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USER’S GUIDE

There is a vast literature of business and the world of work, and thousands of new publications emerge each year. The Best Business, Books Ever aims to distill in an accessible format the main lessons from the best and most influential titles ever published.

Taking in the perspectives of authors, practitioners, and theorists around the world and across the centuries, the contents range from timeless texts on strategy such as The Art of War and The Prince, to the management classics The Principles of Scientific Management and The Human Problems of an Industrial Civilization, to contemporary titles such as The Practice of Management, The Age of Unreason, and Blur.


A two-page digest of each work contains the following features:
• Why Read It?—a capsule introduction describing the book’s key contribution to management

• Getting Started—an introduction to the main themes that each author sets out to address

• Contribution—a detailed summary of the book’s most important points

• Context—an overview of both the immediate reaction to the book and its long-term significance

• For More Information—essential bibliographic information on each title










Action Learning

REG REVANS




WHY READ IT?

What is the difference between a puzzle and a problem? According to Revans, there is an existing solution to a puzzle; it simply needs to be found. There is no existing solution to a problem. The solution has to be worked out by a process of inquiry that begins at the point where one does not know what to do next and expertise is no help. Action Learning explains that process and offers an alternative method of learning to the traditional one, which is based on programmed knowledge instead of encouraging students to ask questions and roam widely around a subject.




GETTING STARTED

As a young man Reg Revans competed in the 1928 Olympics and worked in the famous Cavendish laboratories at Cambridge in the United Kingdom, alongside such fathers of nuclear physics as Ernest Rutherford and J. J. Thompson. Action learning is his systematization of the methods used by the Cambridge team to deal with problems. He developed them further when working for the National Coal Board after World War II. He also went on to become Britain’s first professor of industrial administration at the University of Manchester.


Action Learning is all about an alternative to traditional education and training. The method it sets out is a form of “learning by doing,” but its proponents are careful to distinguish it from “learning on the job” or “learning by experience.” It involves a collaborative effort, humility, a “trading of one’s confusion with that of others,” and deep reflection on one’s experience and the nature of the problem. Its outcome is personal growth as much as a way out of a current difficulty.




CONTRIBUTION


1. Action Learning

The concept of action learning is based on a simple equation: L = P + Q. Learning (L) occurs through a combination of programmed knowledge (P) and the ability to ask insightful questions (Q). It does not deny all usefulness to existing knowledge, but its focus is on asking questions. Learning must be opened up, argues Revans. Programmed knowledge is one-dimensional and rigid; the ability to ask questions opens up other dimensions and is free flowing.

The first step toward asking constructive questions is to acknowledge one’s own ignorance. In the author’s view, too many people conceal their ignorance under a veneer of knowledge. Instead of hiding our ignorance, we should be bartering it.

The essence of action learning is to become better acquainted with the self through observing what one actually tries to do, endeavoring to ascertain the reasons for the attempt, and tracing the consequences that result from it. Revans said he sought “to focus [his] own doubt by keeping away from experts with prefabricated answers.”


2. The Importance of Small Team Learning

The structure linking the two elements in the equation is the small team or set. The central idea of this approach is collaboration within the set; its members strive to learn with and from each other as they confess failures and expand on victories.


3. A Better Way to Develop Managers

Action learning is also the antithesis of the traditional approach to developing managers. We keep solving the same problems because we do not learn from them. We bring in consultants to provide solutions or send managers to courses where they are taught a lot but learn little. Action learning is about teaching a little and learning a lot.


Unless your ideas are ridiculed by experts they are worth nothing.




4. Collaboration Counts

In industry, managers and workers need to acknowledge the problems they face and then attempt to solve them. When doctors listen to nurses, patients recover more quickly. If mining engineers pay more attention to their workers than to their machinery, the pits are more efficient. Managers learn most not from books or seminars, but from here-and-now exchanges about the operational job at hand.

According to Revans, “The ultimate power of a successful general staff lies not in the brilliance of its individual members, but in the cross-fertilization of its collective abilities.”




CONTEXT

For a long time Revans’s ideas were comparatively little known and undervalued, at least in the English-speaking world. They were received much better in mainland Europe (in Belgium in particular), and he spent the final period of his working life abroad. Many management ideas that are currently fashionable, such as teamworking, reengineering, and the learning organization, contain elements of “action learning.”

One of the critical points about action learning is its relation to action. In a way it appears misnamed. At first sight the name suggests learning in practical situations or performing tasks rather than studying theory. It tends to conceal the centrality to the process of reflection; questioning, especially questioning one’s own actions in a deliberate and precise way; ignorance bartering; and collaborative effort. The solutions that are eventually arrived at must be tested in action, but that is very much the final stage.

Interest in Revans’s ideas nevertheless continues to grow. The Pentagon is said to be enthusiastic, and General Electric uses action teams to tackle particular problems. There is also the Revans Foundation at the University of Manchester in the United Kingdom, where the theory and practice of action learning are particularly studied.




FOR MORE INFORMATION

Revans, Reg. Action Learning. London: Blond & Briggs, 1974.





Administrative Behavior

HERBERT SIMON




WHY READ IT?

Decision making, according to Simon, is synonymous with management. But what is decision making, and how are decisions made? Simon realized that most people’s assumptions were hopelessly unrealistic. He set out to inject some realism into the subject, but not in a merely reductive way; he also elaborated a very modern concept of the organization as an interrelated and intercommunicating body. He said that the ability to make decisions effectively was the difference between effectiveness and ineffectiveness in organizations. On that basis alone, his book is worth reading.


