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Preface: The Essence of Business

HIGHLY successful organizations are innovators. This goes for corporations, nonprofit institutions, civic groups, religious organizations, sports franchises, public service agencies, governments, or entire countries.

What do winners like Compaq Computer, American Airlines, 3M, Honda, Digital Equipment Corporation, McDonald’s, Federal Express, Citicorp, Hewlett-Packard, Procter & Gamble, and Merck & Co. all have in common? They all won command of their marketplace by creatively restructuring the success formula for their industries. They changed the way the game is played, and they outplayed their competitors under the new rules. This is business in its highest form.

Perhaps the most persuasive case for strategic innovation was made by John F. Welch, who at the age of forty-five became chairman of the board at General Electric. In his April 26, 1984, speech at Cornell University entitled “Competitiveness from Within—Beyond Incrementalism,” Welch called for a new spirit of strategic change.
 
I’m convinced that if the rate of change inside the institution is less than the rate of change outside, the end is in sight. The only question is the timing of the end.

But in truth, the wisdom may lie in changing the institution while it’s still winning—re-invigorating a business, in fact, while it’s making more money than anyone ever dreamt it could make.



For those companies that have recently restructured, Walter Kiechel of Fortune presented a challenge in the February 29, 1988 issue: “Okay, Mr. Chief Executive,” he gently needled, “so you restructured, cut costs, and even managed to lift your stock price out of takeover range for the time being. What do you do now?”

Outthinking and out-implementing the competition is required to get on top. And to stay there as well. “Buck” Rodgers, past vice president of marketing for IBM, stated in a provocative 1984 speech, “The trophies on one’s shelf do not win tomorrow’s games.”

Notice that I do not emphasize just creativity, or just innovation for that matter. Implementation is at least as important as imagination. If strategy is king, execution is queen.

Think about it. Business at its essence is two things: ideas plus action. Thinking and doing. Having a dream and making it happen. Not only do you need to formulate a competitive edge, you need to have a capable, committed organization to put it into action. Successful companies are great at both. On the other hand, falling down in either can lead to financial disaster. Imagination is not enough. But it is essential.

PLANNING AND EXECUTION

What is the principal vehicle that organizations use to set future courses and monitor implementation? Strategic planning. Ironically, much business planning, and strategic planning in particular, does little to stimulate imagination or assure effective execution. Incrementalism (5 to 10% annual increases in profits, for example) dominates most thinking. Many times the quantum leaps and the creative sparks to fuel them—as well as the details of turning ideas into realities—are not even considered part of planning. Here are some top management comments I’ve heard:

“Our planning is half cosmetic and half procedural nuisance.”

“It’s the bland leading the bland.”

“Our strategic plan and other tall tales.”

“Our planning could win the duel of the dull.”

Pick up any book on business strategy or planning and you probably won’t even find the words “imagination” or “creativity” in the index. Yet the purpose of planning is to create and implement ways to beat the competition. This book was written to fill this void in the marketplace.

Through hundreds of examples, this book will give you a total approach to creating profit—for your company, your division, your department, and even yourself. There is something for both seasoned executives and management trainees in organizations of any size.

Chapter 1 outlines the five-step Creative Planning process. This universal approach can help a CEO create a vision for the company, help a manager set direction for his department, or help a professional organize and motivate a project team.

Part One, “Imaginative Strategic Thinking,” contains a chapter on each of three ways to generate ideas—insights, leaps and connections—for use at all levels of organizations. It concludes with a chapter on how to refine new ideas to increase their positive impact and feasibility.

Part Two, “Make It Happen,” explains how to put your plan into action. It begins with decision-making tools for selecting the best options. Then it shows how to crystallize one’s mission, objective, strategy, and action plans. How successful companies implement their plans is covered. A chapter on leading creative teams details ways to facilitate the planning effort and to stimulate vigorous teamwork in general.

Part Three, “Insightful Strategic Analysis,” devotes a chapter to each of the six key aspects of any organization: profitability, positioning, competitors, technology, operations, and organization. This provides the complete picture needed for strategic thinking. Many creative approaches, illustrated by examples, are included in each chapter.

Part Four, “Corporate Restructuring,” describes how companies revitalize themselves by making major changes in the business they are in, how they operate, and how they are financed. The first chapter explains corporate planning for multibusiness companies: how to identify future winners and losers, and how to allocate resources accordingly. Next comes how to achieve major shifts in business direction by making acquisition bargains and divestiture coups. The subject after that is turnarounds. The “lean, mean profit machine” techniques used in saving sick companies apply to healthy ones as well.

The book concludes with a chapter on how and when to start creating profit in your organization, and what the United States could do to increase its competitiveness. A peek into the minds of creative geniuses is provided in the Appendix.
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1
The Creative Planning Process

THE September 26, 1988, issue of Fortune put the challenge this way: ‘The 1990s will be tougher than the 1980s, which have seemed pretty tough.”

Fine, you say. All very interesting. But how do I go about developing a strategy that will beat out the competition? How do I effectively interweave imagination and planning so as to increase both short- and long-term profitability? And won’t using a structured planning process inhibit the creative thinking that I am trying to achieve in the first place? The solution I’ve seen in numerous high-performing companies starts with three premises:
  	
Strategy development is a creative exercise. This may seem obvious. Aren’t we trying to determine what new to do? But in my fifteen years of experience as a corporate planning director and a management consultant, I have rarely seen the two concepts—creativity and planning—effectively coupled. 
 	
Planning must result in action. It must be provocative yet practical. Broad generalizations on what a company’s strategy is are of little or no value to middle and lower management—the implementers. Concrete ways to put the corporate competitive advantage into action are compulsory. 
 	
Imagination starts at the top. Top management must set the example. If a CEO lacks the inclination or the flair to become a highly creative executive, he or she must at least develop sufficient understanding of the innovation process to keep other minds from closing and keep them active. It is vital that the CEO not inhibit fresh strategic thinking within the organization. 
 

