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“Frank excels in taking a broader view on performance management, and

in being able to formulate his inspiring ideas and observations in a clear
and understandable way. A formidable combination.”

—Dr. Carsten Bange, Founder and Managing

Director of Business Application Research Center (BARC)

“Buytendijk challenges best practices and offers a new view on decision
making in business and public sector.”

—Dr. Edmund Stoiber, former Minister-President,
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“Dealing with dilemmas is an integrated and perpetual challenge when
developing an international business. This book takes an interesting and
thought provoking deep dive into the intricacies lying behind all the
important decisions we have to make every day.”

—Steen Riisgaard, CEO & President, Novozymes A/S

“All executives face dilemmas. Frank Buytendijk, a performance manage-
ment expert, does a terrific job of combining research, executive perspec-
tives, and a practical view to improve our leadership skills and help us
reconcile dilemmas.”

—Heidi Melin, Chief Marketing Officer, Polycom

“Dealing with Dilemmas is important reading for anyone involved in
the development and implementation of corporate strategy. This book
explains why most companies, using a purely analytical approach, fail in
these endeavors. It provides keen insight into how to identify, understand,
and address the dilemmas companies face. By following the innovative
framework presented in this book, a company can increase its chances of
success.”
—Dr. Raef Lawson, Vice President of Research and
Professor Emeritus, Institute of Management Accountants

“Frank Buytendijk’s new book takes us on a personal, cultural, and orga-
nizational journey into the nature and art of decision making and strategic
planning. Rather than reiterate time-worn treatises on these subjects, truly
out-of-the-box thinker Buytendijk takes a different perspective, borrowing
from philosophy, psychology, economics, and strategy management, and
in the process shakes up our preconceptions until we see things in a new
light.”

—Wayne Eckerson, Director of TDWI Research



“How to deal with dilemmas is an important part of effective leadership.

Strong leaders have a moral compass to guide them through difficult deci-

sions. Buytendijk not only describes the strategic aspects of dilemmas, but
also addresses the moral aspects of decision making.”

—General (ret.) Dick Berlijn, former Commander

Dutch Armed Forces

“Frank has captured the essence of what confounds management today—a

lack of willingness of senior leaders to encourage their teams to bring real

issues to the executive suite. Until leaders are willing to listen and help

their companies solve complex dilemmas, they will be suboptimizing their
organization’s full potential to meet customer needs.”

—Bill Fitzsimmons, Chief Accounting Officer,

Cox Communications, Inc.

“Analytics are really important for optimizing the business, but for reach-
ing real breakthroughs where you optimize and innovate at the same time,
you need more than crunching the numbers. Buytendijk provides many
practical examples and new ways of thinking on how to achieve that.”
—Jeroen van Breda Vriesman,
Member of the Board, Achmea



Dealing with Dilemmas






Dealing with Dilemmas

Where Business Analytics
Fall Short

FRANK BUYTENDIJK

WILEY
John Wiley & Sons, Inc.



Copyright © 2010 by John Wiley & Sons, Inc. All rights reserved.

Published by John Wiley & Sons, Inc., Hoboken, New Jersey.
Published simultaneously in Canada.

No part of this publication may be reproduced, stored in a retrieval system, or
transmitted in any form or by any means, electronic, mechanical, photocopying,
recording, scanning, or otherwise, except as permitted under Section 107 or 108 of
the 1976 United States Copyright Act, without either the prior written permission of
the Publisher, or authorization through payment of the appropriate per-copy fee to
the Copyright Clearance Center, Inc., 222 Rosewood Drive, Danvers, MA 01923, (978)
750-8400, fax (978) 646-8600, or on the Web at www.copyright.com. Requests to the
Publisher for permission should be addressed to the Permissions Department, John
Wiley & Sons, Inc., 111 River Street, Hoboken, NJ 07030, (201) 748-6011, fax (201)
748-6008, or online at www.wiley.com/go/permissions.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used
their best efforts in preparing this book, they make no representations or warranties
with respect to the accuracy or completeness of the contents of this book and
specifically disclaim any implied warranties of merchantability or fitness for a particular
purpose. No warranty may be created or extended by sales representatives or written
sales materials. The advice and strategies contained herein may not be suitable for
your situation. You should consult with a professional where appropriate. Neither

the publisher nor author shall be liable for any loss of profit or any other commercial
damages, including but not limited to special, incidental, consequential, or other
damages.

For general information on our other products and services or for technical support,
please contact our Customer Care Department within the United States at
(800) 762-2974, outside the United States at (317) 572-3993 or fax (317) 572-4002.

Wiley also publishes its books in a variety of electronic formats. Some content that
appears in print may not be available in electronic books. For more information about
Wiley products, visit our web site at www.wiley.com.

Library of Congress Cataloging-in-Publication Data
Buytendijk, Frank.
Dealing with dilemmas: where business analytics fall short / Frank Buytendijk.
p. cm.
Includes bibliographical references and index.
ISBN 978-0-470-63031-0 (cloth), ISBN 978-0-470-76846-4 (ebk);
ISBN 978-0-470-76847-1 (ebk); ISBN 978-0-470-76848-8 (ebk)
1. Strategic planning. 1. Title.
HD30.28.B898 2010
658.4'012—dc22
2010007799

Printed in the United States of America

10987654321


www.copyright.com
www.wiley.com/go/permissions
www.wiley.com

Dedicated to Henry Mintzberg

Being confronted with the traditional view of
strategy being a purely analytical, well-defined process,
I always felt intimidated.

Henry Mintzberg’s work taught me that, instead,
strategy is messy and mixed up. You learn as you go
along, interpreting ambiguous information and trying to
cope with conflicting requirements. I feel much
more comfortable with this view.
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Foreword

By Dr. Davib P. NorTON
Co-creator, the Balanced Scorecard, and
Founder and Director, Palladium Group, Inc.

rganizations exist to create value for their stakeholders. Strategies

describe how they intend to create that value. Mastering the formu-
lation and execution of strategy must be viewed as a central competency
of every organization. Research shows this to be an elusive goal: 80 to
90% of organizations fail to execute their strategies. There are two basic
reasons for these paltry results. First, there is no generally accepted way
to describe a strategy. Unlike the financial domain where frameworks like
income statements and balance sheets exist to support measurement and
communication, the description of business strategies becomes a set of
sound bites developed by inspirational leaders. Second, management sys-
tems are not linked to the strategy. Personal goals, budgets, investments
and compensation are linked to short-term operational and financial goals.
If you can’t describe a strategy, you can’t link it to the management sys-
tem. You can’t manage what you can’t measure. And you can’t measure
what you can’t describe. It should not be surprising that 80 to 90% of
organizations fail to execute their strategies.

When Bob Kaplan and I developed the concept of a Balanced
Scorecard nearly 20 years ago, we were faced with this dilemma.
Intellectually, all agreed that organization performance must be looked at
in the long term. Accountants used the term “going concern” to convey
this. Yet measurement systems intended to motivate performance were
focused on the short term, generally measuring financial lag indicators.
We developed a simple tool called a strategy map to address this problem.
The map hypothesized that while financial value for shareholders was the
ultimate measure of organization performance, this value was created by
building satisfied customers. Customer satisfaction, in turn, was created
through internal processes such as quality supply chains, product develop-
ment and relationship management. Excellence in these processes was, in
turn, derived from intangible assets like human capital, culture and tech-
nology. The strategy map created a framework of cause and effect that
allowed us to deal with the performance dilemma of long term versus
short term.

xiii
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In this excellent book, Dealing with Dilemmas: Where Business
Analytics Fall Short, author Frank Buytendijk extends the logic of the
strategy map to explore several additional dilemmas that frustrate those
responsible for executing strategy. Is performance to be managed top-
down or bottom-up? Inside-out or outside-in? Do we listen to the customer
or do we lead them? Do we optimize today’s organization or innovate
tomorrow’s?

There are no simple answers to these questions. That is the nature
of a dilemma. Yet we must develop approaches to deal with them. The
answer, in my experience is captured in the work “balanced.” Business
strategies are a mixture of short-term and long-term, top-down and bottom-
up, listening and leading, and so on. The art of the successful executive is
to find the balance that is appropriate at different points of time.

Frank Buytendijk is to be commended for the insights and aware-
ness that this book brings to the market. It is an important work that will
enhance the effectiveness of your organization.



Preface

“Synthesis is the essence of managing: putting things together, in the form
of coberent strategies, unified organizations, and integrated systems.
This is what makes managing so difficult—and so interesting. It’s not
that managers don’t need analysis; it’s that they need it as input to syn-
thesis. Where to find synthesis in a world so decomposed by analysis?”
Henry Mintzberg, Managing, 2009

We are obsessed with analysis. We believe that if we have all the data,
and are smart enough, we can solve any problem. In looking for
smart people, we test their analytical skills. We invest millions in computer
software to analyze customer behavior and business performance. Many
professional people even call themselves analysts (I was one for many
years at industry analyst firm Gartner).

Why is everyone so obsessed with analysis? Analysis is only one style
of solving problems. Analysis means taking one big thing (like a problem)
and breaking it apart into separate pieces to understand the whole thing.
We seem to have forgotten all about synthesis, the opposite approach.
Take two or more ideas and combine them into a larger new idea. Tackling
a problem in this way might lead to entirely new insights, where prob-
lems of the “old world” (before the synthesis) do not even occur anymore.
Where analysis focuses on working within the boundaries of a certain
domain (breaking one big thing into smaller pieces—inside the box),
synthesis connects various domains—out of the box.

Why are there no people calling themselves synthesists?

Synthesis is particularly useful when one is confronted with something
more fundamental than a straightforward problem—such as a dilemma.
Dilemmas in strategic decision making is a subject that has fascinated me for
years. It seems that many managers are struggling with it. This is probably
because straightforward analysis does not help that much. And it is hardly an
obscure problem. Many management gurus have pointed out the importance
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of reconciling dilemmas, and have identified high-performance organiza-
tions that apparently have found ways of doing so. But how do they do it?

The problem in answering the how question is not the lack of
research. Research has been extensive and exhaustive in this field, dating
back to the old Greek philosophers. But within three mouse clicks you will
find philosophers discussing meta-ethics while contrasting the deontologi-
cal and the teleological view on moral dissensus according to modernist
rationality. That is hardly helpful. You will find economists arguing that
making projections as part of business strategy is stochastic in nature, and
they will advise you to calculate the portfolio variance as ¢%, = w? 0%, +
w? 0%, + 2w,w,o,0,.p,. Great, I am sure we have people for that. And
while one strategist would offer the advice to let solutions emerge from
the bottom, the next strategist will argue that you should adopt a methodi-
cal top-down process. Thank you; please agree among yourselves first,
and once you have figured it out, do let us know.

Clearly, you can spend a lifetime studying dilemmas and still have no
practical answers. What I have tried to achieve with this book is to make
some fairly complex concepts accessible and readable, in order to ignite a
spark of inspiration and enable a better understanding that dilemmas are
not something to be scared about. Doing the research for this book has
been quite an experience, broadening my own horizon. The book con-
tains insights from the fields of philosophy, social psychology, intercultural
management, mathematics, economics, performance management, inno-
vation, and operations, and a very wide range of strategy topics. I also
conducted a survey, the Global Dealing with Dilemmas (DwD) Survey,
with a total of 580 respondents. I asked them about the strategic dilem-
mas in their business, but also about their own personal choices and ways
they deal with a dilemma. Finally, throughout the book I share what I
have learned through various interviews with top managers around the
world. As dealing with dilemmas is what they struggle with every day,
these interviews were surprisingly open and engaging.

In my previous book, Performance Leadership, 1 ended by answering
a very fundamental question: What is an organization? Most would define
it as a group of people sharing the same goals. However, rarely is this the
case. In fact, in many cases the parties involved have conflicting require-
ments. Employees may look for job security, whereas shareholders value
the flexibility of a quick reduction in force to save costs. Your customers
want a good product at low cost, whereas suppliers try to maximize their
profits in selling their products to you. In fact, an organization is better
defined as a unique collaboration of stakeholders that reach goals and
objectives through the organization that none of them could have reached
by themselves. For that, they need to reconcile their differences, facing
some stakeholder dilemmas. This thought was a good start for Dealing
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Xviii Preface

with Dilemmas: How do we reconcile these various (sometimes even con-
flicting) requirements?

While writing this book, I returned to explore another fundamental
question: What is strategy? Everyone seems to have his or her own answer.
“A plan of action to achieve a particular goal” is the simplest definition of
strategy, and “making those big choices” would describe strategic man-
agement very well. I subscribe to a different school of thought that defines
strategic management as the art of creating options. We cannot predict the
future; we can merely be ready for it. The more we can shape our plan
of action while going forward, the better it is. And as far as this concerns
making big choices, it should be the choice that creates the most options.

There are so many angles to the subject of dilemmas, it is easy to get
lost. There are different things that cause dilemmas in strategic decision mak-
ing, and if you understand those causes, you can work to prevent them—
or sometimes even better—embrace them. There are also multiple types of
dilemmas, and each type requires its own toolbox. The graphic shown here
provides a high-level mindmap of what causes dilemmas, and what you can
do to tackle them. This mindmap also serves as the structure of the book.

Summing it up, creating options and finding synthesis are the two cor-
ner pillars of this book. They opened up a world of creativity for me, and
I hope this book does the same for you.
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CHAPTER 1

What Is the Problem?

The test of a first-rate intelligence is the ability to bold two opposing
ideas in the mind at the same time and still retain the ability to
Jfunction.

F. Scott Fitzgerald

“Y f you are not part of the solution, you are part of the problem,” and

“Don’t bring me problems, bring me solutions” are executive mantras
that can be heard all over the Western world. Western management cul-
ture has a solution-oriented view on problems. Oops, sorry; I am not even
allowed to say “problem.” T should refer to it in a more positive way and
call it a challenge.

We live the 80/20 rule, where we realize that 80% of a solution can
be realized in 20% of the time, while the remaining 20% of the solution
would cost 80% of the time. We state that “better is the biggest enemy of
good.” We are action-oriented. Time is money. Any decision is better than
no decision. Keep it short and simple.!

I find this type of management culture worrying, if not downright
scary. If we jump to conclusions and implement the first solution we think
of, do we really understand the problem (not challenge!) at hand? Are we
not trading in one problem for the next, which we then quick-fix, too? You
may argue that there is a well-known rule here: the law of conservation of
misery. It says that for each problem you solve, at least one new prob-
lem is created, or as many new problems that together equal the trouble

iGranted, there are cases where it is better to focus on the future, and not to dwell
on the past. There is always the danger of “analysis paralysis,” where we spend
too much time analyzing an issue, until the window of opportunity has closed.
And as the cliché goes, “the pace of business is increasing”; we cannot always
afford a perfect solution.
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caused by the original problem. The best you can do is create a situation
where problems hurt the least, and preferably under someone else’s juris-
diction. Problem moved = problem solved. Partly, this is true. Einstein
already said no problem can be solved from the same level of conscious-
ness that created it. So the people who caused problems are usually not
the ones who solve them. And as long as the situation that created the
problem still occurs, all we can do is move the problem elsewhere.

For instance, the corporate scandals in the early 2000s were based
on companies evading rules—accounting rules and legal rules. But more
rules, like the Sarbanes-Oxley regulations in the United States, did not
solve the problem. On the contrary, organizations found different ways of
creatively dealing with business ethics, leading to the credit crunch a few
years later. The breach of trust of the corporate scandals was replaced by
a breach of trust due to the excessive banking bonuses, immediately lead-
ing to a demand for even more regulations.

Or consider large multinationals that often have special curricula
for high-potentials—a small group of young employees who have the
potential to make it to the board level. For decades it was seen as the task
of the company to run its executives’ development. They were told which
trainings to take, and which expat assignments to accept. People’s own
leadership was not accepted. Times changed, and the opposite approach
was adopted. People should be responsible for their own education, and
true talent would surface, anyway. But part of being a leader is also learn-
ing to take on less popular assignments, such as a project in a remote
country. Now it is clear that neither of these opposites work. Truth is in
the middle. Corporate objectives should lead the direction of executive
development, but the way it is filled in can best be left to people them-
selves. Different people have different ways of learning the same lesson.

In your personal life, think about repressive medication. If you have a
headache, you can take painkillers. Painkillers can cause drowsiness, for
which you can take a different medication. As a side-effect this may cause
blood pressure problems, for which . . . | and so on. And somewhere down
the line you can bet the side-effect of a certain pill is having headaches. One
problem causes the next; in this case, it is a vicious circle.

Trying to solve a problem without a true understanding of it leads to
“solutions” that are reactions. Reactions tend to magnify the problem (by
throwing more money at it, or imposing even more regulations), or lead
to exchanging one problem for the opposite problem, or create a vicious
circle. Only if you do see the true cause of the problem, you can move to
a higher level of understanding.

At the core of many thorny problems—personal problems, business
problems, or social problems—that somehow keep repeating themselves
lies a dilemma—a difficult choice of some sort. If you delve deep enough,
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it becomes apparent that there is no simple solution. This is not a pop-
ular thought in Western management culture. Dilemmas put you on the
spot. Whatever decision you take, there is an unacceptable downside.
Dilemmas make managers grumpy; there is no way out, no way you can
win. Dilemmas cause what psychologists call cognitive dissonance. This is
what happens if two processes of thought (cognitions) clash. This disso-
nance is an unpleasant experience, leading to negative emotions such as
anger or frustration if the dissonance cannot be lifted. It is perfectly under-
standable that dilemmas cause strong emotional reactions.

But not understanding, seeing, or acknowledging a fundamental
dilemma underlying your problem will not make it go away. At least
a dilemma forces you to stop and think about the consequences of what you
are going to decide, and equally important, the consequences of what
you are deciding against. Studies of human cognition show that when
people grapple with opposing insights, they understand the different
aspects of an issue and come up with effective solutions.! This is true for
individuals as well as teams. Particularly in teams with a strong culture,
being faced with a problem can easily lead to “groupthink.” One person
with formal or informal power suggests a solution, and we all start imple-
menting it, happy that there is a way forward. A dilemma does not allow
groupthink to happen. It requires every individual involved to discover
where he or she really stands.

I think managers should be happy facing a dilemma—it is a sign
they actually have developed an understanding of the problem at hand.
Derived from what Einstein said, a dilemma is an opportunity to fun-
damentally solve a problem, as understanding the dilemma lifts you to
another dimension of insight. And there are ways of doing that. Dealing
with dilemmas does not have to be a threat.

What Is a Dilemma?

There are many ways to describe the difficult choices that we face.® A
dilemma can be defined as a situation requiring a choice between equally
undesirable or unfavorable alternatives. It is a state of things in which evils
or obstacles present themselves on every side, and it is difficult to deter-
mine what course to pursue. It comes from the Greek terms, di- (two) and
lemma (premise). If there are three options to choose from, this would be
called a trilemma, and more than three options would lead to a polylemma.

iDefinitions of dilemma and paradox are drawn from New Oxford American
Dictionary, second edition, 2005, Oxford University Press.
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In practice, however, dilemma can be used in the case of more than two
options as well.

Although it means something entirely different, the term paradox
is often used in relation to dilemmas. A paradox is a self-contradicting
statement or proposition that may have some truth anyway. “I always lie”
would be a paradox, or “One must sometimes be cruel to be kind.” This
term also has a Greek background. Para means “contrary to” and doxa
means “opinion”; in other words, a paradox represents something other
than what you would think. Contrary to a dilemma, a paradox does not
force you to choose; it is more of a conceptual exercise.

A catch-227? from a military regulation in a novel of the same name
by U.S. novelist Joseph Heller, is a frustrating situation in which one is
trapped by contradictory regulations or conditions. For instance, safety
regulations may require the use of certain materials in the kitchen of a res-
taurant, while health regulations clearly forbid this. Or think of needing a
physical address to open up a bank account, while the landlady requires
you to show you have a bank account before she accepts you as a tenant.
Although not correct, a catch-22 is often referred to as a dilemma as well.
Close to the term catch-22 is a Mexican standoff, a strategic deadlock in
which no party can ensure victory. In the Western-movie cliché, it is por-
trayed as several people each pointing a gun at each other. The dilemma
that it poses is what to do. Doing nothing does not resolve the situation;
lowering the gun creates vulnerability while shooting leads to likely being
shot as well.

Executive View

Heidi Melin, chief marketing officer at Polycom, emphasizes the diffi-
culty of choice. A dilemma is a problem that makes you stop and think.
This can be on the personal level or professional level. A dilemma rep-
resents a fork in the road, and the decision you are going to take has a
large impact.

Dilemmas can be found in any complex organization, Bill
Fitzsimmons, chief accounting officer of Cox Communications,
observes. He has a very straightforward description: A dilemma is a
multidimensional problem, like most issues that reach the executive
level. If it had not had multiple angles, it would not have—or should
not have—reached the executive level. Tt is the task of top manage-
ment to deal with dilemmas. In Mr. Fitzsimmons’ view, dilemmas
should not be seen as a nuisance, but should be understood. Avoiding
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dilemmas does not make them go away. Treating them as a nuisance
leads to merely passing the problem along instead of tackling it. And
the buck stops in the executive offices.

Dr. Edmund Stoiber, former prime minister of Bavaria, the largest
state in Germany, stresses a different point: Dilemmas can also appear
through bad decision making. Dilemmas can be the consequence
of decisions that are not well thought through. When making far-reaching
decisions, the consequences for all involved stakeholders should be
clear. If this is not done correctly, irreversible damage may be done.
You need to be very careful and conscientious in decision making.

Perhaps the best-known dilemma of all is the prisoner’s dilemma,’
which comes from a mathematical field called game theory. In this dilemma,
two criminals are being caught for a serious crime. It is clear they are guilty,
but there is no definitive evidence. They are put in separate jail cells and
cannot communicate with each other. The police make the criminals a pro-
posal. If they both remain silent, there is nothing the police can prove other
than illegal possession of a firearm, and both will go to jail for six months.
If one testifies against the other, while the other remains silent, the betrayer
walks, while the other receives a ten-year sentence. If they betray each
other, both get a five-year sentence. It is clear that the best course of action
is to remain silent, but you cannot be sure the other will make the same
decision. Most likely each will consider what is good for himself first, and
turn the other in.

Dilemmas such as the prisoner’s dilemma can be a stimulating intel-
lectual exercise. But once confronted with a pressing dilemma yourself,
you would probably feel differently.

Many dilemmas exist only in the mind. We have to make a difficult
decision, and no matter what decision we make, it has negative conse-
quences. Suppose a dear aunt, at whose home you eat regularly, can-
not cook very well. Do you tell her this, as you want to be honest and
because your sense of integrity suggests this? The negative consequence
will be that your aunt will feel hurt. Or do you simply say dinner was deli-
cious out of empathy, making your aunt feel good? The drawback will be
that nothing changes in terms of her cooking.® This dilemma is based on

iiThis dilemma is fairly simple to solve. For instance, suggest to your aunt that
you cook together, as you enjoy being with her so much, and over time, teach her
some cooking tricks—provided you can cook, of course.
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a conflict of two positive values both of which you hold dear: truth and
empathy. Whatever the choice, you violate your values. Another exam-
ple: You are in a conversation and you have forgotten the other person’s
name (and there is no one around you can ask inconspicuously). The lon-
ger you walit to ask, the more awkward it becomes. You cannot ask any-
more, as it has become embarrassing. But not asking, and not being able
to address the other person by her name when saying goodbye, is equally
embarrassing.”

Other dilemmas are more serious. For instance, you need to fire an
employee as the company is downsizing. The logical choice may be a
senior manager, who is doing very well in his job, but whose area of
responsibility is not core to the business. The problem is that your senior
manager is 55 years old, is the sole provider of income in his household,
and likely will not find another job. Another option would be to fire a
young high-potential who came into your department a few months ago.
He or she might easily find another job, but the excellent work of this
person was just starting to pay off. What would be your decision? Or take
a lawyer who learns about an upcoming liquidation of a police informer.
The rules prohibit the lawyer from reporting this, but what if the police
informer is a friend of a friend? And consider a doctor who is confronted
with two immediate cases in the emergency room: a famous older person
(a government official) and a nine-year-old child. Only one can be treated
at a time, and there is a good chance the other will not make it.

Global Survey

In the Dealing with Dilemmas survey, I asked respondents what
they would decide, being the doctor in the emergency room. Of all
respondents who chose one of the options I provided, 85% would
save the child, 6% the government official, 3% whichever one
had family in the waiting room to avoid difficult decisions, and 6%
would flip a coin. Respondents were also able to provide their own
answers. The most common answer people came up with them-
selves was to treat the one that came in first. One respondent tried to

VThis dilemma is also easy to deal with. Ask the person for her business card and
e-mail address, promising to send something. But I bet you were sweating a bit
before you came up with this gentle way out.
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reconcile with the politician, telling him there is a nine-year-old kid,
and trying to get agreement from the politician to treat the child first.
One respondent found a higher moral ground. He would consider
the religion of both people. If the politician were religious, he would
treat the child first, knowing that if the politician were to die, he at
least would know he would be going to a better place. I am not sure
how to interpret the responses of a few others. One suggests treat-
ing the politician first, because of the ramifications for the hospital,
while the parents can always have another child. And someone else
added he would treat the one that had family in the waiting room
first, assuming that the other would have no caring family or friends.
The reality, of course, is that you cannot expect doctors to make calls
like this. There are protocols that doctors follow. In this particular
case the protocol is called triage.

In another question, I asked the respondents to imagine they
were the CEO of a small company (‘you’) and had been working
on a large deal for almost a year. If you win the multimillion-
dollar deal on the table, you could expand the business. If you lose
the contract, you would have to fire 20% of the employees, some
of them in their fifties, and others having families with small chil-
dren. The dilemma is clear, a choice between integrity and respon-
sibility. Your contact is indicating that if you would pay him
$10,000, the contract is yours. Forty percent of respondents would
expose the employee of the prospect to his boss, 48% would not
pay, 9% would actually pay, and 3% would even resort to blackmail
(“If you don’t give us the deal now, I will report you to your boss”).
Some respondents were very creative in their schemes, including
establishing a bank transfer, and then exposing it to the prospect’s
employee’s boss, or even spending the same amount of money
to hire a private detective to find something with which to black-
mail the contact. Some respondents place themselves outside of
the dilemma. It is simply “cost of sales” in certain countries. Others
make it depend on the circumstances. One person—I guess with a
sales background—asks if it is a transactional deal (deliver the goods
and move on) or a relational deal (service delivery and repeat sales
opportunity). In the former case, he would pay; in the latter case,
he would not. Others ask themselves what are the chances it would
come out publicly. They define the dilemma differently, namely
between the chance of success or of being exposed themselves.
One wonderful answer came from someone who wanted to know

(continued)
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(continued)

what the prospect’s employee would use the money for—it could be
for a good purpose.” One person found a moral middle ground for
himself: Pay the bribe out of his own pocket. This is one of those
dilemmas that can be easily avoided—it appears only if you do not
think through your customer-interaction process. In case you feel
there is a chance of ethical issues arising in a deal, make sure there
are always several people in the meeting and involved in any deci-
sion. Involve other stakeholders at the customer level, and make sure
several people of your own company attend.

Other dilemmas may appear among people, between you and
someone else, or between two other people who turn to you for a
decision or input. In dealing with dilemmas like this, we can learn from
the field of negotiations. Successful negotiations are based on a win-win
situation, where parties focus on what binds them, instead of what divides
them. Dilemmas between people are often based on strong mutually
exclusive desires. For instance, in a personal relationship, one partner may
want to have a child, while the other does not want that at all. That is a
pretty binary choice that has to be made, with not much middle ground.
In business terms, two executives may have a strong disagreement about
the strategic direction to take. Making a certain acquisition or not is also
a clear and binary choice—it is either yes or no. Colleagues from differ-
ent cultural backgrounds may have completely opposing views on what it
means to respectfully treat each other, and may even play the “either he is
leaving or I am” card.

Dilemmas between people can be full of emotion, indeed. And in the
heat of the fight, we forget that the choices presented might constitute a
false dilemma, often called a sucker’s dilemma.* The choices presented are
not at all the only options on the table. “Either he is leaving or I am” is
narrowing down an argument to an escalation path only—an ultimatum.
“Clean up your room now, or go to bed early,” “my way or the highway,”
“now or never,” “either you’'re with us or against us,” or “if you don’t
listen, the consequences will be yours” are sucker’s dilemmas we have

vLater we will see that philosophers call this style of decision making consequen-
tialist, making a decision depend on the context, instead of its being fundamen-
tally right or wrong.
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all heard.¥ Who says it is one or the other? There might be many differ-
ent ways to deal with the issue. The moment you get sucked into such a
dilemma, you do not think about solving the matter at hand, but feel you
have to make a choice. You are thinking or, and not and anymore. How
could T satisfy my mother and clean up my room, while first finishing the
videogame T am playing? How can his way be combined with my way, so
there is a mutual way instead of a highway? Is it possible to delay “now”
a bit while satisfying the other person’s sense of urgency, so that “never”
never comes?

Fortunately, most daily dilemmas are small and not of cardinal
importance. In fact, most dilemmas are not even real. They are what I
call “chicken-or-beef” dilemmas, based on a psychological phenomenon
called loss aversion. People prefer avoiding losses over acquiring gains,
or in other words, when facing a choice, they focus more on what they
do not get than what they will. The biggest problem in choosing between
chicken or beef for dinner is that if you choose chicken, you will not have
beef, and vice versa. Despite how good the chicken looks, the idea of not
having beef is stronger. The only loss in this dilemma is the loss of the
option of beef, not even the beef itself." If you truly examine everything
you would call a dilemma, the majority of them would be in this category.

A Short Overview of History

The basis of a dilemma is a contradiction—often the contradiction between
good and bad. Doing the right thing might lead to bad results; for instance,
helping one person in the emergency room does not improve the chances
of the other. Doing something bad might lead to good results, such as
saving the company by winning a large order involving a bribe. The idea
that everything consists of opposites goes back to the concept of yin and
yang’® in ancient China. Originally meaning the shadowy and sunny side of
the mountains, yin and yang came to represent all dual or polar aspects
of the world: dark and bright, good and bad, noisy and silent, soft and
hard, slow and fast, feminine and masculine. Yin and yang are opposites,

YiMy favorite one came from a bumper sticker: “Would you like to have sex, or
do you want a cookie? By the way, we're out of cookies.” But this is so politically
incorrect, I could not write that down in a business book.

YiAs the chicken-or-beef dilemma is deeply rooted in human behavior, the easiest
way to deal with this dilemma is to appeal to the same feeling your table compan-
ion may have. One orders the chicken, the other the beef, and you share. On an
airplane this may work only if you actually know the person sitting next to you.
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FIGURE 1.1 Yin and Yang

but part of a mutual whole. (See Figure 1.1.) There cannot be one without
the other. Yin and yang also interact; they transform each other. After high
comes low, after day comes night. In the traditional yin-yang symbol, this
is represented by the small dot of white in the black part of the symbol,
and vice versa.

The Greeks adopted similar thinking; however, they used the idea of
opposites to find truth, through a rational and logical discussion. This con-
cept is called dialectical inquiry, or Socratic reasoning.® The Socratic way
is based on formulating hypotheses (“So, if A is the case, logically B must
follow”) and asking questions (“And what would it look like if we add C
to the mix?”). Philosophers have used Socratic reasoning to ask themselves
the big questions, for instance, about what is right or wrong, or what is
good or bad. Can something bad lead to something good? For instance, “If
we agree that killing a person is bad, is it also bad to kill a person who is
about to kill several other people, in order to prevent those killings?” Or
can something good lead to something bad? For instance, “If marriage is a
holy institution, should one be encouraged to get married to a person with
a history of domestic violence?” In the modern age and in business terms,
we can use dialectic inquiry to challenge assumptions and best practices.

In his books, Mintzberg is known for his Socratic style, challenging
what we believe is true about management sciences. For instance:

It has become a popular adage in some quarters that if you can’t
measure it, you can’t manage it. That’s strange, because who has
ever really measured the performance of management itself? I guess
this means that management cannot be managed. Indeed, who
has ever tried to measure the performance of measurement? Accept
this adage, therefore, and you bhave to conclude that measurement
cannot be managed either. Apparently we shall have to get rid of
both management and measurement—thanks to measurement.”
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The Socratic method is still in use today—for instance, in law schools,
where the teacher continues to ask questions and solicit answers from the
students. The aim of the approach is to explore different sides to a com-
plex legal matter. Many what-if style questions are being asked to explore
how tiny circumstantial differences can lead to entirely different outcomes.
But in most business educations, dialectic inquiry is not taught and not
understood.

For centuries, no new philosophical developments in this area occur,
until the German philosopher Georg Wilhelm Friedrich Hegel (1770-1831)
comes along with a breakthrough, trying to explain the evolution of phi-
losophy. Hegel’s dialectic consists of a three-step process: thesis-antithesis-
synthesis." The process starts with a current situation or common wisdom,
called the thesis. The situation usually has a strong disadvantage, such as
an unexplainable phenomenon in a theory, or needs of people not being
met. This at one moment leads to people adopting the opposite belief,
approach, or situation. This reaction is called the antithesis. It solves the
previous disadvantage, but brings new disadvantages as well. We are now
in the stage of a dilemma: Both thesis and antithesis present dominant
disadvantages. So far, this is nothing new, as yin and yang provided the
same insight. But where with yin and yang the pendulum keeps swing-
ing between opposites, Hegel offers a way out. He introduces the idea of
synthesis, where over time the two opposites will fuse, or reconcile, creat-
ing the best of both worlds. And then, interestingly enough, the synthesis
becomes the new thesis, what is believed to be true, to be eventually chal-
lenged by an antithesis once again. The pendulum swings after all, but on
a higher plane.

In our own time, for instance, self-regulation in a free market was
deemed unacceptable after the corporate scandals in the early 2000s. It led
to a strong reaction, with strict regulations, such as Sarbanes-Oxley, con-
sisting of many specific rules with which to comply. It introduced a huge
bureaucracy in large enterprises and, although certain fraud attempts may
have been prevented, discussions around executive compensation and risk
management were still prolonged, into the economic recession of 2009.
The synthesis? Regulations should not be based on strict rules, but based
on principles, where organizations need to explain how they adhere to
the principles of good corporate governance. Or think of the development
of Western society itself, starting out as a tribal environment where every

Vil Although this model is often named after Hegel, he himself never used that spe-
cific formulation. Hegel ascribed that terminology to Immanuel Kant. Carrying on
Kant’'s work, Johann Gottlieb Fichte greatly elaborated on the synthesis model and
popularized it.
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tribe was self-sufficient. The antithesis to this became the feudal society,
with kings and emperors ruling their countries. These were more efficient,
but were taking the needs of only the few into account. The synthesis
between the tribal and feudal societies is the democracy. We are ruled
by elected leaders, but the key to a democratic society is that the govern-
ment aims to take the needs of all stakeholders into account. Closer to
business, think of competition. The thesis of business was collaboration—
entrepreneurs in a certain trade in a certain city would be part of a guild.
This led to the antithesis of all entrepreneurs competing with each other,
as that would be better for the price of goods and quality of service.
Today, many organizations engage in “coopetition,” where they compete
and cooperate at the same time. Think of airline alliances, or automobile
manufacturers sharing certain parts to create economies of scale.

Recently, dealing with dilemmas as part of leadership has got the
attention of management thinkers in multiple disciplines. Trompenaars,
widely recognized as a leading thinker in intercultural management, even
defines leadership as the ability to reconcile dilemmas®—to be able to
inspire as well as listen, be strategic as well as have an eye for detail,
and centralize your organization around local responsibilities. Called one
of the most influential psychologists of his generation, Howard Gardner
defined the synthesizing mind as one of the five important mindsets for
the future. Management guru Jim Collins speaks of the tyranny of the or
and of embracing the genius of the and.’® The tyranny of the or makes
proclamations such as “you can have low cost or high quality,” and “you
can have change or stability.” Collins describes visionary companies as the
ones that can embrace both extremes. He specifically points out that this is
not about balance or compromise, but about doing both to an extreme—
yin and yang.

Although T will borrow from multiple sources, such as psychology,
intercultural management, ethics, economy, and other areas, this book will
focus on strategy management, ranging from strategy formulation to strat-
egy implementation and strategic performance measurement.



CHAPTER 2

Strategy Is about Making
Choices, or Is It?

No battle plan survives first contact with the enemy.
Field Marshal Helmuth von Moltke, 1848-1916

S trategy formulation is often seen as a somewhat mystic process. Heroic
stories in the business press do not make it easier. They typically like
to portray business leaders as geniuses with brains the size of a basket-
ball who can see things that others cannot. At a crucial moment in time,
they make a strategic call that turns out to make all the difference in busi-
ness performance ever after, leading the competition by years. But the
higher these leaders rise in the eyes of the public, the harder they can fall,
in case their prediction did not come true. And there are severe conse-
quences for the share price.