Organization is not an organizational chart, but a complex pattern of communications and other relationships in a group of human beings.






GETTING STARTED

Herbert Simon, the son of German immigrants to Milwaukee and a graduate of the University of Chicago, won the Nobel prize for economics in 1978 for his work on administrative behavior, the subject of his doctoral thesis and this book. He is said to have been inspired to write it by observations made while working part time for Milwaukee’s recreation department as a student. He is also said to have told the Nobel committee, when collecting his award, that his real interest was in artificial intelligence—the field into which his interest in how decisions and choices are made ultimately led him.

In Administrative Behavior: A Study ofdecision-making Processes in Administrative Organization, he developed a theory of human choice or decision making that aimed to be sufficiently broad and realistic to accommodate both the rational views of economists and the human concerns of psychologists and practical decision makers.




CONTRIBUTION


1. The Problems of Organizational Theory

According to Administrative Behavior, the way in which administration is usually described suffers from superficiality, gross oversimplification, and a lack of realism. Theorists have refused to undertake the tiresome task of studying the actual allocation of decision-making functions. Instead, they have been satisfied with talking loosely about authority, centralization, span of control, function, and the like, without seeking operational definitions of these terms.

Classic economic theory also suggests that decisions are made by obtaining all the available information, assessing it, and coming to an objective and rational conclusion about how the best result can be achieved. In reality, nobody has the time and the mental resources to do this. Instead of aiming for “the best,” management is content with what is “good enough,” a solution that is “satisficing” (satisfies and suffices).


2. Organization Is Important

Organization is important, first because in our society, people spend most of their waking adult lives in organizations, and this environment provides much of the force that molds  and develops personal qualities and habits. Second, it provides those in responsible positions with the means for exercising authority and influence over others.


3. The Complexity of Organizational Interaction

It is not sufficient to regard organizational behavior as a matter of understanding people or measuring their performance more effectively. Each act in an organization exists in a complex interaction with the organizational system as a whole.


4. Understanding Decision Making

A complex decision is like a great river, drawing from its many tributaries the innumerable component premises of which it is constituted. Many individuals and organizational units contribute to every large decision, and the problem of centralization and decentralization is one of arranging the complex system into an effective plan.


5. The Importance of Relationships

An organization is not an organizational chart, but rather a complex pattern of communications and other relationships in a group of human beings. This pattern provides the members of the group with much of the information, assumptions, goals, and attitudes that enter into the decisions made by each and every one of them. It also provides them with a set of stable and comprehensible expectations about what the other members of the group are doing and how they will react to what any individual says and does.




CONTEXT

Simon later observed that he must have had a prophetic gift when he included the words “behavior,” “decision-making,” and “organization” in the book’s full title, because they quickly became the fashionable phrases of social science.

Organizational theory had been deeply embedded in vagueness before the publication of Administrative Behavior. Its clearest proponent up to that time had been Chester Barnard, who contributed the foreword to Simon’s book.

In response, Simon developed a theory of human choice or decision making that aimed to accommodate
• the rational aspects of choice that have always been the principal concern of the economist and

• the properties and limitations of the human decision-making mechanisms that have attracted the attention of psychologists and practical decision makers.





He thus formed a bridge between the humanists and engineers in management thinking.

Simon’s views were ahead of their time. For the next 40 years organization, in the West at least, continued to be seen as an act of ordering, simplifying, and categorizing rather than as a powerful, dynamic, and ever-changing force. Only in the early 1990s, partly through the success of Peter Senge’s The Fifth Discipline, did systems thinking make the leap from academic obscurity to the executive agenda.




FOR MORE INFORMATION

Simon, Herbert. Administrative Behavior: A Study of Decision-Making Processes in Administrative Organization. 4th ed. New York: Free Press, 1997.






The Age of Discontinuity

PETER F. DRUCKER




WHY READ IT?

Peter Drucker predicted the rise of the “knowledge worker” long before the term came into common usage. His definition is much broader than the IT-led version in current usage. He provides valuable insight into the changing nature of management roles and responsibilities in the knowledge economy.




GETTING STARTED

According to Drucker, the manager as knowledge worker is a new breed of thoughtful, intelligent executive. The manager is reincarnated as a responsible individual, paid for applying knowledge, exercising judgment, and taking responsible leadership within the organization.

The knowledge worker sees himself or herself as another professional. While dependent on the organization for access to income and opportunity, the organization equally depends on him or her.

Drucker maintains that knowledge, rather than labor, is the new measure of economic society—and the knowledge worker is the true capitalist in the knowledge society. Knowledge is not only power but also ownership of the means of production.




CONTRIBUTION


1. The Manager as Knowledge Worker

Drucker coined the term knowledge worker. This was a new breed of executive: a highly trained, intelligent managerial professional who realized his or her own worth and contribution to the organization. Drucker bade farewell to the concept of the manager as mere supervisor or paper shuffler.

Though the knowledge worker is not a laborer, and certainly not proletarian, neither is he or she a subordinate (in the sense of being told what to do). On the contrary, the knowledge worker is paid for applying his or her knowledge, exercising judgment, and taking responsible leadership.


