performance – the time has come for some serious thought as to how they can reconcile these sometimes conflicting parameters.

 

For example, how do you improve staff productivity and speed without putting people under so much stress that they become unhappy at work? How do you reconcile short-term obligations and competitive pressure with the need to develop a long-term strategy? And how do you get past a marketing-based approach to values and actually turn them into effective principles that support business performance and employee engagement? There’s no magic formula for dealing with the complex issues thrown up by these divergent objectives but there are specific approaches that can help manage them more effectively. It is these methods – inspired by the expertise my company has acquired in areas like innovation, human resources and procurement – that we shall be exploring here. Far from requiring major investment, they’re guided by a pragmatic understanding of the human and economic realities in organisations.

 

I firmly believe that achieving good performance is now a delicate mix of these four dimensions (costs, results, staff motivation and time management). My intention, therefore, is to consider the unprecedented nature of the drastic changes that companies are currently experiencing and to outline solutions to the resulting problems. We are on our way from the 2-D era (when virtually all that concerned us was costs and results) to the age of augmented reality. So it’s time for business leaders and their teams to change the way they view performance and to get better at integrating the complexity of the issues involved and the transformation of their ecosystems. Over the coming years, corporate success will largely be shaped by the ability to create a sustainable balance between these four factors and to rely on ‘better’ as opposed to ‘more’. Getting performance back on track means accepting the new order so that we can turn it into opportunities, despite the fact that it can sometimes feel like trying to square the circle. It also means helping to improve the image of business and to show that company performance is not about excess but about maintaining a balance.
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1. Alain Ehrenberg, ‘Le Culte de la performance’, Calmann-Lévy, 1991.










CHAPTER I

‘DOPING’ IN BUSINESS:
THE PRICE OF PERFORMANCE AT ANY COST





‘By nature, men have less love and respect for justice than a desperate eagerness for gain.’

Aesop





In early 2016, the bosses of five hundred leading American and European companies received a letter urging them to end their short-termist approach. The letter, a thinly veiled criticism of multinationals’ strategies, warned against ‘quarterly earnings hysteria’, excessive dividend payouts to shareholders and the lack of a long-term view. It would hardly have been a surprise if this fierce attack had come from a union leader, a Keynesian economist or someone from ‘Occupy Wall Street’. But it didn’t. The letter was actually penned by Larry Fink, a respected financial operator and chief executive of BlackRock, the world’s largest asset manager, which oversees $4.6 trillion for its customers.1 Suffice to say that his warning is worth heeding.

 

Fink pinpointed one of the major dangers of performance at any cost: when companies seek fast returns without safeguarding their financial and staffing structures, they put their futures and the sustainability of their models at risk. Value creation is unsustainable when companies give in to the siren song of short-termism and place undue emphasis on financial indicators calculated over very short periods. The ‘boom and bust’ economic cycles of recent years substantiate this. Lured in by the prospect of significant quick wins, many investors and companies gamble on businesses whose stability and sustainability are far from guaranteed.


‘APRÈS MOI, LE DÉLUGE’:
LESSONS LEARNT FROM MARKET CRASHES

Take the dotcom bubble, swept up in a fashionable whirlwind and new-tech euphoria at the end of the 1990s. As a recent biography of the charismatic founder of Tesla and SpaceX, Elon Musk, recalls, this time was marked by the palpable ‘insanity of business’: ‘You no longer had to make something that other people wanted to buy in order to start a booming company. You just had to have an idea for some sort of internet thing and announce it to the world in order for eager investors to fund your thought experiment. The whole goal was to make as much money as possible in the shortest amount of time because everyone knew on at least a subconscious level that reality had to set in eventually.’2 If we look at the causes of the 2007–2008 subprime mortgage crisis, we can see pretty much the same mechanisms at work. Who seriously failed to realise that the system was going to come crashing down sooner or later? And who really believed that pensioners and low-income households would ever pay back hefty mortgages? Simple answer: no one.

 

That’s one of the lessons I’ve learnt from the successive and sudden crises that have shaken the world over the last few decades. Each time, ‘everyone knows’ but no one wants to turn back. Everyone wants to enjoy the quick wins without worrying about future consequences and the harm others may suffer. Individualism makes us all want to take advantage of these bubbles, whatever the cost. During the booms, most players adopt the famous motto attributed to Louis XV: ‘Après moi, le déluge’. The story of these economic catastrophes keeps repeating itself. Yet we can only take away lessons in hindsight and we simply cannot stamp out this hard-hearted approach.

 

Having said this, I’m not trying to take the moral high ground. My aim isn’t to criticise the behaviours behind these market crashes and the excesses driven by ‘performance at any cost’: it’s to understand them. I tend to think that human nature, willingly individualist and short-termist, makes it difficult to prevent such excesses. When you offer people – traders, brokers or portfolio managers – the chance to make lots of money in record time, do you really think they would turn it down or worry about the impact of their actions on society? Again, the answer seems simple. Without being completely cynical, we need to be aware of this reality. As a rule, individuals maximise their chances of short-term gains and pay little attention to anything else. Even when they know that the results they’re achieving are largely hot air and could bring about economic instability, they rarely have the courage to say ‘no’ when offered an annual salary of several hundred thousand euros or more.




