














[image: Image]


[image: Image]


[image: Image]
SIMON & SCHUSTER
 Rockefeller Center
 1230 Avenue of the Americas
 New York, NY 10020
www.SimonandSchuster.com


Visit us on the World Wide Web: http://www.SimonSays.com


Copyright © 1999 by Robert Rodin


All rights reserved, including the right of reproduction in whole or in part in any form.


Simon & Schuster and colophon are registered trademarks of Simon & Schuster Inc.


ISBN 0-684-87197-1
ISBN-13: 978-0-6848-7197-4
eISBN: 978-0-684-87197-4


Designed by Karolina Harris




To Gordon Marshall, who created a great company; to Dick Bentley, Nida Backaitis, and my colleagues at Marshall Industries, who made it grow; and to my wife, Debbie, without whose support the story would never have been told.




Contents


1 The Customer Connection: Addressing the Problem


2 You Don’t Know What You Don’t Know: Learning Where to Look


3 Frustration by Design: Why Bad Things Happen in Good Organizations


4 Management on Trial: Launching Radical Change


5 The $15,000 Pallet Rack: Building a Common Mission


6 Money Matters Most: Designing the Right Incentives


7 No One Asks for a Salesman: Customers Want Solutions


8 The Uses of Tools: Technology Without Tears


9 Captain Internet and the Tower of Babel: Get Wired


10 The Upside of Perfect: Creating an Innovative Culture


11 Millennium Rules: What’s Next?


Acknowledgments




1
The Customer Connection: Addressing the Problem



“Why Do They Call It an Idiot Light?”


Do you lie awake at night, as I do, worrying that someone will come along tomorrow and eat your lunch?


In the electronic ’90s, knowledge is king, the Web never sleeps, and competitive challenge increases exponentially. It’s easy to feel overwhelmed. Dizzied by the frenetic pace of change and confused by overwhelming choices, too many managers react with too little too late—then sit back and watch as their companies or their careers slowly wither.


Could this be you?


Absolutely.


Does it have to be you?


Absolutely not—if you can open your eyes to the three new imperatives of customer-focused organizational design: free, perfect, and now.


Whether we work in the glass towers of the Fortune 500 or a garage startup in Silicon Valley, all of us in business wrestle with the same intractable dilemmas. How do we compete in a networked world of mass customization, shrinking margins, and global competition? Yesterday change came gradually; today it comes in a flood. How can we ensure that our organizations offer substantial value to our customers now—and in the future? No one knows what the world will look like in five years or even five minutes. How can we prepare for a tomorrow that we can’t predict?


I don’t have an easy answer to either of these questions. If there were a pill you could take to stay ahead of the curve, I would have taken it myself long ago. What I have instead is a story of management on trial; a tale of transformation, of great risk for great reward, and of the hard lessons we have learned about inventing a new future.


As it happens, it is my own story, and that of Marshall Industries, the electronics distributor I lead, but the challenges we faced at Marshall are those confronting every organization anywhere in the world today. I’m not a consultant pretending that change is a matter of five steps and a pep talk: I’ve lived inside its gut-wrenching turmoil. Six years ago we bet our company on a radical experiment, tearing our healthy $500 million business down to bedrock. We threw out all of our old motivational tools, taking 1,100 managers off management-by-objectives (MBOs) plans and incentives as well as abolishing commissions for our 600 salespeople. We changed every operating system at the same time. Then we set out to reinvent ourselves. From those sleepless nights and desperate choices, I’ve brought back a new perspective and a new prescription, tested in a bare-knuckle business: a better way to think about designing an organization to master the currents of change.


It starts, like everything else in business, with customers. No matter what business you’re in, your customers all want the same three things: They want it free, they want it perfect, and they want it now.


Impossible, you say? What do you want when you buy? Don’t you think your customers want the same things?


Impossible or not doesn’t matter in the end, because these three things are what the market searches for regardless. I guarantee you that as you read this, somewhere, around the corner or around the world, someone is figuring out how to sell your product or service cheaper, faster, or better than you’ve yet imagined. Recognizing that, your survival depends on your ability to create an organization that can chase those same elusive goals, only even faster—or risk losing your customers to the competitor who does.


Look at how drastically your own day-to-day activities have changed, from the way you book your airline ticket to how you get your money from an ATM to shopping for car prices on the Internet. Five years ago, who had a cellular phone or a fax machine at home? Now they’re everywhere, changing the way all of us connect and communicate. The business landscape has changed even more dramatically. Today, the world competes in ways we couldn’t have imagined a few years ago, driven by six powerful forces: networked technology, globalization, demographics, the compression of product life cycles, mass customization, and the growing importance of supply-chain management.