When I use the phrase’ “Creative Planning,” I don’t mean the traditional mechanical analyses that have been used—and in most cases abused—over the last two decades: the experience curve, the growth/market share matrix (cash cows, stars, question marks, and dogs), and the like. I am referring to the overall thought process of strategy development and execution, the intellectual and emotional sides of it.
 STRUCTURED CREATIVITY

One misconception I run into often is that great ideas are conceived and implemented in unstructured ways, as if ideas just pop into an executive’s mind from nowhere, then are implemented on the spot. Sure, this happens occasionally, but not very often, particularly in the case of a corporate strategy. Strategic thinking and planning are being done at all successful companies, whether or not they go by that name.

Strategy development requires directed creativity, not blue-sky thinking. Creativity without direction is like a runaway horse—wasted energy. Saddling it up ensures productive, innovative thinking. This requires some structure and focus for the thought process and, ultimately, wise decisions.

But wait, you might say, didn’t Peters and Waterman find in researching their book In Search of Excellence that successful companies like 3M did not do strategic planning? That may have been true when the book was written, but things are different now, especially in the St. Paul corporate headquarters of 3M.

“This company was very late in adopting any kind of formalized, explicit style of strategic planning,” says Livio D. DeSimone, executive vice president of 3M’s industrial and consumer product sector. Actually, it started when Lewis Lehr took over as chairman and CEO in 1980. “We had pushed decisions down to the product level of the company, and cross-functional teams were doing a pretty good job, but they weren’t steering the company,” explains Michael Tita, director of planning services and development. A more structured system of thinking about the future of the company has been adopted. But DeSimone adds, “One of the things we tried to do early on was to break away the accountability segment from the free-thought segment.”1 Keeping imagination separate from judgmental thinking will be a recurring theme.
 QUALITIES OF SUCCESSFUL CEOs

Of great concern to me in developing my Creative Planning process was that it had to appeal to senior executives, to be user-seductive. If it wasn’t, they wouldn’t bother. So it had to be a nice, trim package of thought processes and actions that successful CEOs execute naturally in leading their organizations.

What are the platinum characteristics executives have that enable them to take their companies to the top? Here’s what I believe they are.
  	
Industry Savants. They realize there is no substitute for knowing their business, both the broad picture of their industries and the fine details of their companies. But they go beyond just awareness of what is. They constantly develop new insights into what is going on, what may happen, and how their companies can capitalize on the change. 
 	
Imaginative Thinkers. They add to their understanding an active imagination about how their business can compete to win. They are constantly looking for new ideas and providing the climate within their organizations that fosters creative thinking throughout. 
 	
Astute Decision Makers. They know how to move ideas forward to the point where they can identify the diamonds from cut glass. They are masters at the art of making decisions and do not let their emotions and egos get in the way. Most of all, they bring many managers into the process to achieve consensus and solidify commitment. 
 	
Superior Strategists. They are visionaries, but practical ones. They can clearly see why and how their company will beat the competition. They translate this vision into achievable objectives, then formulate flexible action plans that have been tested for contingencies. 
 	
Masterful Motivators. Their own love for accomplishment, combined with their ability to communicate the company’s plans to their entire organization, inspires everyone to deliver at maximum performance. Once plans are in action, they continually tune in to new developments to take advantage of unplanned opportunities.

 

These five qualities build on one another. It would be difficult to generate options without a thorough understanding of the business and its environment. Decision making without options is irrelevant—no choices are possible except to not do anything. Detailed strategy follows decision making. And communicating is certainly easier when you know what you want to accomplish. It is the way all five of these qualities are integrated together that is important. Excelling in one, two or even three isn’t good enough.

The unique value of Creative Planning is that it blends these seemingly disparate leadership qualities into a cohesive process. The essentials you have just read, in fact, correspond to the five steps of Creative Planning:
  	Analysis
 	Creativity
 	Judgment
 	Planning
 	Action
 

These represent the executive thought process—an intellectually driven approach to strategy development and execution which is prolific yet pragmatic. And as you will find, these steps are a strict departure from textbook planning.
 OVERVIEW OF THE PROCESS

Exhibit 1-1 presents a summary of the Creative Planning process. As shown, you gain momentum as you progress toward implementation. But don’t be fooled by its apparent simplicity. It is not quite as easy to follow as it looks. There are no exact recipes for strategic innovation. In going through the process, particularly if you are the facilitator, you have to be a sensitive chef, one who imagines the finished product—how it looks, feels, and tastes. Combining the ingredients, the master chef constantly tastes and improves, realizing that a rote, mechanical mixing of ingredients yields mediocrity at best. The same is true of Creative Planning.

Step One: Analysis

You begin by defining the situation and what will happen to it over time, both outside and inside your organization. The important thing at this point is to focus on the external world more than the internal aspects of your company. (You will get to them later.) Kent Dorwin, senior vice president of planning for Charles Schwab, says that in the company’s first formal strategic planning process in 1987, management focused 80 percent of its attention on the strategic environment and only 20 percent inside the organization. I’ll discuss Charles Schwab’s “strategic revisioning,” as he calls it, that resulted from the process, in Chapter 7.2
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EXHIBIT 1-1 The Creative Planning Process Copyright © 1986 Strategic Action Associates

Evaluate your company and its environment from six different angles: profitability, markets, competitors, technologies, operations, and organization. (Part Three of this book contains a chapter on each of these areas.) But this is only the first half of your analysis step.

The equally if not more important aspect is to develop creative insights into your business and industry. A variety of techniques are used to get at the heart of the situation by breaking it down and ranking the parts. Chapter 2 covers eight of them in considerable depth. Included are identifying all of the issues facing your company, the blocks to increasing profitability, the traditions in your industry or company that no longer make sense, and many others.

