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PREFACE



The concepts and ideas in this book, like so many others in the field of management, emerged from working alongside senior managers who were struggling to conceive and implement strategies for their businesses. I had been struck, for some time, by the paradox that many companies who wanted help with their “strategic plans” really needed help to put straight what they were trying to do today—as a quite separate task from anticipating and planning for the future. “Putting straight” what they were already doing usually meant first clarifying and sharpening up the current definition of the business and its target segments, and second making sure that given this sharpened definition, those factors critical to success were attended to with painstaking dedication.


I also could not help being struck by the fact that changing the business as opposed to just running it had increasingly become a major management preoccupation. After the relatively steady growth and continuity of the three decades that followed the Second World War, the world’s business environment, from the early 1970s onwards, became increasingly turbulent and competitive. Only those managements that made change a focus of their attention seemed capable of survival. Paradoxically again, change was often driven by the need to catch up with the present as well as to anticipate the future.


I began to ask myself therefore whether the conventional concept of business strategy was really the right way to look at it. Wasn’t there some danger that a company that tried to conceive a single strategy for its business would fall between two stools—neither fully capitalizing on its current opportunities, nor getting itself properly positioned for the next phase of its development.


This book attempts to shed some light on this complex subject. It is based on a wide set of personal experiences spanning more than a decade, as well as in-depth observation of some ten leading multinationals in 1990 and 1991. The conclusions suggest that these companies are indeed feeling the dual pressures of superior present performance on the one hand, and improved change management on the other. Few, however, have yet fully redefined their management processes to deal with this duality.


This work may therefore be likened to trying to piece together a jigsaw puzzle, using pieces from several different pictures. While no company alone exhibited a complete picture, taken as a group, a picture does begin to emerge—and that is what is reported here. I have tried to find a sensible balance between scientific rigor and speculative insight.


Part I serves as an introduction. Chapter 1 distinguishes running a business from changing a business, and thereby introduces the concept of dual strategies. Chapter 2 draws on the experience of four leading multinationals to show how duality is handled in practice.


Part II addresses the issue of developing dual strategies from three different analytical perspectives: that of the customer; that of the company vis-à-vis its competitors; and that of costs. For each we must ask “How do things look today?” and “How will they look tomorrow?”


Section A of Part II, “The Customer Perspective,” discusses what we mean by “customer analysis” in both its present and future dimensions. Chapter 3 broadens the meaning of customer analysis to include nonproduct as well as product needs, the time dimension of customer satisfaction, and multiparty influences in the buying process. Chapter 4 goes into depth on market segmentation and its use as a strategic weapon, not just as a research tool. Chapter 5 focuses explicitly on the dynamic nature of markets and changes in customer needs and behavior over time.


Section B of Part II, “The Company Perspective,” aims to provide a sound understanding of both the demand side and the supply side of the market. This means, above all, recognizing current and potential future possibilities for differentiation between our own company and our competitors. Chapter 6 introduces this subject by examining what we mean by the word “industry,” and reminding us that even within a so-called industry, different competitors may define businesses quite differently. Chapter 7 then examines the points of more obvious differentiation between a company and its competitors; while Chapter 8 examines sources of differentiation which often lie hidden from direct view.


Section C of Part II, “The Cost Perspective,” presents the concept of cost analysis as a fundamental ingredient to both strategies for the present and change strategies aimed at preempting the future. Chapter 9 takes up in detail the analysis of present and future costs; Chapter 10 shows how good cost management can become an effective strategic weapon.


In Part III, the orientation shifts from the more analytical orientation of Part II to a more decision-making orientation. Analytical perspectives gained in Part II are now put to work to develop dual strategies—a strategy for the present on the one hand, and a parallel strategy for transforming the company and preempting the future on the other. Chapter 11 focuses exclusively on present strategy—how to use existing competences and resources to their best advantage in the current marketplace. Chapters 12 and 13 deal with strategies for transforming the company to equip it for the future. Chapter 12 draws on the practical experiences of five major multinationals who are deeply engaged in the management of change. Chapter 13 provides a more generalized and prescriptive view of how transformation and change management can be conceived and implemented.


The book concludes with some implications. Certainly, shifting from a single-minded approach to strategy and its implementation, to the recognition that there is a need to operate with dual strategies is easier said than done. In most organizations it does in fact require a major upheaval in virtually all aspects of organizational structure, processes, and operations, as well as in managerial thinking and behavior. Part IV highlights just three of these: Chapter 14 examines the need for new organizational structures and processes; Chapter 15 deals with the need for new approaches to planning; Chapter 16 suggests the implications for the age-old problem of managerial control. In fact control itself takes on a dual meaning. Current strategies must be controlled against performance benchmarks; change strategies must be monitored against agreed upon milestones.


Who is this book for? It would be too simplistic to say “all managers,” but something close to this is not far from the truth. The issues raised certainly concern all managers. Certainly all those with general management responsibilities or those senior functional managers who make up the general management team responsible for a business unit will find it relevant. It is written for practicing managers. Having said this, I imagine that some teachers running executive programs or MBA programs may also find it grist for the mill. It provides another view of topics that normally get taught in marketing courses, strategic management courses, planning courses, and general management or “business policy” courses.


