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In memory of my parents,
Rose and Robert Sayles





Foreword


In the early 1970s, when, with considerable difficulty, I was trying to publish The Nature of Managerial Work, Jim Campbell of Harper and Row sent the manuscript to Leonard Sayles for review. The Leonard Sayles, whose pathbreaking book, Managerial Behavior, had so influenced me. He not only recommended its publication: he actually volunteered to write a foreword!


My response here in kind, in answer to Free Press editor Bob Wallace’s request to do a blurb for the back cover (the kind of thing, with forewords, I have always been loath to do), is not merely meant to reflect my gratitude for that offer so long ago. It is an effort to support, not just a critically important book, but a lifetime of critically important work.


Leonard Sayles has been championing one vital message for decades, persisting as American management practice has gone the other way, to its great discredit. He has never written about managing in a minute, and so he has not sold millions of copies. Instead, he writes with dignity, rare in this field, about managing as a serious art, rooted deeply in action—in making tangible things happen, getting real things done—based on a profound understanding of what is being managed. This is management practiced by thoughtful and devoted men and women—especially in that dreadfully mistreated place called “middle management”—often up against awfully difficult circumstances. It may be the “slow track” to the top, but it is the sure one.


Thoughtless managers won’t like this book. It takes effort, like serious management. My hope is that it will reach the others, and like people who develop and select managers, so that the careful words of a wise observer can be heeded. For this is a truly revolutionary book in the field of management: it makes a case for the hard work of common sense! When a thoughtful book like The Working Leader begins to reach the bestseller lists, then we shall know that American management has turned the corner.


If you share these sentiments, do your bit and read this book. Vote with your eyes for a coming to senses in the practice of management.


Henry Mintzberg
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Waltz Faster—They’re Playing a Tango


The culture of the United States can produce strong individuals—eager to challenge conventional wisdom, flexible, and improvisational. Americans learn very early to talk up and talk back, to take initiative, and to try new things (often to the consternation of those around them). Increasingly, business requires managers who can solve the intractable problems created by the pace of change. As we seek to catch up and surpass Japanese and European competition, it would be a serious mistake to seek to mimic group- or clan-based work cultures. For one thing, it wouldn’t work for us. More importantly, we would be ignoring one of our great strengths: these strong individuals.


This book demonstrates how many of the most pressing challenges of modern business require not more Japanese management (or other quick grafts) but the fostering of a more vigorous, individual-based leadership style. It is leadership focused on work issues, not just people issues, and it is very different from the method and style of managing that have evolved from our traditional management principles.


WHY IS LEADERSHIP BEING REDISCOVERED?


Anthropologists assess the anxieties and passions of a society by interpreting its myths, wise sayings, and folk wisdom. The same process can help uncover some of the hidden dynamics of the world of the manager. Why are so many companies now seeking more leadership and more teamwork?


In the last half-dozen years, the subject of leadership has been rediscovered by business as a critical factor in organizational performance. Books and courses proliferate as companies recognize that there is much more to gaining commitment and performance than investing in automation and robots or in better compensation plans (although the quest for the right “magic bullet” still continues). At the same time, the subject of teamwork has assumed growing importance in the perspective of operating managers. Improving the cooperation that takes place among interdependent managers, professionals, and employees is the primary focus of a great deal of management training.


Underlying this rediscovered significance of leadership and teamwork is a gnawing sense among American business managers that they have been doing something wrong. The self-assurance of the post-World War II era that American business knew the answers has been replaced by the growing perception that they probably don’t, and that Japanese and European managers may do many things better than U.S. managers do.


For the most part, though, the teamwork and leadership issues are jumbled and tangled in webs of ever-changing jargon, or one or another kind of improvement program. They have appealing names—total quality management (TQM), time-based management, high-performance work systems, to mention just a few. The development of attractively titled new approaches to management is indeed a growth industry all of its own. Little attention, however, is paid to the underlying world view of managers; therefore, basic management actions and reactions tend to remain fixed.


No one can claim to look inside the heads of managers. Even so, there is a great deal of external evidence in how they talk and behave that many managers have a view of their jobs and their organizations that doesn’t check out with reality but is, instead, a throwback to dated management principles and models.


Scientific management still represents the core values of most managers. American business is in a time warp; it talks “modern” but acts as though traditional mass-production industry was still the mode. Management theory doesn’t copy very well with the reality of today’s external business environment, in which volatile markets, fast-paced technological change, and the need for increasing customization are the rule, not the exception.


These managers fail to notice that the predictability and controllability of the work itself has changed dramatically in the past decade. What managers do and what professors of management study may not be as relevant as they once were. But since neither look very closely at the challenge involved in getting work accomplished, the mental images they carry around are not challenged.


This book, then, is an effort to look more deeply at what I think are basic failures in how American managers manage that are inconsistent with the needs of the real work of modern business. By seeking to explain where those failures came from (ironically, their source lies in efforts to make management more scientific), the case data provide very different management principles than those that have been dominant in U.S. business and business education for almost a century.


The case data that will be examined focus on managers who ought to be on the cutting edge of change. It is the middle managers who should have the responsibility for making things happen, for achieving integration and coordination among tasks and functions and overcoming the defects in plans and systems.


THE HEAVY HAND OF THE PAST


Most of what managers think of as the heart of their jobs has little or nothing to do with these problems, which weren’t envisioned by either the fathers (or fathers and mothers) of scientific management or their offspring. They thought more of hierarchies than lateral coordination and integration challenges, hierarchies in which clear and fixed plans would get passed down and results passed up (with certain contingencies to take effect when results were especially good or bad).


