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				Introduction

				In the last decade of the twentieth century, business leaders started to use the term “rightsizing.” At first, it was a kinder, gentler substitute for downsizing. Why? Maybe because it didn’t sound so mean and hardhearted (although employees knew perfectly well what managers meant by it).

				Maybe business thinkers in the 1990s really thought that the “right” size of any business was smaller than whatever existed at the time. In any case, it’s unfortunate that the concept of rightsizing businesses was hijacked this way. It’s time to put the concept back in its right place in our strategic tool box. Maximum success comes when a business is the “right” size.

				Think about it for a moment. If a business is too big it wastes resources. If a business is too small it wastes opportunities. Like Goldilocks, what we want is a business that is just the right size. We need to redefine “rightsizing” as making your business the right size to optimize your business potential and execution. It’s something you should address as part of your regular strategic planning work.

				As you look at all aspects of rightsizing, you will, sooner or later, say, “But that’s so obvious!” If you catch yourself saying that, ask yourself this: If it’s so obvious, why aren’t more businesses the “right size”?

	
				Chapter 1

				The Secret of Success

				More often than not, a business finds itself suddenly confronted with the imperative to rightsize because it has not been paying attention to the larger world. Management either find themselves surprised by an extended down market, going into a crash downsizing effort to get costs under control; or they realize they are “late to the game” and try to ramp up in too short a time.

				Rightsizing should be done on a proactive basis as part of your regular strategic planning efforts. You are literally trying to answer the question of “What’s the right size for this company as we move toward our planning horizon?” Once that conversation is underway it must continue on to the decisions that have to be made to change the size of your business.


				
The Structure of Success: Simple, But Hard

				The secret to business success is simple: Match realistic intention and organizational execution — know whom you need as customers and give them what they want. To do this you’ll need to accomplish four things:



				
						Define goals that, when achieved, will result in profit.

						Prepare plans to achieve the goals.

						Make sure you have the capabilities needed to execute the plans.

						Make sure you have enough of each of the needed capabilities.
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				Figure 1. The Structure of Success



				Simple, right? Then why is it so hard to build and maintain a rightsized business? Well, think about these four factors in light of your own business.

				
						
Goals: Do you know how realistic your goals are in light of the customers you have (and, more important, need)? Were Kodak’s goals for its film business realistic in the early part of the twenty-first century?

						
Plans: Do you have specific plans for the societal and industry changes that will determine the future of your business? Were magazines and newspapers really planning for a digital future?

						
Capabilities: Do you have the knowledge, skills, and other resources needed for the future of your business? What don’t you have that you should? Does Microsoft have the capabilities it needs to compete with Google?

						
Capacity: What shortages will impact you? Where do you have “excess” resources? What will happen to RR Donnelley’s printing plants when the Yellow Pages disappears?

				

				How should you go about answering these questions? Many people tell you to “think outside of the box”; I simply want you to think in bigger boxes. You should do this because the future of your business can usually be seen in the context of the bigger boxes surrounding you.


				
The Context for Success

				As of Fall 2011, Apple is changing at least three industries simultaneously: the music distribution industry, the telephone industry, and the personal computer industry. You’d probably love to be in the position of changing/leading your industry, but that’s not realistic for the vast majority of businesses. Most of us have to respond to changes in our industry that are out of our control.



				The challenge of responding to industry evolution in encapsulated in the phase attributed to Joseph Schumpeter, the Austrian American economist who studied innovation in the 1930s and 1940s — creative destruction. Simply put, industries evolve because of constantly changing needs, wants, and capabilities. They do so in an amoral sense — creative destruction is neither good nor bad; it just happens. Some companies take advantage of the opportunities created by this evolution. At the same time, the change destroys opportunities that other companies, unfortunately, were based upon.

				Semiconductors, for example, created opportunities for Fairchild and Intel, but made RCA and Sylvania irrelevant. The Internet has created wonderful opportunities for Google and Facebook, but has nearly destroyed the newspaper industry. The rise in oil prices has been good for Toyota, but seemingly caught GM by surprise. And social media is turning the advertising industry on its head.

				In order to respond to these changes in a timely and accurate manner you need to consider the context for most change in the business world. You need to consider the bigger boxes of your industry, the economy, and society.
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				Figure 2. The Context for Success



				All of the bigger boxes have the potential to trigger waves of creative destruction and will gently or not-so-gently bring about the need for you to rightsize your business. The desire to buy McMansions in the 1990s triggered an upsizing at many homebuilding companies. Unfortunately, the Great Recession of 2008 triggered a drastic downsizing for the same companies. The advent of MP3 technology brought Sony low and raised Apple high. The fall of the Berlin wall triggered a series of events that caused the downsizing of many defense companies, but the terror attacks of 9/11 reversed the tide.

				Most of the changes affecting your business come from the bigger boxes. If you stay aware of changes in society, the economy, and your industry you have a chance at proactively rightsizing your business. If you ignore the winds of change you will always be reacting — a bit too late.


				
A Process to Guide Your Thinking

				If creative destruction is real — and it is — the rightsizing challenge is to sense the signals of change coming from the “bigger boxes” and to respond to these signals in an appropriate and timely manner. Furthermore, unless you are getting ready to retire soon, you will have to do this again and again. With that in mind, consider a simple cycle to use as you think about the need to rightsize your business and the foundation that underpins this need.



				The cycle shown in Figure 3 is the sense-response cycle (SRC).
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				Figure 3. The Sense-Response Cycle



				The cycle is based on the vision, values, and goals that you have for your business. They are your foundation, and you and your team need common understanding and plenty of discussion about this foundation before you take any actions to rightsize the business.