Many organizations and individuals have contributed directly or indirectly to this book. The generous support of Nestlé S.A. and the Harvard Business School provided the means to make it possible to explore these ideas and bring them into written form. IMD (The International Institute for Management Development) provided the time, and the intellectual framework, and the collegial environment with which practice and theory could be joined. The ten companies who opened their doors at the most senior level, namely Aegon, Bertelsmann, Caterpillar, Ericsson, Heineken, Imperial Chemicals Industries, Nestlé S.A., Procordia, Schering AG, and Sulzer Brothers provided me with critical insights. Throughout, many individuals gave me the encouragement to continue when the way ahead looked bleak or ambiguous.


Although the book strikes new ground, I am deeply indebted to my co-author in a previous book, John Hammond, for allowing me to quote extensively from his insights—all of which have stood the test of time.1 I am also grateful to the publisher of that book and another book which I authored a decade ago, for allowing the inclusion of several key pieces of text in this new book.2


During the gestation period of this book, I was working actively not only in the United States and Western Europe, but also extensively in Central and Eastern Europe. My gratitude to those friends and colleagues there whom I was fortunate enough to work with cannot be fully expressed in just a few words. It was in this “New Europe” that I discovered that the instinct for excellence and capacity for change are things that we have no monopoly on, and where I saw in stark relief how the two have to be managed side by side.


Lastly, I would like to express my great appreciation to Anne Bellmann for her many contributions in turning this book into reality. Without her help, it would not have been possible, and without the tireless, speedy, and accurate stenography of Anne and of Debbie Brunettin, there would be nothing legible to read.


Derek F. Abell             
IMD                              
Lausanne, Switzerland





PART I



INTRODUCTION
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CHAPTER 1



THE DUAL NATURE OF MANAGEMENT


Using present capacities to their fullest advantage and developing new ones in anticipation of the future characterizes the high performer in all fields of human endeavor. Athletes train and compete, and train further to enhance capacities for future events. Armies fight battles deploying whatever materiel and personnel they have at their disposal, and in more peaceful times develop new military capabilities in anticipation of battles still unfought. More generally speaking, we “consume” and “invest”; and as the old proverb warns (to remind us that there is a downside also): “We make our bed and lie in it.”


Management as a human endeavor differs from the above examples in one important respect: Running the business and changing it are not sequential but parallel pursuits. Even armies are seldom on full alert all the time, at least not for limitless periods. War and peace are punctuated—providing the breathing space to build and regroup. Managers enjoy no such luxury, competing today and preparing for tomorrow with no letup on either front.


Because the two activities go on continuously and in parallel, we tend to forget that they are in fact very different in character. Running a successful business requires a clear strategy in terms of defining target markets and lavishing attention on those factors which are critical to success; changing a business in anticipation of the future requires a vision of how the future will look and a strategy for how the organization will have to adapt to meet future challenges.


Until recently, most organizations have successfully managed to run and change their businesses under the umbrella of a single strategy. As long as neither present competition was too demanding, nor change too severe, this approach proved to be quite adequate. This did, in fact, characterize most business activity in the long period of expansion following the Second World War and lasting until the early 1970s. In spite of a few nasty jolts in which management was rudely reminded of the necessity for change, and in spite of a few outbursts of intense competitive activity when supply and demand were temporarily out of balance, or a competitor made a radical breakthrough, a “business as usual” philosophy prevailed. Singular strategies encompassing present and future did the job. Not so today. As competition for current markets has heated up and as change has become increasingly pervasive, a single strategy encompassing the near to medium term runs the risk of providing neither the basis for effectively running the existing business, nor the basis for managing change.


The idea of duality is not entirely new. In 1968, a far-sighted publication of the Boston Consulting Group revealed that the planning practices of a sample of their large client companies were of two distinct types: “Action planning” was used to plan the necessary present and future actions to ensure “operational” success; while “planning for strategic change” was used to improve the organization’s capability to have current major decisions “properly weighted by in-depth study of long-term environmental change.”1 In many cases, this was found to mean changing traditional assumptions and policies in order to facilitate the organizations’ adaptation to future conditions.


Curiously, this distinction, articulated nearly twenty-five years ago, has not been given a great deal of further attention. One reason may indeed be that times were less demanding and the need to distinguish between present and future strategies was less evident; another may be that it was an insight ahead of its time; strategic planning was then in a very experimental stage and innovative approaches and insights—good and bad—were used and discarded with some rapidity.


Whatever the reasons, most companies have continued to develop strategic planning practices without discriminating clearly between the two modes—often in fact, adopting systems and approaches which are a “halfway house” between the two, and which meet neither today’s short-term needs for excellence nor the longterm needs for change as well as they should. Critics of current planning approaches which are built primarily on “fitting” existing distinctive competences to market opportunities have, in fact, argued that articulating such strategies and making them explicit can actually limit flexibility, and “block out peripheral vision!”2 It is certainly true that an undue focus on the present at the expense of the future can have this very undesirable result. But there is nothing wrong at all with making present strategy explicit if this is combined with a parallel undertaking to determine the direction of future change.