“Only Connect”


Marshall Industries is a fifty-two-year-old, $1.7 billion electronics distributor, traded on the New York Stock Exchange. But we’re as different today from the old seat-of-the-pants middleman as the Internet is from a cow path. Think of us as a high-speed junction box, a connection between two sets of incredibly demanding constituencies. On the one side, we have some 150 suppliers, such as Toshiba, Texas Instruments, and Hitachi, all depending on us to get their products to market. On the other, we have over sixty thousand customers, including IBM, Hewlett-Packard, and WebTV, who rely on us to get them what they need. We’re in the middle, thirty-seven locations and 1,600 people, 600 of them salespeople.


It can get pretty intense inside all that. Suppliers and customers measure the life cycles of successful products in months. They live or die on their time-to-market and time-to-volume, and turn to us for help with increasingly complex inventory, manufacturing, and quality-control problems.


And Marshall delivers. We still move boxes—we ship over ten thousand cartons through our robotic warehouse each day—but we also sell our ability to move information, the real-time business intelligence our customers need most, available twenty-four hours a day, seven days a week by phone or fax or over one of our twenty-four Internet sites. We still deliver parts—over 250,000 different items, ranging from semiconductors and disk drives to liquid-crystal displays and programmable logic devices—but we also sell our ability to create made-to-order solutions, our collective thinking power to anticipate the customer’s business problems and to design processes to solve them.


“Virtual distribution,” we call it, and it has turned our conventionally successful $500 million company into a $1.7 billion iconoclast in under six years. No less an authority than Bill Gates has decreed that in the wired world, the middleman is obsolete, but we’re proving him wrong. We are becoming our customers’ connection to the future, connecting people to people, people to technology, answers to questions, solutions to problems, and order to chaos.


Virtual distribution didn’t spring fully formed from my head one bright spring morning. The initial vision of value-added service through a seamless and frictionless connection with each customer’s infrastructure was largely mine. But the reality, however, was developed through thousands of conversations over the last six years, involving everyone in the company talking day to day with their customers and one another, taking thousands of small steps up the learning curve.


Every day, suppliers and customers make instantaneous choices about which distributor to use. The challenge is to nurture relationships that become more meaningful as they progress. We have to be able to provide sophisticated answers to problems that customers may not even know they have. Like a furniture designer trying to create an ergonomic chair, we’ve tried to design our interface to fit customer needs, letting their voices tell us how our processes should look and feel. Everyone at Marshall asks the same one-on-one question: How can I serve you better? How can we more quickly achieve the goals of free, perfect, and now? We are discovering what virtual distribution can mean, together, through the answers we find.


Of course we’re open twenty-four hours a day—customers around the globe want service around the clock.


Of course we’re open-book, open-architecture, open-door—knowledge is power, and it needs to be spread, not hoarded.


Of course we’re continually accelerating our investment in research and development—technology lets us break down the walls between us and them, and helps to build the trust that deepens partnerships.


Our customers wanted a connection that was faster, cheaper, and easier to use, so we learned how to give it to them. We’d wasted time, energy, and money moving paper through a system of evaluation, sign off, or approval. Every data-collection point provided an opportunity for error. Now we move that information electronically, making it available to everyone who needs it whenever they need it, simply with the click of a mouse. Marshall’s customers can monitor an individual order until the parts arrive at their assembly line; they can check backlog and inventory status electronically; they can measure their materials usage against modeled demand projections. Suppliers can watch what’s moving in their markets, by part number or region, in dollars or units, then tailor their production, pricing, and forecasting against Marshall’s numbers. Engineers can review the latest specifications sheets and technical information for any piece on Marshall’s line card; they can order a standard sample or order a sample specifically tested for their design, whenever and from wherever they want.


We didn’t just increase the quantity of information we share, though. We improved its quality too, by designing our software to analyze such competitive problems as order planning, supply managing, demand modeling, and strategic forecasting. When a customer talks with a Marshall employee, there is no need to waste time with transactional basics; they can both see the same numbers and share the same real-time picture of opportunities and trends. Thus, they can take on specific individual headaches together and tailor solutions that optimally take advantage of each company’s skills. We have become supply-chain managers, connecting our business partners to the expertise and support they need to stay competitive, leading a growing global alliance that is spreading through Western Europe, the former Eastern bloc, Israel, South America, and Asia.


We don’t always get it right, of course. Virtual distribution remains a work in progress. We’ve made some good strategic decisions and executed some of them well, but we’ve made some bad decisions, too, and executed them terribly. It’s not the specific decisions that matter, however; no single new process or tool makes the big difference. What matters is the overall design process itself, using a method of asking questions that nurtures continuous innovation and teamwork, builds customer focus and employee involvement, and delivers ever newer ways to add value for the customer.


Every manager wants customer-focused employees and teamwork, of course, but few actually design the system necessary to create them. Instead, managers often get up on the soapbox at a meeting and announce, “We’re going to be more competitive this quarter. We’re going to be more flexible. We’re going to improve quality and increase teamwork.”