Step Two: Creativity

The analysis you did and the insights you gained in the first step provide the platform from which to launch into imaginative strategic thinking. You and your management team generate ideas for all aspects of your company—ways to increase the value of your products and services to customers, improve productivity, beat out the competition, increase financial performance, et cetera. All issues and challenges are addressed, and all opportunities explored.

Brainstorming is only one of many tools for looking beyond conventional solutions. The real payoff comes from employing creativity techniques to leave the past and leap to the future. Twenty are covered in Chapters 3 and 4, and these make your planning sessions electric. Ideas combine with one another. New paths of thinking are opened. Fresh possibilities for increasing your competitive advantage are identified.

Step Three: Judgment

Your team goes through two stages of decision making. First is concept building, where you give shape to imagination. You make wild ideas feasible by toning them down, stripping out costs, and reducing risk. Second- and third-generation ideas emerge. You then combine them into strategic concepts.

You refine your concepts further until they become feasible options. Then you evaluate them against a common set of strategic criteria, which you develop specifically for your company. This produces a list of options prioritized from the most attractive to the least.

You blend your most attractive options together to see if they make sense as a whole and have a common theme. They cannot go off in all directions. The strategy you will pursue is beginning to come into focus.

Step Four: Planning

You stand back from the details and crystallize your company’s mission. More important, you develop a vision of where your organization is going in the long term. Next is positioning. This describes how unique your company is (or will be), as perceived by your target customers. Then you set your objectives. They state in a measurable way what your organization will achieve over, say, the next three years.

You now formulate your strategy, which plots how you are going to achieve your objectives. In one or two sentences, you describe the essence of what your organization will do over the next two to three years. This is reinforced by a summary of your strategic values or guiding principles—what your company stands for and how it will operate. It is then back to the details, where you work out your company’s strategic action programs, resource allocations, financial forecast, and contingency plans.

Step Five: Action

This is where you make things happen. You know that the proof of your ideas is in their implementation.

You present your company’s plan to all management personnel, and eventually everyone in the company. Their roles are explained, and you solicit their contributions. Your plan becomes a framework for decision making throughout the company. Then each business unit and department develops a brief strategic plan of its own, showing how it integrates with the whole. Your organization becomes strategically aligned and motivated to put the plan into action.

Periodically, perhaps quarterly, strategic action programs are monitored for adjustments and refinements. Flexibility in implementation is paramount so that your organization can continually take advantage of opportunities as they arise. And you start the whole planning approach over again when needed—within one to three years is most common.
 MODERATION LEADS TO MEDIOCRITY

In the Preface I said that creating profit boils down to doing two things well: strategy development and execution, ideas plus action. Now I have given you five steps. Actually, the two concepts interrelate.

Take a look at Exhibit 1-2. I call it “the physics of planning.” It shows two cycles of a sine wave—one for strategy and one for action. The five steps (and the substeps) of Creative Planning fall on different places on the curve. The vertical scale indicates the balance of creativity and reality. Wild, blue-sky thinking is at the top, and harsh, “this-is-not-going-to-work” thinking is at the bottom. How you are thinking at any given moment can be signified by a creativity/reality ratio: 100% creative-0% reality, 50%-50%, 20%-80%, et cetera.

[image: Image]

EXHIBIT 1-2 Extreme Thinking Desirable

We start the planning effort with strategic analysis, which is at a balance of 50%-50%. The task is to collect facts on the organization, its markets, the competition, and other areas. Not much creativity or judgment at this point. With facts in hand, we go into a relatively negative step, strategic insights (10%-90%). We identify all of the issues facing the company, pet peeves of customers, what doesn’t make sense in the industry—we get it all out on the table. In fact, the more challenges we identify, the greater the possibility we will solve them and move forward.

We then jump to idealistic thinking (90%-10%) by taking creative leaps. We develop ideal solutions to the problems and challenges we’ve identified. This is where radically new strategic moves are hatched. We then come down the curve and undertake concept building. Our thinking at this point is 70% creative and 30% reality. It is the friendly reception area for our wild ideas. It’s too soon to judge them, otherwise few if any of our ideas would make the grade. We spend time trying to make them more feasible.

Then we come further down to a 50%-50% point and evaluate the ideas in a balanced frame of mind. We don’t want to be too negative yet, or optimistic either for that matter. The outcome is a prioritized list of strategic options that are to be formulated into a master plan. This completes the first cycle in the Creative Planning process.

It is now time for meticulous management—to test our strategy in the real world. Negative thinking (10%-90%) is encouraged by asking and answering: “What could go wrong with this plan?” This is commonly called contingency planning. Once we have assessed and dealt with risks, we move back up to balanced thinking and complete our action planning (50%-50%). We don’t want to be overly optimistic or pessimistic when settling on strategies and setting objectives, particularly financial ones. Last, we move up to the top of the curve (90%-10%) to optimistically kick off the strategy and communicate it to our organization. Implementation then occurs.

The point of this model is that extreme thinking is essential if strategic planning is to be productive. For this to happen, there has to be both a process and a forum for it. Too often, there is neither. Visualize the curve in Exhibit 1-2 with no peaks or valleys. On one hand, highly creative ideas are suppressed in the name of practicality. On the other, negative thinking is not allowed because certain issues are not to be brought up, or the boss doesn’t want to hear why his idea won’t work. What results is “bureaucracy in chains,” and little or no strategic innovation. The net result will be a predictable strategy and no excitement about implementing it.