The press loves to write about brilliant CEOs such as Steve Jobs
of Apple (although in earlier times this was very different), Wendelin
Wiedeking of Porsche (until the debt grew out of control), and Fred
Goodwin of Royal Bank of Scotland (until the credit crunch came along).
And we love to hear and believe these stories. Even managers and lead-
ers working within an organization find the strategy formulation process
nebulous. Once a year, the executives organize an off-site and gather for a
few days. To the rest of the organization it is unclear what they are doing.
Perhaps they sing secret songs around the campfire. And once the off-site
is over, the executives communicate the new strategy to the organization.
As it is unclear where it comes from, and even more opaque as to how to
implement the new strategy, business as usual goes on. Eighty-five per-
cent of leadership teams spend less than one hour per month discussing
strategy, so it is no wonder that 90% of well-formulated strategies fail due
to poor execution.!

13
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Strategy formulation is not a very well understood process. In fact,
strategy is not a very well understood term. It is amazing to see how such
a foundational concept is not clearly defined. Most people would intui-
tively define strategy as making the big choices that matter, the decisions
that set the direction of the company.

With this idea of strategy in mind, perhaps the perception that strat-
egy is about “bet-the-farm” choices and decisions actually create many
of the strategic dilemmas. And perhaps the traditional processes to for-
mulate strategy add to that perception. Possibly, strategic thinking itself
may lead to what Jim Collins calls the “tyranny of the or.” A different
vision on what constitutes strategy might prevent many dilemmas from
even appearing.

What Is Strategy?

In short, a strategy is an action plan to achieve the organization’s long-term
goals. More formally, it is a pattern of decisions in a company that deter-
mines and reveals its objectives, purposes, or goals, produces the principal
policies and plans for achieving those goals, and defines the range of busi-
ness the company is to pursue.? The three key questions that need to be
answered for such a plan are: where your company is today, where you
would like it to be, and how you think you will get there.

Peter Drucker refers to the theory of the business, which consists of
the assumptions about the environment of the organization (society, the
market, the customer, and, for instance, technology), the assumptions
about the specific mission of the company (how it achieves meaningful
results and makes a difference), and the assumptions about the core com-
petencies (where the organization must excel to achieve and maintain
leadership).? This definition is also fairly straightforward: What does my
environment expect, what are we good at, and how do we match up those
two? From here it becomes fuzzy. Mintzberg even introduces multiple defi-
nitions of strategy, the five Ps.* So we know already that strategy is about
a plan, which is considered the way forward. For instance, it can be our
strategy to become the cost leader in our market, to reach our goal of sus-
tained business performance. Mintzberg adds strategy as a pattern, which
is consistency in behavior over time. Think of Rolls-Royce, which has been
known for many years for its high-end luxury cars. Strategy is also a posi-
tion, introducing and maintaining particular products in particular markets,
like Nike entering and dominating the market in various sports, such as
soccer and golf. Strategy is also a perspective, the understanding of the
executives of the market and their organization (like in Drucker’s defini-
tion). Mintzberg ends with strategy as a ploy, a specific maneuver to outwit
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a competitor, such as acquiring a certain company, or even lobbying for a
law that favors your company.

None of these definitions imply that strategy is about making big
choices. All these definitions simply suggest views on how to make mar-
ket demand and supply meet in the most favorable circumstances for your
company. It is Michael Porter, one of the world’s most recognized strategy
experts, who stresses the importance of making choices. Porter defines
strategy as the creation of a unique and valuable position, involving a set
of activities that is different from rivals.> Two elements are critical to this
definition. First, a strategy needs to differentiate a company from others.
Second, strategy involves making choices. Strategy is very much about
what not to do, and requires trade-offs. Porter elaborately describes these
trade-offs. Companies should choose a consistent set of activities that fit
their image and credibility. For instance, Unilever’s reputation would be
damaged if it were to go into the tobacco business. Different activities also
require different resources and competencies that may be hard to build
up. For instance, extending your position as upper-class kitchen sup-
plier to being a leader in interior design requires different skills, different
suppliers, a different sales approach, and so forth. But most important,
companies that avoid choices and lack trade-offs become stuck in the mid-
dle, do not differentiate, and cannot sustain.

Porter even warns against “popular management thinkers” claiming
trade-offs are not needed, and dismisses the thought as a half-truth. The
bit that is half true is that trade-offs are not necessary when the company
is behind in the “productivity frontier” or when the frontier is pushed out.
According to Porter, the productivity frontier is the sum of all existing best
practices at any given time or the maximum value that a company can
create at a given cost, using the best available technologies, skills, man-
agement techniques, and purchased inputs. Not operating on the produc-
tivity frontier means you are not leveraging your assets well enough. For
instance, if the cost structure has not been optimized, if there is room for
improvement in the quality of products and services, and if the business
pace is below par, indeed all three can be optimized at the same time, and
no choices between cost, quality, and speed have to be made. That situ-
ation is to be avoided, anyway. As many organizations have not reached
their productivity frontier yet, it is easier to simply follow the market and
copy what the competition is doing. In these situations, making no choices
may even be preferred to risking blame for a bad decision.

This all may sound logical, but let us argue with Porter a bit. “Stuck
in the middle” sounds like a compromise. A compromise means meet-
ing in the middle. Arguably, this is where most companies are, as per
definition there can be only a few leaders. However, it is not a desirable
place for those who want to outperform their competition. Dealing with
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opposites does not always have to lead to either a compromise or an
either/or choice. Jim Collins referred to this as the tyranny of the or, and
pointed to the genius of the and as a better approach, embracing both
extremes. If you want to move from “good” to “great,” Collins points out,
you should not too quickly accept that avoiding making choices leads to
being stuck in the middle. There might be less linear and analytical and
more lateral and creative ways of thinking.

Further, it is generally accepted that strategy should ensure a compa-
ny’s future success, plotting the steps toward the goal. And if there is one
thing we know about the future, it is that it will most likely be different
from today. How are we supposed to make the right choices today that
impact tomorrow’s performance? And is it wise to make choices that will
limit our flexibility to respond to tomorrow’s needs? Do we really believe
that with analytical rigor we can foresee the future? That if we have all the
data and are smart enough, we can crack the code? Of course not; that is
not the question. The real issue is how to deal with the unknown future.
Sure, to a certain extent we are the architects of our own future, but stra-
tegic uncertainty is a given, and your choices will either turn out to have
been effective, or not. Strategy has to align itself to the fluid nature of the
external environment. It must be flexible enough to change constantly and
to adapt to outside and internal conditions.®

What happens if we do not think of strategy as making choices and
commitments, but rather as creating a portfolio of options?” Options, as
opposed to choices, do not limit our flexibility in the future; they create stra-
tegic flexibility. You can compare strategic options to stock options. Stock
options give you the opportunity to buy shares at a certain price, but you
can choose when this is (within a period of time), and you do not have to.
Strategy as a portfolio of options behaves the same. It gives you the opportu-
nity to exercise these options in the future, but you do not have to. Options
allow you to make a relatively small investment now, with the opportunity to
make bigger investments later, when you have more or better information. In
short, options enable you to wait until the moment is right. Obviously these
options should not be random—they should be structured around strategic
themes, such as growth based on acquisitions, or organic growth, or themes
such as creating a greener way of working, entering or retreating from cer-
tain markets, or specific go-to-market strategies.

The concept of options in the real world, as opposed to options as a
financial instrument, is called, not surprisingly, real options.® Examples could
include investing in university relationships, having a finger on the pulse of
possible future innovation. Or it may consist of implementing an open IT
architecture, to be ready for future software requirements. Or think of not
immediately terminating a nonprofitable customer relationship and invest in
it for a while, there might be alternative ways of improving profitability.
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In the traditional view, risk and uncertainty depress the value of an
investment. If you focus, not on making bet-the-farm choices, but on cre-
ating managerial flexibility, risk actually becomes an instrument for value
creation. Uncertainty, seen this way, does not depress the value of any
investment, but may amplify the value of investments. Strategy, with its
focus on the future, is characterized by uncertainty. The more uncertain a
future is, the more having flexibility and adaptiveness as a core strategic
competence is worth. Defining strategy as creating options for the future
allows you to take on riskier investments that have a potentially higher
upside, for the same risk appetite an organization may have. Or alterna-
tively, they allow you to lower the risk of your current profile, as you can
still opt-out from subsequent investments.

If you see strategy as creating a portfolio of options, there is no “sin-
gle best strategy.” Let us use the metaphor of a puzzle. Strategy is often
seen as a traditional puzzle. Each puzzle piece is a part of the strategy.
External factors, such as competition, market conditions, regulations, and
value chain constraints, are puzzle pieces, as well as internal factors such
as resources, capabilities, culture, and expectations. And the idea is to find
out how to combine all the puzzle pieces into one single “big picture.”

The alternative view, strategy as a portfolio of options, looks much
more like a tangram,” a Chinese puzzle. It consists of seven pieces—five
triangles, one square, and one parallelogram—and it can be used to create
many pictures. The right-hand side of Figure 2.1 shows some examples,

such as a dancer, a cat, and a rabbit.
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Traditional view Alternative view
Strategy as a puzzle with Strategy as a chinese puzzle (tangram)
one optimal solution with many solutions

FIGURE 2.1 Strategy as a Puzzle
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The idea is not as esoteric as it sounds. In fact, it is already prac-
ticed in a number of areas. Financial institutions are moving to a strategy
of product components and half-products, instead of off-the-shelf standard
products. Based on the customer risk profile or specific customer require-
ments, financial product components can be combined into a uniquely
tailored product. Some mortgages may involve investment components,
and others not. Financing objects may be a combination of leasing,
loans, and other instruments. And in an ideal case, not all components
even have to come from the same financial services institution. A platform
of compatible product components has been created to construct product
configurations that you had not even thought of before. Because of the
upfront investment in a portfolio of product options, there are no dilem-
mas as to which products to introduce and which not. The idea of having
a platform is very common also in the automotive industry. A single car
chassis is often shared among multiple models, sometimes even spanning
multiple brands. An extreme case involves the Toyota Aygo, Citroen Cl,
and Peugeot 107, all of which share not only the same chassis, but also
the same engine.

Using the principles of a portfolio of options, the software industry is
currently undergoing a paradigm shift, adopting what is called service-
oriented architectures. In these architectures, pieces with a well-described
set of single functionality are called components. Systems can be constructed,
deconstructed, and reconstructed using multiple components. An example
of a component could be a piece of functionality that supplies all address
details when it is called by a system that “knows” only the customer num-
ber. Or think of a component that assesses the risk of a claim in an insur-
ance company and returns a recommendation whether to involve a damage
assessor or not. All of these components have to be built only once, and can
be used many different times. As long as they fit in the same “component-
based framework,” components can come from different developers and dif-
ferent firms. The idea of a service-oriented architecture has a huge impact
on how to build a systems landscape. Moreover, it has an equal or even
bigger impact on organizational strategy. Systems are all too often barriers
to change, and traditionally may not even support the organizational agility
implied by a portfolio of strategic options.

The idea of strategy creating options does not conflict at all with the
established definitions of strategy. It supports the definition of strategy as
a plan of action designed to achieve a particular goal. The goal stays the
same; the plan of action just becomes clearer over time. It is the same with
the definition of strategy as understanding where you are now, where you
would like to be, and how you will get there. The details will unfold while
on the road, avoiding unexpected roadblocks and discovering previously
unknown shortcuts. In fact, the idea of strategic options even supports



Strategy Is about Making Choices, or Is It?

19

Executive View

Oil products move around the world 24 hours a day. Exploration,
refining, and consumption usually occur in very different places. At
first glance, value chain integration, trying to offer complete logisti-
cal services, seems the best strategy for a company such as Vopak.
It would seem this would create the greatest number of options for
growth. And until 2002, this was the track the company was on, try-
ing to expand its footprint throughout the different steps in the value
chain. However, the company was experiencing disappointing syn-
ergies, leading to disappointed shareholders. Somehow, value chain
integration was not working for the company. For each step in the
value chain there are so many different ways of achieving excellence,
it is hard to define a single attractive concept.

When a new management team was appointed in 2003, it was
decided to drastically change the strategy. Not only did the com-
pany decide to specialize in storage and transshipment only, but the
company was even split up (only a few years after a merger) as
the ultimate consequence of such a strategic choice, to create com-
plete focus. Vopak now focuses on storage and transshipment, Univar
takes on chemical distribution. This could be seen as a hallmark of
classical strategic management: making clear choices and focusing on
core activities. But how does that fuel growth? On closer examination,
Vopak’s strategy actually creates many more new options for growth,
compared to the old strategy.

In the old strategy, new growth options each required large invest-
ments, with limited synergies. Every step in the value chain required
different skills, expensive equipment and facilities, each with a long-
term focus—a capital-intensive industry, in other words.

In the new strategy, given capital constraints, growth options are
sought within the investments in storage and transshipment. Next to oil
and chemical products, with the same set of skills and facilities, other
bulk liquids, such as LNG, vegetable oils, and all kinds of biofuels, can
be handled as well. The investment leverage of this strategy is much
higher.

The risk of such a strategy in the logistics industry seems very
high: being pushed out by others who do offer the complete stack of
services. However, this would be true only if storage and transshipment
were commodity services. With increasing regulations, for instance,
around safety, storage and transshipment is a very specialized business,

(continued)
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(continued)

and the large investment needed in terminals makes for significant bar-
riers to entry in the market. Furthermore, with the emergence of differ-
ent types of bulk liquids, such as biofuels, the company actually lowers
its risk profile—it does not depend on the traditional oil value chain
alone anymore.

Almost paradoxically, it is the focus that Vopak has that enables
the company to create the most and the best options for growth.

Porter’s definition by turning his thought about the productivity frontier
around. Porter states that the only situation in which you are not required
to make choices is when you are not operating on the productivity border,
in other words, when you are below par on cost, quality, and speed. What
if you find ways to continuously push out that border, so that you are not
required to make choices that others would have to make? That would be
a source of competitive advantage. In addition, your superior ability to cre-
ate options and utilize opportunities can also be a source of differentiation.

This does not mean you do not have to have a strategy, and you jump
on every opportunity. Creating options does not equal opportunistic behav-
ior, jumping on every profit-making activity that comes along. The strategic
goals still need to be clear. We need to ensure we make it to our goal,
and at the same time do this in an efficient manner. Some options help
us reach the goal; others detract from that focus. It is merely the way the
strategy formulation process is structured and how the strategy is described
that are different. Traditionally, formal strategy and planning implies set-
ting positions, targets, and measures. Alignment means follow the leader.
Assets are allocated based on forecasts that are expected to hit their tar-
gets. Instead, I would like to propose a different view on alignment, where
organizational learning is emphasized as well as being prepared for what-
ever conditions may arise. Alignment means learn and collaborate.

Does all this sound too much like “postponing thinking,” going with
the flow, and being reactive to change? On the contrary; I would say it
requires much deeper thinking than traditional strategy formulation, as
it requires uncovering the deeper truth of what Drucker called the theory of
the business. The theory of the business is a strategic framework. The stra-
tegic framework describes our assumptions about the environment of the
organization (society, the market, the customer, and, for instance, technol-
ogy), the assumptions about the specific mission of the company (how it
achieves meaningful results and makes a difference), and the assumptions
about the core competencies (where the organization must excel to achieve
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and maintain leadership). In laymen’s terms, the word theory perhaps sounds
static, but theory means nothing else than “the best possible understanding
of reality we have.” And in business that is a highly dynamic process.

In the traditional sense, once choices are made and a strategy is imple-
mented to move forward, usually the assumptions are forgotten. The choices
and the strategy become hard truths. “We aim to be an operationally excel-
lent company” or “we differentiate based on superior service” make us forget
to look outside and see if this is still what is expected from us, or what we
are recognized for, or if by industry standards we still live up to our claim.
By investing the time to create a strategic framework describing the theory
of the business, we keep track of our assumptions and can road-test them
continuously. While the goal (that we chose) remains intact, and the assump-
tions remain in place as long as they match reality, we can travel toward our
goal, assessing whether options that we create and opportunities that we see
fit into the framework. If so, we capitalize on them; if not, we let them go.
And the moment assumptions change, we can immediately see which activi-
ties do not lead us to the goal anymore, or which activities are lacking in
making it to the goal. Choices do not turn into dilemmas.

Still, the idea of strategy being about making tough choices is deeply
entrenched in today’s best practices. We will further explore this, and what
to do about it, examining three dimensions: strategy content, strategy pro-
cess, and strategy context.'

Strategy Content

“Strategy is about making choices, and there are only so many choices
you can make.” This is what the strategy textbooks teach. “The number of
ways you can differentiate is limited and you cannot have it all.” T recall
seeing a sign in a shoemaker’s shop, “We can do things quick, cheap, and
well. Pick two.” (See Figure 2.2.)

FIGURE 2.2 Pick Two: You Cannot Have the Third
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This seems to make perfect sense. If the shoemaker is asked to mend
a pair of shoes quickly and well, it will not be cheap since he will have to
drop everything else in order to repair that one pair of shoes. The shoe-
maker can then charge a premium. If the work needs to be done quickly
and cheaply, the shoemaker will ask his apprentice to do the job, and thus
the repair will not cost as much. The third option is for the shoes to be
done well and cheap, which means it will have to wait. But you cannot
have all three at the same time. This thought is also deeply embedded in
strategy best practices. Again, we need to look at Porter, who defined three
generic strategies: cost leadership, differentiation, and market segmenta-
tion (or focus)."! The work that Treacy and Wiersema did regarding what
they call value disciplines is very similar.'”? They speak of operational excel-
lence, product leadership or product innovation, and customer intimacy.
Organizations need to be sufficient in all disciplines, but excel in one.

Cost leadership, or more broadly defined, operational excellence,
emphasizes efficiency and convenience. The aim is to attract customers
by having the lowest price in the market while offering at least sufficient
quality. Usually the products are not very differentiated, but come in one
or just a few configurations. Mass production is a good way to create
economies of scale, and there may a limited number of ways of interact-
ing with customers. There should be no barriers for customers to order
and use the product or service. Good examples of companies with this
strategy would be EasyJet (or other low-cost carriers), ING Direct (offer-
ing standard products interacting through the Internet and call centers),
and the Tata Nano car (offering a car for $2,500, which is about half the
price of the cheapest alternative).

A differentiation or product innovation strategy focuses on hav-
ing a unique offering, which allows the company to charge a premium.
Keeping the lead in the market is a competitive differentiator; it requires the
competition to follow, and keeps the barriers to entry into the market for
others high. Organizations adopting this strategy invest heavily in research
and development. As products and services are usually positioned in more
exclusive market segments, the amount of units sold is usually lower com-
pared to cost leaders, but the margin (and cost of sales) is much higher.
Think of Apple (Macintosh computers and iPods), BMW (offering supe-
rior performance and cutting-edge new technology), and investment funds
(seeking higher returns through creative and risky investment constructions).
A variation on this theme would be brand mastery, creating loyalty because
people care about the brand experience, such as with Nike or Coca-Cola.

Porter’s definition of market segmentation is slightly different from
Treacy and Wiersema’s customer intimacy discipline. Market segmenta-
tion means focus on just a few market segments and know these markets
inside out. Think of software vendors offering software for the telecom
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industry, or pharmaceutical companies focusing on various types of medi-
cation for cancer treatment. Products and services are tailored to the spe-
cific needs of that market. Customer intimacy is another type of focus,
trying to understand the changing needs of different customer segments,
and creating long-term relationships. Good examples would be all-round
banks using database marketing to predict customer demand across
a complete set of different products, retailers that differentiate product
assortment per store and provide personalized discount coupons to cus-
tomers, and airline loyalty programs that take personal preferences into
account and provide special services for loyal customers. Whereas in
product innovation people care about the brand, in customer intimacy
and market segmentation, the brand cares about the people.

Traditional strategy says you cannot excel in each area. If your company
focuses on operational excellence and cost leadership, you cannot afford
the cost of sales and the R&D budget associated with a product innovation
strategy or the extensive investments in customer relationship management
that fit with customer intimacy. And a product innovation company usually
has a culture that cares deeply about engineering and brand management,
which is at odds with the cultural characteristics that fit customer intimacy.

However, others argue with that. Companies need to go beyond com-
peting with existing competitors in existing markets, which is the basis
of both Porter’s generic strategies and Treacy and Wiersema'’s value disci-
plines. New profit and growth come from “blue oceans.”’® Blue oceans are
new markets, where new demand is created. In existing markets, referred
to as “red oceans,” the structure of the industry, the business model, and
market conditions are largely a given, or cannot be influenced directly.
Markets may grow, but are basically a zero-sum game. Market share
gained by one competitor is lost by another. In a blue ocean, competition
is irrelevant as the first mover sets the rules of the market. In this view,
innovation seldom comes from concrete market demand, but is always
created on the supply side, based on inventions. Think of e-mail. No one
ever asked for it—it was simply suddenly there.

Today, there are many blue ocean examples coming from co-
innovation initiatives. Co-innovation happens when organizations, often in
entirely different industries, collaborate to create new products or services,
based on sharing complementary and unique resources and skills. For
instance, Senseo is a one-touch-button machine for espresso coffee, based
on the collaboration between Philips and Douwe Egberts. Philips created
the appliance; Douwe Egberts a special blend of coffee. The Heineken
Beertender is based on the same principle, where the beer comes from
Heineken and the hometap from Krupp. Or think of the Nike+ system, a
collaboration between Nike and Apple, where a Bluetooth sensor that fits
in your Nike running shoe sends running statistics to your iPod.
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Although the idea of blue oceans is mostly connected to creating new
markets or new types of demand, we can also apply the same principles
to the creation of new business models. These would be applied in exist-
ing markets, but lead to an entirely different way of producing goods and
selling them. Mass customization and customer self-service models have
transformed many industries. Mass customization means products and ser-
vices are produced based on the principles of mass production, aiming
for low unit costs while at the same time offering flexibility of individual
customization. Every single unit in the production process can have its
own configuration. Or in terms of administrative systems, every transaction
looks different. For instance, banks move from defining financial products
to financial components that can be combined based on individual prefer-
ences and risk profiles. Pharmaceutical companies envision a future with
personalized medication, where different active ingredients are combined
based on the specifics of a patient’'s DNA. The number of options on a
car nowadays is virtually unlimited. Mass customization is an example of
breaking the idea of either/or strategy. You cannot start with mass cus-
tomization without being operationally excellent; mass customization is a
rather complex concept to implement. With operational excellence as the
basis, the production process itself becomes the innovation. Keeping track
of all customized orders also gives you deep insight into customer behav-
ior, and you may even be able to predict customer preference—three birds
with one stone.

Consider another example. Self-service models offer customers access
to the organization’s business systems, allowing customers to specify
and alter their requirements themselves, and to monitor progress of their
order. Think of airline booking systems, and online check-in. Often mass
customization is combined with customer self-service. Dell builds com-
puters based on specific customer requirements, entered through the web
site. Insurance companies offer customers the opportunity to compose
their own general insurance. Build-a-Bear is a retail chain that offers chil-
dren the chance to put together their own Teddy-bear. There are web
sites that connect consumers looking for a second-hand car to whatever
car dealers have to offer. The twist on some of these sites is that the data
about the age and origin of the car do not come from the dealer, but
from the car registry office, which offers a much higher level of reliabil-
ity than a traditional market web site. And, of course, web sites such as
amazon.com not only offer a much more efficient and innovative order-
ing experience; they even recommend books, DVDs, or music that you
might like based on “market-basket analysis” (customers who bought X
also bought Y).

These blue ocean business models defy the idea of strategic choice.
The innovation strategy focuses on the business model, which is part of the
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product experience. It leads to an entirely new form of operational excel-
lence, where the customer takes over quite a bit of the work. At the same
time, the organization is collecting a wealth of customer information through
the web-based systems, enabling a longer-term relationship. Which strategic
choice was made? The bar was raised significantly on all three levels—a
strategic synthesis has taken place.

You could argue that this is simply extending the productivity bor-
der by using new technology, forcing a new optimum within the same
strategic choices you have made, but I do not think this is the case. The
way Porter described it, pushing the productivity border is an incremental
and evolutionary process. The efficiency of existing processes is improved.
Mass customization and customer self-service models are nothing less than
a paradigm shift. Tronically, though, this synthesis becomes the new thesis
and over time it becomes the new norm. Mass customization and cus-
tomer self-service will lead to a reaction, the antithesis. And then a new
jump forward is needed again.

Strategy Process

Strategy is a highly confusing discipline. First, there is no established defi-
nition of the term; second, there are no clear best practices on what pro-
cess to follow. Figure 2.3 describes 10 schools of thought, each of which
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FIGURE 2.3 Ten Strategy Schools of Thought
Adapted from: Henry Mintzberg et al., Strategy Safari, Free Press, 1998.
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concerns itself with strategy and the strategy process.'* Sometimes these
schools of thought are complementary, but more often they flat-out con-
tradict each other.

These schools of thought can be classified using two dimensions. Some
schools of thought focus on a very rational, structured process, others on a
more natural, organic process. Some schools of thought see the organiza-
tional environment as controllable, to be analyzed and understood. Others
see the external environment as highly unpredictable. The more stable a
market is, the more classical strategy processes work. The more volatile the
environment, the more another approach is needed. T think we all agree
that most markets are volatile, and that the markets that seem stable com-
pared to others are certainly less stable than they used to be. It is all the
more astonishing that strategy processes are still viewed in such a tradi-
tional way, defining strategy in terms of planning, design, or power.

Common wisdom is that strategic management consists of three delib-
erate steps or phases: strategy formulation, strategy implementation, and
strategy evaluation. In each, usually different people are involved, and each
step has its own methodologies. According to today’s best practices, strategy
formulation consists of an internal and external analysis. For an external
analysis, for instance, Porter’s five forces model® is used, examining the
competition in the market, the power of suppliers and customers, the threat
posed by new entrants, and the threat of substitute products. The optimal
corporate strategy is set to counterbalance those forces. The internal analysis
looks at the resources available in and to the organization, the capabilities,
strengths and weaknesses, and in more modern processes, the organizational
culture. In the classical view this process is owned by top management, and
is based on thorough analysis, and the success of the implementation is
based on the rigor and the detail of the complete analysis. At the end of the
analysis, all scenarios are evaluated and a choice for the single best strat-
egy is made. This new-and-improved strategy is then handed over to middle
management to be implemented, based on clear objectives.

Following strategy formulation, strategy needs to be implemented too.
As in the classical view, “structure follows strategy,” a reorganization may
have to take place, putting in place the right hierarchy to deal with the
various elements of the strategy. Through a top-down budgeting process,
resources in terms of money and people are allocated. Several strategic
projects are started to set up the right systems. The aim is to come to a
focused and aligned organization. Focus means that the strategic goals are
clear in everyone’s mind. We know what to do and what not to do.
Alignment traditionally means that we all share those strategic goals, and
we all know our own specific contribution.

Strategy evaluation, then, is the feedback process, often also referred to
as performance measurvement or performance management. Performance
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indicators report to what extent the organization is reaching its goal. Based
on where underperformance or overachievement is reported, additional
analysis needs to take place to find out which corrective action needs to
take place, or which lessons learned can be copied to improve perfor-
mance elsewhere. It is a continuous process, traditionally called the PDCA
cycle' (Plan-Do-Check-Adjust). Usually the focus of the process is on inter-
nal management control; it does not take external factors such as change
in markets into account. We plan, execute, analyze the outcome, and see
how we need to adjust our actions based on the outcomes so far.

In a more visual way, we can look at strategic management as “loops
of management,” as shown in Figure 2.4.”7 The loops of management
illustrate how strategy needs to be managed. The first, inner loop of man-
agement concentrates on monitoring the current state of things, in other
words, strategy evaluation. Activities on the operational level are being
monitored and the results are being measured against the targets. The
moment the targets are not met or the measurements go in the direction
of critical thresholds, adjustments need to be made. In the first loop of
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management, we generally let the decisions follow the facts; the decision-
making process tends to be rather rational. We operate within the rules
and confines of a predefined control environment and seek to protect that
from discontinuities. Actions tend to be reactive and defensive. The second
loop of management, or outer loop, represents strategy formulation. In the
second loop of management, we seek improvement through change, not
through control. The first loop of management focuses on measuring how
the performance compares to the targets; the second loop of management
focuses on whether we are still running the right processes, and whether
we are measuring the right thing. Strategy implementation, then, is putting
together a new set of loops in case of strategy changes.

Because of the explicit, disconnected nature of the phases of strategic
management, the loops of management often look like a donut; the cycles go
around independently. This creates a serious strategic dilemma that we can
all recognize in the many organizations that work this way. Creating a new
strategy is, in this line of thinking, considerable work. It requires reorganiza-
tion, new systems, and new ways of working, so strategic changes will not
happen very much. Only a few, big changes are possible; the organization
does not have the agility to cope with more frequent, smaller changes. So,
what if reality changes? That is a dilemma. If you choose to change before
the natural due date of the strategy, it—again—will be an enormous amount
of work. And if you do not change, well, you are out of touch—that is, if
you even notice the changes in the outside world in time, as they tend to be
picked up first in daily operations.

There is another school of thought that proposes a very different way
of structuring strategy processes, called the learning school. This is where
strategy is seen as much more of an evolutionary process. Proponents of
this school believe that the environment of an organization is simply too
complex to fully understand, and changes too often to control (and who
can disagree with that?). Could Apple have known upfront that its iPod
would be such a success that it would later decide to change the name
of the company from Apple Computer to Apple? Would the German con-
glomerate Preussag AG, which decided to diversify after it became clear
that coal mining did not have a future, have known that its travel business,
TUI, would actually overtake Preussag and eliminate the original name
of the company? Honda Motors definitely did not know that the 50cc
motorcycles that early U.S.-based employees used to run errands would
become the key to successfully entering the U.S. market. Honda’s strategy
was about positioning its heavier motor bikes, which on face value fit the
American market much better. Cynics would be quick to add another defi-
nition of strategy: “the story you tell afterwards.” In more neutral terms,
serendipity—accidentally discovering something fortunate, especially while
looking for something else entirely'®—is often part of strategic success.
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In short, uncertainty makes it impossible to come up with the single
optimal strategy. The speed of change means you do not even have time
to collect, interpret, and decide upon the information needed to come to
such an optimum, should such information even exist."”

Deliberate strategies focus on control; the learning school of thought
is more aimed at letting ideas emerge. The interaction between established
daily routines and new situations is an important source of learning—the
first moment a new phenomenon or a change in the market is experienced.

Moreover, allowing strategies to emerge taps into the creativity of the
complete organization, instead of just the top management team. This does
not mean that top management should sit back and wait for innovative
things to happen. On the contrary; top management is there to guide the
process and make sure that ideas that fit the theory of the business are tested
based on conducting experiments. Strangely enough, this does not contradict
the traditional strategists’ appetite for structure and numbers at all. In fact, a
“test-and-learn” approach to prove the value of an idea is one of the key
characteristics of analytical firms.?® Using a controlled environment and a test
group can show the value of an idea before rolling it out on a global scale.
With multiple experiments testing multiple variations of the idea, a good feel
for the effectiveness of an idea can be tested before it is vetted as strategy.
You could argue that the idea of “test-and-learn” is the strategic process in
reverse. We start out by evaluating an idea, then implement and copy it on
a wider scale, so that it becomes part of the corporate strategy. Moreover,
the three phases of strategy—formulation, implementation, and evaluation—
become a single process. It is a continuous cycle, where changes are picked
up in daily operations, through a process of escalation evaluated on their
strategic impact, and course corrections are immediately implemented. The
loops of management form a pretzel, as shown in Figure 2.4.

There are two pathways to higher business performance.?! In one, you
can invent your way to success. Unfortunately, you cannot count on that.
The second path is to exploit some change in your environment—in tech-
nology, consumer tastes, laws, resource prices, or competitive behavior—
and ride that change with quickness and skill. This second path is how
most successful companies make it.

Of course, you can criticize this way of thinking. In emerging strate-
gies, ideas come from within existing structures. In other words, strategy
follows structure, which is constraining. If structures need to change, this
needs to come from the top. Another danger is what is called strategic
drift. Slowly but surely, with each little increment, the organization drifts
away from its intended direction. Emerging strategies may lack focus.
Many wonderful small strategies do not make an effective overall strategy.
There may be gaps, things that no one happened to think of. It may very
well lead to a lack of alignment.
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Clearly this is a dilemma in itself. Both a deliberate strategy process
and strategy according to the learning school have dominant and unac-
ceptable disadvantages. A synthesis is needed, combining the best of both
worlds, fusing both approaches. The answer lies in organizing strategy
according to the principles of strategic intent.*

Strategic intent starts with having a true understanding of the theory
of the business, understanding the assumptions that form the foundation
of the strategy. Every decision that is taken in the business, on the corpo-
rate level or in a certain business unit, needs to fit into that framework. If
not, the decision should not be taken immediately, but further evaluated.
Furthermore, there should be a very clear understanding of the goals—
one clear picture that is easy to convey and instantly remembered, such
as “Beat Competitor X,” “Grow to 10 billion dollars,” or “Do whatever is
realistically needed to create a happy customer.” Understanding the goal
provides a clear sense of direction, and the strategic framework provides
the guardrails to make sure the emerging strategies do not go astray.
How? That is a question to which the answers unfold while we are on
the road. There might be roadblocks, weather conditions may change,
we may have to deal with fatigue while driving. All of these unforesee-
able conditions will be dealt with once they arise, but we will never take
our eyes off the goal.

Strategic intent also describes modern army doctrine. The field gen-
eral describes the goal to his commanders in clear terms—there can be
no misunderstanding about the focus. Which installations or other targets
need to be destroyed? The alignment between the various army units is
clear as well; each unit understands its own task and the tasks of others.
Deadlines, handover points, and dependencies are perfectly clear, too. But
how each unit moves through enemy territory, dealing with the landscape
and unpredictable enemy movement, is up to each single unit. Translated
to business, management is not defined as sticking to the plan, but as con-
tinuously looking for new ways to make it to the goal in a better, quicker,
or more cost-efficient way. Structure and strategy go hand in hand; they
are interdependent. Top management creates a structure fitting its strate-
gic intent, and the organization comes up with new strategies within the
boundaries of the structure. The structure is not limiting flexibility, but
providing direction.

The biggest strategic dilemma occurs when strategy is out of sync with
reality. It took too much time making a decision, leading to unfavorable
circumstances, or the decisions were made too early, not taking critical cir-
cumstances into account. For example, we waited too long with creating an
efficient business, and when times are tough we are forced to lay off large
numbers of people. If we do not, we will suffer heavy losses, and if we
do, we will suffer a severe brain drain in better times ahead. This dilemma
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is typically created by not making critical decisions in time, and sticking
to the original plan too long. Conversely, if we bet the farm on a strategic
direction a while ago and it cannot be reversed due to unforeseen mar-
ket circumstances, we have an equally fundamental dilemma. If we change
course, we may not survive as we do not have the resources and capabil-
ity; if we do not change course, the ship sinks anyway as the tides have
changed. Applying the principles of strategic intent prevents many instances
of this dilemma from even appearing. We have eliminated the gap between
changing circumstances and putting a change into place. And who knows?
If we are skillful enough, we can drive a few changing circumstances our-
selves. Remember, certainty is not found by avoiding uncertainty. Certainty
is better defined as a process, coming to resolution of conflicting positions,
applying Socratic reasoning as part of a continuous process of learning.

Strategy Context

The third dimension of strategy, next to the content and the process, is the
strategic context. No organization (or its strategies) stands alone. In
the Porter point of view, the context is even the centerpiece of the strat-
egy. Strategy is about positioning the company in the market, differentiat-
ing it from its competitors. This is in essence an interactive process. Every
move from a competitor leads to a counteraction from other competitors;
even sitting still can be a strong reaction. Although each change in strat-
egy may be disruptive for the company plotting that new course, from a
total market perspective it is incremental. Reaction follows reaction follows
reaction. It is not all that dissimilar from the learning school of strategy.
It is interesting that there is no such term as market drifi, comparable to
the strategic drift a company can display. The market is always right, and
no one is in charge of the market, so how could it drift? With one reac-
tion leading to another reaction, and strategies being a response to com-
petitive moves, the chances of strategic synthesis happening are pretty
small. Thesis then only leads to antithesis, and antithesis will then lead to
anti-antithesis—which is some kind of thesis again. Creating the synthesis
requires seeing and understanding the thesis and antithesis, which is noto-
riously hard when you are part of the actual thesis or antithesis happening
in the market. Synthesis comes from creating a new context, redefining
the rules of the game—a blue ocean, if you will. Within existing markets,

"Perhaps the 2009 recession, caused by the 2008 credit crunch, can be seen as a
market drift. Collectively, all financial institutions invested in a bubble of subprime
mortgages and other overly complex financial constructions, slowly moving astray
from the real business.
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creating a truly new context happens only once in a while. And even less
often does the change come from one of the established parties in the
market, as they tend to have deeply entrenched and fortified positions.

Specific markets may each have their own dilemmas, within the context
of that market. Take, for instance, the pharmaceutical market. Pharmaceutical
companies need to be profitable, like any other company, if not for the good
of the shareholders, then at least as a means to invest in the next round of
the development of new medication. This sometimes requires high prices.
At the same time, it is the task of pharmaceutical companies to improve the
health of their customers, and from a wider point of view, of the general
public at large. This would require prices as low as possible.