2. The Nature of the Knowledge Worker

According to Drucker, the knowledge worker sees himself or herself as another professional, no different from the lawyer, the teacher, the preacher, the doctor, or the government servant of yesterday. He or she has the same education, but more income—and probably greater opportunities as well.

The knowledge worker may well realize that he or she depends on the organization for access to income and opportunity, and that without the organization, there would be no job. But there is also the realization that the organization depends equally on him or her.

Drucker effectively wrote the obituary for the obedient, gray-suited, loyal, corporate man and woman. The only trouble was, it took this corporate creature another 20 years to die.


3. The Impact of Knowledge Workers

The social ramifications of this new breed of corporate executive were significant. If knowledge, rather than labor, was the new measure of economic society, then the fabric of capitalist  society had to change. The knowledge worker is both the true capitalist in the knowledge society and dependent on his or her job.

Collectively the knowledge workers—the employed, educated middle class of today’s society—own the means of production through pension funds, investment trusts, and so on. Knowledge is not only power, it is also ownership.




CONTEXT

The book effectively mapped out the demise of the age of mass, labor-based production and the advent of the knowledge-based information age. Drucker’s realization that the role of the manager had fundamentally changed was not a sudden one. The foundations of the idea of the knowledge worker can be seen in his description of management by objectives in The Practice of Management (1954). Knowledge management, intellectual capital, and the like are now the height of corporate fashion. The modern idea of the knowledge worker is a creature of the technological age, the mobile executive, the hot-desker. Drucker provided a characteristically broader perspective, placing the rise of the knowledge worker in the evolution of management into a respectable and influential discipline.


If knowledge, rather than labor, is the new measure of economic society then the fabric of capitalist society must change.



Drucker continued to develop his thinking on the role of knowledge, most notably in his 1992 book Managing for the Future, in which he observed, “From now on the key is knowledge. The world is becoming not labor intensive, not materials intensive, not energy intensive, but knowledge intensive.”


The Age of Discontinuity was startlingly correct in its predictions. Much of it would fit easily into business books of today.

Prior to Drucker’s death, management guru Gary Hamel said,
Peter Drucker’s reputation is as a management theorist. He has also been a management prophet. Writing in 1969, he clearly anticipated the emergence of the knowledge economy. I’d like to set a challenge for would-be management gurus: Try to find something to say that Peter Drucker has not said first, and has not said well. This high hurdle should substantially reduce the number of business books clogging the bookshelves of booksellers, and offer managers the hope of gaining some truly fresh insights.








FOR MORE INFORMATION

Drucker, Peter F. The Age of Discontinuity. rev. ed. Woburn, MA: Butterworth-Heinemann, 1992.






The Age of E-tail

ALEX BIRCH, PHILIPP GERBERT, AND DIRK SCHNEIDER


Many view the Internet merely as a sales channel and treat it as an add-on without fundamentally questioning their current business system.






WHY READ IT?

This book, written by three specialists in e-tailing, is a practical guide to building a successful retailing business on the Internet. It describes the current state of the market and identifies success factors as well as risks.




GETTING STARTED

The future of shopping is online. It has already reached a mass-market audience in the United States. The Net has diminished the strength of traditional brands, as Internet success doesn’t come for operations that are simply cloned from the physical world. Customer loyalty is important but increasingly difficult to create, meaning that soon all successful e-tailers will offer almost everything tailored individually to the customer. Because the Internet is the central medium of the future, companies should consider offering complementing online and off-line services.




CONTRIBUTION


1. The Future of Shopping Is Online

E-shopping has already reached a mass-market audience in the United States, and it is set to take off in the rest of the world. For established retailers and entrepreneurs, the question is not which sector is ripe for Internet trading, but whether the opportunity is still open.


2. Traditional Physical Assets No Longer Have Value

Established companies must question the fundamentals of their business. E-shopping is not about exploiting an additional sales channel, but rather about establishing a whole new business. Traditional physical retail formats must be fundamentally restructured or disappear.


3. New Players Are Seizing Power

New players are building up a lead in e-shopping; competitors are springing up everywhere, and competition is becoming increasingly intense.


4. Successful E-tailing Is the Survival of the Fastest

In the Internet economy, survival and winning are equivalent. Market leadership and the creation of successful new retail formats are critical. However, most e-shopping sites lose money on a large scale because of high start-up and investment costs.


5. Internet Shops Need New Brands

The Internet has diminished the strength of traditional brands. Prudential’s online bank made little of the company’s traditional virtues: solid, dependable, long established. The emphasis was on a brand that was modern, technology friendly, convenient, and different.


6. Context Makes the Difference

Internet success won’t come for operations that are simply cloned from the physical world. The key to success is to design a retail site around three factors: convenience; content that  adds value; and a sense of community and belonging for the customer. The successful site must also have traditional commercial nous.



7. Customer Loyalty Is Important but Increasingly Difficult to Create

E-tailers need repeat business to achieve profitability. However, the e-customer is a fickle entity. Winning loyalty depends on
• knowing more about customers and offering more;

• addressing customers individually;

• giving customers control of the business relationship by enabling them to design personalized products or manage transactions themselves; and

• creating a sense of community.






8. Built-to-order Offerings Will Upset Traditional Value Chains

There are hardly any limits to personalization. Most cars and PCs are now made to individual specifications, and soon all successful e-tailers will offer almost everything tailored individually to the customer. Even if the product is uniform, the surrounding experience can be tailored.