People follow actions, not words, so one of the most important things a leader can do is to encourage new ideas, and not be closed-minded when they are forthcoming. The latter is the most difficult, but it is imperative in order to not stop the flow. Donald E. Noble, CEO of the highly successful Rubbermaid Inc., put it this way in a speech to the Cleveland chapter of the Association for Corporate Growth:
 To be successful, the CEO must encourage the expression of innovative ideas, recognizing that the majority of those ideas will not stand the tests to which they must be put to finally be successful. He must recognize that, unless all innovative ideas are encouraged, the ones that might ultimately be successful will never even be born.”3


Beating your competition requires both dreamers and doers in your organization. The most successful executives are both. The beauty of Creative Planning is that it maximizes the contributions of both of these types of people.
 SUCCEEDING AT IT

Throughout this book you will see suggestions on how to formulate and implement a strategy successfully. But there are a few that are so crucial to your success that they need to be presented up front. Here they are:

1. Sequential Approach. Creative Planning opens up your management team’s thinking by means of analysis, expands its thinking to new creative levels, gradually selects the best strategic options, translates them into an action plan, and helps you execute the plan with enthusiasm. The five steps must be executed in the proper sequence. If your team gets ahead of itself, the most likely result will be a plan based on an incorrect diagnosis of the situation, an unimaginative, straight-line extrapolation of last year’s strategy, or, worst of all, a combination of both.

2. Maximize Participation. Involving a variety of executives in the process increases the number of ideas, improves their quality, leads to better decisions, and enhances commitment to the strategy. At the very least, the chief executive officer, the chief operating officer, and the heads of finance, marketing, sales, research, engineering, operations, quality, and human resources should attend each strategy session. Employees from middle management should also attend when they can be expected to make a contribution. Lower-level people can also participate as members of task forces to address issues and champion selected ideas. The more participation the better, because creativity leads to commitment, which generates action.

3. Delay Setting Objectives. Objectives for the company and its business units should not be set until Step 4 (planning), after you have had a chance to look at all ideas for building the business. Preselecting a narrow range of objectives constrains creative thinking, because it tells the participants that certain issues and opportunities are closed or “out of bounds.” It may even taint the assessments of the future. There is no reason to constrain anyone from thinking big early in the process. Objectives should be one of the outcomes of planning, not the starting point.

4. Downplay Numbers. There is no question that numbers are used to measure the performance of the company and to evaluate the planning done. However, at many companies planning means “pushing the nums.” The result is a sterile, uncreative atmosphere and a plan made up of financial forecasts based on historical trends. So delay the consideration of financials (with the sole exception of finding out where your company really makes profit and return on investment, as explained in Chapter 10) until they are needed: to evaluate the attractiveness of options, in resource allocation, and finally in making a projection. Even in these cases, rounding to two figures is sufficient.

5. Don’t Rush It. Rome wasn’t built in a day, New York wasn’t built in a week, and General Electric’s strategy wasn’t developed in a month. It takes time to conceive and refine a winning plan. So don’t try to do it in a single three-day strategy retreat. At best, you will only be able to identify the major issues and agree on some straightforward action programs. Outthinking the competition takes longer. Generally, a minimum of five meetings (one for each step) is required to create an innovative strategy for an organization. If the company contains a number of separate divisions, more meetings or entirely separate strategic planning programs for each may be necessary.

6. Keep It Flexible. Too often, strategic planning and operational planning are undertaken strictly by the book. As a result, they become exercises in filling out the forms—a lot of work, but not much thought. I have a standard set of forms for strategic planning, but I use them only occasionally. The reason is that every company’s situation is different: the nature of its markets, competitors, issues, and opportunities. Sometimes the forms fit. Otherwise, all of the planning is kept flexible. The basic steps in the process remain the same, but almost everything else changes.

7. Customize the Process. In the same vein, Creative Planning must be customized to fit the financial position of the company, the style and personalities of the management team, the time they have available for meetings, the size and complexity of the company, and many other factors. No two companies are alike, even in the same industry. How many meetings, how they are facilitated, who participates, who does the strategic analyses, and many other questions cannot be answered until the organization is understood. This book will help you do this.

Creating a superior strategy is not easy. Then again, it need not be impossible, either. You can get ahead of your competitors if you infuse imaginative thinking and build implementation into your strategic planning. The Creative Planning process is designed for this. And since creativity is the most misunderstood aspect of strategy development, I will cover it first. It is also the most fun.


 

PART ONE
Imaginative Strategic Thinking



 

2
Developing Strategic Insights

IN 1963 a man in his late twenties named Ray Dolby had a Ph.D. and was a research fellow at Cambridge. One of his hobbies was tape recording university musicians. Even though he had excellent equipment, there was a hiss on his tapes. It irritated him to no end.

Two cures for hiss already existed. Both had flaws. One filtered out the high-pitched hiss, but all the high-frequency music sounds went with it. The second amplified all of the high-frequency sounds before they were recorded, then reduced them to their original level when the tape was played back. But boosting already loud sounds created distortion, which is what you hear when a stereo is turned up too loud.

While Dolby was working for UNESCO as an adviser to the government of India, a thought occurred to him: “It was absurd to manipulate the whole signal to get rid of a very small amount of hiss.”1 It should be eliminated only in quiet moments, when the hiss would be noticeable. So he used a version of the second solution, above, to eliminate the annoying sound selectively (see Exhibit 2-1).

Ray Dolby patented his circuit and started his company in 1965 with $25,000 in savings and loans from friends. Today, more than 200 million audio cassette decks, car stereos, videotape recorders, and personal tape players are equipped with Dolby technology. Some technical innovations from Dolby Laboratories are used in every country where sound recordings are made. Beginning with Star Wars in 1978, every movie to win an Academy Award for best sound has used Dolby technology.2

[image: Image]

EXHIBIT 2-1 How the Dolby Circuit Removes Hiss As drawn for author by William Jasper, president of Dolby Laboratories, February 25, 1987

What happened to Ray? He had an insight. He recognized a problem, redefined it, and isolated the cause. Then he developed an ideal solution, reduced it to practice, and introduced it to the world. One other thing: He made a pile of money.

EVERYONE HAS INSIGHTS

Have you ever stood in line at the bank or supermarket, looked at the flow of people, said to yourself, “There has got to be a better way,” and tried to think of one? If so, you started down the path to a strategic insight. You acknowledged dissatisfaction and began looking for solutions.