Or consider the oil industry, where business success has an opposite
effect on the environment. During the 1990s, Shell needed to close down its
Brent Spar oil storage installation off the coast of Norway. It did a thorough
analysis and decided that the most economical, and technologically and
environmentally safe solution would be to sink it. Unfortunately, pressure
groups did not agree with this, and public opinion turned against Shell,
leading to a customer boycott. It would have been better if Shell had sought
a dialogue, which could have precluded these opposite positions.

Doing business in multiple countries provides a wide variety of cultural
contexts as well, leading to interesting dilemmas. Should an American firm
that acquires a French manufacturing plant abolish drinking wine during
lunch in the cafeteria? Trying this might easily lead to a strike. Should a mul-
tinational bank allow a local branch to finance perfectly legal activities that
are illegal or frowned upon in other countries? These dilemmas start with a
discussion on corporate structure (how dependent or independent are legal
entities), touch on competitive issues, and end with a moral debate.

Many strategic dilemmas can simply be prevented, as they are actu-
ally caused by “best practice” strategic thinking. “Strategy is about choices.”
“Strategy formulation is a discrete process that needs to be separated from
implementation and evaluation.” “Strategy is about competitive positioning.”
Understanding the theory of the business is the key to a different approach.
What are your most important business assumptions? Do these assumptions
still work or are they past their due date? Which likely events could invali-
date your assumptions? What would be your strategic response?

Make the Choices that Create Options

As much as T have argued for creating options, there is nothing wrong with
making choices. You cannot have a contingency plan for every possible
future; not making any choices at all, while trying to go along with every-
thing that passes by, leaves you unfocused and most probably unsuccessful.
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The trick is to make the strategic choices that create the right options.
That sounds like a paradox. If you make a strategic choice, you close
the other options. However, it opens up the options that come with the
choice you made. For instance, if you need to choose whether to open up
a store in New York or in Boston first, only one can be the first. Assuming
you choose Boston, this choice opens up all the options associated with
being successful in Boston, like marketing to the local university, and
making use of Boston-specific programs. You open up the choices of the
“next level.” The key to solving this paradox is to focus on the intention
of the strategic choice. If the intention is to come to the single best strat-
egy, this is the wrong intention. If the intention of the choice is to open
up a maximum portfolio of options, this is the right intention. Strategy
defined as creating options does not exclude strategic choice.






CHAPTER 3

All Kinds of Dilemmas,
but Just a Few Types

There is a theory which states that if ever anyone discovers exactly what
the Universe is for and why it is bere, it will instantly disappear and be
replaced by something even more bizarre and inexplicable. There is
another theory which states that this bas already bappened.

Douglas Adams, author of Hitchhiker’s Guide to the Galaxy

Dilemmas are all around us. We encounter them in daily life and
they are part of every business. In fact, as we live in the globalized
world and our societies become more heterogeneous, we are facing more
dilemmas now than, say, 50 years ago. Life is less predictable, and we are
confronted with more people who have different views. Managers from
different generations can be peers in the same company. Different subcul-
tures, each with their own identity, put their mark on the corporate culture.
Companies operating in multiple countries have to deal with different
national cultures. These can all lead to important dilemmas to deal with.
Functional disciplines each have their own typical dilemmas. For
instance, in sales, people often have to weigh the certainty of a small,
tactical deal now, versus the opportunity of a more strategic deal later.
Or should we sell to a customer directly and keep all the margin, versus
selling through a partner, which may lead to reciprocal business, but also
leads to lower margins due to partner commissions. Or, more fundamen-
tally, do we focus on value, and advise a customer not to buy a certain
high-end product but to go for good-enough, versus focusing on the rev-
enue and trying to upsell to a customer regardless his or her particular
need? A typical marketing dilemma would be disassociating yourself from
the competition to differentiate, while associating yourself with the compe-
tition to have a market. Or consider the world of information technology
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(IT), where managers and professionals struggle for many years with the
dilemma of building systems based on a long-term architectural vision ver-
sus quick-and-dirty solutions that provide a tactical return on investment.

Dilemmas are all around us. Harvard Business Review (HBEK), the
renowned journal for managers and professionals, every month publishes a
case study that, while fictional, presents common managerial dilemmas, and
offers competing points of view from various experts. The idea is for the
reader to make up his or her own mind. These HBR dilemmas are a great sign
of the times as they reflect current issues. Some dilemmas are people oriented,
and other dilemmas are subject oriented. People-oriented dilemmas deal with
human resource (HR) issues, such as taking a promotion that requires a relo-
cation, or hiring a very experienced person versus bringing in some fresh
blood. They may also cover leadership issues, such as how to deal with a very
friendly and competent manager who drives people crazy by micromanaging.
Or they describe moral dilemmas, for instance, what the CEO should do when
uncovering evidence about patent fraud involving one of his predecessors.

From a sample of more than 60 issues of HBR over the past few years,
about 50% of the dilemmas were people oriented, while 10% were moral
dilemmas. The other 40% were subject oriented; they described a difficult
strategic choice a leader needed to make. Think of deciding whether you
would want to make a private-label product for one of your largest custom-
ers, going forward with an acquisition that may have a negative impact on
your profitability in the short term, or how to deal with an activist group
that criticizes you on the choice of raw materials in your product. Further
examination of those case studies reveals that some take place within the
organizations, while other dilemmas play between the organization and
(one of) its stakeholders, or among stakeholders of the organization—in
other words, intraorganizational and interorganizational dilemmas.

People and organizations are not that different.! Intraorganizational
dilemmas resemble the dilemmas within someone’s mind (as introduced
in Chapter 1). They represent cognitive dissonance on the organizational
level. Interorganizational dilemmas are like the ones between people. The
dilemmas people and organizations experience are fundamentally the same.

‘Both are living organisms (A. de Geus, The Living Organization: Habits for Survival
in a Turbulent Business Environment, Longview Publishing, 1997). Like people,
organizations are born, grow up, and die. Some barely grow up; they die young
and irresponsible. Other organizations mature and grow old and wise. Over time,
organizations expand and sometimes contract, like people who gain weight and diet
when necessary. Organizations, like people, create children in the shape of new
activities and business units that sometimes spin off into other activities and units.
People can understand who they are only by understanding their place in society.
Equally, organizations do not operate as islands; they interact with their stakeholder
environment all the time. They affect their environment and their environment



All Kinds of Dilemmas, but Just a Few Types 37

Like personal dilemmas, intraorganizational dilemmas make you examine
your motives. Like dilemmas between people, stakeholders with conflict-
ing requirements may put you on the spot. Studying people-oriented and
subject-oriented dilemmas, for instance, the case studies described in HBR,
forces you to think. And reflecting on the often-conflicting advice of the
experts who comment on those cases makes you take a position. But can
you predict which dilemmas you will face, based on your strategy?

Identifying Dilemmas Using the Balanced Scorecard

Douglas Adams put it eloquently in this chapter’s opening quote: Once
you have cracked the problem, something else will come in its place.
True as this may be, it does not have to be inexplicable and bizarre. In
fact, the strategic dilemmas you will face are quite predictable, using a
framework that many organizations already have in place. The balanced
scorecard, developed by Kaplan and Norton, is a framework to describe
an organization’s strategy and to provide feedback as to its effectiveness.!
The key message of the balanced scorecard is that the performance of an
organization should be structurally viewed from four perspectives: finan-
cial, customer, business process, and learning/growth (see Figure 3.1).

= Financial perspective. How are we perceived by our shareholders?
Without profits, there is no supply of capital and no sustainable busi-
ness models. Having sound insight in finance is important for every
single economic entity.

= Customer perspective. How do our customers look at us? The cus-
tomer perspective ensures not only that we measure an internal view,
but that the metrics also show how the organization is viewed by the
customers.

= Business process perspective. How effective and efficient are our
processes? Processes need to be efficient so that the costs can be
managed. Equally important, processes need to be effective so that
the customers’ needs are served. Proper management of day-to-day
operations ensures the short-term health of an organization.

® Learning/growth perspective. How able are we to learn and adapt?
Investing in human capital (skills), information capital (insight), and
organizational capital (ability to change) is necessary in order to be
successful in the long-term.

affects their behavior. Organizations have a responsibility toward their environment.
Organizations build partnerships and alliances, just as people have friends. Some of
these relationships last a long time and cross various phases in the organization’s
existence; some belong specifically to a particular phase in time, as friendships do.
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Financial

How are we
perceived by the
shareholders?

Customer Process

Vision, o
How do our Strategy and H(;;’V §ttect1ve and
customers Objectives efficient are our
look at us? processes?

Growth/Learning

How able are we to
learn and adapt?

FIGURE 3.1 The Four Perspectives of the Balanced Scorecard

Some even called the balanced scorecard one of the most influen-
tial management concepts of the twentieth century. This might be slightly
overstated, but it is clear that the balanced scorecard has established itself
as a core management instrument. According to the Dealing with Dilemmas
(DwD) Survey, roughly 70% of respondents indicated the balanced scorecard
is used in their organization. FEither it is used elsewhere in the organization
(20% of cases), people use it themselves (25% of cases), or it is a company
standard (the remaining 25%). Since its inception in 1992, the balanced
scorecard concept has significantly evolved.? Tt started out as a performance
measurement system to bring together financial and nonfinancial information
in a single report.i Quickly, Kaplan and Norton realized there was strate-
gic value in this style of reporting. Limiting yourself on the key performance

i1 was not in the room during the workshops that led to defining the four per-
spectives, but I have a hypothesis as to how it could have happened. In figur-
ing out which nonfinancial areas to pick, someone may have mentioned the three
value disciplines from Treacy and Wiersema that I described in Chapter 2: opera-
tional excellence, product innovation, and customer intimacy. These map process,
growth/learning (innovation), and customer exactly. The fourth perspective had to
be the financial outcome. From this point of view, you could see the first version
of the balanced scorecard as a first attempt to solve strategic dilemmas—to see
how to balance all. If it did not happen this way, at least it shows the logic of the
four perspectives, as they align with other established management theory.
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indicators that drive value creates strategic focus and alignment. Managers
throughout the company all know which strategic objectives matter, and
how to evaluate the results. The concept of the strategy map turned the bal-
anced scorecard into a complete framework for implementing and executing
strategy—a strategic management system to drive future financial perfor-
mance. A strategy map is an illustration of an organization’s strategy. Its main
purposes are to facilitate the translation of strategy into operational terms
and to communicate to employees how their jobs relate to the organization’s
overall objectives.? Strategy maps are intended to help organizations focus on
their strategies in a comprehensive, yet concise and systematic way.*

In the strategy map, the four perspectives, the associated strategic
objectives, and the key performance indicators are linked as cause-and-
effect relationships®. Figure 3.2 shows a stylized strategy map of a fictive
company called Tier 1 Talent (also discussed in Chapter 9).

The idea behind the cause-and-effect relationships within the balanced
scorecard describes something fundamental. In order to be successful and
have a healthy bottom line, you need to have your shop in order and keep
your customers happy. And to make sure it stays that way, you need to
adapt to changes in your environment. Conversely, if you do not invest in
learning and growth, people will start making mistakes in existing and new
processes, upsetting customers, who will stay away and negatively affect the
bottom line. In a strategy map, the cause-and-effect relationships depict a
one-way, linear approach starting with the “learning and growth” perspective
and culminating in financial results. You can argue that if those relationships
are linear, the idea of cause-and-effect relationships between strategic objec-
tives is extremely powerful.

But let us return to the original visualization of the balanced scorecard,
as it reveals an important new insight. Grouping the four perspectives around
the strategic objectives, as in Figure 3.1, shows how each of the perspectives
not only represents a different angle to business performance, but also poses
conflicting requirements. Financial results and the growth and learning per-
spective live at odds with each other. And optimizing business processes does
not necessarily match with a customer orientation. In fact, the perspectives of
the balanced scorecard help in predicting which strategic dilemmas will present
themselves in devising, testing, implementing, and evaluating new strategies.

Figure 3.3 shows six dilemmas that can be found in every business:

. Value or profit?

. Long term or short term?
Top down or bottom up?
. Listen or lead?

. Inside out or outside in?
. Optimize or innovate?
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Financial
Value or Top-down or
Profit Bottom-up
/ Long-term or
Short-term
Customer < - Process
Inside-out or
outside-in

/

Optimize or
Innovate

Growth/Learning /

Listen or
Lead

FIGURE 3.3 Six Dilemmas that Can Be Found in Any Business

Value or Profit?

In markets driven by intense competition—and that seems to be the
case in most markets today—it is natural to see business as a zero-sum
game. In other words, what I win must be your loss. There is only so
much market share and market growth, and my share needs to be pro-
tected and preferably expanded. Business success is expressed in terms
of shareholder value. Market share is based on revenue. Profit is the
bottom line, and sales to customers are the means to that goal. Perhaps,
at some stages, you may be even busier competing with your compet-
itors than minding the actual driver of performance, looking to serve
customers well.

Earlier in this chapter, T discussed a few sales-specific dilemmas that
would be very visible here. Do you sell the product that best meets the cus-
tomer’s needs or the one that brings the highest profit? Should you focus on
the quarterly results and go for the tactical sale now, or do you develop the
relationship and aim for a much larger deal later?

Customers are looking for a good deal, or at least value for money,
when considering your products or services. Customers are willing to pay
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Global Survey

The Dealing with Dilemmas survey asked respondents how they
would handle the following situation. A customer is very clear in his
desire to buy from your company a certain photocopier. You know
that there is another photocopier your company offers that will have
a much lower total cost of ownership based on the actual need; how-
ever, the commission you would earn is much lower. You can really
use this deal to make your quarterly target. What do you do? Do you
sell the customer the photocopier he very specifically asked for, or
do you explain to the customer the concept of total cost of owner-
ship (TCO) and try to sell him the product that will bring him the
most value?

Seventy percent of respondents who felt they had to make a
choice stated they would explain the concept of TCO, and 30% would
simply sell the photocopier requested. “The customer is always right,”
one respondent says. Another respondent simply reframes the issue
and does not see the dilemma: “You work for the company, not for
the customer”—a clear bias toward the profit side of the dilemma. One
respondent lets it depend on how agreeable the conversation with the
customer is, and another wants to know whether it is a one-time-only
sales opportunity, or whether there is a longer-term relationship.™ Most
respondents who make use of the option to fill in their own answer
successfully reconcile the two: Explain the TCO concept, but let the
customer decide between the two. Others come to a more proactive
reconciliation: Look at any criteria other than cost the customer might
have. If cost is the overriding issue, actively sell the cheaper machine,
but sweeten the deal by cross-selling a number of optional add-ons
or services.

for service. They understand you need to make a fair profit and they may
even consider paying a premium for the brand. But your profit maximiza-
tion is not their goal. Looking back to their early days, most organizations
did not have this “profit-versus-value” dilemma. The whole mission of the
organization consisted of creating value for the customer. It is when own-
ership of the business becomes more distant, and shareholder value enters
the game, that objectives start to differ and to conflict.

iin Chapter 8 we see that this way of thinking is consequentialist in nature.
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A good test to see how organizations deal with profit versus value is
too see how transparent their product specifications and pricing structure
really are. Have you ever noticed that on closer examination consumer
insurances often have overlapping coverage? Have you ever tried to com-
pare the subscription costs and prices of a mobile telephone provider with
its direct competitors? The lack of transparency cannot be a coincidence;
it is done on purpose. The prices of some products or services cannot
be explained merely by fair profit and brand value. The gap between the
price and the value is based on market intransparencies—that is, custom-
ers not knowing that the same product or service can be obtained else-
where at a better price. Lack of information, limited market access, or even
price cartels all cause murkiness in the market. Although organizations may
profit from that, the profit is not sustainable.® Once a competitor pushes
for transparency, this becomes a source of competitive advantage.

The good news is that the value-versus-profit dilemma is entirely
self-inflicted, by allowing conflicting requirements to distort the business
model. A sustainable business model is not based on the idea of a zero-
sum game, but is based on win-win situations, in which the dilemma does
not even exist. If you truly add value to the business or personal lives
of your customers, then profits represent the reward. These profits can
be used to invest in additional added value, and the company will be
rewarded with additional profits. Business has become a virtuous circle.
Profits should be seen as a reward, not as a goal.

Long Term or Short Term?

A long-term versus short-term focus is one of the most fundamental man-
agement dilemmas. From a sales perspective, should you focus on the
quarterly results and go for the tactical sale now, or do you develop
the relationship and aim for a much larger deal later? From a marketing
angle, should you allocate more budget to lead generation or invest in
brand awareness? Do you stress more marketing of emerging products, or
choose the certain payback of investing in the best-selling products? From
a financial perspective, what is an acceptable period to reach return on
investment? Short periods create lower return, but more certainty. Longer
periods create higher returns, but with higher risks as well. And in the IT
world, how much time, money, and effort can be invested in long-term
IT architecture versus immediate user benefits?

If you do not invest in new approaches, products, and services, at some
point, business will dry up. Tomorrow’s business will suffer. But if you do
not invest in today’s performance, there will be no tomorrow’s business to
worry about. The answer is clear: Choice is not an option here. You simply
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Executive View

Novozymes’ business, biotechnology, is full of innovation. The com-
pany’s culture is very much geared toward this as well. But being on
the edge of innovation is not always easy. In 2007, the company had
to decide whether to enter a new business area within biopharmaceu-
ticals. It offered great opportunity, but what if this new area did not
work out? What if the technology was not mature enough? What if the
company did not deliver? It was a classic dilemma between perfor-
mance and risk, between long-term and short-term thinking. Clearly,
innovation is needed in this market to keep up with new develop-
ments. Cash cows have a limited lifespan, and long-term growth,
profit, and success needs to be minded too. At the same time, a risky
investment could hurt the company’s profitability in the short term.
After careful deliberation, the company decided to enter this new seg-
ment, for two reasons. First, because of its culture; the need for inno-
vation is deeply engrained in everyone’s way of working. Second, the
decision was not just a one-off. Earlier, the company had decided it
wanted to adjust its risk appetite, and over the years it had created a
portfolio of initiatives that would allow for a few more risky activities.
Also, the innovation did fit the competences and specialized knowl-
edge available within the company. Portfolio management is not
about jumping on just any opportunity. Lastly, earlier experiments had
led to confidence in the technology involved. The main constraint in
this dilemma, risk, was successfully pushed out.

In another case, in the late 1980s, Novozymes missed a signifi-
cant trend within an important market segment. With hindsight, the
company could have avoided this and should have seen it coming.
The current executive team reflects that in those days the company
was too self-confident, and interestingly enough, was suffering from
not enough competition. As a result, Novozymes in this case missed
out on gaining initial advantage on an important intellectual property,
which again resulted in the company having to struggle unnecessarily
hard to gain market power.

have to find a way to do both at the same time. Part of the answer is in prod-
uct lifecycle management. Products and services each have certain stages of
maturity. In terms of the Boston Consulting Group (BCG) portfolio matrix, as
shown in Figure 3.4, products move from question mark to star, and via cash
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Question Marks Stars

growth %

Dog Cash Cow

»

»
market share %

FIGURE 3.4 BCG Portfolio Matrix

cow to poor dog. Products and services start off with high growth and low
market share, then build market share, then growth slows down, and at the
end of the lifecycle market share shrinks as well. Question marks represent
strategic options that materialize (or not) over time.

The real dilemma is in how to organize for dealing with the long term
versus the short term. Within the standing organization, innovation has
a hard time succeeding. The hurdle rate, the standard return on invest-
ment the organization is demanding, is too high. Return on investment
may be too low, may take too long, or is too uncertain. The overhead of
the overall business presses too much on the innovative project and the
initial tests that need to be as inexpensive as possible. Standard processes
and systems do not allow the innovation team to explore different ways
of working. And in general, innovation areas may not be seen as very
attractive; the small size of the potential market may not satisfy the growth
needs.” In many cases, organizations decide to create a new organization
around the innovation. IBM did so when developing the personal com-
puter. Most large companies did so when starting their e-business units
in the 1990s—nimble, effective businesses, far away from the efficiency-
driven main organization. But it should not be a surprise that there is an
opposite school of thought as well. Organizations should embrace the con-
cept of creative destruction. This term, introduced by Joseph Schumpeter
in 1942, describes a “process of industrial mutation that incessantly revo-
lutionizes the economic structure from within, incessantly destroying the
old one, incessantly creating a new one.”® Creative destruction originally
described the forces of the market, such as cars replacing horse carriages,
downloading music succeeding physical music carriers such as CDs, and
e-mail obsoleting fax machines, but the term is sometimes also used to



46 Dealing with Dilemmas

describe how organizations must redesign themselves from top to bottom
based on the assumption of discontinuity.’

Organizations that have organized in a way that enables them to
think for the long and the short term at the same time are often called
ambidextrous.” How do you develop radical innovations that shape the
future of your business, while at the same time protecting your tradi-
tional business? Ambidextrous organizations combine the two schools of
thought: They create separate businesses under the same roof.' Strategy
and structure are interdependent. Existing organizations tend to create
strategies to protect existing business. New strategies may require new
structures, so innovations are put into a new structure. Doing this within
the same organization allows business units to share capital, talent, cus-
tomers, and so on, whereas making them separate business units at the
same time allows them to adopt different working styles and have a differ-
ent culture. Some organizations combine this with the concept of internal
venture capital. Emerging businesses within the organization can compete
for capital, while top management invests in multiple initiatives to spread
risks, creating a portfolio of options.

Top Down or Bottom Up?

In the traditional best practices of strategy formulation, strategy is a top-
down process. It starts with understanding the market, and how to dif-
ferentiate to create competitive advantage. Then the optimal strategy can
be created, and through a planning process that strategy cascades down
into the organization. In the top-down process, the creation of shareholder
value is the bottom line. The return on capital employed needs to be as
high as possible. One popular way of aligning the organization around
shareholder value today is the economic value added (EVA) methodol-
ogy. EVA aims to capture the true economic profit of an enterprise and
to describe creation of shareholder wealth over time. The EVA formula
equals net operating profit after taxes (NOPAT) minus the required return
times capital invested."! EVA explains to business managers on all levels
that capital is not for free and should be applied to activities that at least
provide a higher return than the cost of capital. Managers are forced to
focus on creating value. Business unit plans, investment proposals, and

¥ Ambidextrous means being equally skillful with both the left and right hand. For
instance, an ambidextrous tennis player can always play a forehand. In the context
of business, unfortunately, nowhere is it clear whether the left hand stands for
long term and the right hand for short term, or vice versa.



All Kinds of Dilemmas, but Just a Few Types 47

even some projects can be evaluated on their return in the EVA formula as
to their contribution to the net operating profit and their expected return.
In short, organizations should deploy the initiatives that bring the highest
returns.

The opposite view, to create competitive advantage in a bottom-up
style, is called the resource-based view of the firm."? Resources can be
tangible or intangible. Tangible resources include, for instance, access
to certain raw materials, as in mining industries. Or think of labor that
is particularly skilled, or resides in low-cost countries. Capital is an
important resource as well, as are facilities that are needed to produce
products and buildings. But in today’s globalized economy, intangible
resources are perhaps a more deciding factor in gaining competitive
advantage. Intangible resources can include specific knowledge, perhaps
protected by patents. Or think of having access to certain distribution
channels and market segments through partnerships, or a database
with consumer information. Cultural attributes such as organizational
resilience, perseverance, and entrepreneurialism are resources you can
draw from as well. Resources need to be valuable, rare, inimitable, and
non-substitutable (VRIN). If you single out any one resource, it might
not pass all elements of the VRIN test. A collection of tangible and
particularly intangible resources, however, may be a solid basis for a
differentiating strategy.

In the top-down approach, the financial results are leading. Based
on the desired outcomes, the organization needs to look for and deploy
the resources that are needed to fulfill those requirements. The opposite
approach, bottom up, takes the resources as the starting point and aims to
maximize the output.

To be successful, the bottom-up and top-down approaches need to
be fused. Strategy as a learning process is about continuously tweaking
the alignment between resources and financial outcomes. The more you
can invest in dynamic capabilities and resources, being able to reconfigure
the use of resources, the more effective this process of alignment can be.
Figure 3.5 shows the levers in this process of alignment."

The objective of continuously aligning resources and financial results
is a sustainable, profitable business. Financial results are achieved by sell-
ing products and services that are produced through certain activities.
Activities in turn are fueled by resources. If the products and services are
not providing the right results, on the financial side you can either adjust
the price (increasing it for a higher margin, or decreasing it for lower
margins but higher turnover), or adjust the resource cost by renego-
tiating contracts or switching to a supplier that delivers the same for a
lower price. But not all controls are price related. If the demand require-
ments change, the right amount of increase or decrease of resources
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may be needed. A deep insight into the relationship between products,
activities, and resources means that the right resource can be adjusted by
the right amount (adding, for instance, a new machine, or a new hire).
Alternatively, the resource consumption can be changed. Perhaps it is
possible to use people’s time more efficiently. Or maybe a new product
design reduces the number of parts, leading to a lower cost and a speed-
ier production process. Further, demand can be influenced by marketing,
as in a “buy two, get one free” campaign.

Both the top-down and bottom-up approaches try to achieve the
same thing: to prevent local optimizations. In a bottom-up approach,
the decentralized resources are aligned with the corporate goals, and the goal
is to contribute as much as you can. From a top-down point of view, the
centralized goals are the starting point. Many organizations continuously
struggle with the balance between centralization and decentralization.

Executive View

Publishing Corp. is a federated organization. Its various divisions,
including newspapers, magazines, books, digital, and print, are in dif-
ferent markets, each with a different dynamic. At the same time, they
are all part of the same organization. Publishing Corp. reviews on a
regular basis the merits of centralizing or decentralizing business func-
tions, often leading to intense debate. At the same time, centralizing
or decentralizing functions should not lead to continuous structural
change and business instability.

Most federated organizations are in the same situation. The
answer will never come from viewing a federated organization as a
financial portfolio of businesses. Other than a certain profitability, the
businesses do not really have to have anything in common. Creation
of centralized services is always an issue because of its impact on
autonomy of the business units. However, if the federation is defined
as a brand portfolio, it becomes easier to craft a successful organi-
zation. Each business unit needs to add to the authenticity of the
brand. No matter how profitable a unit is, if it does not contribute to
the brand experience, it should be divested, as it dilutes the brand.
Shared services in a brand portfolio are easier to set up as well, as
people staffing the shared services have a common understanding of
the overall brand experience.

(continued)
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(continued)

Publishing Corp. has come up with a very original solution to
deal with the independent units within the larger organization. All
divisions are headquartered in the same building, in the city center.
The building is clearly recognizable as the Publishing Corp. building.
However, each floor in the building looks entirely different. Each divi-
sion has a different layout, uses different colors, has a different style
of art on the walls, and has a very different culture. In this way, the
building itself, as a metaphor for the Publishing Corp. organization,
celebrates cultural diversity.

Inside Out or Qutside In?

Larger organizations have a natural tension between the front office and
the back office. The front office represents most customer-facing activi-
ties, such as sales, service, and large parts of marketing. The back office
represents administration, manufacturing, or other types of production,
procurement, logistics, and support functions such as Finance, Legal,
and Human Resources. The front office, being market driven, is looking
for ways to cater to the specific needs of customers. “There is always an
opportunity to jump on, if only the back office would understand,” they
say. The back office has an eye on standardization, looking for ways to
create a lean-and-mean operation. “There simply must be some rules
to comply with, if the front office would only grasp that,” they argue. In
short, the front office has an outside-in approach, whereas the back office
works from the inside out. There are different angles to this dilemma.
Flexibility is battling with scalability; agility is at odds with manageability.
In short, the need for both effectiveness and efficiency may pose conflict-
ing requirements.

In entrepreneurial organizations, the front office clearly has the lead.
Senior management adopts first-mover strategies to beat the competition.
There is always an opportunity. Business is operating at the bleed-
ing edge. The complete organization is built around agility, the ability
to respond quickly to change in the market. The company is willing to
make big bets, and if they turn out to be the wrong ones, the decision is
reversed and the company changes course. These outside-in-driven orga-
nizations can be extremely effective, but are usually not very efficient.
The back office has to “pick up the pieces,” and needs to make signifi-
cant investments in reorganizations, business processes, and IT systems
to do so.
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In more bureaucratic environments, the back office has the lead. The
strategy is about economies of scale, standardization, and cost control. New
ideas tend to focus on more efficient ways to do business. The business
is a master in adopting and fine-tuning best practices. As a competitive
strategy, the firm is not particularly nimble, but may have a good level of
absorption.'* Its lean-and-mean structure can endure good and bad times,
and when the time is right, it will strike and claim its market share. The
inside-out-driven organization is very efficient, manageable, and scalable,
but, as a side effect, not very flexible. Sometimes it seems the most impor-
tant job of salespeople is to explain to customers the ordering process, and
Legal is nicknamed the “sales-prevention department.”

Of course, these are black-and-white caricatures. In fact, organizations
may find it surprisingly hard to tell “who is in charge.” Is sales selling
what manufacturing has produced, or is manufacturing producing what
sales has sold?

Common belief says you should not address this dilemma at all;
instead you should nurture it. Organizations need to be both effective
and efficient. Equally strong back-office and front-office forces may keep
the company balanced. However, technology innovation has at least
moved the border for this dilemma. Many business models have adopted
mass customization principles, where every single transaction can be
tailored to the customer’s specific needs. Consider the pharmaceutical
industry’s move toward personalized medicine, the configuration options
car makers offer buyers, and commercial web sites offering personalized
homepages. These business models are often self-service in nature. The
customer-order-decoupling point® has shifted dramatically. Customers
can compose their own insurance or mortgage based on financial com-
ponents, check themselves in for a flight via the Internet, and make
changes to the configuration of their PC minutes before it gets produced.
In processes like this, where does the front office stop and the back office
start? There is no difference anymore. Both back office and front
office contribute equally to the customer experience. Real-time monitor-
ing has changed the dynamics in the value chain. The value chain can be
supply driven (inside out) based on iron discipline in product delivery,
and event driven (outside in) based on a good grasp on inventory turn-
over, at the same time.

VThe customer-order-decoupling point is the moment in a process where custom-
ers can no longer make any changes in specifications. For instance, in terms of
producing an automobile, specifying the color can be done at any time from the
moment the order is submitted, to seconds before the actual moment of painting
the nearly finished car.
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Executive View

Recently I bought one of those fancy outdoor kitchens, and it runs on
gas bottles. I got one bottle as part of the BBQ, and off we went. After
a while, the bottle was empty, and I wanted to exchange it, getting
my deposit back. I found a garden center in the neighborhood that
sells that brand. My wife was surprised to see me come back to the
car with two bottles: a full one and an empty one. I had not been
successful in trading it in. The garden center explained to me that I
needed a special deposit form, and the original receipt. The special
deposit form could be obtained by sending in yet another form to
the supplier’s headquarters, and they would send the deposit form
back—uwithin three weeks. (Excuse me? Are we in the twenty-first
century?)

A short call to the call center proved them right. Indeed, it was
a complete circus of administration that would make most “red tape”
look pale pink. And I did not have the original receipt anymore. I
sent an angry e-mail to the contact center, with the request to pass
it to management. I pointed out that both our interests were aligned:
I have their bottle that they want back, and they have my deposit
that I want back. Dysfunctional processes like this can lead to seri-
ous consequences. People might give up and simply dump the bottle
in the trash, which would not be in line with the “green image” the
gas company wants to portray. There is also reputation risk. It would
take only one person to set fire to the bottle, and make a funny
video out of it that is posted on YouTube.

The next day I got an e-mail from the company’s marketing direc-
tor. I had caused a dilemma, she said. Either help an angry customer,
but run the risk of fraud (no paper trail), or keep a tight process and
lose a customer once in a while. Then she asked, “What would you do
in this case, Mr. Buytendijk?” That was the most wonderful response
you can think of—showing strength by opening up, turning a com-
plaint into an opportunity, using my negative energy in a positive way.
“Service recovery,” customer representative management (CRM) spe-
cialists call this. It means that complaints properly dealt with often lead
to higher customer satisfaction, even compared to before the incident.

Over the next few days we had an interesting e-mail conversa-
tion about lean and Six Sigma. The starting point is that processes
need to add to customer value. If they do not, they should be abol-
ished or changed. This process clearly does not add value; in fact, it
destroys customer value. Although T did not see the need for such a
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process (in fact, I reasoned, all you need is to track the serial num-
ber on the gas bottle), if the company would insist, first move it to
the Internet, and second, make it a worthwhile process by supply-
ing customers with BBQ tips generated by the community of users,
while they are registering their bottles. However, what I found out
was that these bottles do not have a serial number. That is odd; it
is a basic principle in auditing that wherever there is a chance for
fraud, the flow of goods needs to be monitored. Without identifi-
cation, there is no monitoring. The lesson we can learn from that
is that if the basics fail, no process and no technology is capable
of adding customer value anymore. Unless you get the basics right,
all you can do is damage control. And, reasoned the other way
around, if you get the basics right, the problems the company has
between balancing the needs of the back office (fraud prevention)
and the front office (smooth customer interactions) would com-
pletely disappear.

Optimize or Innovate?

The production dilemma® is foundational to manufacturing environments,
and has become very apparent in administrative processes as well. Some
refer to it as exploration versus exploitation, where exploration includes
things captured by terms such as search, variation, risk taking, experi-
mentation, play, flexibility, discovery, innovation. Exploitation includes
such things as refinement, choice, production, efficiency, selection,
implementation, and execution.'® Exploration enables the creation of new
knowledge, whereas exploitation supports the refinement and use of exist-
ing knowledge."” In the context of strategic dilemmas, I prefer to use a
more generic description: optimization versus innovation. Optimization
means tailoring an environment toward a specific goal. All waste must be
eliminated. Waste would be defined as everything not directly contributing
to reaching that goal. But what happens when the goal changes? Was all
the waste that was eliminated really waste? Or did we throw the baby out
with the bathwater and lose all the capabilities to be agile and change the
process as well? Some organizations complain that they have become so
good at efficiency, they cannot innovate anymore. The bias toward opti-
mization is logical. There is less risk involved, the returns are realized in
the short term, and the gains are relatively easy to measure. The disadvan-
tage is too much focus on internal control, and losing sight of the changes
in the market. And the more you optimize toward a certain goal, the more
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you hardwire your processes toward that particular goal. The question is
whether the efficiency gains outweigh the (potential) costs of change.

This does not mean that manufacturing environments have no atten-
tion for change. In fact, the dominant school of thought in this field, called
lean,® counts on continuous improvement as one of its corner pillars.
The best-known method for that is Six Sigma," which utilizes data and
statistical analysis to measure and improve a company’s operational per-
formance, practices, and systems. Six Sigma identifies and prevents defects
in manufacturing and service-related processes, and represents a measure
of quality that strives for near perfection. Sigma (the lowercase Greek let-
ter o) is used to represent the standard deviation (a measure of variation)
of a statistical population. The phrase six-sigma process means that if you
measure six times the standard deviation between the mean outcome of
the process and the nearest critical threshold, there is a minimal chance
of failure. Six Sigma is not a project, but a process aimed at continuous
improvement. Processes are continuously monitored, analyzed, improved,
and controlled to ensure that any deviations from target are corrected
before they result in defects. There is continuous improvement, indeed,
but within the existing paradigm prescribed by the strategic objectives,
instead of improvement toward facilitating change based on new goals.

Executive View

Achmea, a large insurance conglomerate, uses lean to optimize and
innovate its processes. Lean is a methodology aimed at continuous
improvement, and it originally comes from the manufacturing world.
Obviously, it can also be used for administrative processes.

One of the key elements of lean is to define the customer value
that the organization needs to deliver, and then to eliminate every-
thing that does not contribute to that goal. The problem with that
could be that you stop innovating. Customers usually do not ask for
innovation; they just want to do business hassle-free. This insurance
company took a different approach. The company did not simply ask
customers; it did not merely analyze data. The company observed cus-
tomers closely.

One example of what Achmea improved was the process around
customers moving to a different house. Optimizing that process is sim-
ple: Once you know the customer’s old and new address, you can
immediately change that in the system, and send out a confirmation
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letter or e-mail. Process optimized, costs saved, unnecessary steps
eliminated, and on to the next process. But let us think this through:
How do we add customer value? Moving to a new house from a
health-care insurance point of view is quite impactful. If you move
to another city, you may need a new dentist, a new general practitio-
ner, new specialists, and so on. Why not offer customers the chance
to register with a new doctor, and point them to the web site where
other customers rate their doctors, dentists, and so on? Customers
become a community. This actually represents the core business
model of an insurer: collecting a community of people to create econ-
omies of scale, with the purpose of eliminating the risk of the indi-
vidual. Achmea, understanding the basics of its own business model,
applied this concept in multiple ways.

Lean and Six Sigma do not always have to be “within the box,”
merely about cost savings and operational excellence. Really think-
ing through what adds customer value is the key to bridging the gap
between innovation and optimization. Not only are the customers
happier with a process more aimed at delivering service, but it creates
a huge cost-saving opportunity in the back office as well.