The fact is that companies’ options to perform with excellence today are highly dependent on decisions made in the past; and decisions to pursue this or that future direction today inevitably shape future options. As the old proverb has it: “In the present lies the past, and in what is now is hidden what will be.”3 One executive, articulating the same idea in managerial terms, put it as follows: “Short-term success is mainly a feature of long-term moves made earlier.”4


The distinction between a present and future orientation is not the usual short-term, long-term distinction—in which the short-term plan is simply a detailed budgeting exercise made in the context of a hoped-for long-term market position. Present planning also requires vision—a vision of how the firm has to operate now given its unique competences and choice of target markets. The long-term plan, by contrast, is built on a vision of the future—and even more importantly on how to get there.


Planning for today requires a clear definition of the business—a precise delineation of target customer segments, customer functions, and the business approach to be used; planning for tomorrow is much more concerned with how the business should be redefined for the future.


Planning for today is focused on shaping up the business to meet the needs of customers today with excellence. This means identifying those factors that are critical to success and smothering them with attention; planning for tomorrow is often focused on reshaping the business to compete more effectively in the future.


Planning for today is focused on achieving compliance in the various functional activities of the firm with whatever definition of the business has been chosen; planning for tomorrow is much more likely to involve bold moves away from existing ways of conducting the business.


And, while planning for today requires organization, planning for tomorrow quite often requires reorganization.


In a nutshell, planning for today is about managing for results; planning for tomorrow is about managing change.


I have deliberately used the word managing here together with the words strategy and planning because the present/future dichotomy goes into all aspects of managerial work. What we are in fact talking about in this and ensuing chapters are two parallel managerial agendas—one aimed at managing today’s activities with excellence, the other aimed at preparing for the future.


Few firms have clear “20/20” vision when it comes to discriminating adequately between these two types of plan. All of the usual human ailments with respect to vision are reproduced in companies. Myopia can extend well beyond the “marketing myopia,” that Theodore Levitt identified three decades ago.5 Companies can, in fact, be so consumed with the present that they fail completely to prepare themselves for the future. When change comes, it is unexpected and unprepared for—and these companies are left high and dry, the victims of their short-term focus. But just as dangerous is to focus most of the attention on the future, overlooking the needs for excellent performance today. Change should be a management preoccupation, but in addition to, not instead of, present performance.


As we shall see subsequently, the appropriate balance between a present and future orientation is related to the situation at hand. In some circumstances, particularly those characterized by rapid or extreme change, the future component must be given the lion’s share of attention; in more stable circumstances, the present component is predominant. But whatever the situation, both components must always be attended to in parallel.


Underlying the failure of companies to achieve the proper balance between present and future is usually the inability of individual managers to wear these two hats simultaneously. Some managers, especially at lower levels, do of course spend most of their time on current operations as opposed to the requirements for future change. And the reverse is true at the top of the corporate hierarchy. But the more organizations flatten and responsibilities are pushed down, the more every manager has to have a sharp eye on both horizons. In fact, it is a critical requirement to develop 20/20 vision up or down the whole organization if the present and future are to be well managed.


Different companies are adjusting their practices in different ways in recognition of the dual nature of managerial work. While some continue with a “catchall” process which lumps together present and future into a two-, three-, or five-year business plan, others are making a clearer distinction between the long-term framework and shorter-term plans, reserving the former more for corporate headquarters while delegating the latter more to business unit management. Only a few are making a more fundamental distinction between present and future, and between the roles of corporate and business unit management in attending to each. It is to current managerial practice that we now turn to see how some leading companies are responding to the dual challenge of present and future in increasingly competitive and changing markets.





CHAPTER 2



DUALITY IN PRACTICE


Four of the leading multinationals that were studied in depth are described in some detail in this chapter. Between them, Swissbased Nestlé, U.S.-based Caterpillar, German-based Schering, and Dutch-based Heineken provide important contrasts and comparisons with respect to how dual strategies are conceived and implemented in practice.


NESTLÉ S.A.


The world’s largest food company provides us with a good starting point and a “benchmark” to understand current practices. Nestlé has traditionally operated with a highly decentralized country-by-country structure, with some sixty country markets grouped into four main geographic “zones.” Headquarters has played largely a coordinating role in two specific ways: first by providing functional expertise and coordination in the fields of marketing, the “technical” areas of manufacturing, R&D, and facilities management, and finance and control; and second by providing some degree of product management at the center. In the overall balance of power, there was little question that final decision-making responsibility—and indeed profit responsibility in a formal sense—lay with individual market and zone management. Not surprisingly, markets carried the major planning responsibility, and the so-called “long-term plan” drawn up market-by-market provided the strategic framework within which each market managed its current business.


The comments of several members of Nestlé’s senior management revealed, however, that by the early 1990s, this approach to planning and managing Nestlé’s worldwide business was running into trouble. According to Ramon Masip, general manager for Europe: “These long-term plans are in reality three-year budgets—bottom-up in origin, with some inputs from the top. Their focus is on investments and sales/cost figures. I am personally not so interested in these projections—which are increasingly uncertain as one looks forward; but I am interested in the key issues that have to be tackled in each market—such as digesting and consolidating the production system following a recent major acquisition, or figuring out ways to compete effectively in the absence of having our own distribution.”