BANISHING SHORT-TERMISM AND FANATIC INDIVIDUALISM: MISSION IMPOSSIBLE?


A contemporary tale:
the hippy turned financial expert

This is one of the key themes of Krach,3 a Canadian documentary that looks at the ins and outs of the 2008 financial crisis. ‘The whole game was to make money and inflate our annual bonuses, not to solve the world’s problems’, said a former City worker with a remarkable backstory. When he arrived in London in 1996, he knew literally nothing about the world of finance – he’d been a hippy selling trinkets in India. But he soon rose through the ranks of a brokerage firm and became an industry expert who was even interviewed on British television. Before the markets crashed, he was earning roughly one million dollars.

 

This story is more than just an anecdote: it shows how much of a house of cards the system was in 2008. Everyone knew about certain irregularities. For example, while on the lookout for quick wins and ever bigger profits, companies didn’t think twice about giving huge responsibilities to people with questionable skills. The career history of this former employee also shows the limits of a pay model focused on individual and short-term goals. What’s more, this system encourages people to perform at any cost and contributes to creating misaligned interests. It is, without doubt, one of the most complicated problems that companies and their shareholders have to overcome.




When do you say no to performance enhancers?

The 2001 Enron scandal is a case in point. As a reminder, this specialist brokerage and energy firm recorded a turnover of nearly $100 billion before auditors Arthur Andersen were found to have been fiddling the books. The company share price plummeted from $90 to $0.30 and its failure led to 20,000 people losing their jobs and to ruin for many savers. Many people paid a heavy price for Enron’s enhanced performance.

 

When we look at the causes of this disaster, we see that management prioritised short-term, individualist thinking for maximum income. However, according to some of the people involved, ‘the Enron board was convinced that if it gave stock options to the directors, they would be encouraged to stir up interest among shareholders and maximise the company’s long-term value’. But in practice, ‘exactly the opposite happened because members of the board, especially the chief executive and the chief financial officer, adopted a short-term view and maximised their own personal interests’.4 Hence the results were artificially inflated and masked some of the company’s losses.

 

The same failings played a part in the Volkswagen emissions scandal. The German carmaker, formerly a leading light in the industry, crossed a line when its management adopted an extreme profit-making strategy: ‘maximising profits and a short-term view of results’5 led to $25 billion being wiped off the group’s market value. In short, Volkswagen’s directors sacrificed the company’s future for strictly financial considerations and the lure of money. If you want to strike a blow to get ahead, sooner or later you must expect a counterblow and the heavy beating that follows. Sportspeople who dope find this out, often to their cost. They pay a high price (premature death, cancer, careers cut short, etc.) for the staggering ‘performances’ they achieve while abusing illegal substances.

 

These examples, which epitomise performance at any cost, also show that the ‘undisciplined pursuit of more’6 presents a grave danger for companies. Intoxicating and addictive, it is a drug in its own way. This pitfall, identified by management consultant Jim Collins, involves seeking excessive growth that is out of touch with the market reality or the company’s actual capabilities. It compromises the company’s health to the extent that this obsession with ‘more’ comes at the expense of ‘better’, i.e. innovation, product improvements, customer satisfaction, human resources and so on. The desire to outperform eventually undermines the organisation’s core principles and added value. Generating a high return without considering the time horizons or the human capital is little more than a scorched-earth policy. Simply put, sustainable performance is overall performance that we measure using a host of factors. I’ll explain this in more detail later on.7

 

Consider ‘Packard’s Law’, named after David Packard, cofounder of HP: ‘If a great company consistently grows revenues faster than its ability to get enough of the right people to implement that growth, it will not simply stagnate; it will fall’.8 From this perspective, responsible CEOs should ask themselves some simple but vital questions when defining their goals. Will gambling on a big return or impressive results put the company’s health at risk? What is the indirect cost of excess profit? Should we not stagger specific goals over the medium and long term to ensure sustainable performance in line with the company’s actual capabilities? Does my personal interest tally with the organisation and shareholders’ interests?




When companies and states act like the average Joe

My approach may seem idealist but I believe it is the best safeguard against the temptation to perform at any cost and reap the ensuing excesses. The challenge is to ensure that companies and governments do not act like an individual, motivated by short-term prospects. The economic and financial disasters of recent years have proven that this failing was almost always involved: ‘It’s easy to imagine why people would prioritise their personal gain, but it’s harder to understand why they would behave in such a manner within respected and regulated organisations’.9 However, several states have gone down this road – their model collapsed because they bet on lightning-fast performance but failed to anticipate the risks. Their behaviour is more like that of a compulsive gambler than a rational homo economicus.