The Toyota Production System (TPS) is geared towards mastering the
dilemma between optimization and innovation. The company actually suc-
ceeds because it creates contradictions within the organization.? Employees
on all levels need to constantly grapple with challenges, and must come
up with fresh ideas. For many years, Toyota moved slowly, expanding
production capacity only step-by-step, yet making big leaps forward, such
as with the Prius, a revolutionary hybrid engine". Toyota is known to be
a very cost-conscious organization, like IKEA or Wal-Mart, but is equally
known for investing heavily in manufacturing facilities, dealer networks,
and human resources. Finally, Toyota is a very hierarchical company, but
has a culture in which strong and candid pushback is encouraged.

YTt seems this touches the core of the problem that Toyota experienced with its
2010 recalls. It can be traced back to the principles of TPS. Part of the success
also was the slow but steady speed of growth. When Toyota worked towards the
goal of becoming the largest car manufacturer in the world, it found out (the hard
way) that growth was a constraint in its formula for success. Another dilemma
emerged, growth versus stability. Given Toyota’s ability to handle the optimization
versus innovation dilemma so far, I have all the faith it will find a way to deal with
growth versus stability as well.
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Many have commented that the innovation versus optimization dilemma
is eternal. You cannot optimize and innovate at the same time; the forces
each push in a different direction. However, as I argued in Chapter 2, when
discussing emerging strategies, there is interaction between established daily
routines and new situations. The combination is an important source of
learning, as hitting a transaction or activity that the process cannot cope with
represents the first moment a new phenomenon or a change in the mar-
ket is experienced. What would happen if you deliberately allow or bring
perturbation, disturbance, or confusion? into processes, such as ambiguous
goals, errors, or strange requests? This would shake things up, and force
managers and processes to deal with discontinuity. Little shakeups take a
process into unknown territory, where no precedents exist to guide organi-
zational action. No one knows for certain what process should be executed
next. Shakeups can be accidental, the kinds the organization did not seek
and did nothing to prompt. Think of natural disasters. At the other end of the
spectrum there is induced confusion, purposefully provoked by the organiza-
tion, for instance, to conduct experiments. Induced or accidental, the key to
reconciling optimization and innovation is how you deal with those shake-
ups and turn them into additional options for the process to address.

Listen or Lead?

What are you looking for from your customers? By doing good business,
you hope they bring you profit and growth. You hope they trust you, so
they come back for more business. But you would also be interested in
their opinion, to make sure you are on the right path with your inno-
vations. Conversely, customers are looking for products and services that
fit their needs. These need to be reasonably priced. Interactions with the
supplier need to be fast and it should be easy to do business."!

It is interesting to see that in this list of customer requirements, there
is no such thing as innovation. Typically, if at all, customers express their
opinion on current needs, not their future needs. Innovation does take
place; things move in an evolutionary way. The moment a customer
needs change, products and services evolve with those changing needs. It
is vital to stay in touch with market demand; otherwise, a business loses
its relevance.

But breakthroughs rarely come from /istening to customers. Who ever
asked for e-mail, spreadsheets, or the Nintendo Wii? Did anyone express

YiThis list of customer contributions and requirements is drawn from a methodol-
ogy called Performance Prism, which will be further discussed in Chapter 10.
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the need for matches or a lighter? And what about options such as power
steering and park distance control in your car? Or soda drinks, the tele-
phone, Monopoly (the game), collector soccer cards, roller-skates, or the
paper clip? Someone simply came up with them, and—after perhaps a
few generations of product improvement—this created a new need and
demand altogether. Successful breakthrough innovation comes from lead-
ing your customers.

Both listening and leading are needed, in order to protect both current
business and new business over time. There are multiple ways to connect-
ing listening and leading.

No one says you need to have a single strategy for the complete
organization, that constraint is caused only by taking too much of a classi-
cal top-down approach to strategy. Different business units need different
strategies. Think of a construction company, offering both prefab houses
and bespoke construction work. In the prefab housing business, it may
make sense to listen to your customers. Profit comes from reselling a cer-
tain model many times, and there are certain trends that everyone seems
to like in a certain timeframe. Customers see finished products and in their
buying decision judge whether they like it. Being well in touch with cus-
tomer perception is a good recipe for success. In offering bespoke con-
struction work, the construction company is the expert, knowing specific
regulations and the right constructions. Specific customer requirements
may not be practical, or may lead to excessive cost. It is important to pro-
vide your expert opinion—in other words, to lead the customer.

However, there is a time where one of the approaches is more impor-
tant than others. In times of paradigm shift, leading the customer is more
important. In the IT world, that would be the shift toward service-oriented
architectures. In the automotive industry, that would be the switch from
gasoline-driven cars to electric cars or cars driving on hydrogen fuel
cells. In the telecom industry, providers have been switching from gsm
to “third generation,” experimenting with umts, gprs, hsdpa, edge, and
other standards. The idea of switching modes, from stability and continu-
ity to disruption and change—and back again—is a premise of a strategic
management school of thought called configuration. Strategy is a process
of configuring the organization, its resources and processes and other
important elements, and reconfiguring them if the market evolves or the
organization itself matures. The goal is to sustain stability most of the time,
but periodically to recognize the need for transformation, and to be able
to manage that disruptive change without destroying the organization.?

In the true spirit of synthesis, you can also try to fuse both leading and
listening. You could be the leader in listening to customers, picking up
signals before your competition does, and extrapolating what you learn far
beyond the customer’s own imagination. For instance, chip manufacturer
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Intel made use of ethnographic research techniques.”? By directly observ-
ing households, researchers created a better understanding of how people
are making use of technology in their daily lives. By observing obstacles in
using technology, or by discovering practical but unintended uses of tech-
nology, Intel can create products that serve the customer needs in a better
and innovative way. And by using techniques that create a much deeper
insight than traditional market and consumer research, Intel positions itself
as a leader in the market.

Executive View

Novozymes’ mission statement, “to change the world, together with
our customers,” describes an interesting dynamic. Usually compa-
nies that aim for world-changing innovation are not very customer
focused. Customers who are attracted to strong innovation will find
their own way to the company themselves. Innovation also seldom
comes from customers; there is demand for a new product or service
only after it has been invented. True and disruptive innovation usually
comes from organizations that do not listen to their customers at all;
their customers listen to them. They lead their customers.

Novozymes aims to do both at the same time. First, Novozymes
does not sell directly to the end consumer. It has a business-to-
business sales model, selling to other companies who use the
enzymes and biopharmaceutical ingredients in their products.
Novozymes, however, does not define its success in terms of what
it achieves for its customers, but rather for the customers of the
customer, which is the consumer. With the consumer in mind, it
is clear that Novozymes alone cannot guarantee success; it needs
its customers to reach its goals. Defining success in terms of the
customers of your customer is an excellent start to reconciling the
listen-versus-lead dilemma.

At the same time, Novozymes tries to detect the real question
behind the customer question. Often, a customer will formulate its
requirements in terms of its own solution, which is not necessarily the
best solution. By finding out what the customer is trying to achieve
and offering an even better solution, Novozymes exceeds customer
expectations.

In one case, a customer asked to remove a certain biochemical
element from a product. It would have been perfectly fine to comply
with that request, make it a special order, and ask for a special price.
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The customer would have been happy and the transaction would
have been profitable. However, further investigation revealed that it
would be much better to remove the enzyme that caused the bio-
chemical element to be part of the product. Novozymes offered to
eliminate the cause, instead of the outcome. Interestingly enough, this
solution came from a team member specialized in an entirely different
area. Sometimes, solutions to a difficult matter come from a differ-
ent field where, under different circumstances, the problem has been
solved already. Novozymes leads by listening just a little bit better
than the competition.

Two Types

On closer examination, the dilemmas that we have examined both within the
organization and between organizations can be classified in two types:
the ones that highlight conflicts between parties (you versus me) and the
ones that separate the long term from the short term (now versus later).
Figure 3.6 shows an overview of how to classify the dilemmas.

Each type of dilemma has its own way of being addressed. You-versus-
me dilemmas require synthesis, looking not for what divides the conflicting
sides, but for what binds them. Organizations that take a stakeholder
approach seek to add value to their stakeholders as a means to maximize
profit, and profits are a means to create stakeholder value. Organizations
that have broken down the walls between the front office and the back

You versus me Now versus Later
Value or Top-down or
Profit Bottom-up

Customer |« ]mlde. ou% or P Process Customer L(zn(,, term or Process
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FIGURE 3.6 Two Types of Dilemmas
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office have raised the bar on customer experience. The back office is
even more efficient while customers do part of the work in a self-service
business model, and the front office has the benefit of higher customer sat-
isfaction. Organizations that have aligned a top-down financial focus with
a bottom-up resource-based view of the firm have overcome the dilemma.
Every change in both financial means and operational resources and activi-
ties can immediately be translated into an overall new picture. The com-
plete value chain is optimized instead of each functional domain in itself.
In terms of Jim Collins, you-versus-me dilemmas benefit from having the
genius of the and.

Executive View

NCB (a National Central Bank in one of the European countries) has a
unique perspective across all financial institutions in the country. But
this broad perspective continuously creates dilemmas for the bank.
For instance, one institution requests approval for hedging a certain
risk. This is no problem, as long as not all of the banks try to hedge
the same risk at the same moment (which could create a vicious cir-
cle where prices decrease and more banks will hedge the risk, which
will decrease prices even further). There also is the risk that too many
institutions could develop a similar risk profile, which makes them all
vulnerable to the same events.

For NCB, this is a difficulty; approval would clearly improve the
individual institution’s risk profile. However, if NCB approves, it sets
a precedent for other banks as well, ultimately creating a systemic
risk. As always, communication is key to solving you-and-me dilem-
mas. Through stress-testing, NCB can simulate various scenarios and
familiarize the banking sector with system-wide risk. One scenario
NCB tested was a liquidity crunch: What would happen if banks were
short of cash? In playing out this scenario, virtually every financial
institution that participated indicated they would attract more savings
money. However, if most of the banks have to cope with that sce-
nario, there is no savings money to attract, as the effect is system-
wide. Playing out those scenarios not only helps NCB safeguard
financial stability, but helps each of the regulated institutions build a
better insight into the overall market dynamic, and broaden its strate-
gic toolbox.

A key challenge is time consistency of policy. This holds for mon-
etary policy, but also for banking supervision. It is better to make clear
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beforehand that failing banks will not be rescued or saved through
regulatory forbearance. Otherwise, there is a clear incentive for exces-
sive risk taking by the industry: Benefits of risk taking accrue to the
managers and owners of the banks, whereas the costs are socialized
(society would pay the cost of failing banks). When a bank fails, how-
ever, the costs of saving the bank may well be lower than the costs of
letting it fail. The problem is that rescuing a bank makes the threat that
failing banks will not be rescued not credible and increases moral haz-
ard. However, the local picture looks different. It consists of individu-
als not getting all their savings back and losing their pensions. Which
perspective is more important? Both have an equal social impact.

NCB is looking for solutions to such challenges. One elegant
solution is education. The bank facilitates schools in teaching financial
planning and management by offering teaching materials. This enables
citizens to guard themselves against financial constructions that do not
fit an individual citizen’s risk profile. Other solutions under investi-
gation are contingent capital and additional capital requirements for
banks that are most subject to moral hazard.

A dilemma of central banking in general and banking supervision
in particular is how to deal with the transparency society demands.
Financial stability gains by diplomacy in the background, to avoid
causing a self-fulfilling prophecy when NCB has concerns. At the same
time, citizens got in an uproar when they found out that NCB knew
about problems at a certain bank that folded. NCB’s culture can best be
described as judicious, prudent, self-restrained, and extremely discreet.
A consequence is that the general public does not always perceive
NCB as particularly strong and actionable, especially in times when that
is needed. But there is no either/or choice here. NCB should create a
transparency porifolio. For some areas of the business it is crucial to be
opaque; indeed the bank would not want to start a self-fulfilling proph-
ecy when it starts an investigation. However, there are many areas
where transparency is not damaging. In fact it would strengthen the
bank’s position. For instance, the bank could open up a web site that
shares macroeconomic information, that allows citizens to assess the
risk profile of their investments, that teaches financial management and
planning, and that shares some fun facts like amount of money in cir-
culation, amount of pre-euro currency still being exchanged, and so
on. When confronted with criticism on the bank’s practices of working
behind closed doors, it can respond in a positive way by pointing out
the popularity of the web site and the social goals the bank tries to
reach, while adding that indeed some activities are better performed
behind the scenes. That would make a world of difference.
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Now-versus-later dilemmas require a different approach. They are about
creating options. It means making sure that whatever the future brings, you
can flexibly deal with it and still reach your goals. Organizations need to
be ambidextrous in nature, minding both the short and the long term at the
same time. With only a long-term view, the organization might not actu-
ally realize its long-term vision, while short-termism alone endangers future
success. Fueling innovation creates future options. Although listen or lead
certainly has you-or-me aspects, it is mainly a now-versus-later dilemma.
Listening to customers is important in times of evolution, when once in a
while strategies need to be reconfigured and taking the lead to reach a new
level is required. Taking the lead opens up new doors and new options.
Finally, optimize versus innovate can be addressed by creating confu-
sion and ambiguity. If people can handle this, they will be able to handle
unplanned shakeups as well. Their toolkit is able to handle more options
than a hardwired and optimized process.

Executive View

National cultures differ in risk tolerance. The United States tends to
be more risk tolerant than continental Europe. This could well be an
explanation for the higher number of bank failures in the United States
as compared to Europe. Every year, a few regional savings and loans
banks fold. As strange as this may sound, there is an advantage to this.
Other banks and consumers then always remain diligent, as there is
a certain risk associated with the banking business. There is less risk
of “moral hazard,” where banks that are or feel overly protected from
risk (“too big to fail”) may take more risks than they would if they
were fully exposed to the risk. Similarly, consumers have greater
incentives to monitor the soundness of deposit-taking institutions. In
most European countries, bank failures occur with very low frequency.
Consumers are not used to a system with continuous ups and downs.
Financial institutions are supposed be rock-solid, and full of checks
and balances. There is an implicit or explicit expectation that if things
go wrong the government at the end of the day will pick up the bill.
But in such a context, once something goes wrong, the psychological
impact of failure is high. The immediate impact on consumer confi-
dence can be stronger than that of a failure in an economy where con-
sumers are more familiar with bank failure.

The situation in Europe has not always been as stable as it is now-
adays. Especially before World War II, bank failures occurred relatively




All Kinds of Dilemmas, but Just a Few Types 63

frequently. Better risk management (thanks to advances in finance),
better regulation, and better supervision (supervision was not embed-
ded in law before World war II) have helped to make the system more
stable and make bank failures infrequent. The costs of infrequent fail-
ure, however, are twofold. First, the price to pay for increased stability
may be that when the system breaks down the impact is larger than it
would have otherwise been: Risks have built up over a longer period
of time. Second, in a society that is not used to bank failures, the per-
ceived impact of a failure (on the sense of wellbeing) may be larger
than would be the case in a society in which bank failures are a famil-
iar event. However, on average, the benefits of the lower frequency of
failure outweigh the costs of increased severity of events. On a cumu-
lative basis, a system with smaller but more frequent failures leads to
more value destruction.

Which system is better? The system of smaller but more frequent
failures makes an emotional appeal (trying to prevent society-wide
shocks; preventing moral hazard), while the system with occasional
hiccups is clearly more rational, as there is less value destruction
over time.

NCB is trying to achieve both. NCB prefers the system with a low
frequency of failure and, through macro-prudential analysis, tries to
find the reasons these occasional failures spin out of control, as we
have lately seen in 2008. For instance, certain financial constructions
can be made more costly by imposing higher capital requirements,
which gives banks an incentive to improve their risk profile (.e.,
reduce certain undesirable risk exposures). This is something that is
currently done for securitization and proprietary trading. Or NCB can
change the system of how banks are interconnected. Instead of all
banks being connected to all other banks (which would invoke a chain
reaction instead of checks and balances), NCB could require banks to
operate via a central clearing system that enables more intervention.
There would still be failures, as these are inherent to all markets, but
NCB would be better equipped at “smoothing” them.

Now that we understand how to recognize the typical strategic dilem-
mas, and we understand that there are ways of dealing with them, they
are not that scary, anymore. With that concern taken away, now is the
time for a self-assessment.






CHAPTER 4

The Strategy Elastic

No man was ever so much deceived by anotber as by himself.
Fulke Greville

mprovement is driven by three questions: Where am I now, where do

I want to be, and how do I get there? So if we want to improve the
way we deal with dilemmas, we should start with a self~assessment. A
true assessment requires reflection, the ability to take a hard and honest
look at your organization, and not kid yourself. Moving from an either/or
approach to an and/and attitude requires deep understanding not only of
the organization’s strengths, but also its weaknesses.

The Global Dealing with Dilemmas Survey (DwD survey) reveals the
self-assessment of 580 respondents from 55 countries (see Figure 4.1). The
majority of responses came from commercial companies, although 9%
of respondents represented public sector organizations. The three most
prominent sectors in the survey were professional services, high technol-
ogy, and financial services. However, almost every other industry was
represented, too, such as telecom, oil and gas, retail, aerospace, pharma-
ceuticals, automotive, and utilities.

These self-assessments were collected during interviews, workshops,
presentations, and through a web survey. In the survey, I asked respon-
dents to score themselves and their organizations on a number of things.
I asked how well they think they deal with strategic dilemmas, and then
asked a number of questions to verify that self-assessment. 1 also inquired
as to what extent respondents were familiar with a number of manage-
ment methodologies, and asked them questions on how they would solve
particular dilemmas.
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“Either”
Bias Strategic
Stretch
Neutral
Stuck Bias
Dilemma “Or”

FIGURE 4.2 Five States in Dealing with Dilemmas

I have found a total of five possible “states” an organization can be in
when assessing its capability of handling the six fundamental dilemmas
defined in Chapter 3: (1 and 2) Organizations can have a strategic bias (to
one side of the spectrum or to the opposite side); (3) they can have a neutral
view; (4) they can be strategically stuck; or (5) they can have achieved
strategic stretch (see Figure 4.2).

Strategic Bias

In many cases organizations will have a strategic bias. This means that
they typically approach a dilemma from one side. For instance, they tend
to be more inside-out driven than outside in, which means that the needs
of the back office usually come first. Customer processes are defined to
satisfy the back office first. Or their bias goes the other way: The front
office is always in the lead, and it is the task of the back office to make it
all work. This strategic bias, to one side or the other, can appear in each
business dilemma. You have an either/or attitude, and it is usually either
that is chosen. The consequences can be predicted, the need for address-
ing the opposite side is clear, but it takes the organization out of its
comfort zone. It takes extraordinary effort to deal with issues caused by
the other side of the dilemma.
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Neutral Zone

If you score neither high nor low on both sides of the dilemma, you are
operating in the neutral zone. You deal with the dilemma by looking for a
trade-off; you are trying to strike a balance or find a reasonable compromise.
You optimize processes a little, and once in a while, within the existing
processes, you consider how you can incrementally improve and innovate.
Or, as another example, you make sure you are profitable, but do not try
to maximize profitability, as that would be at the expense of the value you
deliver to customers. In essence, there is nothing wrong with this state,
as long as it is in an area where you feel you do not have to differentiate
from the competition. Simply seeking a compromise between two oppo-
sites requires the least management attention, and it can be a sustainable
state.

Strategically Stuck

If you score low on both sides of the dilemma, this means you are stra-
tegically stuck. You are good in neither one nor the other side of the
dilemma. You do not listen and you do not lead. You do not optimize
and do not innovate. You neither plan for the long term, nor are suc-
cessful managing the short term. It seems every problem you encounter
takes you out of your comfort zone. This, of course, is an undesirable
situation, whether it is a strategic dilemma or not. Being strategically stuck
is a strong wakeup call. In areas where you should have competitive dif-
ferentiation, your competition is probably already overtaking you. And in
areas that are not strategically important, you are simply not very efficient,
draining resources that could be better used elsewhere.

Strategic Stretch

If you score high on both sides of the dilemma, you have found a way to
reconcile both sides of it, through synthesis. You have achieved strategic
stretch. You have found a way to listen and lead, for instance, by lead-
ing the competition in being a better listener to customers, or—the other
way around—involving customers heavily in groundbreaking innovation.
You have found a way of maximizing profits, because you offer the most
value to customers. Or you know how every short-term decision and tacti-
cal program contributes to the long-term strategic objectives. For dilem-
mas you deem crucial in your business, this is the desired state where you
have found “the genius of the and.”
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Strategy Elastic

A good way to visualize how you are doing with the six dilemmas is to
create what I call a strategy elastic.' Creating strategic stretch is very much
like working with an elastic band. If you pull it from only one side, the
other side will move along in the same direction. You can stretch it only
if you pull it from both sides. And the harder you pull in multiple direc-
tions at the same time, the more space you create, which is the objective
of strategic management. The metaphor of an elastic band is particularly
appropriate because it implies you cannot stop pulling; otherwise, the
elastic band goes back to its neutral position. Strategy management is
the same. You need to keep working on creating strategic stretch—
otherwise, the organization will fall back to average results. Execution is a
continuous process.

Consider the strategy elastic of a U.S.-based media and entertain-
ment company® with over $1 billion in revenue, as shown in Figure 4.3.
Its results are not extreme, but they do tell an interesting story. The one
thing the company is good at is the listen-and-lead dilemma. It has found
a way to innovate beyond direct customer requirements, while at the
same time listening to customers very well. The company does so by spot-
ting trends, even before the customers have spotted them. However, the
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FIGURE 4.3 Strategy Elastic of U.S.-Based Media and Entertainment Company

iStrategy Elastic™ is trademarked by Frank Buytendijk.
SAll survey entries were anonymous. I only asked only for industry, size, geogra-
phy, and a few other characteristics.
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company has mostly a short-term focus. It probably jumps from one trend
to another. This is not very good for creating a long-term vision. As a
media and entertainment company, it is very much focused at translat-
ing trends into new products and pushing those products out. There is a
bias toward inside-out thinking. The company scores slightly below neu-
tral, and toward being strategically stuck on the top-versus-bottom and the
optimize-versus-innovate dilemmas. It does not pay a lot of attention to
processes, and alignment is a problem as well. It seems margins are rela-
tively high in this market, as the company can afford to be in the neutral
zone, trading off customer value and profitability.

Let us look at a small financial services firm, based in Western Europe.
Its strategy elastic is shown in Figure 4.4. Perhaps it is the economy (the
survey was held during the latter part of 2009), but the short-term focus
on the company is relatively extreme. However, the focus and alignment
in this company is very high. The strategic objectives of the company (top
down) are known to everyone, and it is clear to everyone how their daily
work contributes to those strategic objectives. The alignment between cre-
ating customer value while maximizing profitability is also remarkable. For
a small financial institution, such as an upscale private bank, this actu-
ally should be the basis of the business model—having transparent fees
and commissions, while increasing the wealth of its customers. As a small
organization, it does not pay a lot of attention to its processes. It borders
on being strategically stuck here. It is probable that the optimization that
takes place is based on regulations and compliance. The products that the
firm offers are not particularly innovative, but the company distinguishes
itself by being close to its customers. Its strategic bias here is clear.

5 0 5
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FIGURE 4.4 Strategy Elastic of Small Western-European Financial Services Firm
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FIGURE 4.5 Distribution of Respondents on the Number of Stretch Dilemmas

Being able to reach strategic stretch on a certain dilemma is not a
trivial thing. More than half of the respondents in the DwD survey do not
score any strategic stretch across the six dilemmas. Only 20% of respon-
dents achieve strategic stretch on one dilemma, and less than 5% are able
to stretch on three dilemmas. Figure 4.5 shows the overall distribution.
Although strategic stretch is a good thing, and organizations should work
toward strategic stretch on as many dilemmas as they can manage, it is
not necessary to score stretch on all dilemmas. It takes energy to stretch
an elastic, and once you stop, it goes back to its old shape. Organizations
do not have the energy to be perfect on all fronts. It is better to choose
which dilemmas contribute most to the organization’s competitive profile
and focus on those.

Profiles in Performance

Each company has its own profile. In fact, the survey data did not sug-
gest there were profiles that were significantly more common than others.
However, when examining how organizations are doing on the level of
individual dilemmas, a clear pattern emerges. Not all dilemmas are equal.
Figure 4.6 shows which dilemmas are more prominent than others.

ii0One percent of respondents report they score strategic stretch on all six dilem-
mas. In other words, they have scored themselves five points on all questions on
strategy, operations, and culture. T do not think these are reliable answers, and
they should be ignored.
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FIGURE 4.6 Most Common States per Dilemma

Some dilemmas are harder to deal with than others. Close to 40% of
all respondents state they are strategically stuck in the long-term-versus-
short-term dilemma, and over 40% of all respondents feel the same about
innovation versus optimization. Even if you look at the companies that
score very high (the top 4% that stretch four or five dilemmas), it is typi-
cally long term versus short term and innovation versus optimization that
score the lowest. These two dilemmas seem to be the two thorniest ones.
Chapter 9 extensively addresses long-term versus short-term dilemmas,
discussing options-based strategies and scenario planning.

The biggest area of strategic bias can be found in the value-versus-
profit dilemma. Some organizations focus on the customer, following the
philosophy that profits follow as a logical consequence. But this is not
always true. Most customer profitability analyses show that a certain per-
centage of large and respected customers are simply not profitable. Having
large account teams, offering quantity discounts, and other measures to
keep and grow large customers also add to the cost of sales, which is not
always considered in the customer relationship. However, more organi-
zations have a strategic bias for the profit side, even to the detriment of
providing customer value. This cannot be a sustainable situation for the
long term. At one point, customers will find out or will find alternatives,
and will defect.

Listen and lead is the dilemma that organizations have mastered
most. Around 25% of respondents report they have a strategic stretch.
The U.S.-based media and entertainment company reported strategic
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stretch on this front. Leading customers with innovation is usually called
product innovation, whereas listening to customers is called customer inti-
macy. As discussed in Chapter 2, traditional strategic management advo-
cates that you have to choose. However, most companies report that they
do both equally well.

If you break down the scores into three buckets, the 33% worst-
scoring companies, the 33% average-scoring ones, and the 33% best-scoring
ones, some very interesting conclusions emerge.

®m Those that are at the bottom one-third, and are stuck or neu-
tral in four or five of the dilemmas, are much more likely to have
a bias toward value, leading customers, and preferring an outside-in
approach. These are the three biases connected to the customer per-
spective in the balanced scorecard. What this means is that “putting
the customer first” is not automatically the right thing to do. The key
to success is to reconcile both customer focus and a focus on your
own strategic objectives.

= Organizations with average scores and that are neutral or stuck in
three or four dilemmas tend to have a bias for inside-out thinking and
leading the customer, and a profit orientation. These are the compa-
nies that are driven from the inside, with a focus on their own objec-
tives. They change when needed by absorbing it, but do not really
drive change.

® In the top one-third of companies, which score stuck or neutral in
two dilemmas or less, where they score a bias, it seems to be toward
innovation, a long-term view, and an outside-in approach. These are
largely connected with the growth/learning perspective—worrying
about tomorrow’s performance. This seems to be a good starting
point for getting strategic stretch all over.

Time to Look in the Mirror

A quick way to get your own strategy elastic self-assessment started is
scoring your organization on the questions in Table 4.1. If you decide to
use the survey for others within your organization, I recommend that you
randomize the order of the questions. This way the structure of the six
dilemmas does not reveal itself so easily, which would otherwise bias the
answers.

A score of 1 means you tend to disregard the subject; scoring a 3
means you do an average job, nothing spectacular. If you score yourself
a 5, that means you consider your organization to excel in that respect
and it constitutes a strategic differentiator. For each side of the dilemma,
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TABLE 4.1 Assessing Your Strategy Elastic

Create Your Strategy Elastic

Value

S1: Do you involve key external stake-
holders, other than investors (such as
partners and customers) in making
strategic decisions?

O1: To what extent do you hire sales
representatives who are long-term rela-
tionship builders, and measure cus-
tomer satisfaction and repeat business?
C1: When making decisions, to what
extent does your organization truly
focus on what is best for the customer?
Average score:

Profit

S7: Is the creation of shareholder value
central to strategic decision making?
O7: To what extent do you hire sales
representatives who hunt until they
close a deal, and then measure them on
revenue?

C7: When making decisions, does your
company focus mostly on the question
“What is in it for us?”

Average score:

Inside Out

S2: To what extent can your strategy be
characterized as “focusing on the core
business”?

O2: How would you score the quality
of your product marketing?

C2: To what extent can your culture be
described as seeking conformity and
consensus throughout the organization?
Average score:

Outside In

S8: To what extent does the organiza-
tion know how to recognize sudden
new opportunities in the market and
seize them?

O8: How would you rate the quality of
your relationship marketing?

C8: To what extent are employees
encouraged to behave entrepreneurially,
for instance, being empowered to make
immediate decisions?

Average score:

Top Down

S3: When there is a strategic change, to
what extent can you translate new
financial goals into updated opera-
tional plans?

0O3: Are most people in your organiza-
tion informed about financial perfor-
mance indicators, such as profit, cost,
and EVA?

C3: Do you and your colleagues know
exactly what top management expects
from you?

Average score:

Bottom Up

S9: To what extent can you measure the
financial impact of changes in opera-
tional company resources (capital, peo-
ple, systems, materials)?

09: Are operational performance indica-
tors, such as production, waste, speed,
and quality, shared broadly in your
company?

C9: Do you know exactly what your
colleagues in other business domains
expect from you, and vice versa?
Average score:
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TABLE 4.1 (continued)

Create Your Strategy Elastic

Listen

S4: To what extent is your strategy
based on being very close to the needs
of your customer, in other words, “cus-
tomer intimacy”?

O4: To what extent is your organiza-
tion structured around customer inter-
action processes and channels?

C4: To what extent is your organization
looking to jump on the bandwagon of
new customer trends?

Average score:

Lead

S10: To what extent is your strategy
based on product or service innovation
to differentiate from the competition?
010: To what extent is your organiza-
tion structured around the products you
produce and sell?

C10: To what extent is your organiza-
tion always on the forefront in setting
new trends?

Average score:

Optimize

S5: Do you agree with the following
statement: “For us, innovation and
improvement is a process of continu-
ously taking small steps forward”?

O5: Have you embraced lean, Six
Sigma, or related concepts?

C5: Are the people who drill down into
issues deeper than anyone else seen as
the “heroes” in your organization?
Average score:

Innovate

S11: Do you agree with the following
statement: “For us, innovation is about
making dramatic moves in the market,
like large acquisitions or revolutionary
new products and services”?

O11: How would you characterize reor-
ganization processes in your organization?
C11: Are “out-of-the-box” thinkers rec-
ognized most in your organization?
Average score:

Long Term

S6: Is it clear to all employees what the
long-term vision of the organization is
and the road ahead?

O6: How would you rate your product
lifecycle management?

C6: Does your organization agree with
the statement: “You need to fix the
roof during summer” (meaning, reorga-
nize and save money when times are
still good, to be able to weather bad
times)?

Average score:

Short Term

S12: To what extent is it clear to every-
one how and how much their daily
activities contribute to the everyday suc-
cess of the company?

0O12: How would you rate your level of
insight into customer and product
profitability?

C12: Does your organization agree with
the statement: “We will cross that bridge
when we get there” (meaning, better to
wait until bad times are here and we
understand them, so we can take the
appropriate action to save cost and
reorganize)?

Average score:
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there are three questions. One question is about the strategy of your orga-
nization (S). Another question deals with operational aspects, such as
processes, methodologies, and measures of success (O). The third question
addresses cultural aspects (C). In case the specific question does not relate
to the reality of your business, answer in the spirit of the question.

Misalignment

With these scores, you can plot your strategy elastic, and discover your
strategic biases, strategic stretch, and where you are strategically stuck.
Particularly in areas where you score only average, it is important to look
at the distribution of the three scores. You may, for instance, score high
on strategy, but low on culture. This result may indicate a misalignment in
your organization, and probably a continuous source of struggle.

We can distinguish the following types of misalignment:

= If you score high on strategy, but not on the others, you may have
an execution issue in the organization. You have the right ideas, but
somehow they do not make it to the execution phase, or it is hard to
cascade them down into the organization.

= If you score high on operations/processes, but not on the others, the
organization probably is “cruising.” Your organization is ready for it,
but the right ideas are not coming, and if the right ideas are there, the
people in the organization do not have the passion or drive to make
a change. It means you are vulnerable in economically stressful times.

= If you score high on culture, but not on the others, there is certainly
intent and ingredients for success, but they are not pulled together.
The organization is a hotbed for talent, but it is not turned into results.
Most likely, staff turnover, particularly among the high potentials, is
high. At first, people are enthused by the vibes in the organization,
but they get disappointed quickly, as nothing really happens. Some
very innovative organizations are actually known for this. They pro-
vide the basis of many inventions, but others turn them into profitable
businesses.

The DwD survey shows that on average organizations score the weak-
est in the area of operations and processes (see Figure 4.7). This confirms
most of the research that states that strategy execution usually is the weak-
est link. Ninety percent of well-formulated strategies fail in the execution.
It also highlights an important shortcoming in traditional strategic thinking
that separates strategy formulation, strategy implementation and execu-
tion, and strategy feedback. Making strategy a continuous process puts
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FIGURE 4.7 Average Scores on Strategy, Operations, and Culture

TABLE 4.2 Strategy Elastic for South African Education and Research Organization

Strategic Operational Cultural
Value/Profit Stuck Profit-bias Neutral
Top/Bottom Stuck Stuck Neutral
Optimization/Innovation Opt. bias Stuck Neutral
Listen/Lead Stuck Neutral Listen bias
Inside Out/Outside In Neutral Stretch Outside-in bias
Long Term/Short Term Short-term bias Stuck Long-term bias

execution at the center of successful strategy management. Conversely,
the results show that the organizations that score well on the operations-
related questions also do well on the strategic and cultural level.

The area where you score high, for instance, on the cultural level,
may be a good starting point to improve scores in the other areas as well,
like strategy and operations.

Let us analyze a few examples from the DwD survey, looking at their
specific scores for strategy, operations, and culture. Take, for instance, this
education and research organization in South Africa that seems to be expe-
riencing some issues. Its strategy elastic looks like Table 4.2.

As with so many academic cultures, the staff has a strong long-term
focus, and an entirely different sense of urgency compared to the manage-
ment of the organization. No wonder the organization is stuck in a number
of places. Management and staff are on completely different paths. As a
result, it is stuck between delivering value in the form of excellent research
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TABLE 4.3 Strategy Elastic for Western European Manufacturer

Strategic Operational Cultural
Value/Profit Neutral Stuck Profit bias
Top/Bottom Neutral Neutral Neutral
Optimization/Innovation Opt. bias Stuck Innovation bias
Listen/Lead Stretch Neutral Listen bias
Inside Out/Outside In Inside-out bias Neutral Outside-in bias
Long Term/Short Term Stuck Neutral Long-term bias

and education, and a healthy financial bottom line. There is definitely no
alignment in the organization—it is strategically stuck in the top-versus-
bottom dilemma. However, this organization is mostly on the operational
level. Given that for half the dilemmas the organization reports being stuck
on the operational level, it seems the organization and its processes need
to be fixed. There is passion in the culture, but not for the dilemmas that
are aimed at running an efficient organization. The staff cares deeply for
listening to its customers, taking an outside-in approach, and minding the
long term. The staff’s culture is fairly neutral toward issues of management
in the first three dilemmas in the table. Organizational change may not be
resisted too much, which means there is hope for this organization.

Or consider this mid-sized Western European manufacturer, as shown
in Table 4.3. It must be very frustrating for the people working there
because although they have a strong bias for innovation, the management
is mainly concerned with optimizing current operations. New ideas do not
get a chance on the strategic level. Even worse, there is a strong entrepre-
neurial spirit, but management is more interested in simply running the
core business. As a result, the company is stuck or at best scoring neutral
on all dilemmas from an operational point of view. It is no wonder, with
such misalignment between culture and strategy.

With an assessment of current results on the table, and your own
strategy elastic defined, the next logical question is: How do we create
strategic stretch for the dilemmas that matter most to us? Different dilem-
mas need different approaches. Now-or-later dilemmas benefit most from
creating a portfolio of options, whereas you-or-me dilemmas should be
addressed by seeking synthesis. The concept of synthesis was introduced
in Chapter 1, and defining the goal of strategy management as creating a
portfolio of options was the subject of Chapter 2. I will address techniques
for creating such a portfolio and how to achieve synthesis in the chapters
ahead.



CHAPTER 5

Dealing with Dilemmas, or Not?

Ever notice that “what the bell” is always the right decision?
Marilyn Monroe

Strategic dilemmas can be predicted; they are deeply rooted in most
organization’s business models. In fact, we can even classify a number
of them. Long term or short term, listen or lead, and optimize or innovate
are all “now-versus-later” dilemmas that require creating options. Value or
profit, inside out or outside in, and top down or bottom up are “you-
versus-me” dilemmas and you should seek synthesis. These dilemmas are
universal. Next to these predictable dilemmas, there are always one-time
strategic “this-or-that” decisions to be taken that require a clear choice or a
certain trade-off.