9. Innovation Will Be Driven by the Duality of Product and Service

Duality is the idea that “each product is a service and each service is a product.” A product that is personalized contains a strong element of service in the transaction.


10. E-shopping Is Currently a U.S. Phenomenon

The United States enjoys a tremendous structural advantage for e-tailers: it is the largest homogeneous market; it has the largest online consumer base; the Web has penetrated everyday life; and Internet sales in most states receive a subsidy from the absence of sales tax.


11. Traditional Companies Can Offer Online/Offline Services

The U.S. sales tax regime forces companies into an online strategy, preventing most of the “bricks-and-mortar” players there from developing combined online/offline concepts. In the rest of the world the current absence of dominant online players gives traditional companies a better chance of successfully entering the Internet space.


12. The Internet Is the Central Medium of the Future

Many companies view the Internet merely as a sales channel without fundamentally questioning their current business system. However, companies should concentrate on developing truly complementary offline value (context and convenience, entertainment, customer acquisition and loyalty).




CONTEXT

E-commerce has attracted its fair share of hype, and it is difficult to predict its long-term acceptance. The failure of a large number of companies and a drift away from investor confidence in the sector saw critics predicting a short life. This book steers away from the hype and provides a practical guide to success and risk factors in setting up an e-tail operation.




FOR MORE INFORMATION

Birch, Alex, Philipp Gerbert, and Dirk Schneider. The Age of E-tail: Conquering the New World of Electronic Shopping. Milford, CT : Capstone Pub., 2001.






The Age of Unreason

CHARLES HANDY




WHY READ IT?

Written in 1989, this book includes a number of predictions about the way work would develop. The author provides insights into changing organizational structures and developments, such as knowledge working, outsourcing, and strategic alliances—the hallmarks of today’s economy.




GETTING STARTED

In the author’s view, in the age of unreason, a number of organizational forms will emerge, as will new working patterns, such as outsourcing, telecommuting, the intellectual capital movement, and the rise of knowledge workers.

The portfolio worker will become more important, contributing to a greater work-life balance. A portfolio describes how the different bits of work in our lives fit together to form a balanced whole. Portfolio work includes wage work and fee work, homework, gift work, and study work.

Handy states that the social changes resulting from these developments will be reflected in changing patterns of business, with a mix of small enterprises and large conglomerates. There will also be temporary alliances of large and small organizations to deliver a particular project.




CONTRIBUTION


1. The Concept of an Age of Unreason

The age of unreason is a time when the future, in so many areas, is to be shaped by us and for us. The only prediction that will hold true is that no predictions will hold true. It will be a time for thinking the unlikely and doing the unreasonable.


2. New Organizational Forms

The author suggests that a number of organizational forms will emerge in an age of unreason:
• the shamrock organization

• the federal organization

• the Triple I organization





The shamrock organization is a form of organization based on a core of essential executives and workers supported by outside contractors and part-time help.

The federal organization is a form of decentralized setup, in which the center’s powers are given to it by the outlying groups; the center therefore coordinates, advises, influences, and suggests rather than directs or controls. Federalism is the way to combine the autonomy of individual parts with the economics of coordination.

The Triple I organization is based on Information, Intelligence, and Ideas. This type of organization resembles a university and seeks to make added value out of knowledge. To achieve this, the Triple I organization increasingly uses smart machines, with smart people to work with them.


3. New Working Patterns

Handy anticipated the growth of outsourcing, telecommuting, the intellectual capital movement, and the rise of knowledge workers. He also foresaw how these developments might  affect the individual. His concept of the portfolio worker helped redefine the nature of work, as well as questions of work-life balance.


4. Portfolio Working

A portfolio describes how the different bits of work in our lives fit together to form a balanced whole. The five main categories of portfolio work are
• wage work,

• fee work,

• homework,

• gift work, and

• study work.





Wage (or salary) work represents money paid for time given. Fee work is money paid for results delivered. Employees do wage work; professionals, craftspeople, and freelancers do fee work. Fee work is increasing as jobs move outside the organization. Some employees get fees (bonuses) as well as wages.

Homework includes tasks that go on in the home, from cooking and cleaning to child care and carpentry. Gift work is done for free outside the home, for charities and local groups, neighbors, or the community. Study work done seriously is a form of work, not recreation.


The age of unreason is a time for bold imaginings, for thinking the unlikely and doing the unreasonable.




5. A Broader Portfolio

In the past, for most people the work portfolio had only one item in it—their career. This was a risky strategy. Few people would put all their money into one asset, yet that is what most people were doing with their lives. The career had to provide many things at once: interest or satisfaction in the work, interesting people and good company, security, money, and the opportunity for development.


6. Funding the Portfolio

Portfolio people think in terms of portfolio money, not salary money. Money comes in fits and starts from various sources, for example a pension, some part-time work, some fees to charge, or some things to sell. They lead cash-flow lives, not salary lives, planning always to have enough inflows to cover outflows.

Portfolio people think in terms of barter and know that most skills are saleable if one wants to sell them.


7. Changing Patterns of Business

The age of unreason will be a world of “fleas and elephants”: large conglomerates and small individual entities, or large political and economic blocs and small countries. There will also be ad hoc organizations, temporary alliances of large and small organizations to deliver a particular project.