 

There are countless examples of this: Iceland, nation of fishermen, having to rely on an international bail-out; Spain and its growth built on wild property speculation; or Greece and its doctored accounts to join the Eurozone more quickly and reap the rewards. The same principle applies to states, companies and individuals, seemingly confirming the observation made by Olivier Sibony, senior partner at McKinsey until 2015: ‘The truth is that we are all short-termist. […] Difficulty in managing time horizons is not only a harmful effect of capitalism and a side effect of executive pay. It is simply part of human nature’.10 Ultimately, our repeated failure to take a long-term view impedes our rationality and means that we make bad decisions. In the economic and business world, this explains why we seek to perform at any cost, often at the expense of long-term strategies. And the media and new communications technologies only make it worse: they feed the noise, fuel the booms and hinder reflection. If proof were needed, we need only think of how the Dow Jones fell 145 points within minutes – wiping $136 billion off the value of the markets – based on false information relayed in a simple tweet.11






A CURE FOR EXCESS AND EGOTISM: ALIGNING INTERESTS

Given the difficulties I have just described, one of the solutions is to align the various players’ interests as much as possible: short-termism and fanatic individualism are not a foregone conclusion if we decide to nip them in the bud. Just as concentric circles share the same axis, individual and collective goals must converge. Where there is misalignment, there is imbalance.

 

In business, remuneration systems are an example of this convergence, especially those that best incorporate medium and long-term views. There are irregularities here and there – take Enron, for example. But we can’t explain them away with stock options and bonuses: it would be simplistic to attribute these problems purely to the way we pay people. In reality, financial excesses initially stem from policies that measure short-term performance. When pay incentives (or possible sanctions) are based almost exclusively on quarterly or annual results, who wants to develop three-year, five-year or even longer-term strategies?

 

The economist John Kay raised this point in his review of the British equity market for David Cameron’s government in July 2012. One of the suggestions mentioned in the document was to ‘Reduce the pressures for short-term decision making that arise from excessively frequent reporting of financial and investment performance (including quarterly reporting by companies), and from excessive reliance on particular metrics and models for measuring performance, assessing risk and valuing assets’.12 In other words, we could rethink how to align shareholder, management and company interests by looking at this time requirement: by basing incentives on sustainable results, on the ability to fill an order book for several years or on extra-financial evaluation criteria, we would, no doubt, curb opportunist attitudes, egotism and the quest for performance at any cost.

 

I’m convinced that this need for alignment goes beyond the private sector. Essentially, if human groups (states, companies, unions and associations) are to work properly, they must live by harmonious and self-controlled principles. Revisiting the image of concentric circles, I would say that each of the entities (or circles) has a stake in upholding an honest balance in the long term. If there is any misalignment between the parties’ objectives, imbalance and tension are bound to follow.

 

The heated debates sparked by the ‘third industrial revolution’13 and the uberisation of the economy clearly illustrate the need to reconcile interests in a sustainable manner. Sure, we all want to take advantage of digital innovations and ongoing progress. Digital tools, big data, algorithms and smart objects give us extra drivers to unleash individual and corporate performance. By the same token, companies like Uber, Airbnb or BlaBlaCar have done a great job in disrupting what was effectively a closed shop, expanding consumer choice and best satisfying consumer needs.

 

But these changes raise several questions, starting with the negative consequences of uberisation: the creation of marginal employment, instability for the self-employed and the absence of social security can harm society at large by fuelling inequality and accentuating economic imbalances. In some way, we have recreated the dockers and day labourers of the 19th century. At the same time, it’s worth noting that the tax strategy employed by the digital giants – the famous GAFA (Google, Amazon, Facebook and Apple) and their successors NATU (Netflix, Airbnb, Tesla and Uber) – distorts competition and creates a shortfall for public authorities. These companies forget that they do well out of positive externalities beyond their home environments. Their desire to avoid tax, even though they are profitable businesses, does not fit in with an alignment of interests. In this case, these companies succumb to a sort of short-termist performance and selfishness that harms everyone.

 

The key challenge in years to come will be to look for a common interest shared by multinationals, states, consumers and employees. Although there’s no silver bullet for these problems, I think that the worst thing would be increased interventionism from public authorities. I am certain that excessive regulation is not the answer to the problems we now face. Establishing new laws and imposing legal straitjackets would only make businesses’ problems worse, lead to adverse consequences and dissuade individuals from seizing the current opportunities. At the risk of being overly optimistic and idealistic, I have more faith in self-regulation. Those who favour performance at any cost nearly always end up suffering setbacks and doing themselves damage. Instead of curbing enthusiasm and adding layer upon layer of additional constraints, let’s attempt to create a society in which all objectives of all stakeholders coexist and converge. In France more than anywhere else, it’s essential that we promote this new mentality to improve our collective performance.
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