The result is that American managers for the most part think of their job in hierarchical terms: pleasing the boss and satisfying subordinates. There will of course be occasional work problems requiring involvement, it is assumed, particularly if one is a manufacturing manager (given how equipment and suppliers can misbehave). But most managers believe that involvement with work is a major defect reflecting either unsatisfied needs to give up managing (and go back to being a worker) or a distrust of subordinates. Worse yet, involvement demotivates subordinates.


Most managers are never taught, or fail to learn, that the heart of their job as managers is work leadership, facilitating coordination and integration in order to get work done. This neglected but critical responsibility involves change, but a very different kind of change than is envisioned by those who assert that leaders have to be transformational (that is, have a vision of some consequential discontinuity and seek to bring that to fruition).


THE FUTURE IS NOW


The leadership of the coming decade will diverge from concerns with personality and satisfaction to a focus on work systems and technology. But these concerns do not make relationships and interpersonal effectiveness less relevant. Quite the contrary, continuously improving work effectiveness requires even greater leadership skills than old-fashioned, compartmentalized “people” problems. Almost every modification in technology, no matter how trivial, requires a good deal of information, communication, and persuasion, not to mention persistence and perseverance, all of which derive from leadership capabilities.


Organizations will demand much more value added from their managers.1 The recurring cutting out of managerial levels and slimming down of overhead and staffs are sharp testimony to the increasing recognition that many managers have not been earning their way. What could the managers of a company have been doing when, under market pressures, they can cut almost half their people, square footage, and inventory and still produce the same volume of merchandise? Organizations often become bloated with extra layers of management and accompanying staff when coordination problems fester and managers “run to stand still.”


To be sure, as the reader will see, the fault is often in the inducements, rigidities, and role models provided by senior management. But that aside, managers will have to be able to demonstrate their ability to create more self-maintaining work systems, instead of constant fire fighting. Ironically, as many cases will illustrate, the need for individual leadership skill increases even though business appears to be dominated by impersonal, technology-based systems.


The chapters that follow provide an explanation of why today’s managers have to be much more involved in the management of work than Americans have presumed (as well as what form that involvement should take). Otherwise, given a high level of change, uncertainty, and the need for continuous improvements in quality and efficiency, companies become littered with temporary “patches” and new one-shot (but expensive) improvement schemes.


Neither the annual plan, the systems, nor the hierarchy work any more to keep everyone and everything in a “straight line.” The reason is not politics or sloth or stupidity; it is because the interrelationships among functions, jobs, and departments are now so complex and dynamic that there can be no real coordination among the parts without continuing, astute managerial inputs. Citicorp’s CEO, John Reed, said in 1991 that he expects far fewer meetings and less emphasis on plans, with “judgment replacing a lot of three year plans that no one ever looked at.”2 This is a far cry from what CEOs such as Reed were saying only a year or two earlier.


Thus, this is a book about what managers need to do to make organizations stay organized; to make things work. It describes a view of managerial jobs and roles in which effectuating work, handling teams, and work flow relationships are more important than the traditional hierarchical boss-subordinate relations. This is what is both truly important and immensely difficult—and what American management hasn’t known much about doing.


For American business effectiveness to improve, managers have to add value. They have to do those things that directly affect productivity. In the past, most companies have been content to have managers contribute indirectly by their planning, standard setting and controls, and motivational skills. This ignores the enormous work leadership needs of modern business.
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A New Leadership Perspective


For the most part (and surprisingly, given all the criticism of American business management), the major issues of management and the functions of the executive are viewed in much the same way as they were fifty years before. The classic assumptions related to management are accepted almost without question in both boardrooms and MBA classrooms (although the wording keeps getting updated):


• Executives face their most profound problems in the decisionmaking arena, setting goals and converting these into soundly executable plans. The primary managerial activities are those of command and control.


• Although there is some overlap, problems of efficiency, excessive overhead, customer service (and customization), product quality, and innovation are essentially distinct and require unique solutions. Managerial responsibilities can be compartmentalized and programmed effectively by means of the hierarchy.


• Leaders have two kinds of work—“people” work and “work” work. Motivation issues are very separate from work or technology issues.


• Managers primarily need to learn to “manage upward,” gaining credibility with their boss.


• Good management is almost synonymous with clarity; issues, jobs, responsibilities, and authority need to be defined clearly. There also should be a clear line separating the work of a manager from that of her subordinates.


• Just as there is reasonable separation between jobs, between levels, and between technology and people issues, managers can be separated into two distinct groups: administrators (those who follow prescribed, programmed managerial directives) and leaders (those who introduce transformational change).


• Among both nonleaders and leaders, the managers who do best are those who delegate most. They manage by results and don’t get involved directly with work and technology.


• Management itself represents generic skills (particularly of command and control) that can be transferred quite easily from one organizational setting to another with minimal startup costs.


The research and company case studies presented in Chapter 3 challenge all of these comfortable presumptions.


THE AUTHORITY CORE


Most of management theorizing deals with the preservation and application of authority. Designing the hierarchy, handling delegation, deciding who is responsible for what, and many leadership improvement programs all have issues of authority as their core. Some years ago, interest focused on how much managerial authority should be shared with subordinates (that is, how participative a style was optimal). Good managers were those who balanced a focus on work issues with an interest in people and their needs and problems.