But how? Everyone seems to agree that the genius of the and is
important. However, how can that genius be embraced? We all understand
that conflicting requirements need to be reconciled to create a win-win
situation, but that seems to be more art than science. Or is it? What is the
right course of action? There are many ways to deal with dilemmas.

How Not to Deal with Dilemmas

“What the hell” may have worked for Marilyn Monroe. Sir Richard
Branson of Virgin preaches, “Screw it, let’s do it.”! The famous Peters and
Waterman describe a “bias for action” as one of the key principles of suc-
cessful management in In Search of Excellence.? These are all examples of
the current Western management culture not really helping in recognizing
and dealing with dilemmas. This way of thinking emphasizes the need
to make a decision, to make either/or choices. “A decision is better than
no decision,” “Flip a coin,” “Take a deep breath, and choose between the

79
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two evils,” “Make the tough decisions, make the hard calls,” “Be the great
decider.”

In these cases, problems are usually not fundamentally resolved.
The chosen solutions are a reaction to the old situation. Or you make
a choice for negative reasons, to simply avoid the consequences of the
other option. The pendulum swings. Reorganization follows after reor-
ganization. From centralization to decentralization back to centralization.
From product-oriented organizations to process-oriented organizations to
customer-focused organizations, and back to products again. These reac-
tions do not happen only in organizations; continuous chain reactions can
also be found in complete markets. Economists speak of the pork cycle.?
In times when there is a demand for pork meat, farmers will start breed-
ing pigs to cater to that need. It is an attractive market; prices are high.
But as all farmers do that, after a while—once the pigs have grown—the
shortage quickly turns into an excess supply. As a result, prices drop and
the market becomes less attractive. Farmers stop breeding pigs, and after a
while the supply drops and prices go up again. The pendulum swings and
it never gets solved.

The opposite reaction is to not decide anything at all. The dilemma
stares you in the face and you freeze. Actually, not making decisions in
time actually causes strategic dilemmas to happen. When economic times
are bad, shareholders applaud decisive action. The share price increases
when the CEO announces layoffs and the immediate effect on the cost
structure and the profits of the organization. But it is not a brave decision
at all; it is way too late. As a result, the organization suffers from a brain
drain, and as a consequence the chances that the organization can benefit
from the upturn are greatly diminished. It would have been much better
to create a lean-and-mean organization during good times to avoid mas-
sive layoffs. As the saying goes, you need to fix the roof during summer.

Another consequence of freezing when confronted with a dilemma
is that decisions are made for you. If a new business model presents
itself that is conflicting with your current way of working, not embracing it
and sticking to the old ways can be a danger. Think of the media industry
that tried to stop distribution of music and movies via Internet channels.
Although it is illegal to use peer-to-peer networks to share music, most
teenagers and young professionals today do not consider this an unethi-
cal practice at all.* Now the media industry is catching up and fighting an
uphill battle.

Displaying an anti-cyclical decision-making process helps in address-
ing the dilemma. Taking the time into account to breed pigs, it is best to
start this process when the price of pork is low, and others are giving up
on the business. The best moment to consider downsizing and making the
organization more lean is in times of high profitability. There is money to
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do so in a controlled way, time is not of the essence so no shortcuts are
needed, and the negative effects can be compensated by counterinvest-
ments. To decide or not to decide is a clear dilemma.!

Another natural reaction is to seek a compromise. In you-versus-me
dilemmas, through a process of negotiation each party involved gives up
on a few wishes and holds onto a few other wishes. Each side makes
concessions. Some requirements are nonnegotiable, others are negotiable,
and some wishes are expressed only for the purpose of giving them up
in the process. Particularly in politics it works that way. As a result, none
of the parties involved really get what they want. The result is being stuck
in the middle—hardly the way to reach a state of strategic stretch.

How to Deal with Dilemmas: Either/Or

We may have been mistaken at first and the dilemma we seem to have
turns out not to be a dilemma at all. We think we have to make a choice,
but this is not the case. The need for a choice is often based on the pres-
ence of a constraint. A constraint is a certain limit. The constraint could
be time, causing the dilemma. If we wait too long making a choice, we
lose momentum. And if we decide fast, we run a high risk of making the
wrong call. Think of buying a house where the real estate agent gives you
only 15 minutes to decide. Or think of introducing a new product quickly
to have first-mover advantage. Perhaps time is not a constraint at all. The
person putting us in the difficult position, pushing us to choose, may have
his own agenda. We may find out there are no other buyers after all, or
that there are many other comparable houses for sale. Or we come to the
conclusion that there really is no first-mover advantage, and that being a
fast follower in the market increases our chances of success in terms of
market awareness, customer adoption, and cost of sales.

Money, like other resources such as people, facilities, and materi-
als, could be another constraint. Given the budget we have, we cannot
run all the campaigns we would want to, and we have to choose which
ones. But there might be a discretionary budget that you could apply for,
based on your analysis, which shows a very high probability of a posi-
tive return on investment of your marketing campaigns. Or you can barter
services and piggyback on the campaigns of a partner, while offering the
partner the chance to participate in one of your campaigns. Simply having

In fact, “to decide or not to decide” is a meta-dilemma. It is a dilemma on how to
deal with a dilemma.
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a campaign strategy might make a difference. If campaigns are related,
each campaign benefits from the previous one and requires less invest-
ment than a single campaign.

Constraints may also merely reside in the mind. Perhaps we feel
we must choose but in reality this is not the case. The stewardess asks
whether we want chicken or beef, but if we ask politely, perhaps she can
give us both. Different product managers may argue over which prod-
uct to position for the customer in order to get the deal, but perhaps
everyone’s chances improve by showing the competitive differentiation
of the combination of both. Perhaps we think of either putting our
money in a savings account or buying shares, but why not put part of it
in the bank and speculate with the rest? Laziness or lack of effort can be
another mental constraint. We say we can do only one thing today, but
if we work a little harder or a little longer we can actually achieve more
tasks from the overall list. Or the constraint might be a sense of complex-
ity. The dilemma could consist of whether you should do project A first
and then B, or B first and then A, when really the two projects interrelate.
Why not do both projects at the same time, each with a smaller team, and
simply make sure you assign a project manager who can handle the extra
complexity (or give a more junior project manager the chance to rise to
the occasion)?

It is important to ask yourself if you really have to choose. There may
be many ways to do both if the constraints turn out not to be real.

Sometimes one of the choices can be proven wrong on objective, sub-
jective, or ethical grounds. Upon a better understanding of the options,
there simply might be a better option. There might be a lesser evil of the
two, one that you can deal with in a better way. Better to overspend
the budget and lose 10% of your bonus, than underachieve on your target
and lose 100% of your bonus. Better to choose chicken, because that is
always done the way you prefer, than to choose beef, where it may not be
prepared to your liking. Better to lose an initial experimental investment in
a new technology trend than to completely miss the boat on a new and
promising opportunity.

Trying to keep things objective is easiest in this-versus-that dilemmas,
where a clean and comparable choice has to be made. The moment the
dilemma is of the now-versus-later type, psychologists will tell you,
people have a natural bias for the present and a tendency to see future
consequences as the lesser evil. These consequences are then rationalized:
“We'll cross that bridge when we get there,” “I will be in another job by
then,” “T am sure there will be a good solution found by then,” and so on.
The same is the case with you-versus-me dilemmas; people tend to choose
for themselves and rationalize the consequences for others. “It really is
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better for him or her,” or “It really is his or her own responsibility,” and
“Hey, it’s a dog-eat-dog world out there.”

An assessment of which is the better option may also be subjective
in nature. It should not always be about numbers, cost, profit, or other
measurable things. If two locations to put a new factory in a different
country have the same tax advantages, the same cost structure, and a
comparable distance to the airport, perhaps the best choice is the one
where the weather conditions are better. If two people for a certain job
have the same qualifications, it is perfectly normal to have a bias toward
the person you feel more chemistry with. Even more, you would probably
hire that person even if the other candidate has somewhat better quali-
fications. There is no problem in weighing in the personal commitment
and enthusiasm of people for specific projects when putting together an
innovation portfolio, as these can be important predictive indicators for
success.

Finally, moral and ethical aspects play an important role in favoring
or discarding choices in a dilemma. If any option in a dilemma is objec-
tively realistic but compromises your personal integrity or the integrity of
the organization, you should not do it. Sometimes all options have impact
on integrity. Can you murder someone to save the life of others? Or more
in a business sense, can you fire someone as a scapegoat to protect the
interests of others in more influential positions? I remember a case very
early in my own career where a consultant with a background in com-
puter hacking was fired, because the background check by a potential
customer (who was looking for a security auditor) raised questions. It
was solved, or at least addressed, when the consultant indicated he was
willing to quit if the employer would pay for an additional university edu-
cation he was interested in pursuing. Moral or ethical dilemmas are the
hardest ones of all.

How to Deal with Dilemmas: And/And

Dilemmas are a part of life. We all encounter them at some point. The
question is how you approach them. Do you freeze, do you avoid them
by making a quick evasive decision, do you flip a coin, or do you face
them? There are different techniques you can apply to deal with them.

When you hear people use the word really or actually a lot, it is a sign of trying
to rationalize something. Rationalizing is trying to convince oneself that something
wrong really actually is right.
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The most important thing is to embrace the dilemma. Ignoring it does not
make it go away. On the contrary, embracing a dilemma is an opportunity
to move forward. In the 1980s, Coca Cola had a dilemma when facing the
competition with Pepsi. Pepsi was winning the “cola tests” it held in
the field. Visitors in malls and other public places were asked to blind-test
two colas, Pepsi and Coca Cola. As the taste of Pepsi is somewhat sweeter,
it triggers the taste buds a bit faster at the first sip, which is all the testers
got. Threatened by the competition, Coca Cola faced a dilemma: Respond
by changing the recipe, or not? The company decided to change the fla-
vor. After introducing New Coke in 1985, there was a large consumer
outcry. People were very upset that Coke was not Coke anymore. Coca
Cola was forced to reintroduce its original product, labeled Classic Coke.
As painful as the whole exercise was, market share actually improved
because of the reintroduction, and Coca Cola learned a very important les-
son about the brand value of the product. Blind testing obviously does not
address the full experience.

A dilemma forces you to think, to take a position. There is a well-
known psychological phenomenon that appears when framing decisions’
from different angles. Consider the following (famous) experiment. Let a
group of people choose between two vaccination programs. Program A
will surely save 200 of the 600 impacted people. Program B has a 33%
chance all 600 people will be saved and a 66% chance no people sur-
vive. Most people will choose program A, avoiding the large risk of fail-
ure. Then let another group of people choose between the following
options. In using program C, 400 people of the impacted 600 will die.
With program D, however, there is a 33% probability no one will die, and
a 66% chance 600 people will die. Most people now will choose program
C; the certain death of 400 people outweighs the chance that all will die.
Objectively, the two groups were offered exactly the same choice; they
were just formulated differently. The way a question, problem, or dilemma
is framed obviously has an impact on the bias people will have in their
decision making. Changing the perspective or offering more perspectives
uncovers that subjectivity and bias.

The four perspectives of the balanced scorecard and the six dilemmas
derived from those four perspectives help in considering multiple perspec-
tives. If your decision enables growth and learning, improves processes,
satisfies customer needs, and contributes positively to the bottom line, you
can trust the way forward. Conversely, if you ignore a vital perspective in
your decision making, chances are this perspective will continue to haunt
you after making the decision.

For instance, if you are a retailer and the cost of sales staff is out of
control, you can fire a number of salespeople. In the short term, finances
improve. At the same time, sales potential suffers and consequently the
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Executive View

Publishing Corp. is in the process of consolidating its contact centers.
The original business case was built on saving costs and creating effi-
ciencies, based on an investment that needs to be earned back in
two years. With the sharp decline in the economy, business (and IT)
embarked on quite an aggressive cost-reduction program with head-
count savings being the primary source of cost reductions. The busi-
ness case for the contact center consolidation project fell apart, or in
options terms, went “under water.” Moving forward was not the right
decision anymore, but neither was stopping the project.

Together with the project steering committee, the CIO chose to
reframe the problem, and built a new business case based on differ-
ent grounds. In addition to saving costs based on increased econo-
mies of scale, building better customer service was included. Better
customer service can be translated into tangible business results,
such as higher subscription retention and advertising sales, which is
essential in economically difficult times. Part of the revised business
case (now with a payback period of three years) also was to central-
ize the contact center technology, but not the business structures.
There would still be a centralized contact center bridge, standard-
ized call flows, central policy around agent profiles and training,
as well as work-load sharing between agents. In later phases,
Publishing Corp. may consolidate business functions, but that would
be a different project with its own business case. This approach not
only presented a better business case, but also increased business
buy-in for a difficult initiative in what is essentially a decentralized
company.

mid- and long-term financial results as well. It would be better to see
if you can turn a number of processes into self-service. For instance,
supermarkets are experimenting with self-service cash registers, and in
a wide variety of industries, customers place orders via the Web. It is a
scalable model that allows you to learn a lot about customer behavior, it
makes business processes more efficient, it adds to a positive customer
experience, and it improves the bottom line. Each of the six strategic
dilemmas provides useful examples. Taking different perspectives helps to
turn either/or into and/and.
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The Right Mindset

People are normally unaware of their bias, as it represents their mind-
set and paradigm of the world. It takes a specific way of thinking to free
yourself from a fixed mindset. One level up, considering complete organi-
zations, it works the same. The organization, as a collection of people and
as a living organism itself, tends to have a certain strategic bias, and needs
to overcome its own paradigms as well. In his book, Five Minds for the
Future, renowned psychologist Howard Gardner describes what it takes to
have a mindset that is ready to take on dilemmas:

The disciplined mind, works steadily over time improving skill and
understanding. The synthesizing mind takes information from dispa-
rate sources, understands and evaluates that information objectively,
and puts it together. The creating mind breaks new ground. It puts
Sforth new ideas, poses unfamiliar questions, conjures up fresh ways
of thinking, arrives at unexpected answers. The respectful mind notes
and welcomes differences between buman individuals and between
buman groups. The ethical mind ponders the nature of one’s work
and the needs and desires of the society in which one lives.®

All five minds are needed to successfully deal with dilemmas and
to turn strategic bias, or being strategically stuck, into strategic stretch.
Discipline is needed to recognize dilemmas. It is much easier to jump to
conclusions and make a quick decision. Others will applaud your action
orientation and there is often time pressure. It requires discipline to keep
your cool when confronted with dilemmas. Dilemmas often trigger strong
emotional responses such as stress, anxiety, and anger.

Only discipline takes you to the second mind, trying to find synthe-
sis, finding a way to relate different, even opposing things. How can we
make sense of all the different signals that reach us that are ambiguous,
incomplete, and not well understood? We excel in this capability as children.
Children in their early years do nothing but forming, testing, discarding,
and fine tuning theories of how the world works,™ understanding the
rules and exceptions in the language, and figuring out how to get atten-
tion from the people around them and manipulate them in the right way.
But as we grow older, we “complete” our theory of the world (and as an

iiMy eldest daughter, then at age 4 or 5, was astonished seeing a man with long
blond hair and a rough beard in the street for the first time. It did not make sense
to her—long blond hair fits women; a beard belongs to men. How could this be?
She had to reconstruct her theory about what distinguishes men and women.
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organization the theory of the business), and lose that capability. It needs
to be retrained.

Based on all the information we have put together, the creative mind
needs to enter the game. The insights we have created need to be turned
into action. We may find ways that no one has tried before to create stra-
tegic differentiation. This requires lateral and associative thinking instead
of a linear train of thought, in other words, an out-of-the-box approach.
In The Mind of the Strategist, Japanese management guru Kenichi Ohmae
argues that strategy formulation in the Western world is too analytical.”
There are countless books and consultants preaching “12 steps to suc-
cess,” “7 imperatives to do tomorrow,” and “the sure path to becoming
rich.” Ohmae makes a plea for a more creative approach, allowing more
intuition and creating more intellectual flexibility, bringing in elements of
Japanese culture in which vagueness, ambiguity, and tentative decisions
are much more accepted and favored.

Finally, dilemmas can be solved in a sustainable way only in a respect-
Jful and ethical way. This means that we need to let go of our own precon-
ceptions and see the good in other approaches and other people. We can
respect a lazy person because he or she may come in with a very creative
solution on how to eliminate work. We could respect frustration because
it is a great source of innovation. We need to respect the perspective of a
negative thinker, because it is better to test a plan within your organiza-
tion first, than to be confronted by customers or others with its flaws after
implementation. Stereotypes and preconceptions do not lead to original
thinking.

Adopting these five minds does not mean you have to do all the think-
ing yourself. In fact, involving various people with different backgrounds,
each with his or her own frame of mind, helps greatly. First, this approach
is more likely to uncover multiple angles and perspectives. Further, hav-
ing to formulate thoughts to share them with others often sharpens those
thoughts. Finally, two (or more) know more than one.

Strategic dilemmas are mostly not unique to a single organization. In
fact, the six dilemmas I derived from the balanced scorecard are almost
universal in nature. They can be found in probably every organization
across industries and countries. Other, comparable organizations may have
come up with solutions that would work in your organization, too." Even

YPeople often claim their organization is different from all others, and can be
heard saying things like “That wouldn’t work here” or “We've tried that already.”
These are signs that these organizations are in need of the five minds that Gardner
described. Maybe then they will realize that their organization is not so different
after all, or when they find out it is really different, this will inspire the creative
thinking needed to make things work in their particular case.
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better, a completely different industry may have already gone through
a comparable cycle of thesis, antithesis, and synthesis. The specifics of
the other industry then suggest a different perspective on your dilemma,
while you at the same time can apply the lessons learned where there are
similarities.

For instance, consider the split between the infrastructural side and
the delivery business of utility companies in water, electricity, and gas that
is taking place in a number of countries around the world. There are all
kinds of you-versus-me and now-versus-later effects in place. Customer
and process are separated, investment and exploitation are partly split
up, and so on. Many formerly state-owned telecoms and railways went
through that same phase of privatization and separation years ago. It is
worthwhile to explore how these companies dealt with that. Or think
of the struggle between integration and interoperability in IT architectures.
The deeper the integration, the more specific the components become,
and the more efficiently they can be built. At the same time, the higher
the integration, the less these components are usable for different pur-
poses, negatively impacting the efficiency of reusing components. This is
a variation on the theme of the you-versus-me dilemma. Other industries
that deal with the same dilemma are the automotive industry and the engi-
neering industry.

On the cultural level, adopting the five minds means we learn from
other approaches and other cultures. People tend to display ethnocentric-
ity, judging other people’s behavior through their own lens of what is right
and wrong. They apply their cultural system to others, believing—probably
even unconsciously—that their culture and view of the world is superior.
We can train ourselves in dealing with other cultures by composing not
only multidisciplinary teams, but also multicultural teams. This allows us
to learn from each other’s approaches. Perhaps, in dealing with dilemmas,
we can fuse the Eastern and Western ways of thinking. Using the respect-
ful mind, we can embrace the Eastern appreciation of ambiguity and
judging facts and events not by themselves but by their context.” Eastern
managers have more tolerance for ambiguous information, and tend to
structure their decision-making process in a more collaborative and inclu-
sive way. But in the same way, Eastern managers can also learn from the
West, particularly when it comes to managing discontinuity. Easterners can

‘From a Western cultural point of view, things are good or bad, or more formally:
qualifications are attributes of the subject itself. In the Eastern view it depends on
the effect of an event; qualifications are attributes of the context. Breaking your
arm is perhaps a wonderful event, if you fall in love with the nurse in the hospital
(and she falls in love with you). How many people have claimed that being fired
turned out to be the best thing that ever happened in their life?
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Executive View

Mr. Nirmal Hansra was chief financial officer for Fujitsu Australia Pty.
Limited at a time when the Fujitsu Group was the second largest IT
supplier in the world. Fujitsu, heavily competing with IBM, positioned
itself as a high-quality vendor, offering mainframes with the least
maintenance needed. Over the years, Fujitsu built a highly profitable
business in Australia and New Zealand, based on the sales of main-
frames and maintenance contracts. Then, the market changed. The
mainframe hegemony was challenged by open systems, UNIX servers,
and more cost-effective hardware. Fujitsu Australia was quick in rec-
ognizing these changes in the market and realizing the impact they
would have. Mr. Hansra was recruited to assist the executive team
to protect the company’s future profitability. Fujitsu Australia identi-
fied the need to focus on new IT services such as systems integra-
tion, outsourcing, and bringing in third-party hardware and software,
offering a total solution to customers. It also proposed moving the
manufacturing of computers to other countries than Japan, to create a
more competitive price-point. In any American company, headquar-
ters would be the first to apply pressure to keep profitability up. In
Fujitsu Australia’s case, the operating company had to do it all itself,
given the competitiveness of the local market.

Fujitsu Australia had to get the buy-in of headquarters, as it
required a change of local strategy and business model—that is, to
focus on solution selling and services, instead of hardware and main-
tenance. This turned out to be an incredible challenge, and led to a
decision-making process of almost two years, while in the meantime
Fujitsu Australia’s profitability declined. In the Japanese business cul-
ture, decision making should not be hurried. There is a great loyalty
to employees, which makes it hard to reorganize. Decision-making
processes should be seen as a natural flow taking place within the
company. This requires the buy-in of all business functions, including
manufacturing, R&D, sales, and marketing, organized in a fairly com-
plicated matrix.

For instance, as quality is a major criterion for Fujitsu, all third-
party solutions that Fujitsu Australia proposed to bring in would
have to undergo an extensive certification process in Japan. After
two years, all stakeholders had approved and the Australian business
commenced its transformation. In the meantime, Fujitsu’s competitors
came into the Australian market doing exactly what Fujitsu Australia

(continued)
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(continued)

proposed to do. The delay in responding to the market dynamics
meant that key management staff experienced frustration and low-
ered morale. There was also loss of staff as well as some mainframe
accounts, as customers moved on with the trend toward outsourc-
ing and switching to open systems. Entering into the outsourcing and
systems-integration market became a challenge as there were by then
established competitors with reference sites. The Japanese decision-
making process may be very inclusive, and thorough, but it has a
hard time dealing with time pressure and with expectations.

learn from the more aggressive Hegelian approach to seeking synthesis to
solve dilemmas and move forward. In the Eastern approach, influenced by
Taoism and Confucianism, dilemmas and ambiguity are seen as something
to simply live with.

Dealing with Dilemmas Roadmap

Strategic dilemmas can be predicted and there are ways to deal with them,
good and bad. In any case, they should be embraced to be solved, using
Gardner’s five minds. In the following chapters, I will discuss the tech-
niques that fit with each type of dilemma that I have identified, to make
sure you can attack your dilemmas with confidence.

When you encounter a dilemma, first establish whether it is a false
dilemma. If it is, it is easy to identify the constraint and to lift it. There may
be no time pressure at all, alternative sources of money or other resources
may be available, or maybe the constraint exists only in the mind. Perhaps
it is possible to disprove choices, based on objective, subjective, or ethi-
cal grounds, so that the number of choices is further limited, or only one
option remains.

The next question is whether the dilemma really requires a choice.
The idea of having to make a choice may exist only in the mind, or maybe
you are not aware of the correct way to make a trade-off between the
options. There may be cases in which no choice is needed. You can sim-
ply split the money, time, or other resources you have and do a little of
both. There could be an optimal mix of all options. There is a complete
field of mathematics that deals mostly with business optimization issues,
called operations research. Other this-or-that dilemmas can be turned into
this and that by decomposing the different choices. They may each look
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like one big decision, but in reality consist of smaller elements. Through
careful analysis these smaller elements can then be recomposed into a sin-
gle strategy moving forward.

You-or-me dilemmas can be tackled using three elements:

1. A successful synthesis starts with self-reflection. You cannot really
understand the dilemma without understanding what it is in your
mind that makes it hard to make the right decision. As in you-and-me
dilemmas you are part of the dilemma itself, your position needs to
be clear.

2. Further, you need to start communicating with others. A dilemma
shared is a dilemma half reconciled. There are moral and philosophi-
cal considerations that need to be discussed as well.

3. The goal, making use of conflict resolution diagrams, is to find synthe-
sis for the dilemma.

Now or later is the third special type of dilemma. There is always stra-
tegic uncertainty (we do not know if we are doing the right thing), and a
bias toward the now. Making use of techniques such as scenario planning
and real options, T will discuss how to deal with those dilemmas. Table 5.1
shows an overview of these techniques.

TABLE 5.1 Overview of Techniques on How to Deal with Dilemmas

Dealing with Dilemmas

Chapter 7: ® Identify constraint.

This and that ~ ® Optimize portfolio on the efficiency frontier of the constraint.
® Identify next constraint, or push or lift constraint.
B Optimize portfolio again.

Chapter 8: Synthesis:

You and me m Self-reflect (what makes it a dilemma).

® Communicate (explore all angles).

B Reconcile:
—What binds (not divides) all sides?
—What is the higher (moral) principle?

Chapter 9: Options:
Now and later ™ Identify strategic uncertainty and associated risk.
® Build scenarios.
® Identify common options.
B Build a contingency plan based on common options.
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Table 5.1 should not be seen as a prescriptive list or a recipe for suc-
cess. You will be much more successful in dealing with dilemmas if you
find ways to frame the dilemma differently. In some cases, the dilemma
will simply disappear. You-and-me dilemmas and now-and-later dilem-
mas are not mutually exclusive. In fact—and bear with me—you should
see them in a meta-physical way, as a space-time continuum. You-and-
me dilemmas take place in space, where space is defined as, for instance,
the market space, or a network of stakeholders, or simply the people you
work with. Now-and-later dilemmas take place in time. Bill Fitzsimmons,
chief accounting officer of Cox Communications, labeled dilemmas as mul-
tidimensional problems. Taking a creative approach, reframing dilemmas,
entails playing with the space and time dimensions of the dilemma.

Consider a you-and-me dilemma that cannot be reconciled between
people. By introducing the time dimension, where for the time being you
agree to disagree, a synthesis may appear at some point because circum-
stances change. Something more important may come up, one person
may change his or her mind, a constraint may be lifted, rules may change,
and so forth. We shifted dimension and have created the option of
reconciling the dilemma later. In the interviews I conducted, several exec-
utives mentioned that the best time to make a decision is not when they
know the right answer, but the moment they have ensured buy-in of all
stakeholders.

It also works the other way around, shifting from time to space. Now-
and-later dilemmas often have the element of uncertainty, as the future
cannot be predicted. Making a heavy investment now, gaining first-mover
advantage, also introduces serious strategic risk. By introducing the space
dimension, you may involve other stakeholders first. For instance, shar-
ing the risk by creating a joint initiative with partners to dip a toe in the
water brings first-mover advantage while lowering the strategic risk to an
acceptable level. In other words, we have synthesized the now-and-later
dilemma.

By creatively exploring the space-time continuum, creating options
and searching for synthesis become tools not only for specific dilemmas,
but for strategic decision making in general.



CHAPTER 6

To Decide or Not to Decide,
That Is the Question

“Fix the roof during the summer,” versus “We’ll cross that bridge when
we get there.”

As a general rule of thumb in business, the higher the reward, the higher
the risk.! Having the first-mover advantage in a market means setting
the rules of the game, gaining dominant market share, and generating higher
profits as long as the competition has not caught up. But all the risk is
yours as well. You will be the first one to make all the mistakes, as there
are no established best practices. Conversely, waiting until you have it all
figured out means others will have taken the market already. All that is
left is a me-too strategy, without any brand premium or competitive dif-
ferentiation. Margins are small and may even be negative if the resources
left over in the market turn out to be limited. All the talented people work
somewhere else, suppliers are shipping to others that did place their bets
in time, and investors bring their capital elsewhere, as you appear not to
be in touch with the market. If there is no risk, there is likely no reward.
Over time certainty increases, but the expected performance decreases.
Figure 6.1 shows there is a trade-off between the moment to make the
right decision and place your bets, and the value of that decision. If you
analyze too long, the window of opportunity closes; you have suffered from
analysis paralysis. If you jump on a new opportunity immediately—“shoot first,

Risk and reward are obviously related. The higher the reward, most likely the higher
the risk involved. However, it does not work vice versa. Taking high risks does
not lead to a greater chance of a high reward. In many cases, on the contrary: The
higher the risk, the lower the chance of success.
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FIGURE 6.1 Risk/Reward Trade-Off Over Time

ask questions later”—your fail rate is most likely to be higher than others
as well. But there is an optimum between risk and reward. Increasing your
chance of success by thinking things through is worth the loss of a small
amount of reward.!

How can you know you are reaching an optimum? The window of
opportunity is not always known. And you also do not know which vital
new insights will come tomorrow. Further, while getting to the bottom of
things with your analysis, chances are that instead of more clarity all you
get is more ambiguity and confusion. But the point of getting more insight
is not about more clarity. It is about gaining a better understanding of the
problem’s complexity. At the bottom of most problems a fundamental
dilemma can be found. As counterintuitive as it sounds, in the case of
now-and-later dilemmas this means that increasing confusion, ambiguity, and
disagreement actually is a sign of progress toward the optimum decision
point.

The Eye of Ambiguity

Figure 6.2 shows the dynamics of the decision-making process with a little
more detail, using the idea of the S-curve.! S-curves describe the rise
and fall of trends, the lifecycle of products, services, organizations, and
markets. A trend starts hopefully; with a lot of passion, a small group of

iFor instance, a 90% chance on $90 revenue averages a return of $81. This is better
than an 80% chance on $100 revenue, which averages $80.

iifxplanation of S-curves is loosely based on C. Handy, The Age of Paradox,
Harvard Business School Press, 1994. The phrase “eye of ambiguity” is my own
choice of words.
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people pioneer a technology, test a new business model, or bring a new
product to market. This is usually followed by a phase of disappointment.
The new development turns out to be something less than a miracle.
Reality kicks in. At some point, best practices emerge and a phase of evo-
lution follows. Product functionality improves, market adoption grows, and
the profitability increases. Then something else is introduced, usually by
someone else. This can come from a competitor, but also from an entirely
new market. Think of mobile phones replacing navigation systems, com-
puter games challenging the market for children’s books, or ready-made
meals in the supermarket encroaching on fast-food restaurants and pizza
delivery. This replacement then goes through the same steps.

The best place to jump to the next S-curve to secure sustained growth
is obviously at the beginning of the “eye of ambiguity.” While the current
cash-cow business is still profitable and growing, the next wave can be
adopted, preparing for future profitability. Both the now and the later
are considered in an ambidextrous way. The cash-cow business can fund
the new investment. The new trend has not broken through yet, so there
is time to experiment in a safe way. Experimentation leads to additional
insight on how to capitalize on this new trend, which decreases the risk of
failure and moves you toward the optimal decision point.



96 Dealing with Dilemmas

i Continuity or
7 . . .
Re discontinuity

_________ :> Trend or hype

FIGURE 6.3 Hype or Trend, Continuity or Discontinuity

Yet, paradoxically, the least likely point to jump to the next S-curve
is at that exact same point.” The growth of the cash-cow business is
uncontested. The new trend is certainly still underdelivering in terms of
functionality or in any other type of added value. The profitability is low,
and the investments will not meet the established hurdle rate that the
organization requires for its current growth trajectory. And who says this
new trend is going to be a success? Furthermore, the eye of ambiguity is
a source of great confusion. Experts disagree on the impact of the new
trend and the benefits are more of a promise than a proven reality. And in
difficult times we tend to rely on what we know and what has proven to
work best. As a result, most likely nothing will happen until the new trend
has overtaken the old one, and it is too late.

A classic example of this is Polaroid and Kodak,? which missed the boat
with digital photography. Another example would be the U.S. car manufac-
turers’ that have missed the trend toward more economical cars and have
kept building SUVs. Think of Motorola failing to see how the cellular hand-
set business was shifting from analog to digital technology.® Levi’s® did not
merely misread the shift away from department stores, it also missed trend
after trend, making jeans in out-of-favor colors or coming late to new looks
like baggy hip-hop jeans. Plotting your particular position on the S-curves is
a good start to opening your eyes for the change to come.

But as Figure 6.3 shows, how do you know that this new trend you
have spotted really is the next S-curve, and not just hype that will blow
over before things return to normal? And how can you know whether the
curve you are on will collapse (discontinuity) or keep on growing (conti-
nuity)? When do you take a wait-and-see approach, and when should you
place your bets as soon as possible?

VAlthough Christensen does not use the S-curve metaphor, this explanation is based
on C. Christensen, The Innovators Dilemma, Harvard Business School Press, 1997.
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If you decide too soon, you could bet on the wrong trend unneces-
sarily. If you decide too late, it can be a missed opportunity altogether. In
short, you delay decisions when the risk and cost of missing the mark is
bigger than the risk and cost of a missed opportunity. You expedite deci-
sions vice versa when the risk and cost of a missed opportunity are bigger
than the risk and cost of missing the mark.°®

Defining the optimal decision point is a meta-dilemma: a dilemma
on how to deal with your dilemma. The meta-dilemma is solved by hav-
ing the tools to create the optimal decision point yourself. Sometimes it is
imperative to take action immediately, particularly in situations that may
deteriorate rapidly and exponentially. Think of product recalls that have
an immediate impact on the organization’s reputation. Or think of any sit-
uation in which you run the risk that someone else will make the decision
for you, usually not having your best interest in mind. For instance, in

Executive View

Bill Fitzsimmons, chief accounting officer of Cox Communications,
identifies the jump from circuit switch to packet switch using voice-
over-IP (VoIP) as a jump from one S-curve to the next. It is crucial
to decide the right moment to switch. If you jump to new technolo-
gies too early, there might be issues with the maturity and scalability
of the technology. If you adopt too late, the company has become a
follower. A key question in determining the right moment to jump to
the new S-curve is how effective the company is in meeting customer
requirements. The right moment is determined by a shift in demand.
Early adopters will show this shift first, and are comfortable being on
the leading edge of technology. In a controlled fashion, early adopt-
ers can help iron out the wrinkles of a new technology, a new prod-
uct, new business process, and related systems. Once it is anticipated
that customer segments characterized as “followers” start adopting a
new technology, it should be ready for primetime. This means there
is a gap between offering a service, and the massive rollout. The time
between those two events represents the dilemma. It can be solved
by focusing on what one could call a “support capacity buffer.” This
constitutes the resources the company has to deal with supporting
new customers. Creating different scenarios will show how the com-
pany can deal with scalability, in case early demand is bigger than
predicted, and with support intensity, in case the technology is less
stable than foreseen.
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some industries, the major players have been given a chance to come to
self-regulation before regulation is imposed on them. An example would
be sustainability reporting, something most large organizations already do,
although in many countries it is not a legal obligation. Or think of a code of
conduct around direct-marketing activities. Another situation where it is nec-
essary to respond immediately is in operational issues that impact the whole
organization, such as a cash-flow problem. Running out of money can eas-
ily mean bankruptcy in a matter of days or weeks. Finally, all unforeseeable
events might call for immediate action, such as 9/11. Reportedly, Southwest
Airlines had its complete business re-planned in just four days, while other
airlines were still planning the board meeting to discuss the issue.

At other times waiting is good. Let others make the first mistakes, cre-
ate all the awareness, and then you hit the market with a next-generation
product or technology. There is certainly an art to finding the optimal deci-
sion point. It requires reevaluation of the matter on a very regular basis,
like weekly, daily, or even continuously. The law of diminishing returns is
important here. When you notice that the impact of new discoveries and
insights decreases when reevaluating the matter, you are nearing the opti-
mal decision point.

At first glance, this seems to contradict the previous statement that
the best moment to jump to a new curve is at the beginning of the eye
of ambiguity. The more you reevaluate, the more confusion you will find,
instead of more clarity. But the jump does not start with making a strate-
gic decision, making a big choice. The jump starts by opening your eyes
for it. And the increasing ambiguity can be exactly those insights that you
are looking for. Remember, at the bottom of difficult problems there is a
dilemma to be found. Once in the middle of the eye of ambiguity, the
trick is to buy some time to increase your chances of success. You can
impact the optimal decision point; it is not a given.

You need not have a strategy that aims to reap the first-mover advan-
tage. A fast-follower strategy limits the risks while keeping chances of
success relatively high, capitalizing on the opportunity. TomTom was not
the first to offer navigation systems, but it managed to get it right. The
Apple iPod was not the first mp3 player, but it has a dominant market share.
The Apple Newton was the first PDA with handwriting recognition, but it
never made it to the main stage. A variation on this theme is growth based
on acquisition, something large enterprises can afford to do. Wait until a
niche player becomes the successful market leader in that segment, and
then—as part of a portfolio strategy—simply acquire the company. This is
often the deliberate strategy of niche companies that are backed by ven-
ture capital: to be acquired by one of the 600-pound gorillas in the market.
Other ways to dip a toe in the water would be through a partnership, a
joint venture, sponsored academic research, and so forth.
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Executive View

Like any manufacturing company, Novozymes needs to find the opti-
mal production capacity. Adding capacity is not always easy, and
cannot always be swiftly achieved. Having excess capacity is expen-
sive. Novozymes uses advanced quantitative models to run multiple
scenarios on how demand for capacity may change, and has a plan
for each of those scenarios on how to fulfill demand, with its own
capacity or with external capacity that it has an option on. This way,
Novozymes delays critical-capacity decisions to decrease risk.