Unfortunately, most of us are far better at finding fault with organizations other than our own. Challenging our own thinking and ways of doing things upsets our homeostasis. It can downright hurt. But executives at winning companies do it constantly. Whenever possible, they create shared perceptions about the need for change. Then they make the change, and ahead of the competition, too.

This chapter will give you a variety of new ways to look at your business. As GE Credit Corporation’s advertisement used to say, “You can’t do things differently until you see things differently.”

Problem Definition and, More Important, Redefinition

Reality is what we perceive it to be. There are no absolutes. So sticking with our first definition of a strategic situation is dangerous. We could end up spending a lot of time, and considerable corporate resources, adeptly solving the wrong problem. Therefore the best way to approach an openended challenge such as strategy development is to try to define it from a variety of perspectives. This prevents us from trying to solve all problems with the same approach. Without a variety of them it can be like trying to eat soup with a fork. By the way, when I say the word “problem,” I’m using the term in both the positive and the negative sense. In the words of Henry Kaiser, “Problems are actually opportunities disguised in work clothes.”

Here are four guidelines to help in your quest for understanding your strategic situation:
  	Redefine it in as many ways as possible. The more ways you look at your industry, the greater the chance you will develop a new insight into it. Think of strategy development as exfoliation. It’s like peeling an onion. The outer layers have to be removed before you get to the good stuff.

 	Get as much participation in the problem definition stage as in the problem solving one to come later. People want to work on their own problems as much as they want to work on their own ideas. 
 	Do not evaluate the correctness of the problem definitions as they are being generated, at least not at first. Numerous new perspectives is the initial objective. 
 	Later, sort the trivial from the important. This is the only way to home in on the heart of the matter.
 

The object of developing insights, then, is not to search for solutions per se, but to seek new ways of viewing your business. Each is a mechanism to trigger fresh strategic thinking. There are many ways to do this. Here are eight.

1. Issues and Challenges. My survey of twenty-five planning officers indicated that most major corporations started using an issue-driven planning approach in the mid-1980s. Instead of aimlessly analyzing their environments, management teams are brainstorming lists of issues and opportunities at the start of their planning cycle. This puts the problems and challenges first, where they belong. The strategic thinking to follow is not blue-sky, but highly focused on what needs to be addressed. The organizing effect is highly beneficial.

What is a strategic issue? It is anything that may substantially impact your organization. Other ways to think of strategic issues are: all major questions needing answers; decisions needing to be made; things about the organization that need to be changed, corrected, or improved; or the primary challenges the organization faces. I’m purposely defining strategic issues broadly. Why? It is paramount to suspend judgment on whether an issue is strategic or not when the list is being developed. Debate will kill spontaneity. And what initially appears to be tactical can, upon inspection, be a widespread issue.

Once generated, group issues into a manageable number of categories, placing subissues under broad headings. Then have issue management teams (or individuals, if your group is small) creatively attack each with vigor. My work with the Mott Children’s Health Center in Flint, Michigan, serves as an example of how this works. Dr. Roy Peterson, the organization’s dynamic president, wanted to maximize creativity and participation in their planning. A task force of twenty-two managers and twelve board members, over the course of three months, was exposed to a wealth of outside stimuli: market trends, luncheon speeches by outside experts, customer surveys, et cetera. The thirty-four participants were then asked to list all issues and challenges facing the organization. Sixty-five were compiled. Those in turn were prioritized and grouped into six overall issues: (1) enhance responsive care, (2) develop services for special populations, (3) expand marketing and outreach efforts, (4) control costs and enhance revenue, (5) develop human resources, and (6) increase accountability throughout the organization.

Volunteer issue managers, with a task force of six to eight team members, were assigned to each issue. Over the course of three months, many ideas were conceived to resolve them. Volunteer idea champions emerged and presented their solutions. Eventually more than a hundred people were involved. Two major off-site meetings were held to select the best ideas, formulate an overall strategy, allocate resources, and launch the plan.

This process demonstrated the power of participation. One of the most controversial issues at Mott was productivity improvement. The vice president of health affairs along with other doctors initially were adamantly (I’m not sure that word is strong enough) against increasing the number of patients. They justifiably feared decreasing service quality. Dr. Peterson sagely asked the vice president of health affairs to be the issue manager for productivity. His team came up with numerous ways to increase it, including reorganizing various medical and dental departments, altering facility layouts, changing medical procedures, and reducing such inefficiencies as patient no-shows. In the final planning meeting, when board members questioned the advisability of increasing patient volume, the medical department was the most vigorous endorser of the strategy! In the year following the planning meeting, Mott Children’s Health Center, with the same amount of resources, had increased patient volume by 23% overall. In the medical department it was up 35%.

Many times a CEO singles out one central issue to motivate the organization to transform itself. Campbell Soup Company was considered in the early 1980s to be stodgy and content to rest on its laurels (in its case, successful, mature brands). The process of change for Campbell began in 1980, when management carefully looked at its position in the industry. No matter what the measure—growth, return on equity, number of new products—Campbell Soup was at the bottom. R. Gordon McGovern, the newly elected president and CEO, recalls, “We looked at companies like Heinz and General Mills and said, ‘if they’re doing it, why can’t we?’”3 Campbell Soup shifted its emphasis from commodities to value-added products with higher margins that address new life-styles and demographics. For example, from their Swanson dinners came the successful “Le Menu” line. Corporate growth was restored, and return on equity moved from 13.2% in 1980 to 16% in 1987.

Sometimes it is necessary to lay a hypothetical challenge in front of your planning participants to force them to think in new ways. I saw this work when consulting with the European subsidiary of a major U.S. manufacturer of industrial paints and coatings. Domestic operations in the United States had to develop an entirely new strategy in order to survive the abrupt industry downturn in 1982. The European and Mideast market had been less affected, and management there was less motivated to change. That is, until the executive vice president from the United States challenged the group to answer, “What would you do here if your entire market disappeared, as it did to us in the States?” Responding to this question opened up some conservative minds. Many ideas for new products, market segments and distribution channels were developed and put into an action plan.