Conceptions of command and control have changed. Control is now sometimes called transactional management. This is a market or exchange view, in that managers are seen as maintaining control by trading good working conditions, various kinds of rewards, and decent supervision for a good day’s work. Command has now become transformational leadership—leadership that focuses on introducing change. Transformational managers have a vision and a conception of future organization attainments that not only impose ambitious change goals but also inspire subordinates. Their commanding vision of what the organization can become should inspire consensus and the commitment of followers much more than do the fair exchanges of transactional, control-oriented leaders.1


Even with these more modern versions, however, managers are told to emphasize the hierarchy. Rather than gain cooperative subordinate behavior by the naked use of power, they should find ways of leading that appeal to followers’ minds, especially their imagination and desire for achievement. This advice, of course, is very sensible.


NAGGING QUESTIONS: WHY AMERICAN MANAGERS “LOST IT”


Left unanswered is why managers need special (and costly) programs to tell them that quality and efficiency and continuing improvements are all part of their managerial jobs (and how to achieve them). Aren’t these what management is supposed to be largely about? Aren’t these the very heart of managerial work? If managers weren’t addressing these problems in the past, what were they doing? (Ironically, as will be described in chapter 13, all these “new” improvement programs were being taught in some progressive U.S. university business programs almost fifty years ago.)


The basic flaws in conventional management practice (and in many of the currently popular academic theories central to organizational behavior) were hidden when American business could focus on old-fashioned mass production of fairly straightforward products and simple services.2 Work involved fixed, almost unvarying routines that were easy to count and assess (for feedback) and that could be programmed from the top down. Careful planning, tight controls mixed with the proper dose of motivational technique (conveniently apart from the work) to reduce the sting of authoritarianism—all of it worked, aided by old-fashioned economies of scale and a protected and huge internal market.


The extraordinary success of U.S. industry in World War II and the decades immediately following would explain a good deal of the self-confidence, even arrogance, of those managers. How can one argue with clearly documented success? Halberstam, in a recent book concluding that this past experience is no guide to the future, lists some of these extraordinary achievements of what he calls “the American century”:


With our great assembly lines and our ever-expanding industrial core . . . we became the industrial arsenal of the mightiest of war efforts. In 1942 and 1943, America alone produced almost twice as many airplanes as the entire Axis. In 1943 and 1944, we were producing one ship a day and an airplane every five minutes.3


American management, once the envy of the world and even feared for its omnipotence, has been on the defensive for the past decade, if not longer. It may be difficult to remember, but in the 1950s, one of General Motors’ greatest concerns was its own success. GM feared that if its market share became too great, it would encourage government antitrust initiatives. Throughout the world, corporate names like DuPont, Esso (now Exxon), and U.S. Steel inspired enormous respect. Never mind that some of the success was due to the decimation of the war, or that Japan and Germany would rise mightily to challenge U.S. business supremacy by the 1980s; U.S. business was a powerful economic force.


It is not surprising that there was almost a mystique surrounding the managerial skill base for this earlier success. Europeans in particular worried that they could not expect to compete until they had learned to give and get MBA-type education, which they viewed as the wellspring of American business preeminence.4 American executives were good at decision making, were not adverse to risk taking, and encouraged employee involvement and participation (although there would always be those who said not enough was encouraged). In addition, Americans were inventive and creative, and a steady stream of inventions flowed to industry.


But failures came in the 1970s and 1980s in managing complexity, ambiguity, and the challenge of ever faster and more demanding change. Halberstam says it more cogently: “We have dissipated the enormous head start we had, and other nations have caught up with us. Some of that is inevitable; it was unrealistic to expect any nation to remain as dominating and powerful as America was.”5


American companies have waged an uphill fight to maintain markets against the best of the Japanese and European multinationals. Economists blame business management ineptness, in part, for the failure to compete effectively and the resulting cost in American’s standard of living. (The rate of increase of after-tax real income per worker declined 75% in the period 1973–90 from what it had been during the first three quarters of the twentieth century.6)



TECHNOLOGY IS NOW THE MANAGER’S PROBLEM AND CHALLENGE


The flaws in management systems could not be hidden when:


• the products were complex goods (such as large software programs)


• these products were forever changing, with continuing new generations in the pipeline


• selling to sophisticated customers with attractive alternative sources and who demanded ever-changing customized adaptations


• senior executives required ever shorter development cycles


• adept foreign competition became a reality


In the current environment, with these technological issues in both manufacturing and services, it has become apparent that the critical problems of management involve coping with the incredibly profound issues surrounding coordination and systems; that is, getting managers continuously and adaptively to rearrange work routines, communication patterns, and performance standards. As the reader will see, the challenges of quality performance, efficiency, responsiveness to customers, and effective (in other words, timely and successful) innovation are essentially the same challenge: getting discrete, semiautonomous jobs, work groups, tasks, and departments to fit synchronously into an integrated whole, be it accomplishment, finished work, a customized product or service adaptation, or effective innovation.


The critical difference between yesterday’s business and managerial effectiveness and today’s anxieties about organizational effectiveness is the decreasing leverage provided by economies of scale. American management skills were honed on mass production; today the critical element is flexibility in terms of quick change, short product runs, and customizing for good customers.