				The SRC Foundation

				
						
Vision: This is important when it comes to rightsizing your business! What size do you envision for your business? Is bigger better? Is smaller better? Is survival the issue? Is controlled growth what you want? What is the vision you hold for your business? Discuss it and come to agreement as best you can.

						
Values: This is a bit tricky because many of us want to think that we are “good guys” and will do what’s right for the business. However, if you value profit above all else you will inevitably run an anorexic organization because all of your efforts will focus on cost reduction.

						
Goals: Let’s make this simple. You’re reading this book because you want an organization that is the right size.

				


				
The Sense-Response Cycle

				The SRC describes the basic set of responsibilities of any business leader. If you are in a leadership role then it’s your responsibility to sense the signals of change, make sense of those signals, decide on changes that you need to make to your business, and then act on those decisions in an effective manner.



				Furthermore, you have to complete the cycle in the time available to you. Today there’s virtually no industry that is not experiencing change, but some are evolving faster than others. For example, the cycle is running gently for my local dry cleaner but spinning like a top for my local bank. The reality for all businesses is that it’s running faster than ever before.

				Think about your own business and see if any of the following comments apply to you.

				
						
Sense: Look for changes in your competitive landscape and in the bigger boxes of society, economy, and industry.
                    
							What are customers expecting that’s new to you? For example, do you use social media as part of your customer interaction?

							What products and services are emerging that have the potential to make obsolete some or all of your offerings? For example, statins “replaced” much of the need for open-heart surgery, and many hospitals found themselves with excess cardiac care space.

                    



						
Make Sense: How will these changes affect your current business?
                    
							What are your assumptions about the intent of this business? Is it all about the customer or all about your products? For example, are you “customer intimate” like Nordstrom or obsessed about inventory like Walmart?

							What are your best options to rightsize the business? What can you change? For example, do you downsize R&D to cut expense right now or do you add to R&D’s budget to position yourself for growth?

                    



						
Decide: What should you change in order to deal with these changes? The next chapter will identify nine factors that impact your “right” size.
                    
							Which of these factors will you be willing to change? Which will you want to hold constant?

							What risks are you willing to take? For example, should you buy that robotic machining center or should you retrain your workforce?

                    



						
Act: Do you have the wherewithal to close the gap between your decisions and the execution of those decisions?
                    
							Are you the right person to design and manage the portfolio of project needs to rightsize your organization?

							Are you being honest about the behavioral and organizational barriers to change in your business? For example, would you be willing to close your founder’s original manufacturing plant?

                    



				


				
The Secret of Success

				The secret of success and the answer to the question, “What is the right size for my company” is, once again, both apparently simple but hard to accomplish: Know your target market and give them what they need and want. The right size for your company is the size that enables you to do that successfully with the greatest degree of efficiency.
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				Figure 4. The Secret of Success



				By now you are slapping your forehead. Welter, you’re an idiot! This is no secret! Everybody know this! Okay, maybe I’m stating the obvious, but look around at all of the businesses that ignore this well-known secret.

				Consider your business and ponder the following questions:

				
						Can you describe your target market? Who’s in it? How big is it? Who’s not in it? You may know who your existing customers are, but are they all you want and will they carry you into the future?

						Do you know all of your target market’s wants and needs, or just what you sell them? Can you anticipate what they will want in the (near/far) future or do you only know what you sell them today? Understand their emerging challenges.

						Do you know how completely your products and services satisfy the wants and needs of your target market? Honestly now, what’s your reputation in the marketplace? Go find out.

						Can you determine your profit (or loss) by product? By customer? If not, you are flying blind.

				

				In order to answer these questions and others you need to take a broad look at the issue of rightsizing. In the next chapter we’ll look at nine factors that must be considered as you go about rightsizing your business.

				Remember This!

				
						Rightsizing is an ongoing process, part of the continuing cycle of evaluating your business and how it’s serving its customers.

						Success comes down to setting goals and making sure you’ve got what it takes to achieve those goals.

						Master and repeat the Sense Response Cycle (SRC): Sense the signals of change, make sense of these signals, decide on a course of action, and execute your decisions.

						Know your market!

				

	
				Chapter 2

				Nine Factors That Define Your Capabilities

				The goal of rightsizing, as we said in the introduction, is to get your business to the optimum size to deliver what your customers want. However, the simple rule — “know your target market and give them what they want” — gets more difficult as you consider the capabilities you need to accomplish it. Sometimes what you have to give your customers is straightforward. Sometimes it’s a bit more complicated. Consider a few simple examples:

				
						Restaurants need to offer good food, provide reasonable service, and be in a good location. Good food is the result of finding good chefs and suppliers. Reasonable service comes from hiring and training people with the right aptitude and then treating them right. Good location comes from, well, being in the right location.

						Radio stations need to provide listeners to its advertisers. Providing listeners comes from identifying a large enough target audience and then giving them the right blend of music and “radio personalities.”

						Convenience stores need to provide items at (almost) any time to people “coming and going.” Doing so means that they have to know “what’s hot” (right now it seems to be beverage stations) and be open around the clock.

				

				Sometimes the wants and needs of society bring about industry changes that, in turn, will force changes in your business. These will require new capabilities. When the Japanese auto companies shifted consumers’ attention to better quality, the U.S. auto makers realized that they couldn’t offer better quality, given their existing policies, procedures, and organization. Nobody had a magic “quality lever” that they could move from left to right. They had to make a lot of changes: suppliers, policies and procedures, organization, metrics, and so on.

				Giving your customers what they want is rarely straightforward. It comes from building a set of capabilities that can be used to make quality products or friendly service, or leading-edge software or stylish clothing. You cannot control any of these descriptors directly. You can only modify the set of factors that bring them about. Unless you want to be in a business that wants to provide commodity products, the right size business is one that has the capabilities (and capacity) to give your customers what they really want.
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