In another case, Novozymes decided to wait on a certain project
until a partner was found.” Not everyone agreed with the decision, as
it would create a dependency. However, when seen from the view-
point of a performance-versus-risk dilemma, it is clear how smart this
decision can be. In essence, Novozymes made the decision-making
process itself a success factor. If no partner could be found, that would
mean that no one else basically believed in the project’s success. Or,
say no partner could be found in which Novozymes had faith to bring
the project to a good end. Either scenario would indicate that the ini-
tiative should not go forward, anyway. However, if finding a partner
were easy, it would mean that more people believe in the project’s
success, and Novozymes would then be convinced that partners can
add value. Either scenario would indicate that the initiative should
proceed. Novozymes created a self-fulfilling or self-defeating prophecy,
building the right decision into the process itself.

These are all examples of strategy as a portfolio of options. These
are decisions that can be reversed when needed without too much
damage. These decisions require a certain level of commitment, but not
for the long term. And the different types of associated organization
forms make it possible to stage the commitment—{rom a partnership to
a joint venture to an acquisition. You have effectively bridged the now
and the later.

YThis is a very good example of a dimension shift, from time to space. Space here
is represented by the partner environment.
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A Few Examples

There are many eyes of ambiguity in today’s business. Take, for instance, the
whole “green” movement, or, in broader terms, the corporate social respon-
sibility (CSR) wave. For every study that says there is a relationship between
a company’s CSR rating and its financial performance, there is another study
showing there is no such relationship. And other studies show inconclusive
results. Fortune magazine writes in 2007 that except for a few cases, such
as General Electric’'s Ecomagination portfolio, there is no demonstrated
link.” The Journal for Corporate Social Responsibility and Environmental
Management states also in 2007 that the FTSE4GOOD index—the Financial
Times sustainability index—does outperform the relevant benchmarks, but
only due to risk differences.® Another study® shows there is no difference in
risk-adjusted returns. In 2008, The Economist'® quotes an exhaustive academic
review of 167 studies over the past 35 years that concludes that there is in fact
a positive link between companies’ social and financial performance, but only
a weak one. Firms are not richly rewarded for CSR, it seems, but neither does it
typically destroy shareholder value. Maybe the relationship becomes stronger
with time, as we have not yet figured out how to execute on CSR principles.
Maybe today’s effects will be visible in the longer term, and we are not yet past
the incubation stage. Time will tell.

At the same time, $1 out of every $9 invested is already related to
some kind of CSR-weighted fund.! Many pension funds weigh the man-
agement ethics and social responsibilities of corporations before making
their investments. As the former chief investment officer of ABP, one of
the largest pension funds in the world, says: “There is a growing body of
evidence that companies which manage environmental, social, and gov-
ernance risks most effectively tend to deliver better risk-adjusted financial
performance than their industry peers. Moreover, all three of these sets of
issues are likely to have an even greater impact on companies’ competi-
tiveness and financial performance in future.”'? Also, various CSR-driven
financial indexes have emerged, such as the Dow Jones Sustainability
Index, Ethibel, SERM, and FTSE4GOOD.

What should one do? There is no uncontested evidence that CSR is the
right way to go, yet we cannot afford to miss such an opportunity. CSR
practices are not only meant to improve the bottom line, but can also be
seen as positive PR, solid risk management, or a cost saver on upcoming
carbon taxes, so, it makes sense to put in some CSR options in the strategic
portfolio. They have short-term merit, and benefits may materialize further
over time. You can increase your stakes over time as well. Start with car-
bon reporting before moving to carbon planning. And look at the green
aspects of a newly introduced product before applying green principles to
the cash-cow business.
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Another good example of the eye of ambiguity is dealing with a reces-
sion. July 2007 marked the beginning of the credit crunch. There had been
many recessions before; the last one began in 2001. This present reces-
sion at first seemed to be restricted to financial services and seemed to be
mainly a problem in the United States, yet—given the interconnectedness
of banks worldwide and the size of the subprime mortgage problem—it
was significant. The problem deteriorated, as banks lost trust in each other
and were unwilling to supply short-term loans. As banks depend on the
circulation of money, this soon became an issue for large banks around
the world, and they needed infusions of new capital. Consumers lost trust as
well and stopped spending. In many countries the real estate market ground
to a halt. Banks were unwilling to provide mortgages to protect their balance
sheet, while consumers were unwilling to buy a new house because of
uncertain times.

From there also the real economy spiraled down, impacting the auto-
motive industry (which turned out to be not too healthy to start with),
trade and transport, travel, and so forth. Once the first signs of economic
trouble appear, what should you do? One cannot be certain what is going to
happen. Reacting immediately could lead to not hitting the mark. But
the risk of not responding at all greatly outweighs the costs and the risk
of missing the mark. Where buying time to get it right is the way to go
for CSR, dealing with a recession requires immediate action. In a 2008
study, consulting firm Accenture examined why some companies manage
downturns more effectively than others.”® Their answer: The best perform-
ers watch for downturns and take action quickly. By contrast, executives
in more poorly performing companies may accept that their industry is
slowing down but hold their breath in the hope that things will get better
before any difficult actions are necessary. Another conclusion of the study
was that a strong cash position allows the winners to be flexible. This is a
very good example of combining the now and the later. Cut costs quickly
and decisively at the first sign of trouble, to free up cash. In fact, this is a
strategy that creates options. The cash can be used in multiple ways that
cannot yet be foreseen. Reacting quickly makes it possible to get through
the eye of ambiguity.

One industry that seems to be in a continuous state of ambiguity is the
IT industry. Paradigms succeed each other with amazing speed. Mainframe
architectures were succeeded by client/server structures, leveraging the power
of the then-upcoming personal computers. That paradigm lasted less
than ten years before it was succeeded by Internet computing. Internet-
based architectures now enable the next step: service-oriented architectures.
The software paradigm has radically changed, too, with everything being
2.0, focusing on user-generated content, multimedia, interaction, personal-
ization, and collaboration. IT organizations have greatly changed. Sourcing
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is the keyword, with derived terms such as outsourcing, partner-sourcing,
off-shoring, near-shoring, right-shoring, and right-sourcing. And did I men-
tion cloud computing?

Are you confused by all these buzzwords? That is exactly the point—it
indicates the presence of the eye of ambiguity. The dilemma between now
and later is very apparent. Having the first-mover advantage could easily
lead to being on the bleeding edge where excessive initial investments
may lead to underwhelming or at best unclear returns. Yet, being the first
one to adopt could also lead to competitive advantage. You set the rules for
the rest of the market and build deep experience. Given that technology
skills can take a long time to build and that some of the skills are rare, this
would be a valuable asset.

What should one do? Technology development seems to have a life
of its own. It is usually not very demand driven and the actual business
need can sometimes be an afterthought. And technology innovation “for
the heck of it” does not seem like a good strategy. Unfortunately, there
is no single answer. The best response here is situational. Some decisions
are best delayed, while others need to be made upfront. An IT systems
landscape can be divided in two parts: a technology infrastructure or
architecture, and a set of applications. The speed of implementing appli-
cations, or modules of them, should be high. But the speed of change in
the architecture tends to be very slow. If done well, radical choices are
made perhaps every ten years or so. The decision for the right platform
and the right architecture is crucial. Given the slower pace of develop-
ment, there is time to find the optimal choice, but the decision should
not be delayed. The key criterion in making the decision on how to struc-
ture your IT architecture is about what options the decision creates. The
more open and flexible the architecture is, the more options it creates.” If
there are many options, you can delay the choice for the right application
until the moment you need it. A well-defined architecture greatly speeds
up the implementation time of an application, as all the basics are already
arranged. Moving slowly and quickly at the same time is the hallmark of a
strategically thinking CIO.

The now-and-later examples all dealt with externally inflicted dilem-
mas: corporate social responsibility as a trend, the economic situation, and
technology development. But jumping to the next curve does not have
to be a reaction—you can also drive the change yourself. In fact, this would
be a preferred strategy for creating competitive advantage. The competition

YiAs in so many cases, this is a dilemma in itself. Systems that are flexible may at
the same time be more complex, or score lower on performance and efficiency.
This is the price of having many options.
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is facing the eye of ambiguity—whether you will be successful or not—
while you have the advantage of following your plan and knowing your
intentions. Creating a portfolio of options is a more active task than wait-
ing to see which options actually pan out. This would lead to uncoor-
dinated diversification—a financial portfolio of activities mostly based on
maximizing return on investment. In a more active approach, the portfolio
of options is used to create new and unique combinations that lead to
innovation and competitive advantage.

For example, in the early 1970s, starting in France, bancassurance
became popular.! Bancassurance means an integrated product, marketing,
and sales approach to both banking services and insurances. This leads to
cross-sell opportunities, products that combine elements from both busi-
nesses—such as life insurance as part of your home mortgage—and it is
also good for customers if it leads to better prices. These combinations
started out as partnerships and the creation of internal subsidiaries, but
in the 1980s and 1990s, bancassurance triggered large acquisitions, creat-
ing huge financial services institutions. The bancassurance concept also
spreads the risks. In economic good times people may be more interested
in investment projects, whereas in uncertain times people focus more on
being well insured. Although both types of business are about financial
services, the business model, the value drivers, and the customer relation-
ship strategies are very different. For instance, insurance companies do not
interact with their customers very often, while banks try to have a continuous
line of communication with their customers. In light of the recession of
2008/2009, the pendulum swings again. Bancassurance combinations have
become “too big to fail,” and are now seen as a liability to society. Some
financial institutions behave proactively, and again split up.

Unfortunately, sometimes unique combinations do not work out the
way they are envisioned. In 2002, online marketplace (auction web site)
eBay? acquired online banking system PayPal for $1.5 billion, followed by
the acquisition of Internet phone company Skype in 2005 for $2.6 billion. The
idea was not only to combine the flow of goods (the online market) with
the flow of money (the payments), but also to include a flow of commu-
nication (Skype). The combination did not materialize at all; no synergies
emerged. In 2009, Skype was sold again to Silverlake (an investment firm),
at a considerable loss. In the end there is always strategic uncertainty.






CHAPTER 7

This and That

In the Batman movie, The Dark Knight, District Attorney Harvey Dent
flips a coin three times. “Heads it’s me, tails it’s you,” he tells Rachel
Dauwes, deciding who will be lead counsel at a trial. The coin comes up
beads. “Would you really leave something like that up to luck?,” she asks
bim. ‘I make my own luck,” be replies.

You could be lucky, and the dilemma you are facing is simply a com-
plex optimization problem." Most managers are not mathematical experts,
and there is no need to be one. However, it is important to know when
someone with those specific skills is needed to do some serious number
crunching. The good news is that there is a substantial body of techniques
that can help find an optimum choice between various alternatives. Complex
organizations generate complex decision problems. A rigorous, even sci-
entific, method of investigating and analyzing these problems is necessary.
During World War II, requiring better decision making in both economic as
well as military issues, the discipline of operations research (also known
as management science or quantitative decision making) was born.!
Operations research (OR) includes techniques such as simulation, deci-
sion trees, linear programming (maximizing results while working with lim-
ited resources), and dynamic programming (e.g., to find the shortest route
for deliveries). Unfortunately, operations research is not widely used. The
Dealing with Dilemmas survey showed that 60% of respondents have never
heard of it, or are not using it. OR is a standard in only 5% of companies.

It may not be necessary to master all these techniques, but it is impor-
tant to recognize that a certain complex problem could in fact be tackled

"You could also argue the opposite, that finding out you are dealing with a false
dilemma should be disappointing, as dealing with a true dilemma represents a
chance to come to synthesis, and fundamentally solve a problem.
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with one of these techniques. Here we concentrate on recognizing how to
optimize between various alternatives that could be seen as a dilemma if
we were not aware of these techniques.

Some cases represent what I call a many-of-these versus many-of-those
problem. Should we buy lots of handguns (cheaper, so we can afford
more) or rifles (offering more firepower) to maximize the effectiveness of
our platoon? What mix of vegetables of 200 grams per person provides the
most vitamins and variety within a single portion of food? What is the best
marketing mix to reach as many people as we can? Another type of prob-
lem involves merely a one big this versus one big that. 1t is either this strat-
egy or that one, to save costs. Either focus on cost savings or on investing
in growth. Either buy a motorbike or go on vacation.

Many of These versus Many of Those

Putting together a mix of marketing communications is a question of opti-
mization. The goal is to maximize the number of responses, or leads.
These can then be qualified as to how serious they are and passed on
to the sales department, whose job it is to convert those leads into actual
sales. Let us consider how to optimize the mix." GloAsia (fictitious name)
is a global trading firm that tries to reach customers worldwide. For a
particular campaign the question is raised whether it should be done by
traditional direct marketing (DM) or via Google ads. Logically, there can
be three outcomes of the analysis. In its simplest form, one choice always
turns out to be better than the other. Alternatively, both choices could be
equal; it does not matter what you choose. Finally, there could be a true
optimum, a mix of DM and Google ads that yields the best return.

For instance, assume the budget is $1,000. One Google ad costs $40
and you get 10 responses. A direct-marketing letter may cost $1 and
you get a response in only 10% of cases. If you stick all your money in
Google ads you will get 250 responses from 25 ads. And if you spend
the complete budget on direct marketing, you will get 700 responses
from 1,000 letters. With this example, putting all your money in Google
ads is the best choice and cannot be bettered with any other combina-
tion (see Figure 7.1).

This is not always the case. Make a small tweak to the assumptions and
we can generate an example with numerous “optimal solutions.” Assume

il would like to express my thanks to Dr. Ziggy MacDonald for helping with these
examples. I am “quantitatively challenged,” but Dr. MacDonald has the gift of bring-
ing complex matters back to an understandable set of steps that even I understand.
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FIGURE 7.1 Choose Google Ads for the Highest Return

the budget is still $1,000. A Google ad now costs $50, and you will still
get 10 responses. Assume a direct-marketing letter still costs $1, but, by
using improved messaging and more targeted delivery, you now get a 20%
response rate (i.e., 1 in 5 letters gets a response). If you focus completely
on Google ads you will get 200 responses from 20 ads, and if you decide
to use only direct marketing, you will get 200 responses from 1,000 letters.
In this example, it is impossible to pick which is the best option, as in addi-
tion to these two equally good choices, there are a further 18 choices that
will also give you the maximum return of 200 responses (i.e., 19 ads and 50
letters, or 18 ads and 100 letters, or 17 ads and 150 letters, and so on). Each
uses up the entire budget and each combination gets you 200 responses
(see Figure 7.2).

Again, there is no dilemma. Every choice is perfect. You could argue
that this is a dilemma in itself: which one to pick if it does not matter. This
can be a surprisingly difficult choice. The key to picking one is to identify
other objectives in addition to creating a maximum return of responses.
For instance, Google ads might be a new communication medium for you
and you would like to test how it is working for you, although you and
your customers are used to direct marketing. Allocating a small part of
the budget to Google ads would be a logical result. Perhaps using two
channels creates a bit more complexity in reporting the results; different
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FIGURE 7.2 All Combinations Provide the Same Return

systems have to be used to get to the right numbers. In that case, choos-
ing one or the other makes more sense. Or, you are equally experienced
in both ways of customer communications and you would like to compare
them on an even basis. Spending half the budget on one and the other half
on the other may make sense.

In most cases, reality is a bit more complex. Usually more constraints
apply. Let us go back to the original problem and assume that the budget
is $1,000 again, a Google ad costs $40, and you get 10 responses, whereas
a direct-marketing letter costs $1 and you get a 10% response rate (i.e., 1
in 10 letters gets a response). Say that there is a budget for Google ads for
all campaigns, and this budget allows you to purchase only a maximum
of 16 ads in a given period. Also, assume there is a minimum print run for
letters of 500.

iiMathematically, if you let R be the total number of responses, G be the number of
Google ads, and DM be the number of letters, then the problem is written as:
Max R = 10G + 0.1DM

Subject to

40G + 1DM = 1000

G = 160

DM = 500

G, DM = 0 and integer
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FIGURE 7.3 Optimal Solution with a Mix of Google Ads and Direct Marketing

If you spend as much as you can on Google ads, your maximum
response would be 160 from 16 ads (the limit), costing $640, but you can-
not get any letters from your remaining $380, as the minimum print run
is 500. If you spend your entire budget on letters, then you will get 100
responses from 1,000 letters. Can we do better than this? Yes: By spending
$480 on 12 Google ads and $520 on 520 letters, you will get 172 responses.
This is the optimal solution to this “constrained optimization” problem,
which cannot be bettered. Again, there is no dilemma, but a single solution
(see Figure 7.3).

Finding the optimal solution for this problem requires going through all
combinations of Google ads and direct marketing, in other words, creating
a linear program. Linear programming, as part of operations research, is a
key technique for optimization.

Lifting the Constraints

There is more to business than mathematics. In fact, lifting constraints is
the basis of most innovation. 7RIZ, a Russian methodology for problem solv-
ing, is based on a classification of different constraints (or contradictions)
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that can be the cause of a certain problem.? For instance, everyone wants
the battery life of their mobile phone to be better, but not many would be
willing to accept a heavier or bigger mobile phone to hold a more power-
ful battery. Battery size and weight are at odds with battery life. The TRIZ
classification identifies a total of 39 different constraints, including cost,
weight, speed, strength, shape, temperature, complexity, stability, and so
on. Although TRIZ was originally developed for engineering, it can also be
used for business management. Business management is also constrained
by factors such as cost, time, sustainable growth rate, available skills, and
resources.

Once we understand the impact of the constraints, we can find ways
to lift the constraints and get more responses. The GloAsia example
showed three constraints: the budget, the amount of Google ads, and
the minimum number of letters. One way of finding additional budget
would be to team up with a partner and make it a joint campaign. Or
you can combine campaigns within the company that each target the
same audience. You could find alternative online or direct-marketing
channels that are lower priced, say by 20%, but with a response rate that
is less than 20% lower. Direct marketing was possible only as of 500 let-
ters. Perhaps working with a different vendor or technology lowers that
number. The maximum number of Google ads perhaps was based on
a concern not to depend on one channel too much and to spread the
budget over multiple channels, reaching more individual “eyeballs.” Is
this assumption true? Perhaps this logic can be challenged and turned
around. Tt could very well be that the power of repetition creates lever-
age for future campaigns. In this way, every campaign creates a certain
percentage additional response in the next campaign. This spillover effect
can also be used within the mix of a campaign. Clicking on the Google
ad may lead you to a web page where you can register for a direct-
marketing newsletter, improving DM response. And the direct-marketing
piece could refer to the web site that the Google ad refers to, to further
increase web responses. Obviously, the mathematics of calculating the
expected response become more complex, but the results improve.

Efficient Frontiers

In order to maximize the return on investment, organizations need to operate
on the productivity frontier. In other words, resources such as capital and
labor must be deployed in such a way that they deliver the highest pro-
ductivity and returns. Get the most out of what you have. The optimization
exercises that compared Google ads and direct marketing provided a good
example. Modern portfolio theory further builds on the idea of optimizing
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results, specifically addressing risk versus reward.® Modern portfolio
theory is based on the premise that investments (like stocks, or bonds,
or real estate, or just about anything you can buy in the hope of making
money) have three important properties:

1. The return generated by the investment

2. The risk of the investment (the uncertainty that we will get the
return)

3. The correlation of investment returns

For example, we could look at investments like government bonds of a
stable country and forecast that, based on performance of these bonds over
the past 10 years, the returns are low (perhaps 3% per year), the risk is also
low (over the 100-year history, the government has never defaulted on its
bonds), and its tendency to behave like other investments is relatively low.
Other investors, perhaps with a higher risk appetite, would consider invest-
ing in a venture capital firm that supports startup companies in biochemistry.
The return could be considerable (perhaps 1,000% over time), but the risk is
extremely high (80% of all investments may not provide a return at all).

Harry Markowitz (who later won Nobel recognition for his work on
modern portfolio theory) looked at a collection of possible investments by
generating a chart with risk increasing to the right on the horizontal axis,
and return increasing upward on the vertical axis. In its simplest version
in Figure 7.4, the small dots are possible investments, and three of those
possible investments (A, B, and C) are highlighted.

In Figure 7.4, first note that as the risk of investments increases, it is
possible to get greater returns. This illustrates the rule, “no risk, no return.”
Now, look at three possible investments, A, B, and C, each representing
stocks in a well-known company. Given a choice between A or C, which
would make the best investment? The correct answer would be A, because
it provides the same return at a much lower level of risk. An investor would
be foolish to invest in C, taking unnecessary risk. Now consider between
investing in B and C. B would be the superior investment, because you are
receiving a much higher expected return, within the same risk profile.

So Markowitz concluded that investments up toward the efficient
frontier curve would generate the highest return for whatever level of risk
the investor could tolerate. So both A and B would represent more “efficient”
investments, with both providing maximum returns at their respective risk
levels. A conservative investor would prefer A and take smaller returns in

VT would like to thank Steve Hoye and Jim Franklin for contributing their description
of modern portfolio theory.
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Expected
Return

Risk ——»
FIGURE 7.4 Efficient Frontier

exchange for lower risk, whereas a more aggressive investor would prefer
B—being willing to take more risk for higher returns.

That leaves the third property of investments, the tendency of an
investment’s returns to behave in a similar way to the returns of other
available investments. In other words, investments correlate. Correlation
is very important, because when investors buy multiple investments (a
portfolio) that include stocks whose returns are weakly correlated (i.e.,
their returns do not behave in exactly the same way), then something very
beneficial happens: Their portfolio becomes diversified. This means that
if one of the investments held in a portfolio suffers a loss, perhaps other
investments will dampen the loss the investor would have suffered if she
had held only the one investment. Diversification of a portfolio makes it
possible to achieve higher returns for a given level of risk than most indi-
vidual investments that are available.”

One Big This versus One Big That

The idea of portfolio management can also be applied in a broader sense, to
deal with one-big-this versus one-big-that dilemmas. Classical strategic thinking

VThis is another example of a dimension shift between space and time. You can
wait for a stock to perform well over a period of several years, smoothing the ups
and downs over time, or you can look for a portfolio of stocks (the space dimen-
sion here), smoothing ups and downs immediately.
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stresses the important of making big choices: either cost leadership or dif-
ferentiation. Or in a more subtle version: You need to be sufficiently
successful in all value disciplines, such as operational excellence, customer
intimacy, and product innovation, but excel in one of them. It is strategic
thinking like this that creates strategic dilemmas, either one strategy or the
other. However, there is also a good body of evidence that pure strategies
are not necessarily the best ones. A combination of differentiation and cost
leadership could also lead to superior business performance.?

There is a way to break the one-big-this-versus-one-big-that strategic
dilemma, and create an effective hybrid strategy. First, we decompose
the strategies into smaller elements, the strategic goals into smaller goals, the
choices on the table into smaller choices. Then we start to recompose
those goals into a single picture, or into a new strategy, thus avoiding an
either/or choice.

Cost Cutting

Particularly in a downturn economy, cost cutting is important. How to cut
costs poses a common dilemma. Tt is easiest to cut a complete business
activity, such as a product, geography, or a business unit. The disadvantage
is that you will be cutting revenue streams as well. The alternative is shaving
costs across the board, where each unit will have to cut, for instance, 5 or
10%. However, this means that every business function suffers and handi-
caps its execution. Essentially, it is a sucker’s choice again. Who says these
are the only two options, and you have to choose? Perhaps it can be a
combination of the two: selling off a small activity representing just a part
of the needed cost savings, so that other units need to cut less. Perhaps
cost cutting is not even necessary, but scrutinizing working capital man-
agement would be enough

In case these are indeed the two choices, how can you cut costs with-
out harming revenue streams, and without harming execution of the total
business? This can be done if we can identify the costs that do not influ-
ence revenues, directly or indirectly. These costs can be identified if we
understand what the “value drivers” in the company processes are, for
instance, through an activity-based management initiative. Value drivers
could be the reliability of a production process, or the reputation of the
company, or, indirectly, a certain information system, the speed of externally
reporting business results, or the rigor of working capital management.
Once we understand those value drivers, all costs not associated with this
can be cut without greatly impacting the health of the company.

The actual problem here is hidden under the surface: thinking about
efficiency when it is too late. Not making the right decisions early on has
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led to your range of options all having negative side effects. The dilemma
is self-inflicted. In fact, it would be better to display anti-cyclical behav-
ior and make sure to create an optimal cost structure during better times.
Getting to a deep level of insight into value drivers and restructuring
accordingly takes time.

Improvement of Return

Consider Direct Bank," which offers simple loans and savings accounts
via only two customer contact channels, the Web and the call center.
Direct Bank has operations in multiple countries. The Web infrastructure
is centralized, and there is a call center in every country, as consumer
confidence is partly based on physical local presence. As part of its grow-
ing ambitions, corporate increases its targets for the return on capital
employed (ROCE). The management team brainstorms and comes up with
a few options. Trying to increase the operational excellence by centralizing
call centers in multiple countries will certainly cut costs and increase mar-
gins. Another option is to reinvest the assets under management in a more
aggressive way. The marketing director offers to start a large campaign
to increase market awareness. Finally, a junior manager brings in the idea to
create a product for “Islamic banking,” unlocking the large ethnic commu-
nities in various countries where the bank is active. The management team
summarizes the options as shown in Table 7.1.

TABLE 7.1 Direct Bank Options to Improve Return

Advantage Disadvantage

Close call centers Easy cost saving calculation Negative impact on
consumer trust

Change reinvestment Higher return, no change Higher risk
policy in operations needed
Market awareness Top-line improvement Process for handling large

numbers of new customers
not scalable enough

Islamic banking Blue ocean growth No direct return

YiExample is based on F.A. Buytendijk, Performance Leadership, McGraw-Hill, 2008.
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This is a true dilemma: Each choice has unacceptable disadvantages.
But why look for just one alternative to reach the new objective, when a
poritfolio of improvement activities might do the trick? (See Figure 7.5.)

Each option is represented with a line, from “low” to “high.” Low here
means only moderate changes are made; high means drastic redesigns are
carried out. The line provides a visual explanation of how much impact
the performance can have. The line can be horizontal, which means the
performance improvement activity can be scaled up without additional
risk. The line can go up, as it will do in many cases, to show how the risk
will increase proportionally or disproportionately when the performance
improvement initiative is implemented more aggressively. And there are
cases where the risk actually goes down at the same time as the initiative has
more impact. This last case is preferable because the initiative reconciles the
natural dilemma between risk and performance.

None of the options provides a perfect answer, as long as they are viewed
separately. However, the picture changes once you consider multiple
options, each contributing at an acceptable risk level. Instead of the point
solution to performance improvement in the traditional way of thinking, a
performance improvement porifolio emerges.

Increased . Cl . Riskier Reinvestment Increased
Risk ost Cutting Risk
hi
hi
lo / /
lo
_ e
Increased Increased
Performance Performance
Increased Mark A‘ Islamic Bankin Increased
Risk arket Awareness g Risk
lo // hi

FIGURE 7.5 Performance/Risk Map per Option
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Changing the risk profile of the reinvestments should be dismissed by
the management. It would increase the risk significantly while the returns
would be marginal. Cost cutting in call centers is still possible, not by clos-
ing call centers but by investing in an infrastructure that integrates call
centers so that local employees who speak multiple languages can also
help customers in another country. By itself, that might not save enough
costs, so it helps to also increase market awareness, yet not so aggres-
sively that the current processes and systems cannot cope with the follow-
up. The joint performance improvement more than makes the goal. The
idea of Islamic banking remains. With the strongly improved contribution,
a part of the returns can be invested in setting up an Islamic banking pilot
in a single country and serving a single ethnic group. It allows the bank
to follow-up on the results and build up the necessary competency. The
bank is investing in its next round of performance improvement.

One Big This or One Big That: Round Two

There are always cases where the choices you are confronted with
include no elegant way out by creating a portfolio of small solutions that
together tackle the one big, hairy problem. Those are dilemmas in the
classical sense: You have to make a binary choice. And no matter what
you choose, values you hold dear will be compromised. People are going to
get hurt. In our personal lives, we may have experienced this going
through a divorce, and sometimes in the newspaper we read how parents
turn in their criminal children to the police. We can also recognize this in
business.

For instance, you have to lay off a significant part of the workforce
in order to make sure the shareholder value does not totally collapse, or
even to prevent the company from folding. Or you need to sell off a stra-
tegic business unit in order to refund a new strategic initiative project that
has massively gone over budget.

These are cases where all options have significant disadvantages. You
can also be confronted with the sort of dilemma that forces you to choose
between multiple priorities, while there really is no chance to mobilize
the resources for all priorities. As the minister of social affairs, you need
to invest in a project either for homeless people or for disadvantaged
children while the budget allows only the minimal possible investment.
And what if there are only enough skills and resources available to com-
ply with just a part of the new regulations, and the clock is ticking? If you
were the CEO, what would you choose?

Perhaps there is no way out, and there is no choice but to live with the
consequences of whatever decision you make. Preventing it from happening



This and That 117

was the only thing you could have done, by having made the right choices
and decisions beforeband. But that is history; now it is too late. Hopefully,
as a professional, you learn from this, and you find a way to prevent some-
thing like this from happening again.

Still, the question remains as to how you will communicate those
choices, and which moral appeals you have to make. This is also an integral
part of dealing with you-and-me dilemmas.






CHAPTER 8

You and Me

I think intellect is a good thing unless it paralyzes your ability to make
decisions because you see too much complexity. Presidents need to have
what I would call a synthesizing intelligence.

Bill Clinton

P eople have different requirements. We sometimes forget that; we simply
presume there is “us.” We do not even acknowledge the diversity of
what people expect from an organization in the way we define the term
organization itself. Most people define an organization as a group of peo-
ple sharing the same objectives. Seldom is this the case. Employees are
looking for career opportunities, a stable income, and a chance to develop
their skills. Shareholders look for a financial return. Customers look for
a good deal, while suppliers see your organization as a source of profit
themselves. Not only do people have different requirements—often they
are flat-out conflicting ones.

Organizational theorists will be quick to point out that having dif-
ferent requirements actually is the whole point of paying out a salary to
employees, instead of seeing them as individual entrepreneurs. A salary
can be defined as the compensation for giving up your time and personal
objectives and contributing to the organization’s objectives. However true
this may have been in the industrial age, and for the larger part of the
twentieth century, a salary is not what motivates employees today. Today’s
generation is motivated by meaning and purpose, and creating a healthy
work/life balance,! a true you-and-me dilemma to start with.

You-and-me dilemmas can be found everywhere, in multiple shapes
and forms. They can exist between stakeholders of the organization, such
as shareholders having a different goal than the unions, or the regulators,
or society at large. In fact, an organization is better defined as a unique
collaboration of stakeholders that through the organization each reach

119
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goals and objectives that none of them could have reached by themselves.
For that, they need to reconcile their differences.

You-and-me dilemmas can be found within organizations, where the
back office and the front office have conflicting requirements. The back
office may look for standard processes and smooth operations, while
the front office is served better with all the flexibility to match customer
demand exactly. And the two responsible managers need to strike a
balance and overcome their differences. You might be one of those two
managers, or you might be part of the senior management team, having
to deal with managers who have conflicting views: “You versus you, and
me,” in a sense.

The most common you-and-me dilemma that can be found in almost
every organization is between “me” and the rest of the company: local
versus global—the choice between local optimization and corporate align-
ment. For instance, one business unit may introduce a product or service
with high-growth potential that competes with a cash-cow product from
another business unit. Think of the hardware vendor that sees the growth
of the personal computer at the expense of large corporate mainframes. Or
think of a savings account offered by the direct-banking division offering
more interest than the standard full bank savings account that is connected
to retail checking accounts. You may argue that it is better to cannibalize
yourself than allowing the competition to do so, but your fellow man-
ager in the other division is still not going to like it. Your success will
cost him his bonus. Or think of corporate marketing banning one business
unit’s marketing campaign, as the target audience has been bombarded
and exhausted already by other parts of the business. And what about
the needs of a small and growing corporate startup unit, while the overall
business has to deal with a hiring freeze? Come to think of it, the budget-
ing process is nothing other than battling a big dilemma: how to distribute
the resources for the coming period across the various departments and
business functions. Or consider serving a customer in one country while
there are legal issues about that in other countries (such as the tobacco
industry, weapons industry, or companies under investigation). Or the
opposite: choosing to not serve a class of customers, although there is no
legal basis to refuse such customers, such as legitimate businesses in the
sex industry.

These are all examples of social dilemmas. A social dilemma can be
defined as “a situation in which a group of persons must choose between
maximizing selfish interests and maximizing collective interests.” It is gen-
erally more profitable for each person to maximize selfish interests, but if
all choose to maximize selfish interests, all are worse off than if all choose
to maximize collective interests.? How do we make the right call?
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Morality and Ethics

It is impossible to look at you-and-me dilemmas without taking the ethi-
cal side of decision making into account. Morals (or ethics; the terms are
often used interchangeably) form a code of conduct to refer to in judging
what is right and what is wrong. Ethics revolve around three central con-
cepts: self, good, and other.? You display ethical behavior when you do
not merely consider what is good for yourself but also take into account
what is good for others. This does not mean that you should be com-
pletely altruistic and always do good to others without considering your
own needs. That is not sustainable. Moral dilemmas arise when the divi-
sion between what is ethically right and wrong gets blurred.

Executive View

General (ret.) D.L. Berlijn, former commander of the Dutch Armed
Forces,! has faced many dilemmas during his career in the army. At
the end of 1999, the commander of the Air Force suggested Gen.
Berlijn to be his successor. Although this would mean an attractive
promotion and a huge honor, there were many risks involved. At that
point there were serious cost control issues, and severe criticism from
auditors about financial management. Further cost savings and cuts
were to be expected, which is not the most pleasant of responsibili-
ties. After careful deliberation, Gen. Berlijn accepted the assignment.
In another case, Gen. Berlijn was invited, as the formal representative
of the combined Dutch forces, to attend an important soccer match,
including the complete VIP treatment. Although this could be seen as
a representative task, Berlijn chose to politely decline the invitation.
In the words of Gen. Berlijn: “If you are faced with a difficult choice,
and one of the options compromises your integrity, don’t make that
choice. If you hesitate to make a certain choice, because you are
afraid you lack the courage, go for it anyway. It is a good opportu-
nity to step up to the plate.” Although the dilemmas that Gen. Berlijn
describes are more personal in nature, they point out a vital compo-
nent: morality.

'Quotes taken from an interview with Mr. Dick Berlijn, combined with D.L. Berlijn,
No Guts, No Glory, NRC Focus, Netherlands, March 2009.
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Global Survey

The Global Dealing with Dilemmas Survey asked for respondents to
describe dilemmas they dealt with, without qualifying what type of
dilemma. Most of the described dilemmas were moral in nature:

® “As managing partner of a law firm, I was faced with allegations of
sexual misconduct against a senior partner who was a true ‘rain-
maker,” bringing in the majority of firm revenue. Firing him would
mean losing that revenue and the associated jobs. I fired him.”

m “T have resigned from my job as a senior general manager of an
insurance company. I was not satisfied with the owner’s/chair-
man’s business ethics. This was a very important decision for me.
I had financial freedom, but no personal and ethical freedom in
my position. Seconds after my resignation, I had total personal
freedom but no job and thus no financial freedom. Now after two
years [ can say it was the best decision ever, but not without finan-
cial consequences. I kept my integrity. Never an easy decision!”

m “As an IT consultant, I had access to the clients’ contracting data.
My supervisor asked for their proprietary information, which
would aid our company in bidding future contracts. With a fam-
ily to support, I was concerned that he would sack me if I didn’t
give him the information. It was a tough decision, but I had to
inform my supervisor that his request was unethical. In the end it
was a win-win. I retained my job and my self-respect.”

m “T was in charge of development for an acquired product that
simply did not work. It was damaging customer careers, hurt-
ing their compensation, and getting them fired. The issues could
be resolved, but it would be expensive and time consuming.
The company did not want to admit there were issues. I quit—
despite tremendous efforts and offers on the part of the company
to keep me. That is a real ethical issue.”

The philosophers agree to disagree on what is morally right or wrong.
There can be two moral approaches to dealing with dilemmas.* The first
school of thought defines morals as universally applicable (this is called

iIn fact, the philosophers have found their own synthesis in this discussion, and
address this as meta-ethics, understanding that there are multiple ways of decid-
ing what is ethical behavior in the first place.
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the universalist approach, or ethical absolutism). Things simply are right
or wrong. It is wrong to kill, it is wrong to lie, it is wrong to steal. In this
way of thinking the consequences of doing the right thing are simply not
relevant. It is always wrong to lie; abortion is always wrong; under no
circumstances should you kill—even if there is a “greater good,” such as
saving many lives, or protecting many jobs. For people subscribing to
this school of thought, dealing with a dilemma means finding out what
is the right thing to do, and following through, no matter what—making
the tough calls that come with the job. Some associate this style of think-
ing with Western culture; others have called it the “male way.”