Statements such as this suggest that there are, in fact, two facets to be dealt with: one side focused on current business, the other side characterized by the need for change in certain areas of the company’s operations.


Nestlé’s corporate finance director, R. F. Domeniconi, observed that the mechanics of Nestlé’s planning approach worked well, but pointed to several shortcomings: the plans were often characterized by “high hopes”; planning was not a constant state of mind—but an event taking place for one or two months each year; planning was too often an extrapolation of current trends; and there was often too much financial data around a single option, instead of real strategic alternatives. He lamented: “We do not have a long-term plan—we do a three-year budget. There are few alternatives—and too much figure crunching. People are overworked and do not think much about the future. In our industry, there are few with real vision.”


A senior product division manager at Nestlé, Peter Brabeck, explained other dimensions of the current planning process. A “top-down” process, driven by product management, provides the framework for running each business. He described this as “a continuous circular, pragmatic process—starting with a vision of the marketplace today, and our vision of the marketplace tomorrow—up to ten years ahead.”


According to Mr. Brabeck: “This framework is first discussed with zone management, with central technical and R&D functions, and ultimately with senior corporate general management. When approved, it is adapted to the different zones and becomes an input to the “bottom-up” planning process. This takes place in May, June, and July of each year, and the questions are then asked: Does the plan fit the overall frame? Does it suggest any revisions to the frame? Is it a good basis for the one-year plan?”


We see clearly in this description the attempt not only to deal with current realities, but to think ahead to what could be done differently in the future. This future orientation originates however with corporate product management, not in the markets themselves, and as pointed out by Messrs. Masip and Domeniconi, with the balance of power weighted in favor of decentralized markets as opposed to centralized product management, short-term consideration apparently often prevailed.


In 1990, Nestlé embarked on a fundamental reevaluation of its organizational structure and processes. According to Helmut Maucher, Nestlé’s chief executive: “We wanted to find a way to strengthen product management, while retaining strong market and zone management—and to make product management more responsible for the whole range of business issues confronting a product, not just marketing.”


This reassignment of roles has its origins in deep-seated changes in Nestlé’s markets—restructuring for region-wide and increasingly global competition in some lines, and internal changes in Nestlé itself—new more diversified product lines, a substantial overall size increase resulting from acquisitions, as well as organic growth, changing “values” concerning the need for team work, and a general need to speed up on all fronts.


Previously the focus of product management had been on medium- and long-term thinking, and marketing in particular, with zone management having a more short-term profit orientation. Increasingly, product managers found themselves under two conflicting pressures: On the one hand, there was an increased need for short-term coordination as new competition put pressure on speed, the coordination of new product launches, and day-to-day management issues arising from these; on the other hand, there was a longer-term need to coordinate, across countries, plant rationalization, distribution restructuring, cost reduction projects, and marketing activities. According to Peter Brabeck:


This marketplace is moving so fast, we cannot continue to separate the long-term and the short-term as we now do. Even before the reorganization which is now underway, the organization was finding interim, “informal” ways to adjust to the need for greater integration, greater speed, and a closer relationship between strategies and implementation. Short-term moves must be guided by some long-term vision—some sense of overall direction—but “plans,” in the conventional sense of the work, may not provide this.


The repeated reference to the need for long-term vision and strategic considerations in the current three-year business planning process is, however, a clear sign that the future, change-oriented component of planning is likely to be more important in the new structure than it was in the old. Left previously mainly in the hands of product management, it apparently failed to get sufficient attention. The product manager’s role, in the old system, was clearly subordinate to that of zone and market management; product management was largely restricted to marketing issues; day-to-day management increasingly encroached on product managers’ time. According to Brabeck, some product managers were spending up to 80 percent of their time on operations and project coordination before the organizational change.


Change of a more fundamental nature was being managed at Nestlé, but in an organizationally separate process. One of its most important aspects was an acquisition activity which added such well-known names as Carnation, Rowntree, and Perrier to the Nestlé stable in the late 1980s and early 1990s. Nestlé was also continuously engaged in “project” oriented change at a variety of levels, and in a variety of organizational locations. These included corporate organizational changes (the main one described above being under the label of “Nestlé 2000”), changes going on at the zone level, country level, in functional departments and in individual business areas. Among them were projects to improve information flows between units, improved logistics systems, cost reduction projects, and projects aimed at rationalizing manufacturing.


In summary, we see that Nestlé is evolving steadily towards a more comprehensive system of planning and management, more attuned to current market realities and to its own internal development. It combines a focus on current operations with attention to future change in a number of key ways: through the current planning process itself, and particularly now by strengthening the role of product management—traditionally the custodian of the longerterm vision of a business or major segment of activity; but also through project based activities where the main focus is on change as opposed to operating strategies.


CATERPILLAR


This company provides an interesting contrast to Nestlé in the sense that, while Nestlé was increasingly integrating decision making region-wide, and even worldwide, at least for some product lines, Caterpillar was in the midst of a process of greater decentralization to individual businesses and markets. Caterpillar’s attention was also significantly directed to the question of how to manage the substantial changes needed to compete effectively against its Japanese rival Komatsu in the growing smaller machine side of its business.