CONTEXT

The book predicts many of the important changes in working patterns that are now commonplace, including outsourcing, telecommuting, and virtual project teams from different organizations. It also recognizes the growing importance of knowledge workers and intellectual capital.




FOR MORE INFORMATION

Handy, Charles. The Age of Unreason. Boston: Harvard Business School Press, 1998.






The Art of Japanese Management

RICHARD T. PASCALE AND ANTHONY ATHOS




WHY READ IT?

First published in 1981, this book was one of the first genuine business best sellers, playing a crucial role in the discovery of Japanese management techniques. In its comparisons of Japanese and U.S. companies, it provides rare insights into the truth behind the mythology of Japanese management and the inadequacy of much Western practice.




GETTING STARTED

By the late 1990s, growing Japanese superiority threatened the dominant position of the United States in world markets. In the authors’ view, a major factor in Japan’s favor was its managerial ethos. Japanese managers had vision, something thought to be notably lacking in the West. In Japan, visions are dynamic, rather than generic statements of corporate intent. Managers in the United States are constrained by their be liefs and assumptions. The seven S framework (strategy, structure, skills, staff, shared values, systems, and style) represents the key categories requiring managers’ attention. The Japanese succeeded through attention to the “soft” Ss—style, shared values, skills, and staff—while the West remained squarely focused on the “hard” Ss of strategy, structure, and systems.


The Western vision of management circumscribes our effectiveness.






CONTRIBUTION


1. Growing Japanese Superiority

In 1980 Japan’s GNP was third highest in the world, and extrapolating trends at the time, it appeared likely that it would become the highest by the year 2000.

For the U.S. readership, The Art of Japanese Management contains some hard-hitting truths. If anything, the extent of Japanese superiority over the United States in industrial competitiveness had been underestimated.


2. Managerial Skills

The visionary managerial style adopted in Japan is a major reason for its success, according to the authors. In contrast, despite having a variety of tools at hand, in the West vision has been limited. Beliefs, assumptions, and perceptions about management frequently constrain U.S. managers. The Western vision of management circumscribes our effectiveness.

In Japan managers enhance their way of doing business with dynamic visions rather than pallid or generic statements of corporate intent. The working practice of the Matsushita Electric Company (now Panasonic) was a particular focus of interest for the authors.


3. The Seven S Framework

The book is best known for its central concept, the seven S framework. As a general statement of the issues facing organizations, the framework is unremarkable, but it did gain a great deal of attention. The framework is a simple list of the seven important categories that managers should take into account: strategy, structure, skills, staff, shared values, systems, and style.

According to Pascale and Athos, the value of a framework such as the seven Ss is that it imposes an interesting discipline on the researcher.


4. Comparing Management Styles

The seven S is a framework for comparing Japanese and U.S. management approaches. The Matsushita approach was compared with that of the ITT Corporation.

The Japanese succeeded largely because of the attention they gave to the “soft” Ss—style, shared values, skills, and staff—whereas the West remained preoccupied with the “hard” Ss of strategy, structure, and systems. Since the book’s publication, however, the general trend of Western managerial thinking has been directed toward the “soft” Ss, which are particularly helpful when managers and leaders have to deal with ambiguous situations and uncertain times—as many have to.




CONTEXT

The book’s roots lie in Pascale’s work with the U.S. National Commission on Productivity. Having initially thought that lessons from Japan were limited for cultural reasons, Pascale and Athos decided it would be more productive to look at Japanese companies in the United States. The research for the book eventually covered 34 companies over six years.

The authors’ championing of vision proved highly influential. It was Athos who really started the entire “visioning” industry in the United States. Soon after The Art of Japanese Management was published, a flurry of books appeared highlighting so-called visionaries. Today, corporate visions are a fact of life.

Speaking about the book, business author Gary Hamel commented:
Japan-phobia has subsided a bit, helped by a strong yen, inept Japanese macroeconomic policy, and the substantial efforts of many Western companies to rebuild their competitiveness. While Pascale and Athos undoubtedly overstated the unique capabilities of Japanese management (is Matsushita really that much better managed than Hewlett-Packard?), they successfully challenged the unstated assumption that the United States was the font of all managerial wisdom. Since The Art of Japanese Management hit the bookstores, U.S. companies have learned much from Japan. Pascale and Athos deserve credit for setting the learning agenda.








FOR MORE INFORMATION

Pascale, Richard T., and Anthony Athos. The Art of Japanese Management. New York: Simon & Schuster, 1981.






The Art of the Long View

PETER SCHWARTZ




WHY READ IT?

It may be impossible to predict the future, but it is possible to prepare for it and lessen the effects of any shocks it may bring. The “scenario method,” presented in this book by Peter Schwartz, enables managers to cover the possible outcomes of their actions and take account of external events outside their control. It has been widely used in major corporations to prevent problems caused by unexpected developments.




GETTING STARTED

The book describes the use of scenarios to investigate and test decisions about the future. A scenario is a way of looking ahead, a description of how the world might turn out if certain events take place. Schwartz believes that scenarios enable an organization to plot routes through necessarily uncertain terrain. They are not predictions; accurate predictions are impossible. Nor are they extrapolations of trends. According to the author, scenarios are an approach to making better decisions about the future.




CONTRIBUTION


1. What Type of Scenario?

The author highlights three possible scenarios for the future:
• more of the same, but better;

• worse, leading to decay and depression; and

• different but better, with profound social changes.