If you’re just trying to make a halftime pitch, that may be a fine message, but as a strategy it won’t get you any real traction. What exactly should “more competitive” mean to your organization? How can you know if you have the processes and structures in place to increase competitiveness? How do you measure it next quarter? But strategy, too, is meaningless without an operational definition. Teamwork, for example, might mean sales, marketing, and credit working together on a new project to develop a support system for the new requirements of an emerging customer. Yet even an operational definition is insufficient: we need a method to make teamwork or competitiveness happen, a way to coordinate people, material, methods, equipment, and environment, aligning them all in support of the same goal.


Business today is like a marathon race in which the runners don’t know the course layout, the number of hills, or even who all of the competitors are going to be. In such a race, you don’t just put on your sneakers and go out and compete—it takes discipline and commitment, a concrete plan and a complete training regimen. Moreover, it doesn’t help much to have someone barking, “Run faster, run faster,” from the sidelines, or offering a bonus for cutting the time on the next mile. Instead, success comes from putting all the elements—the right shoes, diet, technique, outlook, strategy, and inspiration—together properly.


Management by method works the same way. Building a discipline, it asks the marathoner’s question—What does it take to compete?—and tries to assemble all the necessary elements. It’s a “fourth-generation language,” in computerspeak, after management by doing, management by directing, and management by objective. Management by objectives focuses on each part of the organization as if it were independent, through numbers, then tries to coordinate the results. Management by method gets results by focusing on the system as a whole. It teaches everyone to recognize the competitive pressures and trends facing the organization, then gives them the tools they need to respond and the training, technology, and responsibility to act as if it were their names on the door.


Asking the design questions that can move an organization forward is primarily the responsibility of senior management—CEOs, executive vice presidents, CFOs, CIOs, and board members. Only they have the authority and resources to launch the strategic and structural initiatives called for, and only they have the clout to see them through. But, at the same time, men and women at every level of an organization can reinvent the way they do their individual jobs in much the same way on a smaller scale, developing the same discipline, tools, and design skills. Don’t just measure yourself against competitors or industry benchmark: try to look around corners, anticipating your future challengers, aiming at the ultimate goal—free, perfect, and now—and searching for the quantum leaps that make you more competitive as you move forward. If you’re not learning new things every day about how the forces of change are redefining value in the marketplace, how can you possibly compete with someone who is?


Acting on this learning is not always easy, though. No one likes change, except, perhaps, a wet baby. By the time most managers reach senior leadership, they have a successful track record, a style of inquiry and problem solving, years of experience and a history of success. So they stick with what they know. But in an era of radical change, the style and tools that made you successful in the past may not work anymore. How valuable are ten years of experience if the experience is the same, repeated year after year?


It may well be, in fact, that our whole hyper-competitive global-electronic era, seemingly so ubiquitous, is still only a rambunctious pre-adolescent. Consider these items: In 1996, Americans sent over 100 million e-mails a day; within the next five years, that number is expected to exceed 5 billion. Three years ago, who knew the meaning of “www.anything”? Today, great corporations thrash about in the electronic jungle, chasing one false scent after another. Supposedly wired investors have launched scores of purportedly pioneering technocompanies, only to watch them crash and burn. And yet, consider this too: More than half the people in the world have never made a telephone call, let alone used a computer.


Do you see the risks? Tomorrow’s competitor may be invisible to you today, sitting behind a terminal in Riga or Cincinnati or Shanghai. Do you see the opportunities? The only thing more breathtaking than the planet’s astonishing new information infrastructure is the potential market for it: billions and billions of untapped customers in billions and billions of the earth’s off-line crannies. Are you prepared to compete?


What Could the Dinosaurs Have Done?


By any conventional measure, Marshall was thriving when I assumed the president’s office six years ago. Founded in 1947, the company had grown into one of the industry’s top five, building a reputation along the way as a savvy and scrappy competitor. Yet we felt as if we were running on a treadmill. And while the numbers were good, our customers kept asking for ever lower prices, fewer defects, better real-time service. I was afraid—terrified, to be honest—that we wouldn’t be able to deliver.


We seemed stuck in place. No matter what we tried, we were still out of step with our fast-paced customers and their dizzily changing needs. We talked about searching for excellence and customer-focused service, but I couldn’t see what we did differently from everybody else that would win us a place in the evolving market. We moved boxes with the best of them, but we didn’t do anything that made customers say, “Thank God for Marshall.”


I was afraid that we were becoming a dinosaur: big, slow, and destined for extinction. However, unlike the dinosaurs, we knew we had to change. The part we didn’t know was what we had to change into or what we would have to do to get there.