Every line manager has to cope with change on almost a daily basis, because the new “parts” (however the term is defined) don’t fit easily into integrated wholes. One long-neglected reality is that the interface or boundary between given jobs, departments, and functions is hardly ever a simple, neat one. There is an incredible wealth of fine and increasingly elaborate detail in the method and process by which both work and critical functions get performed that makes it unlikely that separate jurisdictions will coordinate easily or comfortably. One only has to look at the literally thousands of issues that arise when two software systems have to intermesh to get some feel for the interaction of complex interfaces, each of which is a moving target. But the same occurs when black box A has to fit with black box B, or when sales work has to integrate with marketing work.


These technical complexities are accentuated by “suboptimizations,” complex group norms, and contradictory (but legitimate) functional goals, among other factors. All ensure that the typical manager doesn’t confront a finely tuned, assembly-line-like work organization. For the same reason, the manager has no reason to expect neatly bounded jurisdictions separating “my” from “their” responsibilities. Inevitably, there are profound ambiguities as to who should change what and when if “our” work is to get done properly.


To make matters worse, the number of interdependencies, given ever-increasing specialization in management, guarantees a lack of equilibrium. In other words, small disturbances create large problems. To cope with one misfitting element, the manager must seek to jiggle or rework a dozen interfaces with relevant staff and line groups that are sequentially affected by the issue. Thus, problems ricochet from one organizational unit to another, with responsible managers, seeking to make something work, chasing just behind.


Managerial life would still be relatively simple if these interface complexities stayed relatively fixed. No such luck, of course. Each unit in real, contemporary organizations keeps changing what they do and how they do it in response to recently uncovered internal imperfections or external dynamics (new problems or opportunities in the marketplace, with vendors, or in technology).


Another dynamic factor affects top management’s efforts to implement new programs. New strategies and new technologies require profound changes in the interrelationships of key functional and product heads. Once-dominant units may retain some of their initiative but cede some of their “power” to formerly less prestigious and more deferential functions. Decision making is itself a kind of work flow requiring the orchestrated participation of various functional heads and experts analogous to how lower-level production operations get performed. Success depends on the sequencing and interrelating of these functional inputs over time.


But, again, these are not one-dimensional interrelationships, as among marketing, manufacturing, R&D, and finance. Marketing, for example, even in a firm emphasizing a new core technology, will still need to be consulted early on some issues, whereas it has to be more deferential on others.


EFFECTIVE LEADERSHIP REQUIRES INVOLVEMENT


There is just no way for the uninvolved, broadly delegating hands-off manager to cope with the dynamic interplay of overlapping jurisdictions and the contradictions in subgroup work routines. Similarly, the manager cannot hope for clear, unambiguous direction; absence of clarity is one of the costs of increased specialization. Work, technology, and people issues are almost one and the same thing because of the inherent ambiguities in technical interfaces.


In other words, many intergroup conflicts and boss-subordinate disputes have their source in technology and the work process. Usually the issues being debated reflect differing views of who should do what with whom, when, where, or how often. These differences can flourish because the intersections of jobs and functions are complex, ambiguous, and ever changing. Of course, these differences also provide a rich broth in which personality differences can grow to gargantuan proportions, particularly when managers are technologically naive.


From one point of view, good leadership is synonymous with being able to cope with the problems of the human condition. Everything gets involved, from family and health issues to matters of discipline and economic theory. But this is a hopeless morass. Reasonable parsimony is required if U.S. management is going to cope with the extraordinary competitiveness of the 1990s.


Management will never be effective if one new technique or another keeps being layered on through management training and consulting. At present, self-managing teams, walking-around management, a customer-focused organization, and so on are discrete techniques. For many managers, these are new “toys” that do not change their basic view of management principles.


Management doctrine and actions continue to focus on authority, plans, and morale. (Interestingly, the subject of work, in the sense of coordinated effort, is almost never mentioned in management or organizational behavior texts except when reviewing the rather narrow issues of production management.) I would argue that attaining high levels of efficiency, quality, service, and the ability to innovate embody almost the same tough coordination issues, which are also composite people-technology relationships. If so, managing coordination becomes a much more parsimonious way of treating the complexities of management.


Thus the focus on what needs to happen if both worker work and managerial work are to get done efficiently, with high quality and adapting to continuous fine-tuning changes and periodic strategic changes, provides a very different set of managerial imperatives than that provided by plan-focused management principles. Companies that are still struggling with the realities of staff/line conflict on the one hand or debating whether to be centralized or decentralized are not going to be able to make it in a world of enormously complex hardware and software and rapid change and ever-rising customer expectations. Managers will be coping with systems that are centralized and decentralized, with peers who are staff and line.


Working leadership involves the capacity to make fast-paced trade-offs (each involving embedded people and technology issues) focusing on the ever-changing needs of coordination and the overall system, regardless of whether one is dealing with a quality, service, innovation, or efficiency problem. Unfortunately, outside of special arenas like project management, these system issues get short shrift or are not even understood by managers concentrating on motivation and the big picture presented by “the plan” and its apparent programmed work requirements. Learning both the nature of these system issues and how to cope with them is what leadership and management are really all about. In turn, this can represent a coherent and parsimonious approach (or theory, if one wishes to be a little pretentious) to management and leadership.


Without this kind of involved, hands-on working leadership, there is almost no chance that a company will be able to compete in world markets that simultaneously demand high efficiency, high quality, innovativeness, and customer service. All of these have the same root: work systems that work. And they don’t work because of good policies or good intentions; the inherent centrifugal forces in most organizations are too powerful. A work system doesn’t function effectively without leadership—in fact, it self destructs! But what it requires is not leadership for inspiration or for astute decisions, but leadership that integrates the disparate elements of the system.