The other school of thought does not consider an act to be morally
good or bad as such, but weighs the consequences in making that deter-
mination (called the consequentialist approach, or ethical relativism). In
more formal terms, good and bad are not attributes of the subject at hand,
but rather its context. Robin Hood stole from the rich, but did it to help
the poor. A few years ago, a Roman Catholic bishop in my country stated
in the press that it was not necessarily all bad for a poor person to steal
bread if he were hungry. And sometimes it is necessary to sacrifice the
needs of a few for the benefit of the many. Good things can come from
bad decisions.

Subscribers to this school of thought will weigh their options when
facing a dilemma in a different way. What makes a problem a dilemma is
that all options have negative consequences. Choosing between them
is not a preferred solution. There must be ways to satisfy everyone’s
needs and avoid negative consequences. Take care of the baker’s trash
and sweep the courtyard, and then ask for bread. Breaking your arm is
not necessarily a bad thing, if you fall in love with the nurse in the hos-
pital (and it is even better if she falls in love with you, too). The conse-
quentialists might develop a more creative way of dealing with dilemmas,
being more comfortable with ambiguity in decision making. After all, the
consequences are known only after the decision has played out. This
type of thinking is more associated with Asian cultures, and sometimes is
called the “female approach.” See Table 8.1, which compares these two
approaches.

A dominant paradigm in philosophy today is postmodernism. 1t is
accepted that there are different ways to define #ruth, and differ-
ent ways to display moral behavior. Even if you are a universalist and
believe in universally applicable morals, as a rational decision maker
you should be able to accept that there may be others who hold dif-
ferent, conflicting views to be equally universally applicable. At least,
you would recognize their equally persistent behavior. As not everyone
will agree on what is right or wrong, there can be significant moral
dissensus. For instance, some point out that the social responsibility of a
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TABLE 8.1 Universalism versus Consequentialism

Universalist Approach Consequentialist Approach

® Actions are inherently good or ® Whether an action is morally
bad, regardless of the conse- good or bad depends on the
quences. There is a right and a consequences. The ends
wrong way of doing things. sometimes justify the means.

® Associated with European culture, ™ Associated with Eastern cultures,
and a “male way of thinking.” and a “female way of thinking.”

® Also known as or related to the ™ Also known as or related to the
deontological view. teleological view.

company is to maximize its profits and that other use of resources factu-
ally is stealing from the shareholders. It should be up to the sharehold-
ers to decide what to do with the returns. Others reject that reasoning
and point out the need for organizations to give something back to soci-
ety. Morals change over time. The whole discussion around corporate
social responsibility was not very prominent in the 1980s—it simply
was not expected of large corporations. And perhaps, 10 years from
now, the discussion will have completely died down again, and corpo-
rate social responsibility will have become an accepted standard set of
behaviors.

It is universalist moral dissensus that creates most of the you-and-me
dilemmas. All involved parties insist on their view being the correct one.
Their solution is good, and the other solution is bad. Because moral dis-
sensus is a reality, it does not help much to purely analyze the you-and-me
dilemma on the table. Universalists will not discover a different view of
the world, as analysis will drive them to the conclusion that is dictated
by their paradigm. And the analysis of the consequentialists will focus on
what consequences they feel are acceptable, and most likely will also not
look for an answer outside the options on the table. A different approach
is needed.

Three Elements to Resolve You-and-Me Dilemmas

Different people have different ways of dealing with dilemmas, and
there are some cultural differences, too. According to the Dealing with
Dilemmas survey, there is a correlation between the decision style respon-
dents have, and the biases they display in the six business dilemmas I
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described in Chapters 3 and 4. In addition to all the questions on how
organizations deal with dilemmas, the survey also asked people about
how they tackle dilemmas personally—their decision style. People who
have a “sit-and-wait” attitude have a bias for the short term. Sometimes
waiting for something to blow over is good, but not always. Knowing
when to act and when not to act is key to stretching the strategy elastic in
the long- and short-term dilemma. I discussed choosing the optimal deci-
sion moment in Chapter 6. Others see discussing the dilemmas with oth-
ers purely as going through “due diligence.” They tend to have a bias for
leading instead of listening to customers. They also have a bias for inside-
out thinking. This makes complete sense. Usually, they have the answer
in mind already, and the rest is implementation. Finally, leaders who think
long and hard before they make a decision—without consultation with
many others—have a higher chance of bias toward a top-down approach,
and have a long-term view.

Figure 8.1 shows that respondents from Europe tend to favor mak-
ing a quick decision, and this percentage is much lower in North America
(there were not enough responses from Asia to make a meaningful deter-
mination). The percentage of respondents who think long and hard, and
then decide, is much higher in North America. However, most respondents
across the regions favor discussing the issue with others, to collect multiple
opinions. This approach is central to successfully dealing with you-and-me
dilemmas.

iQr, as one respondent called it, “Go for a ride on my bike.”
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I have found three elements to be important in resolving you-and-me
dilemmas.” These are elements, not steps, because all three of them may
take place at the same time, and in the process of resolving the dilemma,
you may revisit them multiple times. You need to (1) examine your
motives, (2) communicate, and (3) try to reconcile the opposites.

Examine Your Motives

The first element, whether you are a universalist or a consequentialist, is
to realize that analyzing the options on the table may not always help you.
The whole point of a dilemma is that it is pretty clear from the outset that
each of the options has negative consequences, or that constraints keep you
from doing everything that you need to do. A first analysis should point out
whether you might be facing a false dilemma that in truth is an optimization
problem, as I describe in Chapter 7. But once it is confirmed that you are
dealing with a true dilemma, and particularly a you-and-me dilemma, addi-
tional analysis is merely going to confirm this more and more.

Instead of examining the options, dilemmas require a close examina-
tion of your own motives. Assume that you have to fire someone from the
team, which is a difficult decision for most managers (and it should be).
For many, this may form a dilemma, based on the implicit desire that most
people have, which is to be seen as sympathetic, friendly, nice. You may
have loyalty both to your firm and to the person on your team. Once you
understand your desire to be thought nice, as a universalist you may, for
instance, decide that this should not play a role in the decision you have
to make, and the dilemma disappears. You have found the right choice
for you. As a consequentialist, you may want to define what it means to
be thought nice. Is it nice to not fire a person, but simply sidetrack him or
her, and never provide the feedback that this person has no future in this
company? That is the consequence of not firing this person. Or is it per-
haps nicer to the rest of your team to fire this person, as the team is suf-
fering from a lack of performance and productivity because of the whole
situation? You may still not like firing this person, but your desire to be
thought nice actually tells you what is the right thing to do as well.

VT do realize that this is a rather universalist remark. I am prescribing three univer-
sal keys here that lead to the right answer. But I would like to point out there is
a greater good here, a higher motive, which is getting my point across without
getting it blurred by too much subtle discourse. Of course, it depends on many
things, but the three keys certainly help. This footnote reconciles my dilemma,
unfortunately, by compromise: making a strong point (main text) while at the
same time trying to provide a subtler view here in the footnote.
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In many cases, the solution to a problem comes to mind immediately.
You need to buy a bigger car (if only you had the money), you need to
invest in a certain technology (you are lagging behind the competition
already), or you need to start discounting (as the economy is turning bad
and demand is collapsing). Examining your own motives and thinking pro-
cess may uncover the fact that you jumped to conclusions, that it is time
to take a step back and look for alternatives, and that it does not have to
be an either/or choice. Maybe a bigger car is not needed, as—once you
think about it—you would need the extra capacity only a few times per
year, and renting a car for those occasions might be much cheaper. And
perhaps it is smart to wait a little longer and invest in the next generation
of technology, leapfrogging the competition. And is discounting really the
best option to keep demand up? Perhaps you can unbundle the product
and sell a basic product at a lower price while adding services to upsell.

Dilemmas are full of emotion. We feel we are put on the spot, and
that the situation is not under control. Anger, frustration, fear, and anxiety
may all be part of the mix when you are confronted with a you-and-me
dilemma. Why is there always someone who does not agree with you?
Why can’t people simply do what you want for once? Why is it always he
or she who is such a negative influence? And in the heat of the fight we
can confront others (or be confronted) with a sucker’s dilemma: “My way
or the highway.” Did you really mean to say that? Would you not rather
find a common denominator than escalate? The old advice to count to ten
before responding might not be a bad idea. All too often we regret words
spoken to air our emotions, instead of asking ourselves what it is we are
trying to achieve—take a firmly entrenched position, or build a bridge?
Examining your motives is the start of successfully dealing with a you-and-
me dilemma, as the dilemma might say more about you than about the
actual tough choice to be made.

This goes for organizations as much as it goes for people. An orga-
nization faces dilemmas all the time, being confronted with conflicting
stakeholder requirements.” Dealing with stakeholder dilemmas starts with
self-reflection, too. What is it your organization is trying to achieve? How
can profit and value be reconciled? What is it that stakeholders expect
from us, and what contributions do we expect from them? How can we
align these contributions and requirements? If we spend more time dis-
cussing how to spin a strategy to the market than actually rolling it out,
we are setting ourselves up for many dilemmas of the ugly kind. Without
self-reflection, open communication, and reconciliation, there is no hope
of improving our strategy elastic.

VI describe stakebolder dilemmas in greater detail in Chapter 10.
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Communicate

The second element is to make sure that the parties involved commu-
nicate. In most cases, when people state their position regarding a cer-
tain problem, they will state their solution to their side of the problem. In
Chapter 1, I described Western management culture with a few statements,
such as “If you are not part of the solution, you are part of the problem.”
However, this attitude creates dilemmas instead of preventing or solving
them. When dealing with dilemmas, it is important to discuss the problem
first. In other words, if you are not part of the problem, you are also not
part of the solution. The solution comes from seeing things from multiple
perspectives. By being part of the solution from the start, the only angle
you will see is your own.

We all know many examples of this. “This sales assistant has to go,
because he or she is just not performing,” or “We need stricter laws in
place to make sure this type of accident will never happen again,” or “We
need to change the price of the product, as our competition is beating
us.” Immediate solution orientation creates the dilemma. Different solu-
tions are compared, and the underlying problem is forgotten. Even worse,
the moment another party has a different, opposite opinion, emotions
flare up again. People may reject the idea of being part of a dilemma at
first; they will probably tell you that as far as they are concerned, there
is no other choice but to see their side—an ultimatum." How can some-
one not see the problem, particularly when the solution is so obvious? It
takes professionalism to also listen to the other side: “The sales assistant
should not go—he or she has other very important qualities,” “There is a
country-wide initiative in place to actually decrease the number of laws,”
or “We cannot lower the price of the product; otherwise it is not profit-
able anymore.” Acknowledging there are multiple sides to the story, even
if you do not agree, is the key to reconciliation. The key to these con-
flicting positions, which are posing a dilemma, is to figure out the actual
problem underlying the presented solution. Perhaps the problem with the
sales assistant not performing is that he does not communicate very well
with customers, but he never makes a mistake with complex offers and
revenue recognition. A position in sales operations would be better. And
regarding the accident, in the end we do not want more rules; we just do
not want accidents to happen again. Are there other ways of prevention?
And, there are many ways to compete; how is the competition beating us?

YAn ultimatum poses a dilemma in itself, regardless of any other side to the
dilemma. If you give in to an ultimatum, you decide based on pressure instead of
trying to solve the problem. And if you do not give in to an ultimatum, the threat
might be carried out.
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By asking questions, we uncover not the proposed solution to the single-
sided problem, but the actual problem. Comparing proposed solutions
leads to a you-or-me dilemma; a common understanding of the problem is
halfway to a you-and-me solution.

A powerful way to reconcile a dilemma is to find a way to switch
roles. This works in cases where people know they need to find a way
to work together; the dilemma is that they have seemingly irreconcilable
differences on how to do that. For instance, think of a newly formed man-
agement team of two merged companies, each based in very different cor-
porate cultures. They have to find a way to make it work. Or think of a
coalition of two political parties that need to collaborate to form a major-
ity government. Despite different opposing views, and the election battle
that has been going on, they need to find a way to come to a program,
and a fair division of ministerial posts. Switching roles requires creating an
environment of trust in which you ask the people involved not to talk
about their own convictions, but to talk about the convictions of the other
side—in other words, to defend their opponent’s point of view. This not
only helps in understanding the position of others, but also triggers exami-
nation of your own preconceptions.

If this is not possible, at least make sure all involved parties openly
discuss their opposing views, and more important, what they are based
on. Are they based on past experiences (but times have changed), religious
beliefs (that may not belong in the workplace), or personal goals (which
could be reconciled with the goals of the other parties involved)?

In fact, communication is also the key to solving the prisoner’s
dilemma that I referred to in Chapter 1. Recall the situation: Two suspects
are being charged for a crime and offered a deal, independently of each
other. If both remain silent, they will be charged with a lesser crime and
will each receive a short sentence, one year in prison. If they both con-
fess, they will each receive a longer sentence, five years in prison. If one
confesses and the other remains silent, the one who confesses will be
released, and the other will be sentenced to ten years in jail. They can-
not talk with each other. Although the best solution for both would be to
remain silent, the fact that they are not able to talk it over means that most
likely both will talk, each hoping that the other does not. The result is five
years in prison, instead of only one year. Communication during the arrest
is indeed not possible, but it is possible beforehand. In fact, criminal orga-
nizations such as gangs and mafia invest quite a bit of time building strong
relationships based on motivation and communication. Belonging to the
organization is like being part of a family, with a very strong sense of
loyalty. The rules of engagement are very clearly communicated, in word
and in deed. For members of the organization, it is clear that talking may
lead to a shorter jail sentence, but will have negative consequences for
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the suspect after the jail sentence, and perhaps immediate consequences
for family and friendships. At the same time, not talking to the police is
rewarded handsomely. The organization takes care of the suspect’s loved
ones during jail time.

Most organizations have a very well-developed hierarchy, with objec-
tives, clear responsibilities, and a high degree of accountability. Managers
all report up into the organization to their managers, until the consolidated
results reach the executive team. This structure is the cause of many strate-
gic dilemmas. The back office has different objectives than the front office,
but has—through the management structure—no insight into what the
front office really does. It is a different set of responsibilities. Vertical man-
agement structures with mutually exclusive domains and responsibilities
do not invite managers to openly discuss their problems, other than in the
executive team. Even if managers wanted to discuss problems, exploring
multiple angles, there would not be a logical structure to do so—except,
of course, when it is too late and a “multidisciplinary taskforce” is insti-
tuted to fix what has gone wrong."" Alignment does not have to be ver-
tical. Alignment can also be horizontal, where managers are required to
optimize the work across the whole value chain, instead of just within
their own unit. In addition to business domains, organizations need to
define their business interfaces."' A business interface is where work gets
handed off between one system and the next, between one activity and
another, between one process and the next, between one department
and another. Business interfaces need to be managed as conscientiously as
do business domains.

Reconcile the Dilemma

Together with self-reflection and communication, reconciliation forms the
third element. Can you find a way to bring the opposite sides together?
Figure out how to achieve both goals at the same time? Realize that you
want the same thing, just in a different way?

The Western way of thinking does not make it easy to answer these
questions, as we tend to see the different sides of a dilemma as mutually

“iIThe sad thing is that instituting taskforces like this is being seen as decisive
action, whereas in essence it is an example of “too little, too late.” Too late,
because the damage is done; too little, because the structure that actually caused
the problem most likely will not be changed. Any reorganization coming out of
exercises like this is bound to be equally vertically structured. The pendulum
swings and the organization sets itself up for yet another set of dilemmas.

YiiThere is more on business interfaces in F.A. Buytendijk, Performance Leadership,
McGraw-Hill, 2008.



You and Me 131

Western View

Opposite Opposite
Sides Sides
(Either/or) (Either/or)
= P ~— §

shoelace

ceccccccccrccccccccccccccccc e crccc e c e e cceae oo ee
Eastern View
Make
Opposites
meet

Find a higher purpose

shoelace

FIGURE 8.2 Western and Eastern Views on Opposites

excluding opposites—either/or thinking (see Figure 8.2). Figure 8.2 also
visualizes a more Eastern point of view, where opposites are alike. For
instance, love and hate are very similar emotions.™ From a business per-
spective, different people may have different solutions for a certain prob-
lem or strategic direction, but after examining their motives and discussing
them, they come to the conclusion that they want the same thing: to be
successful. If one executive is looking to acquire a certain company, to
get access to a particular market or technology, while another executive is
opposed to the acquisition because of the risks involved, these two oppo-
sites could be bridged by starting a joint venture or another type of part-
nership between the two companies.

Or consider the different schools of strategy, as discussed in Chapter 2.
One group of people claims that structure follows strategy. The strategy
comes first, and the organization should adapt to that strategy. A new strat-
egy therefore often requires reorganization. Another group of people would
claim the opposite: Strategy follows structure. Strategies are put together
by existing structures and it is unlikely that thinking from such a structure
can be seen as independent from that structure. But are these really oppo-
sites? Both points of view can be easily combined. Strategy and structure are

xSo the opposite of love and hate would be indifference.
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interdependent. Strategies are formed by a structure, and based on strate-
gic feedback that structure may be changed, leading to an adapted strategy,
leading to . . . , and so on.

Another example comes from the field of intercultural management.’
For global organizations there is always a dilemma between creating a
global corporate culture and creating space for local national cultures. The
effects of this dilemma can be found in something as simple as the use of
the word yes. According to one local culture, it can be very impolite to say
no, whereas in another country’s culture, it is equally impolite to say yes
without following up on it. Still, reconciling such cultural dilemmas can be
as fundamental as aiming to create a culture that celebrates diversity.

As an alternative to connecting both opposites, you can try to find
a higher objective. You could discuss among fellow board members the
necessity of firing a high-performing CEO because you fundamentally dis-
agree with his views on life and the political statements that he aired in a
high-profile business magazine. But freedom of speech may be an even
higher goal, as in the Voltaire paradox: “I despise what you say, but I will
defend to the death your right to say it.”

On a larger scale, consider one of the core dilemmas in the tobacco
industry. As smoking poses a health risk, should this industry simply stop
its business? Is it morally defensible for a responsible company to sell
products that are unhealthful and addictive? And even under all current
regulations and restrictions, could you call producing and selling tobacco a
responsible business? But what is the alternative? People have been smok-
ing various things since the beginning of time, and simply not producing
and selling cigarettes anymore is not going to take away the demand.
Is the alternative to leave the business in the hands of less responsible
companies, effectively letting the market go underground? It seems the
tobacco industry is complying with all regulations in trying to protect its
business. Fundamentally, the dilemma is not addressed, at least not vis-
ibly to the general public. The higher objective is to answer the key ques-
tion of what happens next. What comes after cigarettes? Would that be
nicotine sticks or nicotine chewing gum? Would it be nicotine- and tar-free
cigarettes, or something else? As long as the tobacco industry is looking to
reinvent itself—Tobacco 2.0—the industry is on its way to reconciling its
dilemma, to creating a synthesis. Yes, its business is unhealthful, yet the
players show their sense of responsibility by actively trying to change their
product.

In Chapter 1, I discussed thesis, antithesis, and synthesis. The thesis
represented a certain situation that suffers from a dominant disadvantage,
that is being addressed by a reaction, the antithesis. However, the antith-
esis probably displays the opposite dominant disadvantage. The synthe-
sis then combines the best of two worlds. As one of those little ironies
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of life, the synthesis becomes the new thesis. The “best of both worlds”
seems to have some disadvantages as well, and these will be addressed
by an antithesis, and ultimately a new synthesis—a potentially endless
cycle. Take, for instance, the example of the joint venture as the synthesis
between acquiring or not acquiring a certain company. The joint venture
combined getting access to a certain market or technology while at
the same time not significantly increasing strategic or financial risk. But the
disadvantage of this joint venture might be in not having the same mar-
ket power as both its parents have, or in having less access to corporate
resources. A reaction will occur eventually. Or consider the tobacco indus-
try that shows its responsibility by investing its profits in a new generation
of products that do not have such adverse health effects. How can it do
that in a responsible way if there is no certainty of the demand for such
new products? The tobacco company also needs to be responsible toward
its employees, and other stakeholders such as its investors. Reconciling
one dilemma usually reveals yet another. Dealing with you-and-me dilem-
mas is a continuous process of synthesis.

A Structured Approach

In The Mind of the Strategist, Japanese strategist Kenichi Ohmae writes:

Phenomena and events in the real world do not always fit a linear
model. Hence the most reliable means of dissecting a situation into
its constituent parts and reassembling them in the desired pattern is
not a step-by-step methodology such as systems analysis. Rather, it
is that ultimate nonlinear thinking tool, the human brain. True stra-
tegic thinking thus contrasts sharply with the conventional mechan-
ical systems approach based on linear thinking. But it also contrasts
with the approach that stakes everything on intuition, reaching con-
clusions without any real breakdown or analysis.®

One of the most important characteristics of a successful strategy is
that it distinguishes the company from its competitors. Clearly, this calls
for lateral thinking and a creative approach. But as Ohmae remarks, stra-
tegic decision making is more than a seat-of-the-pants approach based on
experience and intuition, or an advanced form of art. The same is the case
in dealing with dilemmas. Although perhaps not linear, there is logic to it.
And although creative in nature, there is a process.

Manufacturing is known for its focus on continuous improve-
ment. Lean and Six Sigma are perhaps the two best-known approaches.
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According to the DwD survey, around 50% of organizations use them in
some form. However, there is another methodology that I think is even
more fundamental, called theory of constraints (TOC).” Unfortunately, TOC
is not very well known. The DwD survey shows around 2% of organiza-
tions have it in their standard toolkit. A third of respondents have never
heard of it, and an additional 40% claims to have heard of it but are
not using it. In addition to ways of creating continuous improvement, it
introduces a way of arriving at performance breakthroughs. The original
author, Eliyahu Goldratt, dramatically refers to it as “evaporating clouds”
others prefer a more business-oriented term: conflict resolution diagrams.®
Define a problem precisely and you are halfway to a solution, is the prom-
ise of a conflict resolution diagram.

As in every continuous improvement methodology, conflict resolu-
tion diagrams work their way backward, with the end in mind. The goal
must be identified first. This helps us to create a synthesis or reconcilia-
tion between the advantages of both strategies. Other than trying to opti-
mize for one side of the dilemma, followed by the pendulum swinging
to optimizing the other side, conflict resolution diagrams help question-
ing the requirements and prerequisites to see if the problem itself can be
eliminated. Perhaps we have chosen the wrong goal. First, we decompose
the choices on the table into smaller choices. Then we start to recompose
those choices, into a single picture or into a new strategy, thus avoiding
an either/or choice.

Although originally implemented in manufacturing environments for
improving throughput, decreasing operating expenses, and lowering inven-
tory, conflict resolution diagrams can also be used for dealing with dilemmas.
In Chapter 3, I identified three fundamental intraorganizational you-and-me
dilemmas. Value and profit, outside in and inside out, and top down and
bottom up. Let us discuss a number of these dilemmas using the conflict
resolution diagrams.

Top Down and Bottom Up

On one hand, organizations should be managed top down. Strategic objec-
tives have to be set, and the organization has to adjust. On the other hand,
organizations require a bottom-up approach, where we look for ways
to get the most out of the resources we currently have. As a result, orga-
nizations go through a continuous cycle of centralization and decentral-
ization. For instance, once in a while, organizations have to fix their cost
structure, because growth has led to cost control issues. The logical solu-
tion is to centralize functions in the organization, a top-down approach.
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Control is increased, economies of scale are reached, and as a result costs
go down. The organization is now more efficient. A centralized environ-
ment also has some disadvantages. The decision power is unnecessarily
far removed from operations and concrete market opportunities, inhibiting
growth. This means middle management should be empowered to make
their own decisions and find their own solutions to deal with opportuni-
ties and problems. This leads to a more decentralized environment, a
bottom-up approach. After a while, however, this leads to cost inefficien-
cies, and the pendulum swings again. The thesis of centralization leads to
the antithesis of decentralization, and vice versa.

In a conflict resolution diagram, the dilemma would look like Figure 8.3.

Let us decompose both the centralization and decentralization strategies
(see Table 8.2).

Condition 1 Prerequisite 1
Goal / efé{ci}; oy Centralization
Sustainable Conflict
success
ﬂel)‘([illil;ity Decentralization
Condition 2 Prerequisite 2

FIGURE 8.3 Centralization and Decentralization

TABLE 8.2 Dilemma Decomposition

Centralization Decentralization
+ +
® Control B Flexibility
B Economies of scale, lower cost ® Market focus, growth scenario
B Uniformity B Empowering people
m Less flexible B Less control
B Less focus on specific markets and B Higher cost
growth B Fragmentation and no learning

B Less empowerment

Source: Adapted from B. Johnson, Polarity Management: Identifying and Managing Unsolvable
Problems, HRD Press, 1992.
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Centralization and decentralization seem to be mutually exclusive. The
advantages of one are the disadvantages of the other. How can we be in
control and flexible at the same time? How can we focus on economies
of scale and keep a focus on the needs of specific markets? How can we
empower people to make their own decisions, and maintain uniformity?

This last question gives the first clue as to how to reconcile. How to
maintain uniformity, while empowering people. That is what a standard
does. A standard is a uniform approach for people to apply in different
situation. Standards also offer economies of scale, as everyone is working
in the same way. Best practices can be developed and shared across the
various functions of the organization. Standards do not take away focus
from specific markets; they are simply applied differently. Once you have
strong standards in place, it does not matter anymore whether you are cen-
tralized or decentralized. We have created a higher level of understanding—
we have achieved synthesis.

Executive View

Cox Communications has been very successful in redesigning its
financial processes. In transitioning the historically decentralized envi-
ronment that Cox operated in, a “touch-it-once” philosophy was initiated
in the accounts payable process, where all invoices need to be col-
lected, checked, approved, and paid. The pre-existing way of work-
ing had proven to be too costly. Furthermore, it is better to optimize
working capital across the group, instead of (sub)optimizing it on the
local level.

However, the magnitude of swapping out the heart and soul of
how Cox remits transactions across the organization is not without
risk. There was the fear that a centralized organization would not
have the same level of accuracy and reliability, and would not have
the same sense of ownership. Furthermore, centralized environments
often are not that flexible. In a project called CornerStone, under
the leadership of Chief Accounting Officer Bill Fitzsimmons, Cox
Communications chose to go another route. Instead of falling into
the trap of the centralization/decentralization pendulum, it went for
standardization.

First, within the existing processes and systems, Cox standardized
its chart of accounts across all lines of business. Between February
2004 and August 2005, it created what is often called the “single ver-
sion of the truth.” The time was right for taking this step. As difficult
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as most organizations find it to go through a politically complex ini-
tiative like this, the problem was reframed by an external factor: the
need for Sarbanes-Oxley (SOx) compliance. For many organizations,
SOx compliance had made things possible that otherwise would have
been more difficult to achieve.

Then, as a next step, Cox implemented a new financial system.
It chose to redesign the financial processes based on the standards
in the software, instead of tailoring the system to the specific require-
ments of the users. Although this approach is a best practice, usually
there is some resistance. Should IT follow the business, instead of
the other way around? And what is in it for the business? Again, Mr.
Fitzsimmons found a way to reframe the problem, and avoid the cen-
tral/local dilemma. He assembled a team of 45 people consisting of
the broadest range of backgrounds from a variety of locations. They
helped gain support, provide perspective, and spread the word, and
found a way to get people vested in the project. The “what is in it
for them” became a personal objective. Helping to redesign financial
accounting became a career tool and a result for all to be proud of.

In November 2008, Cox Communications took the final step
and centralized the accounting process. This turned out to be the
most straightforward step of all because of the standardized nature
of the accounting process. The final step of centralization was not
a dilemma, anymore, but simply a linear step forward, based on
increased cost effectiveness. All that happened was moving doing
the accounting transactions from the business units to Corporate
Accounting. Trust was an important factor in making this final step,
which is always crucial in solving critical business dilemmas. Mr.
Fitzsimmons had shown over the various steps in the project that he
communicated openly, and was transparent to the business. Successes
were openly celebrated, but also the activities that did not go as
planned were equally openly shared. Another key success factor
was the fact that Mr. Fitzsimmons had worked in the business for
many years, both in field positions as well as on the corporate level,
giving him a strong recognition.

Standardization represents the synthesis, combining the thesis and
antithesis of centralization and decentralization. Once the standardization
is in place, it represents the new situation, in other words, the new thesis.
The challenge in a standardized environment is how to handle exceptions,
and how to deal with the innovation that so often comes from diversity.
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Once this becomes problematic, this will lead to an antithesis, solving the
exceptions problem, but compromising the standardization. Another syn-
thesis will be needed.

Value and Profit

If you treat business as a zero-sum game, in which your profit automati-
cally means someone else’s loss, there will always be a dilemma. The key
is to define value for the customer that is profitable for yourself and all
others in the value chain. Perhaps one of the best examples comes from
the Apple iPod mp3 player. The product itself may have had a stunning
design over the various generations, but the device itself is not the key
innovation.® It was not the first mp3 player on the market, most of the
materials are freely available on the market, and with the exception of
the user interface, most functionality is not unique. The key innovation is
in the business model,' reconciling an important dilemma.

Before the music store that is part of the Apple iTunes software, mp3
files were very much associated with illegal downloads. However, down-
loading music as mp3 files (“rip, mix, and burn” as Apple called it) is the
way forward, the future. Despite various legal procedures by musicians
and music companies (remember Napster?), the popularity of download-
ing mp3 files could not be denied. The music industry was in danger.
The profitability of the industry was in the declining model of selling CDs,
physical products with a fixed number of tracks in a fixed order. This is a
clear strategic dilemma: embracing a future that consists of an unprofitable
business model (how to compete with “free”?) versus unprofitable pros-
pects of the current business model. The conflict resolution diagram could
look like Figure 8.4.

This is the classic you-and-me dilemma. The customer value con-
flicts with the music industry’s profitability. Let us explore this further by
decomposing the options (see Table 8.3).

Table 8.3 shows that the disadvantages of embracing the trend and
sticking to the old model at least outnumber the advantages. It is hard to
cannibalize your own business model if you do not know whether the

It should be said that Apple goes out of its way to cannibalize itself with new
designs, new functionality, and new convergence areas, such as the iPhone, to
keep a product lead. The new iPad is another example. The functionality of the
product is not special, in fact, it is criticized for lacking certain functionality. The
innovation is in offering a platform for mobile applications, unlocking new cre-
ative ideas for working and leisure that don’t even exist today.
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Condition 1 Prerequisite 1

Embrace Give up

Goal the trend profitability
Sustainable Conflict
success \
Be profitable Reverse

the trend
Condition 2 Prerequisite 2
FIGURE 8.4 Value and Profit
TABLE 8.3 Dilemma Decomposition, Value and Profit
Embrace the Trend Be Profitable
+ +
® Create customer value. u Profitability.
B Set new standards, gain first-mover m Keep control over the complete end
advantage if you get it right. product.

B Well-understood business model.
B No profit; how to compete with free? ® Less perceived customer value.
® No control over the product; users m Risk of becoming a market laggard,
may not download a complete album, following the rest.
just a few tracks.
B Strategic risk of not getting it right.

new business model is going to be successful. This is a very clear case
of being in the eye of ambiguity between two S-curves, as described in
Chapter 6. And the choices seem to be completely mutually exclusive. The
advantages of one are the exact disadvantages of the other.

But let us question the assumptions. Do we really have to reverse the
trend to keep up profitability? Is there no way to compete with down-
loading music for free, and make that profitable? Apple understood that the
“free” model was not without disadvantages as well. The quality of the down-
loaded mp3 files was far from guaranteed, and it was quite a hassle to
convert those mp3 files to an mp3 player, using different types of soft-
ware that often felt like an afterthought. Apple, with a strong reputation
for alignment of hardware and software, solved that problem: perfect inte-
gration of downloading and managing music with its iTunes software from
a demand chain point of view, and a high availability of music through
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distribution contracts from a supply chain point of view. Distribution and
integration: This was enough to justify asking users for the modest price of
less than one dollar per track. Value and profit go hand in hand.

That leaves the issue of the strategic risk of not getting it right.
Obviously, strategic risk cannot be avoided completely. There is always a
chance that the chosen direction or the product solution will not pan out
the way it was intended. But here is where the win-win approach of the
you-and-me dilemma starts to work. The Apple iPod is not only Apple’s
success. Myriad partners offering accessories are part of the success and
share in the success, and the same goes for the music companies. This
risk is distributed, but with so many parties involved, the chances of suc-
cess have been maximized.

In the meantime, the entire music industry has changed, and is build-
ing a new S-curve. Artists have had to reexamine their sources of income.
Concerts, not CDs, are now in many cases the main source of income. As
a result, fans get to see the artists more. The balance of power is chang-
ing. In October 2007, Madonna signed a new deal not with a major record
company, but with LiveNation, a concert promoter."! Hip-hop legend Jay-Z
and rock band U2 did the same in 2008."? Prince gave away his new CD
in the Sunday edition of the UK newspaper Mail to promote his series of
concerts in the London O2 stadium."

Even the traditional business of selling CDs has changed. There are
hardly any CD stores left in shopping malls and on the streets—sales
have moved online. Current stores focus more on DVDs and games. But
it stands to reason that the same thing that happened with CDs will hap-
pen to all forms of information not stored in an openly accessible way.
What happened to Napster enabling downloading mp3 files has now also
happened to web sites such as The Pirate Bay enabling sharing of com-
plete movies. Newspapers struggle with a declining subscription base,
and authors putting their books online for free sometimes actually see an
uptick in traditional sales. Games are moving online as well, and adver-
tising is becoming a more important source of income for game studios.
Value and profit are realigning.



CHAPTER 9

Now and Later

Luck favors the prepared mind.
Louis Pasteur

n managing the short term versus the long term, it would help to know

where things are going, to be able to leverage short-term investments
for the long term. Knowing where things are going would help in know-
ing how to place the right bets in terms of innovation, leading your cus-
tomers. And insight into the future would certainly help in putting the
business case together to justify innovation over optimization. However,
there is always strategic uncertainty. There is no telling what the future
will bring. There are simply too many factors that influence our environ-
ment and internal operations.

And even if we would have all the information we can think of, there
is still no telling if we would make the right decision. One of the core
principles in decision-making theory is that we human beings suffer from
something called bounded rationality. The capacity of the human mind for
formulating and solving complex problems is very small compared with
the size of the problems whose solution is required for objectively rational
behavior in the real world.! It is hard enough to think through the conse-
quences of a decision in the short term, let alone the longer-term choices.

The Global DwD Survey showed that managing the long term and the
short term at the same time, and managing innovation as well as optimi-
zation, are indeed seen as the most difficult dilemmas in business. Most
organizations could benefit from improvement there. The core recipe for
dealing with now-and-later dilemmas, shown again in Figure 9.1, is not
trying to predict the future, but being ready for it.

The traditional way of making decisions around an uncertain future,
dealing with now-and-later dilemmas, is to use metrics such as net pres-
ent value and discounted cash flow. This way of translating future results
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Now versus Later

Financial

Long-term or

Customer - Process
Short-term
Listen or Optimize or
Lead v Innovate

Growth/ /

Learning

FIGURE 9.1 Three Now-and-Later Dilemmas

back to today’s circumstances is widely adopted, but has a major flaw;
it assumes the future will be no different from today. Concerning invest-
ment decisions impacting the future—and which investment decisions do
not>—you just cannot know whether you picked the “right” strategy, and
whether you are executing it in the “right” way. Unfortunately, there is
always strategic uncertainty.

However, if you define strategy as a process of creating options, as
discussed in Chapter 2, you might be more ready for the unpredictable
future. The idea of real options is very helpful in this regard. The idea
dates back to 1977.2 Unfortunately, it is not very well known." According
to the DwD survey, 55% of all respondents have never even heard of it,
and it is a standard practice in only 2.5% of companies.

The term options is used in the sense of financial options, acquired
with the express purpose of being exercised at will. Real options are like

Part of the reason why real options theory is still relatively obscure is that the
financial analysts and academics took control of it. This means an enormous focus
on the quantitative side. In the average paper on real options, the first “Black-
Scholes” formulas start to appear on page 3, and by page 17 they transcend the
complexity of Einstein’s special theory of relativity. Practitioners have rightfully
shied away from the complexity of highly complex option valuation exercises.
However, the strategic background of real options is crucial for modern strategy
management.
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financial options, but in the “real world.” The concept of real options is
a strategic decision-making paradigm that allows for making flexible or
staged decisions under uncertainty. It captures the value of managerial flex-
ibility to adapt and revise decisions at a future time under the right condi-
tions with the benefit of better information.®> It should be seen less as a
valuation tool (how much your options are worth) and more as a manage-
ment process. If you look at your portfolio of subjects that require a strate-
gic decision at a given moment, it would be helpful to have the flexibility
to be able to expand on a certain initiative when needed, delay certain
investments or projects without losing the benefits so far, have the agil-
ity to switch halfway through, and use the investments so far for another
opportunity, or once in a while, when having to abandon the investment,
enjoying the tactical benefits of the investment up to that point.