We couldn’t shut down a $500 million operation for a month or two to consider our choices. We had to design on the fly, and fast, our urgency fueled by shared anxiety. As a first step, we dumped our old competitive model centered on MBOs and pay for performance, dispensing with all the commissions, contests, and individual bonuses that constituted our industry’s standard motivators. In their place, we agreed that everyone would be paid the same way, on salary, and share a companywide bonus pool based on our common success. Then we moved to our operating system, replacing—over one tense weekend—the 700 different computer programs with which we conduct our 750,000 daily transactions.


Our product lines and the parts we carried stayed the same, but we changed how we sold them, refocusing our mission on customer partnerships, which would be win/win and results driven. We developed a new selling process that lets us turn one-shot customers into lifetime partners, weaning our sales staff from the temptation to compete on price, teaching them to sell Marshall’s ability to add value by solving problems. Then we jumped into electronic commerce, becoming the first in our industry on the Internet.


There’s no confusing Marshall with some ultra-cool Web startup in Seattle or Brooklyn. But “coolness” aside, we’ve built a Web site that generates real sales and profits; in fact, it’s been named the number-one business-to-business Web site in the world two years running by Advertising Age’s Netmarketing magazine. Marshall on the Internet (www.marshall.com) is a virtual catalogue and more. Not only does the Net provide 450,000 part numbers, 300,000 data sheets, and up-to-date inventory and pricing information, but it also features a daily broadcast of industry news, on-line chat, and a real-time individually customized headline service. The Internet also lets us communicate new products to the world faster than anybody else in the industry. To support this, we offer translation into twenty-four languages and currencies, available from the European or the Asian/Pacific server. As of late 1998, the Web sites average more than 2 million hits a week and draw visitors from seventy-five countries.


Our Web sites help us generate considerable sales, and this is indeed invaluable. But it turns out that the actual sales transaction is the least important part of what our Web sites do. What really counts for customers is what happens before and after the sale, all via Marshall on the Internet. If you’re an engineer designing a new piece of hardware, for example, you can visit our Electronic Design Center to download sample code, test it on a virtual chip, and analyze the chip’s performance. If you like what you see, you can order shipments through MarshallNet, the company’s secure connection with suppliers and customers, each of whom sees a Web site modified to their own specific needs. So, if you need training in a new technology, there’s no need to send another team of engineers to another shabby hotel—NetSeminar, a Web site connected to our digital studio, allows suppliers to train customers with video, audio, and real-time chat capabilities. Each site like NetSeminar—and we connect to many—is a different way to augment the interface with customers.


We changed our technology, but none of these innovations could have worked if we hadn’t changed how we managed people, too. Out went the old pyramid that put the CEO at the top. We replaced that model with one that placed customers atop a flat matrix. The job of the front line is no longer keeping managers happy; the manager’s job is to keep customers happy. Middle managers no longer simply pass along instructions and monitor performance; their job now is to train, teach, lead, and coach those on the front lines, helping them develop the skills to do their jobs better. We gave the CEO a new title, chief quality officer, and an expanded range of responsibility. The job isn’t to shout out orders anymore—“sell, sell, sell!”—or even to set strategy. Now the job is to lead, but also to build quality at the same time: banish the bottlenecks, improve the communication, and keep everyone’s eyes focused on the same target.


None of this came easily. Skeptics called our flipped-over organizational structure a public-relations gimmick. Competitors dismissed our Internet presence as a waste of money. Our pay plan was denounced with a signed editorial in the industry press. On a few days we felt as if we could leap tall buildings in a single bound, though on many more we felt that all we could do was pound our heads against the wall. But every step and misstep has taken us closer to our three seemingly impossible goals.


It’s not free yet—but changing our incentives and metrics has focused us all on the numbers that matter most, our customers’ bottom lines. It’s not perfect—but changing our technology has put us at the center of the supply chain, firmly in the information business, and allowed us to develop ever more sophisticated solutions to problems that our customers hadn’t even anticipated. And it’s not now—but changing the work we do and the way in which we do it has made us simultaneously more responsive and proactive, better equipped to learn from our mistakes and act on what we learn.


No one depends on customer service more than a distributor, particularly in an age of disintermediation. We don’t make anything of our own; we sell only what our suppliers give us, parts that our customers can buy at the same prices from some two hundred other companies. In other ways, though, our business is like any other, large or small, in any other industry today. We worry, like everyone else, about bringing value to the changing marketplace, about sitting uncomfortably between increasingly demanding customers and suppliers, about trying to marry content with delivery, about our ability to adapt to the future, both individually and organizationally.


Free, Perfect, and Now speaks to those concerns. It is for senior executives worried about competitive differentiation, revenue growth, and share price. It describes new ways to make old buzzwords—words like “continuous improvement,” “empowerment,” and “customer satisfaction”—real again. It is for middle managers worried about performance, either individually or as part of a team, showing ways to become an effective change agent no matter where you stand in an organization. It is for business professionals of all ages and levels worried about development and growth, illustrating how to build the portfolio of skills that will keep your market value high well into the next century.