Bob Petterson, manager of the International Region for Caterpillar Overseas S.A. (COSA), described the situation in the early 1990s as follows:


In the early years, it was clear what the company was trying to do. We controlled the parts business, so that CAT would benefit and nobody else. We had 60,000 people all going in the same direction. Today’s vision is less cohesive—and not everyone is going in the same direction. The current problem is costs—CAT is traditionally driven by engineering with a tendency to build in high cost features. This was OK when people bought CAT equipment for the most rugged uses—but it is not OK for small backhoe loaders!


Part of our long-term strategy therefore is to sort out whether and which CAT brands are right for a particular low-cost segment. It is almost heresy to talk about subcontracted brands. And we also have to sort out whether each step in our distribution/marketing chain adds real value for the customer. We have at all costs to protect our traditional dealer system and at the same time try to shift to new segments and serve them in new ways. On the other side, dealers must trust CAT to stay with them, and yet change.


The implication of this statement is quite clear. Caterpillar has two quite different agendas to manage in parallel. On the one side it has to continue to manage its existing highly successful large machinery business, using the tremendous strength of its engineering traditions, and indisputable leadership in distribution; on the other side it has to manage a process of substantial change to allow it to compete successfully in newer segments such as the smaller machinery business.


According to Sig Ramseyer, managing director, “there has been an implicit rejection of the more focused strategy of sticking to the large machine and traditional user markets, where Caterpillar has unquestioned superiority. This would have implied shrinking the company to around $5 billion from the current $11 billion! On the other hand, Caterpillar has a famous name and an unparalleled distribution system. If ways can be found to exploit these in new markets, as the new vision envisages, it would be an unbeatable company.”


In 1990, Caterpillar was reorganizing to support this new strategic vision and direction. U.S. headquarters in Peoria had reorganized into thirteen profit centers, some related to geographic markets, and others related to product or user segments. The European-based COSA, one of the major geographic profit centers, underwent its own internal reorganization, recognizing a number of key product/market segments as a basis for organization, and the appointment of “product” management.


While these changes were being worked through, there was also at Caterpillar a clear understanding that the current business had to be managed in the meantime. Among the main aspects of this “current strategy,” Sig Ramseyer reported the following:


–fine tuning of plans by segment—especially getting dealers to develop strategies for segments and subsegments


–consolidating CAT/dealer inventories in selected field locations, as part of an overall review of costs and effectiveness in the distribution chain


–improved asset management via information management systems


–boosting the current Caterpillar image


At COSA, the division between planning for the current business and planning for future change was made explicit in 1990. The company thus had a “short-term” planning process, which included the annual budget, and a separate “long-term” planning process. The first long-term plan—going beyond the conventional five year projection of sales and costs, and dealing with the real agenda for change—was presented to Caterpillar’s executive committee in March of 1991—three months after presentation of the 1991 short-term plan. Although this process will certainly be refined as time passes, Caterpillar stands out as a prime example of what this book is all about. This must certainly be attributed in large part to the very substantial pressures for change that Caterpillar faced in the late 1980s and early 1990s, and the consequent need to devise managerial processes to run the current business successfully while managing massive change in parallel.


SCHERING A.G.


Schering provides us with yet another perspective on how companies are facing the parallel problems of managing change while running their existing business, and what roles headquarters and business-level management play in this process. Prof. Dr. Klaus Pohle, Schering’s vice chairman of the board and chief financial officer, described the company as follows:


Schering is a research-driven company. Long-term thinking is brilliant. But on basic operational matters like inventory control, Schering continues to be weak. We have brilliant vision, but sometimes so-so execution. On the other hand, with our leading edge products commanding high margins, is this really a critical success factor?


These somewhat harsh self-judgments on Schering’s operating capabilities were tempered by two important compensating factors. First, 82 percent of Schering’s business is done outside of Germany. The subsidiaries were described as being “extremely well run”—largely by country general managers who have been “apprenticed” in tough operating jobs before taking over. Second, Schering charges a shadow interest rate on capital employed as an expense when assessing operating performance—thus assuring a certain discipline in the use of working capital.


Nevertheless, the main point remains: Schering is a company that is highly R&D driven and future oriented. It concentrates on small markets with specialized pharmaceutical needs, and on relatively price insensitive segments, mainly in the most developed economies such as the United States, Germany, Japan, and Switzerland. It studiously avoids the more “mainstream” segments of the pharmaceutical market—such as antibiotics, cough and cold remedies, and analgesics, where day-to-day operating discipline and tight controls over performance would be critical.


In practice, planning at Schering takes place between division and corporate controllers as well as between division general management and corporate board members. The corporate board in this way develops a broad overview of corporate strategies and priorities, and can “feed in” the tradeoff between short-term performance and longer-term investments in key areas of opportunity. Once the overall strategic framework is set, “the divisions parcel out the business requirements country-by-country.”