No matter how successful your company, new issues are always emerging. So the question is not whether you have any, but if they are the same ones you had a month or year ago.

2. Trends and Events. Wayne Gretzky, the most prolific scorer ever in professional hockey, was asked how he scored so many goals. His reply: “I skate to where the puck is going, not where it is.” The next time you want your management team to recognize the need for change—for that matter, the need for planning—have them brainstorm every aspect of their industry that is changing or could be in the future. Cover everything: market trends, competitive moves, customer needs, technologies, manufacturing methods, employee needs. A long list usually motivates management at least to consider internal change. The next step is to list all possible implications of each of these trends. Visualize yourself already in the future with the trends in full force. What opportunities or consequences do you see? Let your imagination go.

Assign each trend and set of implications a measure of probability of occurrence (and staying power) and degree of impact on your business. These two measures can be plotted on a matrix. Develop strategies for, and monitor intensely, the high probability/high impact trends; monitor and develop contingency plans for the low probability/high impact ones. Also, watch the trends in the other two quadrants to make sure conditions do not change so as to increase their potential impact on your business.

This approach is used by many major corporations, particularly in long-range planning. For example, I had the honor of working with Merck & Co., Inc., in 1985 and 1986 to help them introduce a new corporate and divisional planning process. Merck is the largest pharmaceutical manufacturer in the United States and was rated by Fortune magazine in January of 1987, 1988, and 1989 to be the “most admired” company in the nation. With $5 billion in revenue and a 27% return on equity, the value of the company’s stock in late 1987 (before the market crash) was $28 billion—greater than that of General Motors, which had sales more than twenty times Merck’s.

One of the primary drivers of Merck’s process, besides its issue-based approach, is its use of strategic scenarios. Scenarios and alternative futures are prepared at four levels: society overall, health care in general, the pharmaceutical industry, and the effect on Merck. One year, probabilities of occurrence were ascertained with the aid of a survey of 1,700 industry experts. In January 1988 J. Douglas Phillips, Senior Director of Corporate Planning at Merck, summarized its approach as follows:
 
The pharmaceutical industry, and health care in general, was fairly predictable before the 1980s. But now, the direction of the health care delivery system in the U.S., in fact, all over the world, is increasingly uncertain.

We identify the major trends and forces that are coming and assign probabilities of occurrence to them. We then translate this information into financial projections, with ranges of uncertainty for the pharmaceutical industry and Merck. In 1985, for instance, we called the current industry consolidation among the major players.

We assign each development a trigger point, and prepare contingency plans. These cover our possible responses—how we should position the company, and what we should do differently, right down to the functional level. This way we are prepared for and can hopefully influence developments.4
 

A crucial event that changed the shape of health care in the United States in the mid-1980s was Medicare’s decision to begin limiting its payments for most common ailments through its system of diagnostic recovery groups, or DRGs. Hospitals rushed to establish lower-cost outpatient clinics for many surgical treatments. Diagnostic testing shifted to outside laboratories, clinics, and even doctors’ offices.

The trick in all this is to distinguish the true trend from a passing fad. Martin G. Letscher, marketing research manager at S. C. Johnson & Son, told members of the American Marketing Association in 1983 to look for six things that indicate a bona fide trend. He said the new development must:
  	Fit with basic life-style and value trends (If it conflicts with them, it is most certain to be a fad.)

 	Offer a variety of satisfactions including short- and long-term benefits to consumers
 	Be flexible enough to be adapted to a variety of consumer or industrial segments
 	Originate from unexpected or diffused sources, rather than an authority figure or style-setter
 	Be supported by other related trends and developments
 	Possess a legitimate underlying theme or reason for existence (Have you ridden any mechanical bulls lately?)
 

Be particularly sensitive to upcoming changes in the nature and buying habits of your customers and prospects. The consumer trend to fitness, for example, has led to an explosive market for exercise clubs and garments, and for “lite” foods and beverages. This was emerging in 1980 when I was working with a medium-size orange juice manufacturer. I noticed that while orange juice was perceived as a health beverage, particularly for its natural vitamin C, it contains more calories on an ounce-for-ounce basis than beer and many soft drinks. I made three varieties of a lite orange juice beverage in my kitchen, each with a different calorie count (one-third less, half, and two-thirds less). Consumer concept testing in focus groups was highly favorable, but the company was sold in a leveraged buyout to a group of investors. Procter & Gamble came out with its Citrus Hill brand lite juice in 1985 and positioned it as an all-day drink. Minute Maid did the same with its Lite & Juicy line.

A classic example of seeing a trend early and capitalizing on it is Domaine Chandon, one of the most impressive wineries in California. In 1973 it became the first joint venture in the United States with a premium French winery, Moët-Hennessy. Today it is a leader in high-priced champagne. The idea for the company was John Wright’s, the company’s founder and CEO. As a senior staff consultant with Arthur D. Little in San Francisco in 1972, he proposed a marketing study of the wine industry. Wright cited a depleted stock of champagne worldwide and correctly predicted the U.S. market for bubbly would explode. His report attracted the attention of Banque Nationale de Paris and, subsequently, Moët-Hennessy. It hired Wright to start up Domaine Chandon and run it. “I like to take the big picture,” he says, “strategy, creativity, leadership.”5

John Wright started a major industry trend. Now, years later, Taittinger and Mumm’s have located in Napa, Piper Heidsieck in Sonoma, and Roederer in Mendocino. But Domaine Chandon’s substantial lead, along with innovative marketing, largely accounts for its dominant market share. Plan for where the business is going, not where it is.

3. Pet Peeves. When was the last time you spoke to a group of customers and asked them to give you the vinegar-coated truth about your products, services, and policies? Understanding what bugs people most about your offerings and your competition’s often can be the most valuable input to strategy development you can get your corporate hands on. Most major successful products and services eliminate or at least diminish a widespread pet peeve of a large block of customers. Think about it. What are pet peeves anyway but customer needs crying out to be filled?