Most of all, Free, Perfect, and Now is meant to be a book of solutions, a handbook to help leaders at every level build the skills that turn ideas into results. Each chapter explains how to design a different element of the company of the future, step by step, from strategic planning and mission design to technology investments and market connections to leadership, employee buy-in, innovation, and global alliances. Chapters end with Manager’s Workbooks, toolboxes detailing the key rules of competition in the electronic marketspace or the way to design a more effective compensation system.


One word of caution, though. Free, Perfect, and Now is not for the faint of heart. I’m going to show you a path to radical change, but it’s not for the quick-fix, feel-good crowd.


It’s not enough anymore to “reengineer a process,” add a “quality circle,” create a new team, or mouth the catchphrase of the month. Changing your organization isn’t like changing your socks. You need to question everything: assumptions, values, and strategy; tactics, processes, and methods; hardware, software, and people. Each company—and each manager—must determine what will work best for them.


You can’t invent a future with magic bullets or buzzwords. Radical changes start at the heart and spread outward, turning the world upside down and inside out. Who you are must change, as well as what you do. But you can’t do it alone. No one is as smart as everyone. You need the hearts and minds of everyone in your organization, married to the powers of technology, all focused on the same target.


While you can’t predict the future, you can prepare for it. And that, as we’re learning at Marshall, can become a way to invent it.




2
You Don’t Know What You Don’t Know: Learning Where to Look



Where Is the Future Found?


If you could step back and look at the world from a distance, you could see the future. It’s out there today, waiting to change your competitive life.


If you had been in Albuquerque twenty-five years ago when a hobby kit called the Altair 8800 fired the imagination of Gates and Allen, Wozniak, Jobs, and Bunnell, you might have predicted Intel Inside, the rise and fall of Apple, or the fall and rise of IBM. Thirty-five years ago, if you had visited the Washington, D.C., lab where J. C. R. Licklider was blue-skying about an “interactive intergalactic computer network”—later dubbed “ARPANet”—you might have predicted America Online or Amazon.com or the rise of electronic commerce. One hundred fourteen years ago in the Duryea Motor Wagon Company garage outside Springfield, Massachusetts, you could even have seen the death of the proverbial buggy whip industry, although few in the business saw it at the time.


The problem is that, in reality, the future can be hard to recognize. It’s not evenly distributed; it’s hidden in corners. While there is no shortage of clues, they are buried beneath a crush of information. Radical adaptation to shifting customer demand is the first law of business survival today, but how can you learn what you need to know in order to anticipate those shifts?


Most managers, unfortunately, search in the wrong places. We need an early warning about the new technologies, new competitors, and new ideas that could take our market position away. Too often, however, we focus our attention inside our organizations and end up self-absorbed, out of touch with our customers’ changing problems and priorities. Our design needs to respond to the forces of change driving the evolution of the marketplace. But if that’s not what we concentrate on, that’s not what we’ll see.


American corporations have long been the best in the world at monitoring and analyzing internal performance data, measuring with ever-greater precision such details as what each salesperson ships in any given quarter or the penny profitability of each P&L center. Those numbers, though, may not be the best indices of what is happening in the marketplace, for while our companies and our careers are judged, quite rightly, on cash flow and return on investment, profitability and market share, those may not tell us what we most need to know. They won’t show us the opportunistic individual customers who are deserting us one by one until their numbers show a mass defection. By then it’s too late. That’s when the idiot light comes on.


Why did IBM and Digital lose $25 million in market value between 1984 and 1994, while Microsoft and Intel gained $70 million? It’s not because Bill Gates and Andy Grove were smarter than John Akers and Ken Olsen, but because Gates and Grove recognized and capitalized on the changes in customers’ values. In an open-architecture world where anyone could build a computer, confused and cautious consumers wanted something to trust. Taking advantage of this, Gates and Grove sought to provide the operating system that ran the machine and the chip that gave it its speed. They built Windows and “Intel Inside” into the brand names that control the critical pressure points of their industry supply chain today. Why did USX (formerly U.S. Steel) and Bethlehem close plant after plant over the last twenty years while minimill Nucor opened eight new ones? It’s not just because Nucor was better managed or had better technology, although it was and did, but because Nucor’s management anticipated the regional market for low-cost construction metal and built the team, facilities, structures, and processes to serve it.


The pattern is the same in industry after industry: customers’ changing values make the old model obsolete. The giant airlines, tied to hub-and-spoke service, plummet, while Southwest soars by offering customers the direct flight convenience and no-frills cost structure that they crave. Woolworth disappears while Wal-Mart thrives. Old-line retailers, such as Saks and Nordstrom, dismiss television’s home-shopping networks as marginal, ignoring the early stirrings of an industry now grown to $3 billion in annual sales. The only way to anticipate those kinds of seismic shifts in your market-place before it’s too late is to focus outward and forward, looking at the world through the lens of your customers. What is worrying them? What factors are having impacts on their lives? Where are they trying to go? Then look at yourself in the mirror. Is your organization designed to listen to those voices? Is it responsive? Proactive?