Pohle described Schering as an “unorthodox consensus-driven company.” He noted: “We do exceptionally well in development—especially when this is close to our ‘core competence.’ An example would be tumor therapy which the company knows from its hormone technology associated with birth control. But we made errors in central nervous system applications—where we had to go beyond our competence. We just didn’t appreciate all the abilities that are needed to succeed there. In fact, the question was raised: Do we really understand our core competence?”


Schering’s future-oriented, “high-end” approach was compared by Pohle to that of BASF and Merck—two other large German-based participants in the world chemicals and pharmaceuticals industry. He described BASF by contrast as a “more commodity-oriented, lower-margin, operations-driven company,” while Merck was classified as having a “chemicals’ versus pharmaceuticals culture—with less research vision, but more tightly controlled rollouts of products into ‘big’ markets.”


In spite of the obvious orientation to the future, and to R&D, Schering announced in late 1990 that as of January 1, 1991, it would move to a “segment management system.” According to Pohle, this change was necessary.


to redress the previous underestimation of the importance of segments. We previously did not realize how diversified we were by segment. Our division structure was simply not fine enough. Our hope is to create a new “tension” between division/corporate management and segment management. We might say, “If you can get inventories down by X, we can find some (extra) funds for development.”


Interestingly, Pohle’s point of comparison for this exercise was not other pharmaceutical or even chemical giants. It was instead a company named Herlitz, a small German manufacturer and distributor of paper pads. Herlitz was well known in Germany for creating an automatic inventory and logistics systems to supply and resupply stationary outlets with extremely short delivery times. Herlitz was noted for its excellence in operations and for its ability to run its current business with consummate skill. Apparently, Schering, like Nestlé and Caterpillar, was finding in the early 1990s that it could not content itself with only a forward-looking management system; operations also had to be managed with excellence—and in doing so funds might even be boosted to reinforce long-term positions.


HEINEKEN


To complete this picture, we turn to Dutch-based Heineken—a company also in the midst of far-reaching change—in this case inspired by fundamental shifts in consumer tastes and values, and by a quest for global leadership.


The “old” Heineken was a family-owned and family-managed company made up of a group of local operating companies (Holland being the largest and strongest), each with five-year plans, each with an assortment of products, and each with different product positioning, widely varying market share goals, and considerable freedom to make decisions. The “new” Heineken is envisioned as a professionally managed company with a focus on premium specialty beers, strong international brands, and an integrated (but not necessarily standardized) approach to its different markets worldwide. Change has been initiated from the top with a major reshuffle of executive board tasks—away from regional responsibilities to functional responsibilities on a worldwide basis. This would all add up to more central policy control and less autonomy market-by-market.


The change process at Heineken was encapsulated in eighteen separate “projects”—all starting in early 1991, and all slated to finish within three years or less. Heineken’s chief executive, “Ray” van Schaik, commented:


Not everything can be changed simultaneously, especially against a background of possible worldwide recession. Pushing for change is the concern that performance over the last five years has not been as high as the company’s potential would indicate. Performance must be higher to support the kinds of investment that will be needed by the future “global brand” strategy—especially with some environmental costs now making themselves felt. . . . So a critical point is finding ways to keep the company running smoothly and profitably, while making the necessary changes.


The difficulty of simultaneously managing change while managing for current results was highlighted by B. Sarpriati, corporate director of human resources:


If everything works, we will have shifted from strong family management to “management for the 90s” without a real crisis. Perhaps it would be easier if there were a crisis! It is much more difficult to stay on the track and avert a crisis while we are changing. The danger will be if the market softens and people attribute bad results to the changes and not to the recession.


Heineken’s approach to managing the change process and the existing business in parallel was to keep the two apart—at least initially. Sarpriati commented:


The current planning system drives today’s business. It starts in February/March of each year with a discussion of mission and scope for each operating unit, continues in May/June with the development of policies and plans for the next five years (but with a concentration on the next three), and finishes in November with an operational plan and budget.


The changes coming out of the eighteen project teams, each comprised of corporate staff and country management, were expected to gradually impact the existing planning process via new guidelines. Under the old system, regional and country market managers were profit responsible; under the new system, they were expected to retain profit responsibility but work more within frameworks determined by the Corporate Centre. In this respect, changes at Heineken closely resemble changes at Nestlé.


J. B. H. M. Beks, Heineken’s Finance Director at the time of the study, described the changes as follows: “In the past, the head office focused on the future; operating companies largely focused on the present. In the new company, the future and present must be better integrated.”


But he also recognized the difficulty of actually accomplishing this: “‘Duality’ does not really go much down the line—nor should it. Don’t give too (author’s emphasis) much chance for people down the line to think about the future—they should concentrate on running successful operations.” He added, “Our current five-year plans are really ‘present plans for the future,’ mostly focused on the operating company level.”


Describing the company’s current planning system, Beks commented:


Today, the company simply “adds up” the operating company plans. At the moment, local operating companies are intent on building local business; we at the Centre are intent on building the Heineken brand. But we also look primarily at return on assets compared to budget—and not enough at the key success factors behind (author’s emphasis) the numbers.