Let’s say you want to enter an existing industry. Look for flaws in existing products and solve them. Compaq Computer’s meteoric rise in personal computers attests to this strategy. What Compaq essentially did in the mid-1980s was solve myriad small complaints that users had about IBM’s line of PCs, while taking exacting care to retain IBM compatibility to win retailer acceptance. Rod Canion, founder and CEO, said in 1985, “For years, we’ve been hearing that when you elect to follow the IBM standard, you’ve essentially written off building anything innovative. We are living proof that, if you do it right, you can have it both ways.”6 Compaq is the fastest-growing company in history, reaching $111 million in its first year (1982) and $326 million in its second. It also was the only major personal computer company to post impressive growth in the midst of the industry’s deep recession in 1985.

What is your biggest complaint concerning pizza delivery? When I ask this question in my seminars, the top one is invariably the pizza arriving long after it was promised. Enter Domino’s Pizza with its thirty-minute guarantee. If it is late, even by a minute, $3.00 is deducted from the price (some franchises give you the pizza free!). The Domino’s Pizza chain has grown at a minimum of 40% annually since 1978 and is currently second in size only to Pepsico’s Pizza Hut.

Scan the entire industry chain for pet peeves, not just end customers. A competitive edge can frequently be established with industry middlemen. The president of a Midwestern U.S. wood window manufacturer I worked with designed an ideal product in response to a widespread, and apparently unsolvable, peeve of distributors. They had to carry two full lines of duplicate sized windows—wood and wood clad in aluminum—doubling their inventory and substantially decreasing their return on investment. The president’s unique solution consisted of a wood window and a separate box of cladding that the distributor could put on in a matter of minutes. This reduced the distributor’s inventory by 40% (as well as my client’s). Distributors loved it and pushed the line. Six years later the company continues to enjoy this competitive edge. Sales are up more than 300%, and profitability is highly attractive.

You must, however, be selective in the peeves you solve. Be sure they are widespread, important (the highest-ranked ones by customers are the best to address), based on fact and not emotion, and, when solved, will generate a sizable customer benefit. For example, Federal Express tried to duplicate its Express Mail success with its two-hour ZapMail but misestimated the magnitude of the peeve. The service languished in the marketplace. Evidently, overnight service and FAX eliminated the bulk of the need. I speculate that if those had not existed at the time of its introduction, ZapMail would have been a success.

Such cautions notwithstanding, there is tremendous opportunity in product annoyances. People and companies want their burdens lightened, and they will pay a premium to any company that can do it for them. And the regenerative thing about progress is that every new solution creates new pet peeves. What things are just starting to bother your customers?

4. Industry Traditions. The operating policies and procedures of most companies are based on industry traditions that have evolved over many years. They tend to be self-perpetuating. Unfortunately, since structural changes generally occur gradually in an industry, these traditional approaches can become outdated without its being apparent.

With all due disrespect, some of the most profitable strategies you can implement require the trashing of an industry tradition. So, to fuel your creative imagination, brainstorm a list of all industrywide traditions that for one reason or another may no longer make sense. Forget that you may be violating industry taboos. On the contrary, look for things that will cause your competitors to say you are not playing fair. Dare to be different. Of course, you are only playing with ideas at this point and not committing to anything. But remember that the person who makes the rules has a much better chance of winning.

The investment banking firm Drexel Burnham Lambert grew from an industry also-ran to a major force with $350 million in profits in 1985. It struck gold in the market with high-yield, high-risk junk bonds, long shunned by other Wall Street firms. Drexel alienated them in the process. Those bonds fueled the takeover plays. In 1986, at a annual bash for major customers, Drexel showed a commercial starring Larry “J.R.” Hagman, who held up a symbolic “Drexel Express Titanium Card.” He told the corporate raiders, “Don’t go hunting without it.”7 Drexel’s and Michael Milken’s legal problems aside, the development and promotion of junk bonds forever changed the investment banking industry and the takeover game.

Breaking with tradition is emotionally difficult. This is why industrywide innovations frequently come from startups, small companies or large companies that are new entrants. They are not bound by a sense of how things have always been done. Take, for example, Iowa Beef Packing (IBP). This $6 billion powerhouse of the meat-packing business vaulted from obscurity to leadership by completely changing the rules. Instead of transporting cattle a thousand miles and slaughtering them in unioncontrolled Midwestern plants, it built its slaughterhouses near the grazing lands and operated them on a highly automated, nonunion basis. The rest of the industry laughed. But Iowa Beefs cost advantage gave it the competitive edge it needed to dominate the industry.

Major industry participants are capable of reinventing rules, if they are lead by an innovative CEO such as Robert L. Crandall, chairman of American Airlines. He has made his mark as a maverick of the airline business. Rejecting conventional wisdom, he launched (1) the first deepdiscount fares (called Super Savers) to fill empty seats on unpopular flights, (2) the original frequent flier program, and (3) a two-tier wage structure. While all of these innovations have been copied by other air carriers, they helped American triumph in the chaotic period of deregulation.

Lotus Development Corporation went against industry convention in its launch of Symphony, its integrated software package containing spreadsheet, word processing, communications, data base, and graphics capabilities. It was the first major company to be explicit in disclosing proprietary information to other software developers so they could develop add-ons and what the industry calls “shells,” which customize Symphony for specific markets such as health care of financial services. Previously, software companies didn’t disclose until sales flattened. Mitchell Kapor, Lotus’s President, likens this strategy to IBM’s introduction of the PC. IBM disclosed its design to hardware and software vendors so they could manufacture peripherals and develop applications software.

Great athletes and great companies are a lot alike. The difference between a great athlete and a very good one is that the former changes the sport. Jimmy Connors and Chris Evert gave the sport of tennis the two handed backhand—the vast majority of teenagers playing today use this powerful stroking weapon. “Broadway Joe” Namath turned pro football more into a passing game than ever before. It hasn’t been the same since. Dick Fosbury won the high jump in the 1968 Olympics by going over the bar backward. Today, all jumpers use the “Fosbury Flop.” In each case, they left something behind. Great companies do the same.