If you want to adapt, you need to look around corners and watch for the social, organizational, or technological trends that could change the customer’s value equation. Don’t just read Fortune and The Wall Street Journal. Look at Fast Company and Inc., People and Wired. Don’t read just your industry journal; pick up something outside your discipline, such as The Journal of Psychology or Lingua Franca. Don’t benchmark yourself just within your industry, because that breeds complacency. Your inventory turns may be better than your competitors’, or your delivery more user-friendly, but it’s the competitor that you don’t know about who can blindside you. Your benchmarks must be the same as your customers’ ultimate desires: free, perfect, and now. Watch how the growth-market innovators chase that evolving target; look at established leaders like Cisco Systems, FedEx, and Dell, as well as upstarts like Cayenne Software and Acses. How are they using technology to change the interface with the customer? What are they learning to do cheaper, faster, or better than anyone has ever done before? Could that technology change what your customers would pay for?


I’m not suggesting that anyone will ever replace human ingenuity or creativity with a sliver of silicon. But computers can be a turbocharger to put ingenuity and creativity to work faster and more efficiently. Moore’s law still holds true: chip power doubles every eighteen months, while the cost of computation drops 30 percent a year. That changes how your content can be created, whether you sell steel, shoes, or career-investment services, and it changes how you have to be organized and operated to create it. It changes how your content is delivered, and how demand and share of mind are built.


What would your customers ask for if price were not a factor? Marshall’s would ask for speed, coordination, and communication. They want time, today’s only irreplaceable currency. Finding better and faster ways to use technology is how we give it to them.


You don’t have to be a propellerhead whiz kid to anticipate new-technology adoption or even to understand how a chip works. You have to know only what chips networked together can do for you. Think application: the hole you need drilled, not the tool you’re going to drill it with. Pay attention to the way new technology enhances the interface with your customers and how a change in capability can change your customers’ definition of value.


Watch the heavy hitters, early adapters such as Scott McNealy of Sun, Jim Barksdale of Netscape, or Larry Ellison of Oracle. Win or lose, in addition to their significant power to determine which technologies will shape the future, they have proven ability to spot the next hot buttons for customers. Listen to the blue-sky thinkers, too, people such as Esther Dyson, editor of newsletter Release.1; Nicholas Negroponte, the Massachusetts Institute of Technology Media Lab guru; and John Perry Barlow, cofounder of the San Francisco-based Electronic Frontier Foundation. They may be wrong, or even wrongheaded, but they’ll stretch your sense of the almost possible.


Follow the money, too. Where is Intel spending its annual multimillion-dollar research-and-development budget? When Andy Grove predicts “on-car computing”—personal computers built into automobile dashboards loaded with mapping and entertainment systems—he has the resources to make it happen. You don’t need to be able to predict whether that bet will pay off; what matters is why he made it. What potential customer value is he trying to capture? What technology envelope is he trying to push? What is he trying to do that your customers wish you could do?


Bill Gates has even bigger feet, given Microsoft’s $9 billion in cash and $166 billion market capitalization. Where does he want to go today? In 1997, Gates’s $150 million deal with former rival Steve Jobs made headlines, but besides that, Gates also invested in sixteen other companies during the year, seven by acquisition and nine by partnership, alliance, or joint venture. These companies were in all kinds of fields, including e-mail, voice recognition, translation, on-line video, on-line telephony, on-line billing and receiving, high-speed data networking, Java programming, interactive media, Internet TV, and Web traffic analysis. These moves indicate two things. First, he’s betting heavily on his Windows NT operating system and server software, trying to gain the same control of industrial-strength corporate networks that he has of the Windows desktop. And, at the same time, he wants to push Microsoft deeper into your home with his $425 million purchase of WebTV, which makes a set-top Internet box, and a $1 billion investment in Comcast, the cable company that creates high-speed network connections.


Love Gates or hate him, you have to pay attention. Microsoft remembers what companies like Borland and WordPerfect forgot: Past performance is no guarantee of future success. The government’s antitrust suits may slow Microsoft’s progress; competitors will attack its flanks. Gates may even be wrong about the road ahead. But he didn’t become the nation’s richest man and the leader of a marketing juggernaut with twice the market capitalization of General Motors by misreading where the opportunities lie. What is he seeing that you should be seeing? And what might he be missing?