Our picture of Heineken, and indeed of the problem of attending simultaneously to today and tomorrow, would be incomplete without the perspective of an operating unit general manager. R. V. Strobos, general manager of Heineken Holland, made it clear that the problems of managing change in parallel when managing operations are not limited to the top:


Heineken Holland was always very profitable, and therefore a bit “fat and happy.” Now competition is tougher and our financial position is under more pressure. We therefore have to reduce costs, change our organizational mentality, increase production flexibility, add new low-alcohol products, bring “services” closer to the market, and start subcontracting some of our internal requirements for transport, warehousing, and facilities management.


These changes, at the operating level, were expected to extend over a three-year horizon, and had started by 1989. They involved cost reduction plans on the one side, and new marketing approaches on the other. Strobos summarized the overall dilemma of attending simultaneously to the present and future as follows:


I am concentrating on these longer-term improvements, but trying to avoid present problems which would endanger the long-term plans. Some of my subordinates more naturally look at short-term operations; some more at the long-term. As far as change is concerned, we have spent a lot of time preparing to change—now we have to start implementing. . . . On top, everyone knows that something important is happening at the corporate level.


Nestlé, Caterpillar, Schering, and Heineken all tell a similar story, albeit in different industries and different settings. Headquartered in four different countries, all are undisputed world leaders in their respective fields. The story they tell is of a new but persistent challenge: how to manage change while at the same time managing their existing businesses with excellence. Managing with excellence today is for each a precondition for excellence tomorrow, because future-oriented investments depend on high levels of current earnings. And managing the change process successfully is the precondition for earnings tomorrow.


All the companies are also facing the challenge of defining the respective roles of corporate, country, line of business, and functional management in planning and managing the agendas for today and tomorrow. Some, like Nestlé and Caterpillar, are edging towards a closer integration of the two; others, like Heineken and Schering, foresee a closer integration in the future. All see the shortcomings of viewing planning simply as a three-year or five-year extended sales forecasting and budgeting process.


These four companies have been picked out from the ten that were subjects of in-depth study only because they provide the most complete set of contrasts and comparisons. All the companies exhibited, to a greater or lesser extent, the same underlying dilemmas—and these issues are certainly not limited to these ten companies only. Managing change and managing with excellence today is becoming a pressing problem for all firms and all managers—in whatever industry and geographic setting they participate.


Before dealing with present strategy and change strategy in detail, which are the subjects of Part III, some foundations have to be laid. To understand dynamic, ever-shifting modern markets we must look at these markets from three very different perspectives. Thus Part II takes first a customer perspective, second the perspective of the company and its competitors, and third the perspective of costs. Armed with these three perspectives, we shall be in a better position to understand the real nature of dual strategies and how each should be conceived and implemented to master the present and preempt the future.





PART II



PERSPECTIVES ON TODAY AND TOMORROW
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SECTION A



THE CUSTOMER PERSPECTIVE
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CHAPTER 3



THERE’S MORE TO CUSTOMER SATISFACTION THAN MEETS THE EYE


Tom Peters, in one of his excellent video tapes on excellence, describes a “full service” gasoline station that resembles a pit stop in the world of automobile racing.1 Four trained “attendants” descend on the car (and driver) as it pulls in, checking tires, oil, battery, windshield wipers, and a number of other safety points. They pump gasoline, clean the whole car outside, vacuum clean the inside, provide coffee and a newspaper, and have you on your way in ninety seconds! This clearly redefines current standards, not only in terms of how well the service is provided, but also in terms of the scope and variety of benefits offered.


If it can be done for gasoline service stations, why can’t it be done for other products or services just as well? Is the problem a technical one? Is it a question of costs versus benefits? Or is it just mediocrity in our thinking, and too easy acceptance of existing norms of product and service quality? In fact, combing through recent experience reveals that, while such “mutations” are the exception rather than the rule, they do nevertheless occur with some regularity. Benetton made a similar breakthrough in the clothing market; IKEA in the furniture market; Apple in personal computers; Sony in consumer electronics; and Canon in home copiers. Earlier examples are also evident: Polaroid did it in the photography market, while Club Med did it in the vacation/leisure market. Each of these companies redefined existing notions and standards of customer satisfaction, rather than just aiming for incremental improvements. They each laid a new challenge at their competitors’ doors, not because they were intent on “gaining a competitive edge,” but because they were intent on providing a new and better way of doing things. In searching for an explanation, it is tempting to ascribe the underlying driving force for change to either “entrepreneurship” or “creativity,” or “technology.” It is in fact all of these things and more—the ability to see the world in a new way.


The question before us, as managers, is whether we can do anything to improve the likelihood of redefining standards in our own sector of activity. Is the process random or can it be managed? In fact, there seems to be surprisingly little recognition among managers that breakthroughs of the type made by Polaroid, Club Med, Benetton, IKEA, Canon, and others may be fundamentally different than incremental “product development.” Nor is there any widespread questioning about whether these types of breakthroughs can become more the rule than the exception. Even where there is a steady drive for quality improvement, it is more often than not manifested in terms such as becoming more “differentiated,” or “gaining competitive advantage” than in radically improving customer satisfaction. Is the purpose just to stay ahead of competitors, or is it to do an exceptional job of meeting customers’ needs? Just “beating the next guy” may turn out to be a limiting rather than mind-expanding philosophy.