5. Company Traditions. Innovating on a smaller scale than revolutionizing your industry is to break your own company’s rules and regulations. Winning companies radically reappraise their strategy, policy, organizational structure, technology, et cetera. Continuously. As Tom Peters says in Thriving on Chaos, “The old saw, ‘if it ain’t broke, don’t fix it,’ needs revision.” He proposes, “If it ain’t broke, you just haven’t looked hard enough. Fix it anyway.”

High-performing business executives constantly challenge the assumptions that everyone takes for granted. As they study a situation, they analyze standard operating policies and practices by asking: “Why is it done this way?” or “Is this the best method?” or “How else might that be accomplished?” While constantly challenging company dogma in search of more profitable strategies, they listen for that one discordant note among the dozens in harmony. If their questions generate promising insights, these executives are ready to investigate new possibilities.

Sony in the United States, for example, pursued a strategic counter to the wisdom dispensed from Tokyo headquarters with its 8 mm videotape camera/player. The sales policy of President Norio Ohga in Japan prohibits discounts because they can hurt the company’s premium image. Sony’s U.S. subsidiary gives not only discounts but trade allowances and cooperative advertising money. These are the realities of doing business here. Well, standard U.S. sales tactics paid off. Their market share shot up to 30% the year after introduction.

IBM is surprisingly flexible in strategy, given its size and heritage. It broke many company traditions with the PC. It started a new venture in a remote location, used a substantial amount of components from outside suppliers, and marketed through dealers rather than direct sales people. In 1987 IBM began installing systems composed of hardware from other vendors. It had not done this in the past even if the equipment filled a gap in its system. This is all part of its effort to regain control of some large accounts that it is losing to Digital Equipment and others.

Sometimes it is desirable to introduce a new tradition without destroying the old. This is the most frequent reason why companies start new divisions and subsidiaries or develop entirely new brands. Marriott created a new division and brand name for its Courtyard chain, because a whole new corporate culture was needed to manage it. Walt Disney Pictures circumvented its sixty-year tradition of producing films for the whole family by creating Touchstone Films. Its first movie, Splash, was a box office hit.

Charles W. Moritz, chairman and CEO of Dun & Bradstreet, emphasized the need for breaking tradition in a 1987 speech at the national meeting of the Association for Corporate Growth:
 
At the heart of D&B, there is a dynamism of change. Growth only occurs because of the willingness of human beings to change. In order to move forward, you have to leave some things behind. More often than not, what has to be left behind are the sacred cows of traditional thinking—those sacred cows of “But we’ve always done it this way.”8
 

6. Strategic Blocks. These are defined as anything that stands in the way of increasing sales, profits, productivity, quality, whatever the issue. Try listing every obstacle you can think of to improving all aspects of your business. Each block, in turn, represents a target for ideas for eliminating or circumventing them. When clearly defined, most blocks are resolvable. In working with a large drug wholesaler, for instance, I asked the sales managers what was blocking them from increasing revenue by 50% the next year. The barrier, as they described it, was that the company’s salespeople spent more than 70% of their time servicing existing accounts, and most of that time was spent handling customer returns, a widespread industry practice. We brainstormed alternative solutions and pursued these: Some of the duties were given to customer service, some were computerized, the returns policy was more uniformly enforced, and certain salespeople and managers were assigned strictly to the development of new territories and market segments. Revenue the following year increased 40%, as against the company’s historical growth rate of 10%.

One of the most effective approaches to productivity improvement is determining bottlenecks. This works equally well in both a manufacturing environment and a service company. While leading a creative problemsolving seminar at a large telecommunications company, I asked a telemarketing representative what blocked her from a 100% increase in productivity. She said that her responsibility of having both to sell and to complete onerous documentation prevented her from handling more calls. The group worked out the details for a solution, the essence of which was to have the salespeople close the sale and then turn the customer over to a documentation clerk. The next day the telemarketer told me that she had mentioned the idea to her superior and was told that the strategy was already being tested in the company’s Southeast region. We had developed it in thirty minutes.

The key to identifying strategic blocks is not to accept generalized answers such as “the competition.” What exactly is it about your competition that is preventing your from gaining a bigger share? List all the separate reasons. Then creatively go after each by asking, “What do we need to overcome them?”

7. Change Viewpoints. Lack of progress in strategy development is many times caused by a problem of perception. As the saying goes, it is difficult to see the picture when you are inside the frame. This is one of the primary reasons consultants are hired. A fresh pair of eyes can often cut to the heart of a problem.

Changing one’s viewpoint is a favorite technique of innovative executives. When no progress toward a solution is being made down one avenue of thought, they will approach the situation from an entirely different angle. If a marketing problem cannot be solved with one segmentation scheme, perhaps an entirely new one is called for. Or if a production problem is causing delivery shortfalls, maybe a broader systems view of the plant and distribution network is needed.

Role-playing is one of the most powerful ways to change your viewpoint. Try taking your customer’s perspective. Make believe. If you were a customer, what would you want in terms of product design and service? Forget what you have to offer. This will help you to become truly customer-driven. I like to play a game I call “President du Jour.” Ask people, “What would you do if you were president of the company for a day? For a year? In the long term?” Most people love to step up the challenge. I have heard some highly innovative strategy alternatives from lower-level employees. The approach is an ego builder as well, which can enhance morale.

Lastly, if you find one of your strategy meetings going slowly and you seem to be generating the same old ideas, try this out. Ask the participants to make believe they are someone who is noted for aggressive, innovative action. For example, what would Lee Iacocca do if he were CEO of your business? Or Jack Welch? Or one of the takeover artists, such as Carl Icahn, T. Boone Pickens, or Sir James Goldsmith? You are sure to get some radical ideas.
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