One now can explain why all the behavioral studies of managers show those extraordinarily peripatetic, interactive workdays. The explanation is that a significant share of leadership is not what it appears to be (that is, motivating, delegating, planning, and implementing plans). It is both making things work and making them work better, because nothing really works in the dynamic reality of modern organizations without constant retrofitting and realigning of the technology (or system). Jobs and functions and departments are tending to fly apart at worst or failing to mesh at best, and it is only the manager/leader who can make the system work by integrating the elements dynamically (in real time, not by plans and structure).


With all the talk—and consulting and behavioral theorizing—management as practiced and the models that managers carry in their heads have changed almost not at all in fifty years, except for greater sensitivity to the needs of people. I think the reason for this is the failure to comprehend how very difficult it is to integrate work and management systems, given the inherent complexity of interfaces and the reality that these interfaces are in constant flux because of imperfections, improvements, and innovation. What happens when managers learn to focus on continuously reassessing, reworking, and adapting these is this book’s primary theme.





3



[image: logo]


U.S. Management Principles


A Step Back from the Future


The business press and many business books of recent years are filled with horror stories about the failure of U.S. management. Americans invent the basic technology of the video camera and recorder but can’t manufacture consumer models to compete with the Japanese. The U.S. auto industry, one of the standbys of the American economy and a technology in which U.S. companies have extensive experience, finds it difficult to compete with Japanese plants set up almost next door using the same technology and employees. Almost all consumer electronics come from offshore, and the Japanese now are almost the sole source for certain critical electronic components.


Has American business management acumen declined? Did American management grow soft with its easy post-World War II successes? Or more likely, did American management never have the skills to operate in a world of turbulent change (frequent product change, demanding customers who want unique features or service, ever higher standards of quality, and continuous pressures from competitors for lower costs and improved features)? Perhaps American management’s strengths were uniquely relevant to mass production involving absolutely fixed routines. For these technologies, profits were derived almost purely from volume, exceeding the break-even point.


At the opposite end of the continuum, American culture produces smart, aggressive, and flexible entrepreneurs. In small organizations the owner/CEO, by being directly involved and controlling all the elements, can turn his or her organization on the proverbial dime. Teamwork builds more easily in a small organization. Also, the entrepreneur can encourage specialists to emphasize coordination and larger goals and resist the temptation to “do their own thing.” Regrettably, most modern technology and a good deal of world-class marketing, manufacturing, and development require large organizations.


THE MYTH THAT U.S. BUSINESS WATCHES THE BOTTOM LINE


One of the most careful and damning studies of U.S. management deficiencies compared the performance of Japanese and U.S. room air-conditioner manufacturers. The researcher, David Garvin of the Harvard Business School, was able to get detailed data on manufacturing costs of all but one of the companies in that industry. All used very similar technology to manufacture a very similar product. Although Garvin focused on quality, it should be noted that the quality of production translated directly into lower manufacturing costs. Here are some of his startling findings:


• Japanese companies had an average assembly-line defect rate almost seventy times lower than their American counterparts.


• U.S. companies with low-quality production had failure rates that were as much as five hundred to one thousand times greater than the product failure rates of the best Japanese companies.


• The best American company had warranty costs (primarily the result of their manufacturing quality) that were three times greater than the average Japanese company. The worst U.S. company had warranty costs that were almost nine times greater.


• Total costs incurred to ensure high-quality production on the part of a typical Japanese company in this industry was less than one-half what it cost the typical U.S. company to pay for the extra costs associated with low quality. The latter included the costs of scrap, reworked production, and warranty repairs and replacements.1


What is so revealing about these data is that American companies suffered immediate lower profitability as a result of their inability to manufacture effectively. In other words, ignoring the risk that they would lose market share because they were producing lower-quality products (which would erode longer-run profitability), they also accepted short-run reduced profitability. In his study, Garvin cites other research that supports these findings:


Other studies . . . have demonstrated a further connection among quality, market share, and return on investment. [For example] among businesses with less than 12% of the market, those with inferior product quality averaged an ROI [return on investment] of 4.5% . . . those with superior product quality an ROI of 17.4% [and] it also leads directly to market share gains.2


A consultant who works with companies to improve quality performance cites the case of a U.S. auto manufacturer who for many years tolerated an 80 percent defect rate in the “first-time yield” (that is, before rework) of their transmission assemblies. Another of his examples is a company, pressured to improve performance, that was able to cut its changeover time when having to shift tooling from thirty-five hours to twenty minutes! For some years this company had tolerated the costs inherent in thirty-five hours of down time, just as the auto manufacturer had lived with the costs associated with reworking more than three-quarters of their transmissions.3


It is worth emphasizing that these are not examples of companies making a trade-off between higher quality and lower costs or obtaining better labor relations for higher costs, but rather managements who seem unable to do their production work effectively. As a result, they are less profitable than they would be if they had learned to manufacture properly.


Another compelling example of ignoring profitability appeared in the business press. Investigative reporters found that some companies, forced to change their manufacturing methods by environmental protection rules and standards, actually lowered their costs of production!


The Carrier division of United Technologies, in seeking to reduce the quantity of pollution it produced, realized that it needed to deal with the degreasing line. This process cleaned oil and other debris that accumulated during machining and soldering from finished metal parts prior to assembly; it also produced a major share of the division’s hazardous waste.