It is possible to identify what types of business would succeed in each of those scenarios.


2. The Problem of Denial

Schwartz explains that some scenarios predict situations that people are not prepared to contemplate. He refers to this as a state of denial. Scenarios, he suggests, should be treated as stories to overcome the problem of denial. Putting figures in the scenario makes them believable. With stories, readers can suspend disbelief.


3. Responses to Scenarios

People have different mind sets and so respond to scenarios differently. Schwartz categorizes people as optimists, pessimists, and those who prefer the status quo. Some commentators dismiss scenarios as impossible dreams, but the author believes it is important to ask awkward questions and be prepared for the unexpected.


4. The Right Perspective

Schwartz recommends changing focus between the broad picture and the specific area of concern. For someone looking at the future prospects of an industry, it is important to take account of global developments as well as industry trends.


5. Wide-ranging Research

Research into areas such as science, technology, politics, and economics underpins the development of scenarios, but conventional research sources may simply point to the continuation  of the status quo. The author believes that “fringe research” may be equally important.


6. Certainty and Uncertainty

The author explains that the building blocks of scenarios are society, technology, economics, politics, and the environment. Looking at developments in each area gives the scenario builder a series of useful perspectives. The author describes how Shell established the Global Business Network to bring together people with different perspectives. Scenario builders use multiple perspectives to create a series of challenges and possible responses and to identify potential winners and losers.


To act with confidence, one must be able to look ahead and consider uncertainties.






CONTEXT

The book draws on the author’s wide-ranging experience in scenario development within Shell. He uses real-life examples to demonstrate the importance of scenarios in an industry like energy, which is influenced by technology, politics, and economic and environmental factors. He explains how unexpected events such as war or major political change could have had a significant impact on the industry if it had not prepared for change through the use of scenarios.

Schwartz is careful to highlight the difference between scenarios and predictions about the future. His book is not a prediction about the way the world might look, but a method for assessing what might change if unforeseen circumstances occur. In that sense, the book is a valuable complement to books on strategy development based on “business as usual.”




FOR MORE INFORMATION

Schwartz, Peter. The Art of the Long View. Hoboken, NJ: Wiley, 1997.






The Art of War

SUN TZU




WHY READ IT?

When the postwar achievements of Japanese industry began to make a significant impression in the West, and Western businesspeople began to inquire into the thinking that underlay the success of their Eastern counterparts, Sun Tzu’s The Art of War was often mentioned. This may seem surprising, because it was probably written more than 2,000 years ago. But military language and imagery have played an important role in the development of management thinking, and if one wishes to gain an insight into strategy, leadership, and survival in a hostile, competitive environment, who better to turn to than a general whose name is a byword for sagacity?




GETTING STARTED

Sun Tzu is thought to have lived more than 2,400 years ago, at roughly the same time as Confucius. Historians are generally agreed that he was a general who led a number of successful military campaigns in present-day Anhui Province; the state of Wu, under whose sovereign he served, became a dominant power at that time. Since then it has become standard practice for Chinese military chiefs to familiarize themselves with his writings.


The Art of War (the books actual title is Sun Tzu Ping Fa, literally “The Military Method of Mr. Sun”) is a compilation of the legendary general’s thinking on the strategies that underlie military success. His anecdotes and thoughts, which fill no more than about 25 pages of text in all, are divided into 13 sections. Not all are relevant to modern-day concerns, but some strike a significant chord. Rather like a proponent of judo, Sun Tzu particularly recommends using the momentum of one’s enemy’s own moves to defeat him.




CONTRIBUTION


1. Get the Strategy Right

Sun Tzu, like most good and seasoned generals, is anything but an adventurer and anything but gung-ho. “Why destroy,” he asks, “when you can win by stealth and cunning? To subdue the enemy’s forces without fighting is the summit of skill.”

His advice shows subtlety and restraint: “A sovereign should not start a war out of anger, nor should a general give battle out of rage. While anger can revert to happiness and rage to delight, a nation that has been destroyed cannot be restored, nor can the dead be brought back to life.”

He continues: “The best approach is to attack the other side’s strategy; next best is to attack his alliances; next best is to attack his soldiers; the worst is to attack cities.”


2. Get Information from the Right Sources

Sun Tzu also gives sound advice on knowing one’s markets: “Advance knowledge cannot be gained from ghosts and spirits, but must be obtained from people who know the enemy situation.”


3. Stay Focused

His view on strategy leaves no room for sentiment or distraction: “Deploy forces to defend the strategic points; exercise vigilance in preparation, do not be indolent. Deeply investigate  the true situation, secretly await their laxity. Wait until they leave their strongholds, then seize what they love.”




CONTEXT

So what does The Art of War have to offer the manager of, for example, a small components factory in Peoria or Nottingham? Sun Tzu’s admirers argue that his pithy sayings encapsulate basic and eternal truths. According to Gary Hamel, “Strategy didn’t start with Igor Ansoff, neither did it start with Machiavelli. It probably didn’t even start with Sun Tzu. Strategy is as old as human conflict.“ Anyone who has to devise a plan or give a lead can do with all the help he or she can get.


Water flows in accordance with the ground; an army achieves victory in accordance with the enemy.



Hamel adds, “[A]nd, if the stakes are high in business, they’re rather higher in the military sphere.” One of the attractions of the military analogy and the military role model in business is that they elevate proceedings to a loftier plane. Not only are the issues larger, and the scale more heroic, but it is clear who the enemy is, and when the enemy is clear, the world appears clearer, whether one is a military general or a managing director.