Some would, of course, correctly argue that competition is the underlying mechanism by which the customers’ lot can be continually improved. But to put the quest for competitive advantage ahead of the quest for customer satisfaction in our thinking is to put the cart before the horse. Competition and competitive advantage are, in fact, only part of the story. If firms compete without the imagination and passion to provide better offerings for their own sake, even competition cannot be relied on to do the job. The “differentiation” sought by many managers turns out to be a rather modest objective; even “long-term sustainable competitive advantage” pales before the idea of dramatically serving customers better as an objective in and of itself. If customers are served with excellence, long-term sustainable competitive advantage will result of its own accord.


The picture is further clouded by the fact that quality and customer satisfaction are themselves terms that are ambiguous and difficult to define. Do we mean by quality something absolute, in the sense that product A may be considered superior to product B in every circumstance by all customers? Almost certainly not. Beauty, they say, lies in the eyes of the beholder—and so it is with quality. Features of the product itself, or features of service that may be provided along with its purchase or use, may have a very different appeal to different groups of customers. Part of this may hinge on customers’ own shopping habits or uses to which they put the product; part of it may hinge on their own level of experience with such products and their power of discrimination between one product and another. Each segment is defined by its own configuration of needs. We risk comparing apples with oranges, therefore, if we judge quality differences across substantially different segments. In a nutshell, quality and customer satisfaction are theoretically, as well as practically, elusive.


As we look to the future, a reasonable prediction is that as the competitive race continues to heat up, only those companies that can emulate the real breakthroughs of the past will survive. This is a frightening prospect for many, if not most, organizations. Most have barely scrambled to keep up with new standards, let alone taken the lead in redefining the very basis of customer satisfaction.


But the signals that the exception may become the rule seem persuasive. Global competition is drawing new, previously unheard of competitors who intrude into each local marketplace, and “our” standards, whatever they are, are often found to be wanting by our customers. New competitors often deliver not only higher levels of customer satisfaction than we do, but they provide new dimensions of satisfaction. U.S. consumer electronics producers were forced to abandon their markets to Japanese producers, not because of incremental product differences, but because the Japanese redefined the very nature of customer satisfaction in this industry in the 1970s and 80s. And it seems safe to assume that radical improvements in customer satisfaction may not be the sole preserve of large multinationals with their origins in the so-called “triad” of affluent Western Europe, Japan, or the United States. New customer-satisfying possibilities may emerge from human experience and imagination as well as from technology and financial investment. The so-called “developed” world has no particular monopoly in these respects.


On the demand side, there are also strong signals of impending change in required standards. Customers are ever hungrier for real improvements, sensing that in spite of burgeoning new technology, there is still a big gap between what they really want and what they get. In fact, if we look across a wide array of industry and service sectors over the past several decades, we see that while there are many cases of successful redefinition, there are far more cases of continuing “me-too” approaches. It is of course not easy to gauge to what degree standards are improving overall, since there are few absolute yardsticks. Expectations also change with time and may affect judgments. But even the casual observer could be forgiven for questioning whether customers are really making enough gains. It might even be argued that in some sectors, regress rather than progress more aptly describes the evolution of customer satisfaction. Such appears to be the case where the “secondary” effects of the product on the environment are not properly factored into product development, where side effects produce more harm than good (as in the case of cigarettes or some pharmaceuticals), and where the opening up of mass markets for products or services is accompanied by a degradation of quality. And we can all think of examples in individual companies, or even whole sectors, where quality “slippage” has occurred. This is not just limited to our favorite hotel, restaurant, or corner store which, falling into new hands, fails to live up to our old expectations. It has occurred in sectors as large and important as airline travel, which with overcrowding, inadequate infrastructure, and poor profitability, showed declining levels of punctuality, service, and convenience in the late 1980s. Against this mixed picture, the only certainty seems to be that as life-styles are rapidly changing, customer demands are rapidly changing in response. No industry and no company can remain immune from such powerful forces. Each must find new ways to not only meet, but exceed, customer expectations.


Improving customer satisfaction via product innovation (or service innovation in the case of service industries) often takes precedence in managements’ eyes over improving distribution, communications, services, and “softer” attributes such as perceived image, the nature of the buyer/seller relationship, and a host of others. A product focus on innovation is especially prevalent in technologyoriented companies, where an “engineering mentality” may predominate. Too little attention is also usually paid to opportunities for satisfying customer needs at stages of the purchase and use cycle beyond the purchase itself. And seldom is enough consideration given to the need of individuals other than the direct purchaser.

OEBPS/styles/page-template.xpgt
 

   

     
	 
    

     
	 
    

     
	 
	 
    

     
	 
    

     
	 
	 
    

     
         
            
             
        
    

  

   
     
  








OEBPS/images/common.jpg










OEBPS/images/9781451602241_cover.jpg
MANAGING
WITH DUAL
STRATEGIES

MASTERING THE PRESENT
PREEMPTING THE FUTURE

Derek F. Abell






OEBPS/images/title-image.jpg
MANAGING
WITH DUAL
STRATEGIES

MASTERING THE PRESENT
PREEMPTING THE FUTURE

Derek F. Abell