The Clockspeed Imperatives


Academics, borrowing a term from computer designers, call the $860 billion electronics business a “fast clockspeed” industry. They study it much as geneticists study fruit flies, watching evolutionary trends play out as companies rise and fall in accelerated time. Today more than ever before, technologies become critically important more quickly and obsolete even more quickly. Product life cycles are shorter, competition hotter, margins tighter. The fastest and most nimble startup can soar from garage to initial public offering (IPO) in months while the mighty can fall with a single misstep.


Relentlessly opportunistic and continually new, high technology has always been an exhilarating, if demanding, industry for Marshall to serve—and an ideal place from which to watch as the major currents of change roar through a real-world marketplace.


The future of commerce is being invented here, in Silicon Valley and places like it around the world, at the junction of innovation and imperative. But the secret isn’t in the silicon. Although technology remains the great enabler, the critical accomplishment is organizational, the way people and technology are bound together to get the maximum power from both. The necessary creativity isn’t confined to any specific location, either, although the 1,350 square miles south of San Francisco is its commercial capital and prime exemplar. That creativity is as much a state of mind and a model as a geographical fact, a new way of thinking about a new economy, a frontier that has spread through Texas’s “Silicon Gulch,” New York’s “Silicon Alley,” Scotland’s “Silicon Glen,” and Israel’s “Silicon Wadi.” Think of it as a giant talent pool, flat, democratic, and intensely competitive, with everyone linked in a web of interlocking relationships, all driven by speed, pizza, and the rush of shipped product. The solutions that will transform the world’s economy are tested here first.


Every business, in time, will have to react to the explosion of bandwidth, the acceleration of globalization, and the changing demographic. But that time has long since come to the new economy. Every business, high tech or low, will have to wrestle with the compression of the product life cycle, the rise of mass customization, and the growing importance of supply-chain management. But those challenges are immediate and critical here. In the high-tech world, they are seismic shifts that demand a nonlinear response.


Silicon Valley has changed since I first came west in 1983. Back then, we wrote in Word Star and calculated in 1-2-3. Fruit trees still grew around San Jose, and the traffic delays were shorter, at least in my memory. Trilogy and Go were the hot startups; Hewlett-Packard and Apple, Amdahl and Control Data were the established leaders. Big Blue, soon to be anointed Big Brother on Superbowl XVIII, was the big power, while Microsoft was an obscure operating-systems supplier barely out of the garage and still privately held. The face on magazine covers wasn’t Andy Grove, then Intel’s president under CEO Bob Noyce, but Nolan Bushnell, the pipe-smoking creator of Pong and Atari, poised to make a comeback with a talking bear.


Yet even in those days the valley was a fixture in the national imagination. It was the home of the new, the place where the silicon semiconductor was invented and the integrated circuit perfected; where a single research lab churned out in rapid succession the computer mouse, the graphical user interface (GUI), and the local-area network; where the classified ads read “Used Mac for Sale” and “hard-charging company founder, SF, 30s, seeks SM, same.” Obsession ruled. Work was personal; computing was social. Rebellion against the status quo was the norm. “Two men in a garage” wasn’t just a legend—it was a legacy that stretched back through Steve Wozniak and Steve Jobs in Cupertino in 1976 to Bill Hewlett and Dave Packard in Palo Alto in 1939, a promise that anyone with a hot idea or a cool new tool could start a company of his own and change the world … or at least get rich.


Fifteen years after I first saw it up close, that fervor is still intact. The pressures, however, have gotten more intense. The clockspeed is faster and the numbers bigger; the competitive bar is higher and the challenges more complex. In 1983, Eagle Computers’s $355 million IPO was the talk of the valley. Today, Netscape’s 1995 offering—a $2 billion valuation on a company with just $16 million in revenues, which earned twenty-four-year-old founder Marc Andreessen $60 million while reserving another $250 million for Netscape’s rank and file—is the benchmark. In 1983, the valley’s mantra came from Steve Jobs, who spoke of looking for “the insanely great.” Today it comes from Hunter S. Thompson: “Faster, faster, faster, until the love of speed overcomes the fear of death….”


The valley has always lived with boom-and-bust cycles, but the last four years have brought the most explosive and sustained growth spurt in its history. Fueling this growth is the Internet. Information technology has become the nation’s largest industry, while the software segment grows more than twice as fast as the overall economy. There are more startups than ever, and they’re growing faster and introducing more dazzling technologies with more dizzying speed. There’s more venture capital money available, too, but that money is harder to get without a proven track record, a tested management team, or a solid lock on competitive alliances.


The battles are harder as well. In 1996, for example, Andy Bechtolsheim, one of the original engineering geniuses behind Sun Microsystems, sold his startup, Granite Systems, to Cisco Systems, the booming network manufacturer, for $220 million. Fifteen years ago, he says, he might have made a different choice. “Then, you had stodgy, traditional companies dominating some of these technologies and, as a result, it was relatively easier to compete against them,” he explains. “Now, any new startup will compete with startups from the 1970s and ’80s, including Intel and Microsoft. The window of opportunity created by ignorant or conservative companies has really shrunk.”