Embattled managers in particular may benefit from the stimulus that military authors like Sun Tzu, Clausewitz, or Liddell-Hart, and the writings of modern military leaders like Colin Powell or General Sir Mike Jackson, can give to their civilian imaginations.

Finally, as has often been pointed out, Sun Tzu has long been revered in the East. He is said to be required reading not only for Eastern military tacticians but also for Eastern businesspeople. To know one’s enemies—or indeed to know one’s friends, partners, and colleagues—it is useful to read what they have read.




FOR MORE INFORMATION

Tzu, Sun. The Art of War (trans. Griffith). Rev. ed. New York: Dover Publications, 2002.






Barbarians at the Gate

BRYAN BURROUGH AND JOHN HELYAR




WHY READ IT?


Barbarians at the Gate explores the takeover battle for RJR Nabisco in 1988, one of the largest ever leveraged buyouts (LBOs). It is both a biography of CEO Ross Johnson and an analysis of why the planned LBO went awry. Unknown to Johnson and his supporters, other bidders emerged, including Kohlberg Kravis Roberts (KKR), who were highly experienced at LBOs. For several weeks these two main groups, among others, fought to control the company. Eventually KKR’s $25 billion was decisive. Johnson initiated the LBO as a cheap way to consolidate his standing—and lost everything. Barbarians at the Gate addresses both the financial and human aspects of investment banking. Financial issues are explored alongside “softer” aspects of business, such as negotiating. Like Lewis’s Liar’s Poker, Barbarians at the Gate teaches the lessons of an entire age. It shows how financial matters are dominated by human characters and captures the culture of competition at that time, a valuable lesson for current and future generations.


We’ve got our fee, let’s go on with the next deal.






GETTING STARTED

Leveraged buyouts are debt-financed transactions (using bank loans and bond sales) to take a public corporation private. They enable a single party to gain control of a publicly traded company, using vast sums of capital to buy out shareholders. Such deals became possible for two reasons. First, in the early 1980s the Internal Revenue Code made interest, but not dividends, deductible from taxable income, making it possible to obtain large bank loans. Second, the demand for junk bonds exploded in the 1980s, enabling the sale of bonds to raise finance for such transactions. Consequently, the LBO of RJR Nabisco was part of a wider economic trend. What Johnson and his supporters ignored was that if they could use this mechanism to take over a public company, then others would be able to as well. They overlooked economic trends at their peril.


Barbarians at the Gate highlights a milestone in financial history: the LBO of the Gibson Greeting Card Company, when the company was first taken private in 1982. Only 18 months later, it was made public again with a significantly higher share price, despite few managerial changes. LBOs were one of the most lucrative investments throughout the 1980s. Consequently, corporations faced numerous takeover battles, and the competition surrounding this could be disastrous.




CONTRIBUTION

The authors draw the following key conclusions from this roller coaster business ride.


1. Never Pay in Cash

Johnson’s team underestimated the importance of the initial offer. Their offer was excessively low, proposing to the board of directors an LBO at $75/share, after concerns that the price was undervalued at $55. Consequently, rival bidders emerged, who could otherwise have been deterred. The authors maintain that Johnson, by showing his financial position before gaining control over RJR, allowed his weaknesses to be exploited. His concern that falling tobacco sales were dragging down the share price was insignificant compared to the threat  of losing his stake in RJR Nabisco. The authors speculate about whether Johnson was unwilling to incur the large debt a higher bid would require because of the cost cutting it would necessitate. No valuation put RJR’s value beneath $80 a share, and the authors suggest that Johnson’s low bid invited better-financed parties to tender bids.


2. Never Tell the Truth

The book details how, ignoring Johnson’s offer of directorship seats and soaring share holdings, the independent board evaluating the offer issued a press release, rather than keep the deal quiet. The board members knew their strengths: any potential buyer would reward them handsomely for their support. In the authors’ view, Johnson had shown his cards too early. This allowed other bidders to enter the fray with a good understanding of how to undermine Johnson and win control of RJR Nabisco. The plan was that nobody would know about the deal until the last moment, by which time Johnson would already have gained control. By revealing his plan too early, Johnson undermined his strategy. Nowadays, investors are far more adept at handling the media.


3. Never Play by the Rules

Johnson’s key mistake, the authors suggest, was to rely on Shearson Lehman Hutton and Salomon Bros. to support the bid. Both firms were hurt by the 1987 stock market crash and had little LBO experience. Johnson’s competitors were KKR and Drexel, the biggest players in LBOs and junk bonds, respectively. Now firms are more diligent about choosing partners. According to Burrough and Halyar, Johnson’s decisions were based more on loyalty and personality than on due diligence. A better strategy would have been to gain more finance, in case it was needed, while acting more unpredictably. Because KKR could anticipate Johnson’s actions, they were able to attack his character in the media, undermining his popularity base. Barbarians at the Gate maintains that in a game of mavericks, one cannot win through playing by the rules.




CONTEXT

In many ways, the dot-com bubble of the late 1990s was a repeat of the stock market crash of the late 1980s. Barbarians at the Gate shows how irrational personalities precipitate such economic recessions. While Johnson’s failure was on a relatively small scale, it demonstrates the kind of irrationality that leads to fluctuating asset prices. Eagerness to lend unjustifiable amounts of venture capital to high-tech start-ups in the late 1990s was mirrored in the LBO boom, which consumed similarly large sums of capital.