Company engineers discovered that they could adjust cutting machines so that they would produce less waste. They also found that they could adjust the process so that there was less friction produced. Therefore, less lubrication would be needed, and the oil itself was a source of pollution. The engineers then found that they could simplify the design of the products being produced, thus using less parts (and, in turn, less machining).


Overall, these various changes cut production costs by reducing scrap and the need for degreasing. They also increased the quality of the product. And this improved performance was the result of being pressured by state and federal environmental regulation authorities, not management initiatives, to be more efficient or to produce higher quality products.4


The question is, why weren’t these improvements that would flow through to the bottom line made without external prodding?


Another account by business journalists recounted the high cost (to complacent companies) of poor service in international markets for capital goods. They cite a number of instances in which large Korean importers of sophisticated machinery who preferred U.S. sources found U.S. managements deficient in providing follow-up service after delivery. The buyers reported large numbers of problems with faulty installations, “stingy service,” and “lackadaisical” installation engineers who wouldn’t work overtime or would leave before the job was completely finished. As a result, contracts gradually were shifted to Japanese suppliers.5


An unpublished study of the Xerox Corporation’s successful struggle to improve the manufacturing quality and efficiency of its copiers suggests the magnitude of the problem. In 1980, before Xerox initiated a major and successful revamping of its methods of manufacturing and managing copier production, management discovered that Japanese copier manufacturers could manufacture, ship, and have their product pass through distributors and dealers and have a selling price that was lower than Xerox’s U.S. cost! In part, this reflected the reality that Xerox had about 1.6 indirect workers supporting every production employee, while its Japanese counterparts had 0.7 indirect workers.6


American managers in charge of divisions that are perceived as not having consequential growth prospects by senior management (and therefore as unworthy of new resource allocations) often lose their interest in maintaining effectiveness. Soon quality declines and costs rise, and customers become increasingly disenchanted with the service as well as the product. What is often interesting here is not the self-confirming prophecy (predict poor growth and the prediction turns out to be a reality). Rather, it is the evidence that without substantial managerial inputs of interest and energy and initiative, work inevitably degrades. It is not simply that no capital may be forthcoming to add new products or new processing, but existing routines become less effective. In the words of a seasoned manager, “There is no such thing as a static technology. Something is always changing or breaking or needing modification, and if you have a disinterested management, performance is going to decline even if you think you have a facility and employees that are fixed.”


In my own research, we have interviewed many plant managers who admit quite openly that until competitive pressures became extreme, they accepted poorer quality and higher scrap losses than they now tolerate. “There was no reason to change,” went the typical explanation, as long as profits were good. One interview with a senior executive of a very large specialty chemical manufacturer compared its U.S. operations with the European competition:


Our most pressureful competition in Europe comes from an Italian company. They use the same equipment as we do, but they have fine-tuned it so perfectly that they have just about zero scrap. Every employee knows exactly how to respond to countless problems with infinitely subtle machine adjustments, and as a result their actual costs are 5 percent under ours. But we haven’t been pressured as much by competition to spur us to do the same. And it would take a great deal of managerial effort to equal their operating performance. All these examples illustrate that managers aren’t encouraged to optimize; they “satisfice,” to use Herbert Simon’s most descriptive verb.


The business press in the 1990s contains many examples of major U.S. corporations engaging in “downsizing.” In some cases, more than 20 percent of the work force (managers and employees) is cut, although the organization continues to perform the same functions and to produce the same products and services.7 The cutbacks were motivated by recessionary pressures on margins and vigorous, often global, competition. But why did these organizations carry along surplus personnel for years, with a direct and negative impact on their sacred bottom line?


COMPANIES ARE PLAN ORIENTED, NOT PROFIT ORIENTED


In the data to be presented, a plausible explanation of these examples of profit-defeating behavior is this: many (probably most) companies have little understanding of how effectively managed their operations are. As long as managers meet their “plan,” the performance goals that have been established for their departments, there are no pressures to manage better. It is only when profits take a sharp drop and top management begins to have serious worries about the future that steps are taken to improve efficiency. Regrettably, these steps are usually blunt, indiscriminate actions, such as across-the-board cuts which fail to distinguish which managers are truly effective from those who have not improved their operations.


Many explanations have been provided to explain the failure of many U.S. companies to attain high enough standards of performance to be world-class competitors. For the most part, however, these deal with exogenous factors. Most often cited are “disabilities” created by factors such as the following:


1. American managers grew complacent and flabby because of the ease of making profits in the postwar world prior to the resurgence of Japanese and German industry and the growth of world markets. Also, the moderate inflation of those years helped hide inefficiencies and inflated profits. A protected and very large domestic market that allowed non-export-oriented firms to do very well added to the myopia.


2. American industry is handicapped by institutional constraints. These include heavy debt loads that are partially the result of tax laws favoring debt over equity and of the takeover, leveraged buyout (LBO), and merger mania of the 1980s. Also, the U.S. stock market is much more short-run oriented than, for example, the Japanese stock market. Concern with share price narrows managers’ focus to what it will take to look good in the next quarter, not the next decade.


3. More individualistic employees are less responsive to authority and direction than those raised in cultures that are more authoritarian, or much more deferential to the authority of managers as parent surrogates. American employees hence lack as strong a work ethic as many Asians.


4. Several major industries were subject to government regulation that in practice led to semiprotected monopoly positions (for example, banking, air and rail transportation, and telecommunications). Until this regulation was removed, many companies were “protected” in their inefficiencies. Such a culture can be slow to change.