Increasing the competitive pressure so dramatically creates more than a change in intensity. It also creates a change in kind, bringing unprecedented nonlinear challenges that require marrying people and technology in radical solutions. Take staffing, for instance. People have known since the 1960s, when Peter Drucker first coined the term, that success depends on the ability to attract, maintain, and nurture “knowledge workers,” but today the demand is higher, the need more critical, and the shortage more severe than ever. Netscape went from 2 employees to 350 to over 2,000 in the two years leading up to its IPO. That’s too many people to integrate into a team, even with the help of a better employee handbook or a second day of orientation. Last year Cisco Systems hired 1,200 people each quarter, but still left hundreds of spots unfilled. Wages are soaring across the valley, with starting programmers earning $75,000, yet almost 20,000 jobs went begging last year, reflecting a national crisis that is expected to produce a shortfall of 1 million programmers between now and 2007. That’s not a problem that an organization can overcome by beefing up its human-resources department or increasing its recruiting budget.


People have talked about the decentralizing power of technology for years, too, but now geographical dispersion has become commonplace, producing another change in kind. Engineers create designs for major players such as Bay Networks, Newbridge, 3Com, or Intel from their home offices, on-line, with a high-speed connection to the Internet. Such wonders can’t be managed and coordinated with the same old interface and tools. More important, from Marshall’s point of view, they can’t be marketed to in the same way either: their value equation has changed.


We see six major forces driving innovation for our fast-clockspeed customers. Individually, each is a nonlinear change that demands a radical response. But they don’t operate individually. They combine and cascade, each accelerating the power and complexity of the others, inexorably creating a new business universe with new rules, new gravitational pulls, and new dependencies. Together they define the competitive battlefield of the new economy and shape the models of success that can show the rest of us our future.


Bandwidth


Remember 1996, when people worried that our fledgling “information superhighway” was on the edge of a terminal traffic snarl? Too many users, they said, and not enough capacity. The fastest telephone-line modems delivered data at 28,800 bits per second, when you could connect at all, with 56,600 on the drawing boards. One Valley CEO, since replaced, dismissed the Internet as a gimmick, comparing it to the CB-radio craze of the 1970s.


Today—when every telephone company and cable operator in the country is competing to add capacity; when DSL modems deliver 1.5 million bits per second; when electronic commerce is ubiquitous—those days seem quaint. Before the turn of the century, data traffic will exceed voice traffic on the nation’s phone lines, as the network links everything—intranets and Ethernets, satellites and cell phones, smart cards and dumb chips—together effortlessly. Over the next five years, the number of computers in use will increase from 200 million to 500 million, while the volume of goods and services sold on-line will shoot from $8 billion to $327 billion. And like the chip, author George Gilder predicts, bandwidth will keep getting cheaper and faster at the same time, tripling in capacity every twelve months for the next twenty-five years as competition pushes the cost toward free.


So what? Data is like garbage, as one of my colleagues says—it’s easy to gather, but harder to put to work effectively. If you don’t know what you want to do with it, more is just more.


Electronic commerce should be the biggest beneficiary, as bandwidth explosion allows early innovators to create the tools necessary to build new revenue streams, improve customer service, and enhance productivity. For most companies, however, electronic commerce will remain a sinkhole. They’ll chase the latest hot technology without knowing what they want it for, throwing good money after bad, when what they really need is to redefine their business model first. Success comes from an enterprisewide response to the new communications potential, one that integrates technology into a larger vision of a new customer connection, then translates that into a redesigned approach to everything from human-resource development to operations and customer service.


Consider this: Charles Schwab manages $50 billion in assets with more than 700,000 active accounts and maintains a 50 percent market share of the on-line brokerage industry, but it wasn’t technology that made Schwab an electronic-commerce poster boy—it was a new concept for the business. Would-be competitors such as Smith Barney and Fidelity have an equally impressive array of telephones, computers, and customer data bases, but Schwab saw early on that financial products like mutual funds and IRAs were becoming a commodity, differentiated from one another only by the services that came with them, and that the network could make the old expenses of the local office unnecessary. Then he designed an infrastructure and an interface that let him withstand those seismic shifts in the value equation.


Global competition


Thirty-five years after Walter Wriston, then president of Citibank, forecast the instant and free flow of capital and customers around the globe, it has come to pass. In 1973, the market capitalization of the world’s businesses has been estimated at $9.2 trillion, of which 66 percent was located in the United States. By 1996, global market capitalization had grown to $12.6 trillion, with 64 percent of that outside our borders. Today, companies in 158 countries are competing with American businesses to find inventive ways to bring to market products and services with more features and benefits or lower and lower costs. They’re hungry, figuratively and literally—and they’re one mouse click away from our customers.
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