Much of investment banking has changed since the 1980s. Nowadays shareholders are unlikely to accept such turbulent management, because of the disruption to organizational culture it produces. The LBO wave of the 1980s was defined by an eagerness to make quick gains. Today the focus is on building sustainable increases in value. Most LBO firms in the 1980s leveraged capital with bank loans or junk bond borrowings. Now most capital comes in larger quantities from global pension or hedge funds. Now the philosophy is “buy and build,” with bidders often keeping their holdings for three to ten years. They sell for the highest price possible through adding as much value to the organization as possible, and takeovers are usually management-led. However, the lessons from Johnson’s failed takeover bid still apply.




FOR MORE INFORMATION

Burrough, Bryan, and John Helyar. Barbarians at the Gate: The Fall of RJR Nabisco. Rev ed. New York: HarperPerennial, 2003.






A Behavioral Theory of the Firm

RICHARD M. CYERT AND JAMES G. MARCH




WHY READ IT?

The book is a powerful introduction to the complex world of decision making. James G. March is one of the foremost decision-making theorists of the 20th century. The book evaluates traditional approaches to decision making and puts forward real-world alternatives.




GETTING STARTED

An entire academic discipline, decision science, is devoted to understanding management decision making. Early theorists in the field believed that the decision process could be rationalized and systematized, and that decision making can therefore be distilled into a formula. However, reality is often more confused and messy, and managers make decisions based on a combination of intuition, experience, and analysis.




CONTRIBUTION


1. The Evolution of Decision-making Theory

Early theories were based on the premise that, under a given set of circumstances, human behavior is logical and therefore predictable. A profusion of models and analytical tools followed, seeking to distill decision making into a formula. The danger is in concluding that the solution provided by a software package is the right one.


2. The Rational Theory of Decision Making

The authors suggest that the rational, or synoptic, model of decision making involves a series of steps:
• identifying and clarifying the problem,

• prioritizing goals,

• generating and evaluating options,

• comparing predicted outcomes of each option with the goals, and

• choosing the option that matches best.





These models rely on a number of assumptions about the way in which people will behave when confronted with a set of circumstances. The assumptions allow mathematicians to derive formulae based on probability theory. The decision-making tools include such things as cost/benefit analysis, which aims to help managers evaluate various options.


3. Problems in the Rational Theory

Reality is often more confused and messy than a neat model can allow for. Underpinning the mathematical approach are a number of flawed assumptions. The model assumes that decision making is
• consistent,

• based on accurate information,

• free from emotion or prejudice, and

• rational.






4. Real-world Decision Making

According to the authors, the reality is that managers make decisions based on a combination of intuition, experience, and analysis. Because intuition and experience are impossible to quantify, the temptation is to focus on the analytical side of decision making.


5. The Relevance of Decision-making Models

This does not mean that decision theory is redundant or that decision-making models should be cast aside. Decision making is becoming ever more demanding, for a number of reasons. The growth in complexity means that companies no longer encounter simple problems. Managers are having to deal with a flood of information; a 1996 Reuters survey of 1,200 managers worldwide found that 43 percent thought their ability to make decisions was affected as a result of having too much information.

Decision theory and the use of models is reassuring, as the models lend legitimacy to decisions that may be based on hunches. However, no models are foolproof; none is universally applicable or can yet cope with the idiosyncrasies of human behavior.


6. The Challenge for Organizational Decision Making

Business decision-making theory faces a crucial and immediate problem: Individuals have goals; collective groups do not. There is a need, therefore, to create useful organizational goals, while not believing there is such a thing as an organizational mind.

Organizations should be regarded as coalitions that negotiate goals. Creating goals requires three processes:
• bargaining, which establishes the composition and general terms of the coalition;

• internal organizational control, which clarifies and develops the objectives; and

• adjustment to experience, which alters agreements in accord with changing circumstances.





Goals are inconsistent for three reasons:
• Decision making is decentralized.

• Short-term goals are given the most attention.

• The resources available to the organization are insufficient to maintain the coalition.






Managers make decisions based on a combination of intuition, experience, and analysis.




7. A New Decision-making Model

The authors assert that the five principal goals of the modern organization are production, inventory, sales, market share, and profit. There are nine steps in the decision process: forecast competitors’ behavior, forecast demand, estimate costs, specify objectives, evaluate plans, reexamine costs, reexamine demand, reexamine objectives, and select alternatives. To work successfully, this decision-making model demands that there be standard operating procedures. The procedures may be divided into general ones based on avoiding uncertainty, maintaining the rules, and using simple rules. There are also specifics, such as task performance rules, continuing records and reports, information-handling rules, and plans.




CONTEXT

Much of decision science rests on foundations set by early business thinkers, such as computer pioneer Charles Babbage and scientific management founder Frederick W. Taylor, who believed that, under given circumstances, human behavior was logical and therefore predictable. Based on this premise, models emerged to explain the workings of commerce, which, it was thought, could be extended to the way in which decisions were made.




FOR MORE INFORMATION

Cyert, Richard M., and James G. March. A Behavioral Theory of the Firm. 2nd ed. Malden, MA: Blackwell Publishing, 1992.
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