No question that these are consequential for American management, but they do not provide a sufficient explanation.


THE OTHER EXPLANATION: INTERNAL FACTORS


Since the early 1980s, American managers have been deluged with suggestions for improved practice. Many are excellent; some are faddish. The ex-McKinsey consultants Peters and Waterman, studying a sample of what they felt to be excellently managed companies, came up with a list of widely cited improvements.8 These few are representative:


• Move to action more rapidly, with less effort and time spent on analysis. Learn by doing, not just by thinking.


• Establish isolated and protected departments (so-called “skunk works”) where innovative technical people can undertake development work free from the normal constraints of organizational forms and procedures.


• Managers should get out of their offices and move around their operations more to see with their own eyes what is occurring and to be more accessible.


The list of management techniques that have been proposed to deal with the “malaise” of American business, and are a boon for consultants, is a long one. Rarely questioned, however, are the models or basic principles that U.S. managers carry around in their heads that dictate “good management practices.” As the reader will see, these form a very integrated and coherent (and logically reasonable) basis for decision making that excludes most of the issues central to effective performance.


But how could this be? Doesn’t American business take pride in being bottom-line oriented, even to the exclusion of attending to critical social responsibilities? Aren’t executives promoted largely on the basis of being hard-nosed about meeting performance targets? Hasn’t one major source of industrial-relations strife been the struggle between work-oriented managers seeking higher performance and their employees who want lighter work loads or additional compensation (or both)?


My answer to all of these is that managers give speeches and interviews that make them appear performance oriented, but these words disguise reality. The reality is that managers are oriented toward designing and meeting the requirements of plans, and this is far different from struggling to attain high levels of performance. For many executives, getting better performance is synonymous with simply mandating that costs shall be cut (and, where possible, with raising prices).


As the reader will see, the model of good management that has been created both by executives themselves and by the preparation provided to neophyte managers (the business schools and corporate training programs) either discourages or ignores the kind of leadership necessary to produce innovative, high-quality goods and services that meet the ever-changing needs of demanding customers and accomplish truly effective performance.


THE CASE OF AMERICAN BUSINESS PRODUCTS


Although it is just one case, the example of “American Business Products” (not the company’s real name) is one of the best indications that American managers have a more profound problem that is not being solved by learning new techniques or skills.


American Business Products (ABP) is a huge, diversified corporation that over many years has taken great pride in its ability to produce both mundane and technologically advanced products profitably and to develop excellent managers by a consistent and sophisticated internal development program. In fact, the company has supported a very extensive (and expensive) management education program and regularly invites leading management professors to teach in its programs. The company has a dynamic CEO who gives speeches on the importance of tough-minded leadership.


There is some evidence that this training and exhortation gets translated by middle managers in ABP into a management style that is not oriented towards taking responsibility for a dynamic, effective organization.9 To improve profitability, the corporation has been seeking to reduce overhead by cutting out staff at middle management levels. As the cuts began to hurt, many managers complained that they couldn’t do their jobs properly: “We are understaffed and overworked.” The CEO’s sensible reply was that they could get their jobs done with leaner staffing if they improved their operations—for example, getting rid of effort-draining problems by introducing improved methods.


To the chagrin of the CEO, his middle managers seemed unwilling or unable to exercise the leadership necessary to initiate such improvement programs. They focused their jobs on producing the right numbers, constantly collecting data to ensure that anticipated results would be forthcoming and pushing and pulling people to get those numbers. But they didn’t involve themselves in operations.


In response to this discrepancy, the CEO hired a large corps of consultants at an annual cost of many millions of dollars. Their function was to assess the problem: why don’t these expensively, well-trained middle managers appear to be exercising any leadership in their departments, and what can be done about it?


A consultant with experience as a senior line executive has been working in one of the major divisions of this large corporation. He reports that the CEO is indeed correct: Managers, at least at middle levels of the organization, don’t really lead. They don’t believe that improving work flows or technology is their business. His observation:


They spend most of their time collecting, assessing, and “worrying” the numbers that they must report up the line. They have learned that usually it is easier to continue doing something “wrong” than to seek to get it changed. To identify something as “wrong” means you are also criticizing someone and implying that a senior executive has made a mistake. Middle managers have learned not to take that kind of career risk.


When a serious effort is made to improve an operation, it can take many months to get approval, and most managers get discouraged. As a result, the most obvious work problems often aren’t addressed until a consultant comes in to rethink the organization of work.


For example, Manufacturing staffs used a different kind of engineering drawing for new parts than did Engineering. As a result, all of Engineering’s drawing for a new part had to be redone. Change only occurred when this wasteful failure to coordinate was pointed out by a consultant. Seeking to improve the way work gets performed and coordinated is perceived as a high-risk, low-reward kind of activity.


What is so surprising about these events is that the corporation has a reputation for being relatively well managed, and it has certainly been quite profitable. Some of the profits have come from setting higher and higher “hurdles” each year and making sure that executives know that they or their units will be eliminated from ABP if performance does not improve.


But there was no indication that ABP’s enormous investment in management training was producing managers who were able or willing to take the initiative in continuously improving their organizations. Management training did not seem to result in increased managerial acumen and ingenuity focused on work and technology. Clearly, ABP and its managers were making the assumption that the work was already well programmed, and that managers were there to push it through, not to fine-tune or to innovate.


As the former head of management research in a comparably large, famous company with an extensive and costly internal management development program noted, “I find it surprising, even shocking, that no one in these companies [with enormous management development budgets] asks the question, why are we spending so much money on management training without getting managers who can cope with today’s more demanding managerial jobs?”10


As the reader will see, the failure here is not one of being hard on people. Rather, it is that day-to-day efficiency (including quality and safety), just as much as innovation and customer service, depends on the willingness and ability of middle managers to be leaders. There is no way for high-quality, innovative work to be done without these managers intervening to manage downward as well as laterally. But their training tells them to manage upward; their job is to produce the numbers that will satisfy the plan.


THE TRADITIONAL MANAGEMENT MODEL


How managers manage and fail to lead grows out of a very specific set of historical circumstances. Much of what are called “good management principles” (whether explicitly stated or implicitly believed) were very relevant to mass-production technology as it existed for the first six decades of the twentieth century. With exceptions, of course, that technology consisted of large capital investments in fixed assets; managerial effectiveness consisted of efficient utilization of those assets. Efficiency, in turn, was provided by continuous high levels of production and sales that would push volume substantially above a fixed break even point. The greater the volume, the greater the profitability. It was that simple.


Successful management meant maintaining adequate sales levels, efficient machine schedules, high enough work loads for employees, adequate maintenance, and watchfulness to be sure that the plans for all of these were working out. Of course, there were also those protected industries and near-monopolies where there was little need to demonstrate excellence or continuous improvement.


The managerial thinking that went with this economic reality was equally simple and straightforward. It is derived from simple models of rational thinking as applied to running a business (or any other organization, for that matter). Managers learn a catechism or canon of what constitutes good management from their bosses or in business schools. For simplicity, I call it the Generally Approved Management Principles, or GAMP for short. Below are a few of its precepts:


• Start with the problem you want to solve or the goal you want to attain. (As the cliché has it, you’ll never get there unless you start off with the goal clearly in mind.)


• Evaluate alternative paths (and obstacles) and assign costs and benefits to each (and perhaps probabilities of their being relevant, as well as the level of risk you are willing to assume).


• Construct a plan that will allow you to exploit the most desirable choices, including the appropriate structure (the clustering of people and tasks that will be required). Program the work.


• Assign responsibilities and performance goals to all the managers in charge of these clusters. Evaluate them on a go-no go basis: did they or didn’t they meet their goals? Base rewards (or punishments) on these results.


• Every task, function, and managerial cluster should be clearly differentiated from others so that there is no overlap or ambiguity about who should do what.


• Just as there is a clear horizontal line between jobs and managerial units, there should be a clear line between what a manager does and what his or her subordinate does.


• Assure the accomplishment of goals by consistent and constant monitoring. Take “appropriate” action when plans are not met. This can involve changing the plans or more vigorous implementation.


• When a new problem or issue keeps recurring, hire a specialist. If the problem (or opportunity) involves many groups in the organization, create a specialized department to do that new kind of work.


LEADERSHIP IN GAMP ORGANIZATIONS


Leadership, in contrast to management, is embodied in senior management. That is where the action is. It is assumed that operations are not dynamic, and change is not expected (at least in the short run). Senior executives are the ones who conceive of imaginative, sometimes bold change strategies and who set ambitious goals. Tough and high-risk decisions are needed periodically (cutting staff, buying another company, selling off a troubled division), and these require the kind of leadership associated with self-confidence (or self-esteem) and a willingness to assume both risk and responsibility.


There is also leadership in exciting the organization about the worthwhileness as well as the feasibility of a new strategy and its accompanying goals. Not all senior managers either have this competence or even consider it important. Many senior managers, however, pride themselves on their ability to represent the future in ways that motivate commitment.11 Recently, the leadership skills associated with the ability to envision an ambitious (but, it is hoped, realistic) future state for the organization and to excite and gain commitment from subordinates regarding this challenging goal has gotten a new name: transformational leadership.12


In recent years, there has also been a high incidence of “wheeling and dealing,” a somewhat less exemplary type of leadership behavior. Many senior leaders, perhaps bored with the apparently dull and usually highly frustrating problems of getting a business to run well, began to focus on buying and selling assets. After all, most internal problems involve tough, almost never-ending people problems, and it must be tempting to turn to the excitement of high-stakes negotiations and “landing a big one.” (Regrettably, as recent history has shown, many of these big deals, far removed from the mundane realities of the business, soon sour at great cost to the organization.)


Below the senior executives are the managers who implement the plans that make up the blueprints describing how the plans should be fulfilled. Implementation involves occasional restructuring decisions (mandated from on high, usually in response to failures to meet the plan) and clear sales, production, cost, and/or profit targets, usually embodied in the numbers that make up the annual budgets and plans of each unit. The plans were usually simply logical deductions from the goals set from above. That is, each unit was given targets that, when summated across the organization, would lead to the attainment of the goals set by senior management.


Staff (in contrast to line employees) are employed largely, but not exclusively, for two functions related to implementation. Some are guardians of important values or functions that are likely to be slighted by managers seeking to excel at meeting their goals. These staff seek to force managers to pay attention to quality, legal, and human resource standards, among others. Staff are also used to spot early signs that goals and targets won’t be met. This assumes that many managers will be loathe to report bad news and will hope that the “news” can be made better before it has to reach their superiors. These staff reports can create additional pressures on lower management to work harder on performance attainment.
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