Executive View

Thinking in terms of strategic options is part of Vopak’s DNA. Its com-
plete strategy is based on a portfolio partly because risk diversification
comes naturally to the business. First, there is a natural geographic
spread. There is a global need for the consumption of bulk liquids,
while at the same time the different oil and chemical products are
produced all over the world. There is no complete dependency on
one line of products, or one part of the world. Also, bulk liquids are
being used for many different purposes, ranging from providing fuel
for transportation (cars, airplanes, boats) to the creation of plastics, to
human consumption of vegetable oils. As a result, the demand is diver-
sified. Vopak’s business and financial model is also diversified. Forty
percent of contracts have a term longer than three years, 35% have
a contract term between one and three years, and 25% are short-term
contracts for shorter than 1 year. One could say that diversification is
all over the company’s balanced scorecard: It runs a portfolio from a
financial perspective (contracts), from a customer perspective (demand
for different products, which drives Vopak’s business), from a process
perspective (terminals all over the world), and from growth and learn-
ing perspective (servicing new bulk liquids in addition to oiD.

The company’s strategic decision making is deeply rooted in port-
folio and real options thinking. Take, for instance, an investment pro-
posal. Like every company, Vopak has “hurdle rates,” the minimum
return that investments must provide. In many companies this means

(continued)
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(continued)

each investment must reach this hurdle by itself; otherwise, it is not
approved. Vopak’s philosophy is more subtle and sophisticated; a
return can also come from a new option that a new investment gen-
erates. The return may then be allocated somewhere else, but was
generated by an initial investment. Take, for instance, the company’s
early investments in China. The business case for other investment
proposals for terminal expansion in established areas would show
much higher returns. Yet, Vopak chose to approve some invest-
ment proposals that had a calculated return lower than the hurdle
rate. For instance, there are long-term advantages to being an early
adopter in new geographic markets. Think of being the first to build
local relationships, and of the opportunity to build terminals with
an infrastructure that is optimal for the company’s processes. Once,
through Vopak’s brand, other terminal services and new customers
are attracted, the return on investment rises to levels that do outpace
the other “traditional” opportunities.

Of course there is a risk. If those synergies do not materialize, the
company is stuck with a long-term investment that, while cash flow
positive, does not cover the cost of capital. This is where the rest of
the portfolio, the company’s existing 79 terminals, comes in. The risk
being taken can be seen as a calculated one.

Thinking in terms of real options helps in determining the optimal
decision-moment as discussed in Chapter 6. For instance, if you believe
the time is right for making a certain decision, and waiting any longer
only decreases the chance of success, or the return on investment, you
must exercise that option immediately, and perhaps invest even more to
increase the return even more. If you believe that there is no chance
of success, and the longer you wait, the more sunk cost you will incur,
there is no choice but to abandon the initiative immediately and discard
the initiative as an option. But there is also a middle ground. Perhaps you
feel the option is currently “under water” (meaning, if you were to decide
now to start an initiative, it would not succeed or it would not gener-
ate the return you expect), but circumstances might improve. For instance,
the market will grow, the oil price will change, the cost of technology
needed to implement the initiative will go down, the political climate
will improve, or scarcity will increase. In those cases, you decide not to
make a decision yet, and wait on exercising the option. Of course, you



Now and Later 145

can always shape the business case, and switch the investment to serve
another goal.

In essence, according to real options theory, you construct decision-
making processes and you craft decisions in such a way that they leave
the option to change open. You are not sticking to a single plan, but keep-
ing your eyes open for change under way.

As with financial options, where you need to purchase them, there
is a cost to real options as well. Consider outsourcing. It frees up inter-
nal capacity, such as managers and employees, and their time and skills
can now be invested in other options. Although usually a cost benefit is
expected by achieving economies of scale by using a large outsourcing
company for your shared financial services center, or a large catering firm,
or a large systems integrator, your partner needs to be profitable as well.
Furthermore, there is often a larger cost for long-term change. You could
argue that given the increased cost of change, outsourcing activities actu-
ally reduces your future ability to adapt. Utilities companies and telecoms
invest in peak capacity, introducing overcapacity. Or think of production
plans that actually allow for slack, to be able to innovate processes while
the core business is running on full speed.

In fact, mass customization—being able to tailor every individual trans-
action that goes through a production process or administrative process—
has become the norm in many industries. Already since the beginning of
the 1990s, Hewlett-Packard has experimented with real options.* In the
1980s, HP was manufacturing printers in a centralized manner. All types
and customizations were produced in the central plants, and then shipped
to the warehouses worldwide. This was the most efficient solution from
a manufacturing point of view as the product was only “touched” once.
However, forecasts are not always right, and the company would end up
with customized products that were not sold. The company found out it
was smarter to ship partially assembled printers to the warehouses, and
then customize them there, based on local orders and specifications.
This approach certainly was more expensive, but the company saved
$3 million per month by better matching supply and demand. Increasing
the cost of production was the price HP paid to create more options for
customization.

It should also be said that the comparison between strategy and finan-
cial options is not entirely accurate.” For instance, financial options are
a monetary instrument—you can sell them to anyone. Real options are very
much connected to your strategy, and your resources. It is likely that invest-
ments, once done, cannot be sold to others. Furthermore, in the case of
financial options, the market, based on supply and demand, sets the price.
In the case of real options, the valuation—if any—is based on subjective
assessment. Finally, as assessments are subjective in nature, so is decision
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making as to which initiatives to expand or delay, where to switch, and how
to abandon. Compared to financial options, it is harder to make the right calls.

Real options are a powerful way of thinking, but how do we create a
decision-making process that reconciles an uncertain future with the tan-
gible needs of today? There are five things you can do:°

1. Bet on the most probable future, based on your assessment.

2. Bet on the future that best fits the goals of the firm (which is basically
the same as hoping your predetermined strategy works out).

3. Hedge your investments and initiatives so that you get satisfactory
results no matter what future becomes reality.

4. Preserve your flexibility, so that you can apply growing insight, and
adapt to changing circumstances.

5. Exert your influence to make the most desired future a reality.

The first two options represent traditional thinking of having to make
definitive choices, and are rather dangerous. The only thing we really
know about the future is that it is most likely different from today, and if
we add some humility, most likely also different from what we can imag-
ine. Betting might not be the best idea. Exerting your influence is always
a good idea, and as of a certain size or innovative position in the market,
this is certainly a viable strategy.’ Preserving flexibility and hedging your
investments and initiatives creates a more conscientious decision-making
process (but has the disadvantage that this process is harder to communi-
cate than those all-or-nothing, bet-the-farm strategic decisions).

Using the now-and-later dilemmas, T will discuss what such decision-
making processes look like, and elaborate on one of the most important
methodologies for creating options for the future: scenario planning.

Long Term and Short Term

Strategic decision-making is not a single-step process. Long gone are the
times of the detailed three-to-five-year plans. In a turbulent environment,
it is of no use to stick to the plan—you need to stick to reality. And reality
changes. Strategic decision-making more likely is a sequence of decisions,

iTndeed, you could reason that when you have a certain market dominance,
because of size or innovative impact, you do not have to bet anymore. Once you
have determined what the most desirable future is, you simply create it. As valid as
this may seem, it closes your eyes to change, and easily leads to arrogance. Smaller
competitors that are more focused on customers’ needs will take advantage.
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each following the other. Some actions are taken immediately, while others
are deliberately deferred so that managers can optimize as circumstances
evolve. The strategy sets the framework within which future decisions will
be made, but at the same time it leaves room for learning from ongoing
developments and for discretion to act based on what is learned.”

Most organizations struggle with the long-term versus short-term
dilemma. How can you meet Wall Street's expectation for maximizing
shareholder value in the short term while at the same time investing in
long-term results? And given the fierce competition, it is sometimes neces-
sary to keep the intended results of these investments under wraps.

Executive View

Reconciling long term and short term is also very present in marketing.
By definition, marketing is a long-term investment. As part of the mar-
keting cycle, building awareness does not necessarily lead to generating
short-term leads. For Polycom, the answer is in building relationships
with the channel. Heidi Melin, the company’s chief marketing officer,
preaches a high-touch marketing strategy. Having built those relationships
over the longer term, it becomes possible to use those relationships to
satisty both short-term and long-term needs. Sometimes it is necessary
to call channel partners and ask for favors, to contribute to a short-term
campaign. This can be done only if, at other moments, Polycom takes
the long-term approach and advises the channel to wait with certain
promotions. For instance, a price decrease may be in the pipeline, or a
new version of the product. A high-touch marketing strategy is essen-
tial in creating a strategic stretch, covering both long- and short-term
success.

Each decision is based on the best information available at that time. By
staging a decision-making process, you can successfully push out the opti-
mal decision-making moment, as discussed in Chapter 6. To service the
short term, each decision in the sequence needs to have an immediate
positive impact as well. For instance, for a business, a phased approach
to implementing a new system in three-month increments might be more
expensive than a big-bang approach that takes a year. But the chance
of success, getting user buy-in, being able to detect any issues early, or
reaping cost benefits from current use by a small user group, combined
are worth the extra cost.
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Executive View

Commercial organizations can learn from public service.™ Dr. Edmund
Stoiber, the former prime minister of Bavaria, Germany, points out
that decision-making processes in the public sector are structured
differently than in commercial enterprise. Where executives in com-
panies are agents representing the shareholder’s interests, which is
reflected in their decision making, government officials are required
to take the needs of all stakeholders into account, such as the vari-
ous groups in society. Therefore, the decision-making process is
more consultative, collaborative, and transparent than in commercial
enterprise.

What strategic decision making in the public sector and in com-
mercial enterprise have in common is that there is never enough time
to think through the consequences and immediately make the right
decision. There is a conflict between conscientious decision making
and the time that is needed to do this.

This is why in the public sector decisions are explicitly made in
various steps. Social groups and their representatives can lobby for
certain proposals. Proposals are being discussed in parliament, and
through a process of revision, fine tuning, and various signoff steps,
ultimately become a final decision, for instance, in the form of a law.
This means decisions start on the preliminary level, stating a general
direction (“There should be less bureaucracy”). The process then
moves to intermediate steps, applying the general direction to specific
areas (“These are the areas where less bureaucracy has the most posi-
tive impact”). The process ends with concrete initiatives (“What we
will achieve over the coming two years”). This system of checks and
balances makes sure that the consequences for all stakeholders are
considered, and growing insight can be taken into account (reducing
the strategic uncertainty), while at the same time not delaying funda-
mental decision making until it is too late.

In that sense, public sector decision making resembles an options-
based strategy. Each step in the process has value, but leaves room

il am not suggesting that commercial organizations adopt the same process, as
a competitive environment simply presents a different dynamic. However, it helps
to compare decision-making processes that perhaps are more implicit in commercial
life with the structured and transparent way the governmental process is structured.
It should also be acknowledged that the governmental process is also not perfect.
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for circumstantial changes and new insights. At each stage, as many
options as possible are kept open until there is more certainty.

Both Publishing Corp.’s CIO and Heidi Melin (CMO of Polycom)
made the same remark: Do not make a decision until you understand
the consequences for all stakeholders. And according to the Global
Dealing with Dilemmas Survey, broad consultation to collect as many
angles as possible is also the preferred decision-making style.

Listen and Lead, Optimize and Innovate

The listen-and-lead, and optimize-and-innovate dilemmas are very alike.
Listen and lead concentrates on the dilemma between what customers are
asking for today, and what is needed to cater to their requirements tomor-
row. Optimize and innovate represents the same tension, between the orga-
nization’s processes of today and the ones that are needed to do well in the
future. All the more interesting is that in the Global DwD Survey, respon-
dents report they do relatively well in listen and lead, while at the same
time they indicate that innovation versus optimization is one of the hardest
dilemmas they encounter. Perhaps some of the lessons learned in the front
office should be applied to the back office as well. Respondents indicate
that they can combine customer intimacy with product innovation, by lis-
tening to customers better than anyone else (leading in listening). In creat-
ing better business processes, are finance people, business analysts, and IT
professionals listening equally well to their colleagues that run these busi-
ness processes? And while putting the business processes together, are they
also monitoring how they use the business processes continuously?

Executive View

Innovate and Optimize

It is hard to both innovate and optimize current processes at the same
time. The more you optimize toward maximizing output, the more
you hardwire the process. And the more you hardwire the process,
the harder it becomes to innovate that process. The only way out is
to design and implement an entirely new process, and a new cycle of
optimization starts. Novozymes is able to optimize its production and

(continued)
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(continued)

gain efficiencies of about 7 to 8% each year, while not compromising
the flexibility of the process. This is because the efficiencies do not
come from a better process, but from better ways of transforming the
raw materials into products. It is the technology itself that becomes
more efficient. In biotech, technology is an important constraint. It
defines what Porter called the “productivity frontier,” on which every
company should operate. By investing in new technology, pushing
the frontier out, Novozymes is able to both innovate and optimize at
the same time.

Listen and Lead

Like many technology companies, Polycom has a strong engineering
culture. Innovation is often driven by technological advancements.
New products or new versions of products are characterized by, for
instance, image resolution, speed, bandwidth efficiency, compression
techniques, and other advancements. Within the culture of Polycom, it
is then the task of marketing to find out how to position the product,
come up with useful real-life applications, and target buyer segments.
In the listen-or-lead dilemma, Polycom displays a strong strategic bias
toward leading the customer.

Sometimes this bias goes too far, and leads to a counterintui-
tive user experience. Polycom’s chief marketing officer, Heidi Melin,
describes her own experiences with videoconferencing. Every time
she used the remote control to move the camera from her desk to a
meeting table in her office, it would go left when she wanted it to go
right, and vice versa. The “left” and “right” buttons on the remote were
defined from the camera’s point of view, not the user’s point of view.

The opposite approach to innovation would be to work market
driven. Marketing would listen to customers, see how they collabo-
rate over a long distance, gather product requirements, and work
with development to shape these into new products and features.
Given Polycom’s business model, which sells exclusively through
partner channels, this is not easy. Between the company and the end-
consumer, sometimes there are two or three steps.

The marketing dilemma here is how far to push in changing the
way of working. Push too hard, and Polycom loses its innovative
edge. Accept the current way of working, and Polycom runs unnec-
essary risk in not being able to earn back development investments,
in case there is less than expected demand for new products and
features.
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Consider one of the new Polycom products, called People-on-
Content. As with the meteorologist on TV, it projects the presenter on
top of his or her presentation material, whether this is a PowerPoint
presentation, or, for instance, an X-Ray. Through the videoconferencing
system, People-on-Content creates a seamless presentation experience.
Marketing saw itself confronted with the difficult task of successfully
positioning this new technology innovation, as the possibilities are
almost endless. One way to fuse both approaches, to come to listen
and lead, is to use the customer base to generate ideas for applica-
tions. For instance, the development department could create a so-called
mashup application on the web site. Customers could upload their own
visuals and their presentations, and simulate their own People-on-
Content application. This could be shaped as a contest, where the
best applications will actually be built or promoted. The interesting
aspect of this approach is that the engineering talent in the company
in this way actually drives the listen approach, by using modern tech-
nology to gather customer information.

The DwD survey reports a bias toward optimization at the cost of
innovation. Indeed, most studies show that while companies can manage
short-term bursts of high performance, only a few sustain it over the lon-
ger run. Companies that can both execute and adapt are very rare indeed.
There are three main reasons for that:®

1. People. There is a price to pay for the experience that people build
over time; they become used to a certain way of working and cannot
see alternative ways anymore. What helped companies execute in the
past constrains their ability to adapt in the future.

2. Structure. The more interdependencies exist within organizations, the
more potential for conflict that constrains the range of solutions. In
general, larger organizations find it harder to adapt than smaller orga-
nizations, as more and more specialized functions become involved."

3. Resources. By executing on a plan, management determines a com-
pany’s configuration of resources. Hiring people and investing in
assets define future opportunities. Structure determines strategy just
as much as the other way around.

VThis is a dilemma in itself, as allowing large organizations to act in a fragmented
way may also not turn out to be very successful. See Chapter 8 on you-and-me
dilemmas for a discussion on centralization versus decentralization.



152 Dealing with Dilemmas

What helps most in stretching both innovation and optimization,
both listening and leading, is diversity. People see only the thing they are
used to seeing. Different people have different frames of mind, and tend
to focus on different things. Bringing diversity to a management team or
a project team helps the team notice things that otherwise would have
gone unnoticed. It allows a team to listen better to customers, or to come
up with ideas for innovation that people who are stuck in the process
they have been working with would never be able to see. The late C.K.
Prahalad, who was one of the world’s foremost management gurus, refers
to the need of “genetic variation” within organizations.® There might be
a genetic variation of skills within a team. For instance, a sociologist as a
project manager will see different things than someone with a background
in business administration. An econometrist may come to the conclusion
that a certain problem he has in building a predictive model is solved
already by physicists, dealing with their particular problems. There might
be generic variation coming from mixing industries. Financial services
may be able to learn about mass customization processes from automo-
tive experts. Utility companies can learn from telecoms when coping with
deregulation. And of course there is the need for cultural diversity. An
American manager will tackle innovation in a different way than his or her
Japanese counterpart. One methodology that can aid in sharing and learn-
ing from each other’s views on the future is called scenario planning.

Scenario Planning: Seeing What Others Do Not See

Scenario planning™* is a way to depict possible future states. Some have
tried to do this in a mathematical, quantitative way, but mostly it is a qual-
itative exercise—creating parallel narratives that describe how the future
might unfold under different circumstances. In more formal terms, “sce-
nario planning is a tool for ordering one’s perception about alternative
future environments in which one’s decisions might be played.”'® The least
important goal of scenario planning is to be right about the future. If we

"Most of the text on scenario planning is based on P. Schwartz, The Art of the Long View,
Currency Doubleday, 1996; and K. van der Heyden, Scenarios: The Art of Strategic
Conwversation, John Wiley & Sons, 1996. Scenario-based strategy maps are based on
F. Buytendijk, T. Hatch, and P. Micheli, Scenario-Based Strategy Maps, Academy
of Management, Chicago, 2009.

“iDifferent authors have used various terms such as scenario analysis, scenario
planning, and scenario development, yet the difference between these terms is
loosely defined at best. Here I am using the term scenario planning synony-
mously with the other terms.
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imagine 100 possible futures, number 101 will be the reality. It helps to
think of future performance not as a single plan to stick to, but as a num-
ber of options. Once the future plays out, they need to be recognized.
If we opened our eyes to change, which is the most important goal of
scenario planning, we would recognize these different directions—what-
ever they may be—a bit better. Seeing only what we are used to seeing
is deeply rooted in human behavior. Training yourself to think in terms
of scenarios and options broadens your horizon, and creates a prepared
mind. People experienced in thinking in terms of scenarios will be less
likely to stick to an established strategy even if reality is moving in a dif-
ferent direction. Scenario planning by itself, regardless of the outcome,
may very well have a positive effect on the decision-making process.

The key to a scenario planning exercise is to formulate the assump-
tions in the business, and challenge them—to think the unthinkable, both
internal and external. External assumptions can be economical in nature,
such as the growth of the economy, the cost of capital, and the cost of
labor. There are also social assumptions, for instance, around fashion
trends, attractive product design, effective messaging, or demographics.
There may also be political or legal assumptions, around tax pressure,
subsidies, compliance, or accepted business practices. Many assump-
tions are based on technology restrictions; what is possible today is being
extrapolated into the future. Internal assumptions may be based on the
company’s typical business processes, for instance, from order to cash,
or decision-making processes around, for instance, financing projects. What
if the price of oil triples almost overnight, or goes to near zero? What if the
greenhouse-effect does not exist? What if mobile phone signals indeed
turn out to have negative health effects? What if the economy completely
breaks down if the financial system does not work anymore?"# What if the
government decides to store everyone’s DNA pattern? What if we could
close the financial books instantaneously? What if we could measure the
impact of marketing to the dollar specific? None of these things are nec-
essarily good or bad; they may be situations or opportunities to simply
deal with.

The most-often-recited, best-known example of the enormous busi-
ness impact of scenario planning comes from Shell. When the 1970s oil
crisis hit, although it did not plan for it, Shell had the scenario ready. As
a lot of the thinking had been done, it was easier for Shell to drastically
change strategy while still being in control. Shell came out as a strong
market leader. Scenario planning is experiencing a revival. Nearly 60% of
respondents in the DwD survey indicate they use it themselves, it is used

YiNo, wait, that unthinkable thing happened already—was anyone ready to respond?
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elsewhere in the organization, or it is a standard practice (in 10% of cases).
Still, 10% of respondents have never heard of it.

Scenario planning differs from forecasting and other planning methods
in a number of ways. Where budgeting, planning, and forecasting focus on
a single future—and in advanced cases even assign a probability—scenarios
keep the element of uncertainty. Different scenarios stand side by side as
equals. Scenarios are much richer than a plan; through storytelling they
describe a complete possible world of tomorrow. As a result, scenarios go
beyond objective analyses to include subjective interpretations. Finally, fore-
casting is an inside-out activity, based on the existing situation, where sce-
nario planning is an outside-in activity, opening up new areas of thinking.

Scenario planning is a relevant method to deal with the eye of ambi-
guity for two principal reasons. First, it is fundamental for organizations
to think creatively about the future in order to avoid the risk of being sur-
prised and unprepared, once there is a discontinuity. We cannot predict
which discontinuity will happen, other than certainly there will be disconti-
nuities. The list of discontinuities in the past has been endless in its variety.
Think of the various recessions, 9/11, the SARS or HIN1 epidemic, the vol-
canic activity in Iceland, and so on. Therefore, and this is the second rea-
son, since the future is inherently uncertain, organizations need to prepare
for multiple plausible futures, not only the one they expect to happen.

A scenario could be defined as “a view of what the future might turn
out to be—not a forecast, but one possible future outcome.”! Usually, two
to four scenarios are created, as shown in Figure 9.2. If it is only one sce-
nario, it is simply a prediction. Practice shows that with more than four,
the number of scenarios becomes unmanageable and loses its impact.

I think different situations each specifically ask for one of the three vari-
ations. You use the two-scenario approach when you are at a crossroads
and have to make a strategic choice. The scenarios describe the future of

®
®

©

Crossroads Challenge current Strategic
direction exploration

OO,
©|©

FIGURE 9.2 Two,Three, or Four Scenarios
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the company in both these choices. The three-scenario approach is better
if “steady-as-she-goes” is a valid option. One scenario can be an extrapola-
tion of the present. A second one describes a bright future in which, for
example, you deal well with a discontinuity, because the organization was
prepared. The third scenario could describe a more gloomy perspective (for
instance, a discontinuity that could not be dealt with successfully, because
the organization was not ready). The aim of the exercise is to challenge the
current direction as the default way forward. The four-scenario variation you
use as a strategic exploration in situations where there is most uncertainty,
and where there is a need for out-of-the-box thinking. You take a number
of the key assumptions in the business and reason what happens if all of a
sudden the opposite would happen. These two opposites then form dimen-
sions, typically ranging from “low” to “high.”

Take the example of a software vendor# At a certain point the
firm starts a strategic exploration, wishing to find out where the market
could go, and how it would be ready for those possible futures in term
of a development roadmap, competitive position, and market messaging.
Figure 9.3 shows the four scenarios.

IT Driver Business
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FIGURE 9.3 Scenario Planning in a Software Firm

viiScenario planning, like strategy in general, requires a process, a context, and
content (domain expertise). Going through the process alone does not lead to a
good set of scenarios. That is why I am using the example of a business software
firm, as those are my strategic roots. Thanks to Howard Dresner, with whom I

created this scenario.
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The scenario planning describes the four dimensions that have the
greatest impact on the development of business software:

1. The regulatory environment may stay as it currently is, or it may
intensify even more, providing stricter laws and more rules. T did not
consider a regulatory environment that becomes looser.

2. The markets in which the customers operate may become more sta-
ble, finding a new equilibrium, or may continue to be volatile. This
impacts the amount of change they need to deal with.

3. The business software discipline may be driven by the IT depart-
ment and technological developments, or may be driven by business
trends and governed by business executives.

4. The attitude of managers toward business software may stay tactical,
looking at a single business case at a time, or management might be
“enlightened,” using business software to create new business models
and adopting the principles more enterprise-wide.

These four dimensions lead to four scenarios. In a tough economic
future, where regulations do not intensify, the management attitude does not
change, and IT is driving implementations, strategic use of business software
is a luxury. The costs of business processes need to be minimized and not
many people are interested in the subject. The mood is dispassionate. The
software vendor should focus on integration and lowering the cost of running
the software (TCO). If regulations intensify and the attitude toward business
software becomes more strategic, the discipline becomes obligatory. There is
no choice but to invest. The focus will be on risk mitigation and compliance.
The sentiment will be highly conservative, searching for and copying best
practices. The software firm should add many templates and examples.

In a future of economic growth and a stronger business focus, how-
ever, in an equal tactical environment, under today’s regulatory environ-
ment, implementing business software becomes a discipline that is full of
the best of intentions. There is money to invest, people are looking for
quick ways to grow, and many projects appear; however, they are largely
disconnected given the quick pace that is believed to be needed. The sen-
timent is getting things done. The software firm should allow customers to
start with deploying a single application for a single purpose. When, how-
ever, a more strategic thinking develops. Compliance alone is not enough
to be competitive—a more aggressive approach is needed. Running perfect
business processes becomes a mandate for survival and thriving. The senti-
ment toward business software is purposeful and passionate. New business
models appear that leverage the investments in compliance into higher lev-
els of transparency. The software firm should offer an integrated, scalable
system, but consisting of different modules for various lines of business.
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Scenario-Based Strategy Maps

Continuously considering different courses of action asks for an agile strat-
egy implementation process. And that is where it starts to go wrong in
strategy management. So far I have been discussing the now and the later
from a strategy formulation perspective, but what about managing uncer-
tainty in strategy implementation and evaluation? Peter Drucker stated that
the root of most strategic problems is that the assumptions on which the
organization has been built and is being run no longer fit reality."
The theory of the business has to be tested constantly. The theory is a
hypothesis about things that are in constant flux. Your assumptions underly-
ing your strategy may be right, or may turn out to be wrong. In Chapter 2,
I argued that the three phases of strategy—formulation, implementation,
and evaluation—become a single process. It is a continuous pretzel-shaped
cycle, where changes are picked up in daily operations through a process
of escalation evaluated on their strategic impact, and course corrections are
immediately implemented.

Unfortunately, today’s reality is often different. We have gone over
all the strategic options and picked the best one, based on the informa-
tion at hand and with an understanding of the assumptions. And then
we stick to a single strategy, the one thing to focus and concentrate on.
To the outside world, in our guidance, we still work within a certain
range, for instance, with a low-end and high-end prediction of the earn-
ings per share, but internally we live within a single budget.™ Strong
leadership often means making sure everyone sticks to the plan. But, the
longer you stick to a plan, the higher the chance you get disconnected
from reality. After all, it is only a plan. It is better to stick to reality. In
order to be successful, it is, of course, important to stick to your goals,
but while you are on your way to reaching them you should continu-
ously ask yourself if there are better, faster, or cheaper ways of mak-
ing it to your goals. The budget should never keep you from doing the
right thing. How can we be goal-oriented and also keep our eyes open
for change?

In Chapter 3, I discussed the balanced scorecard, and the concept
of strategy maps as a way to visualize the cause-and-effect relation-
ships between an organization’s strategic objectives. They were devel-
oped to provide “the missing link between strategy formulation and

XThat number is by definition not “right,” as you can never know for certain what
is going to happen throughout the year. Strongly put, everyone who is exactly
“hitting their numbers” has been playing with them. What are the odds you would
exactly reach an abstract number?
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strategy execution,”” so they should prove useful in making strategy a
continuous process. Let us use the idea of the strategy map, but to support
an options-based strategy.

Strategy maps aim to be predictive, as they aspire to show how deci-
sions made in the present could impact future results. This is done through
linking leading and lagging indicators. A leading indicator predicts future
performance; a lagging indicator reports past performance. For instance,
for a postal service, the percentage of mail delivered within 24 hours is a
leading indicator for customer satisfaction. For a movie studio, the initial
reaction of the test audience is a leading indicator of the financial success
of a movie. Empirical data and statistical techniques are used to discover
and test these relationships. However, relying on the causal model rep-
resented in the strategy map is not sufficient to reflect the evolution of
strategy over time.** You can use statistical techniques only if you have
enough data. Data, by definition, describes results from the past. Given
that all we can truly predict about the future is that most likely it will be
different from today, you can question the predictive value of correlations
found in data describing the past. Putting it in stronger words, you could
even argue that validating a strategy map based on correlating past data,
by definition, invalidates it.

The best practice developed in strategy measurement (traditionally
following strategy formulation and implementation) is to create a circular
approach. Implement a strategy map describing the current strategy, use
leading metrics to analyze (weak) signals that indicate strategic change,
modify the strategy, and let a new strategy map reflect that change. How-
ever, from a strategy formulation perspective, the question is which
strategy leads to meeting the organization’s goals and objectives in the first
place. Here, the use of scenario planning could expand the effectiveness
of strategy maps. The joint use of the two methods, by creating some-
thing T call a scenario-based strategy map, is a substantial step forward.

*As with every technique or methodology, there are limitations. Although scenario-

based strategy maps address several weaknesses of “standard” strategy maps,
this remains a qualitative method. As such, its inputs and outputs will be hard
to quantify. Moreover, the process of development of the maps will be likely to
reflect only the views of the stakeholders involved. Although this issue could
be mitigated by involving a wide range of stakeholders, dominant personalities,
groupthink, and power relationships will affect the results. Another limitation is
related to the trade-off between number of scenarios and possibility of keeping
the exercise practical. Of course, the more scenarios included, the more future-
proof the strategy map becomes (and the more the analysis starts to lend itself to
quantitative analysis). However, as the literature suggests, two to four scenarios
seems to be the most practical approach.
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Given the popularity of balanced scorecards and strategy maps, T will
assume that the organization already has a strategy map:

1. Consider your organization’s existing strategy map and identify the stra-
tegic objectives that describe the assumptions for the business model—
for instance, “cost leadership” for a budget airline, or “ultimate safety” for
a car manufacturer, or “superior service” in a hotel chain.

2. Create different scenarios, for example, using PESTEL analysis.
(PESTEL is an analysis of six external factors: political, economical,
social, technological, environmental, and legal). Identify the new (or
unchanged) critical success factors in each of those scenarios.

3. Create a strategy map with objectives for each of those scenarios,
based on the specifics of that scenario.

4. Establish the commonality of objectives across the various scenarios.
The more an objective is present across scenarios, the more future-proof
such an objective will be, and the higher the probability that these goals
could be reached in a changing environment. In order for this common-
ality analysis to work, objectives will have to be specific; this implies
that predominantly high-level objectives such as “maintain profitabil-
ity” and “seek growth” do not provide practical guidance and will most
likely change only in the gravest of discontinuities.

Case Study: Tier 1 Talent

Let us see how this works in practice. Tier 1 Talent (a hypothetical firm) is
a large recruitment firm for people with technology skills, such as software
developers, support specialists, and database administrators. In a market full
of job mobility, and many people building IT skills, there is an ample sup-
ply of talent. Tier 1 Talent’s (T1T) competitive differentiators are its superior
matching process, and customer relationships. It has developed global con-
tracts with its large multinational customers, yet retains local management
for personalized service. Account managers know their customers inside
and out and know what skills to look for; instead of asking customers to fill
in forms, T1T offers “live services,” creating job profiles based on interviews
and mutual understanding. In other words, T1T focuses on the “customer
intimacy” value discipline.”® T1T created a strategy map (see Figure 9.4) to
articulate how they intend to meet their goals for the next few years.

T1T is known for its advanced matching system, consisting of very spe-
cific technology that provides better results than off-the-shelf packages. This
translates well into its customer value proposition, as T1T can offer bet-
ter candidates in a shorter period of time—an important driver of revenue
growth. T1T is also working on expanding the footprint of the technology.
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This means adding candidates and adding matching criteria to further
improve the system, and opening up the system for candidates and custom-
ers to search themselves, providing an innovative service. T1T’s focus is
to increase the number of full-time placements and maintain its part-time
placements in order to meet its revenue growth objectives. Customer inti-
macy implies not only knowing the customer very well and having local
account management (increasingly internationally), but also having staff
that understands IT. This adds to qualifying candidates effectively, a positive
customer experience, customer retention, and ultimately revenue growth.

To further differentiate from the competition, T1T employs a small
unit of IT consultants who take on projects, mainly focusing on project
management. This is an hourly-rate consulting business, aimed at creating
a “T1T” way of doing IT, adding to the customer experience. This service
is particularly aimed at smaller customers who do not have their own pro-
fessional IT department.

In order to test the validity of the strategic objectives and make the
strategy map “future-proof,” T1T has prepared three scenarios:

1. Steady-as-she-goes. The economic market stays the same and the com-
pany continues to grow organically.

2. It’s a networked world. The labor economy starts to boom and T1T
needs to focus on hypergrowth.

3. Cost-cost-cost. The economy takes a severe downturn, IT strategies
change, and T1T needs to change the business model to survive.

Scenario 1 can be completed using the same strategy map. T1T sim-
ply ramps up efforts to hire and retain employees, and find and contract
new candidates for matching. The current objectives in the “learning and
growth” perspective would be sufficient.

Scenario 2, “It’s a networked world,” sketches a different situation.™
With “Generation Y” entering the workforce, the independent profes-
sional is on the rise. Where lifelong employment had already moved to
job-hopping, now professionals hop from project to project. Governments
support entrepreneurship by offering various tax rebates, thus lower-
ing the risk for people who become self-employed. Open-source work-
ing styles dominate the IT world. The 2.0 wave rules the business, and
commerce shifts even more from traditional channels to social web sites.
“Green” is the key, causing many professionals to work at home serving
multiple customers. New projects are found using Internet markets.

¥T used the six factors of PESTEL analysis to create this sample scenario: political/
legal influence: tax rebates; economic/social factors: Generation Y self-employed
professionals who use Internet markets to find work; technological: rise of the 2.0
world; ecological: focus on green.
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This scenario has a clear impact on T1T’s strategic objectives (see
Figure 9.5). The dynamics of the market will change, too. Currently, being
a recruitment firm, T1T may have to shift focus to become more of a temp
agency, matching customers and candidates on a project-by-project basis.
Given the huge growth of the market, TIT may have to acquire a temp
agency in order to keep up with the competition and the market growth.
Another opportunity would be to acquire a training firm, to educate new
graduates and to provide them with a few months of basic experience. With a
huge demand for flexible employment, T1T’s customer intimacy would have
to shift focus to the supply side, understanding the networks of self-employed
professionals and building close relationships with colleges and universities.
In this scenario, it is no longer necessary to have staff with in-depth domain
expertise about IT. T1T’s “live services” would not scale, and matching would
have to become a self-service process between customers and candidates.
This then becomes the innovative service of choice. In addition, T1T would
have to take a hard look at their lines of business to ensure it is maximizing
revenue. For this reason, T1T would no longer have the luxury of maintain-
ing its own staff providing hourly consulting for smaller clients.

In this scenario, T1T’s customer intimacy strategy turns out not to be
very future-proof. Yet, given the enormous market growth, the matching
system and the planned expansion still hold.

This scenario depicts only one of several potential realities. Scenario
3—“Cost-cost-cost”—draws a different picture. In this scenario, the econ-
omy declines and the cost of living increases. People are looking for
secure jobs. Companies are not willing to invest in IT innovation, but
instead outsource IT activities to other countries that offer economies of
scale. IT professionals focus on managing sourcing relationships, instead
of developing or maintaining systems themselves. Consequently, IT
becomes a utility; government regulations intensify, and more IT budget is
spent on compliance. Being green is not a consideration.™

Also in scenario 3, T1T’s strategy is heavily impacted (see Figure 9.6).
New sources of business are needed. The traditional recruiting business
will take a hit. T1T will have to differentiate even more. It will need to
emphasize its live services and needs to prove even more the superior
capabilities of the matching system. The IT people customers hire will
be of a more senior level, and IT managers will manage the outsourcing
relationships instead of IT development and operations. T1T will need to
position the matching system as a mechanism between the customer and

%The PESTEL analysis related to this scenario is as follows: political/legal influ-
ence: increased compliance regulations; economic/social factors: job security in a
declining economy; technological: Internet largely used to globalize and source
operations, as I'T becomes a utility.
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the outsourcing party and show how resources can be matched between
those parties. T1T then will mediate between outsourcers and customers,
based on an annual contract. Given the additional complexity of this work,
T1T will need to ramp up its consulting business, advising large customers
on outsourcing strategies, and manage outsourcing relationships for smaller
customers as a trusted advisor. T1T will need to hire more IT professionals.
Instead of expanding in North America and Europe, the company would
need to invest in India and other countries where outsourcers run their
operations. Like in scenario 2, the company needs to intensify relationships
with the supply side. There are more than enough candidates, but it needs
to find the right ones with a multitude of skills. Customer intimacy is now
more important than ever; however, the company now needs to specialize
and therefore no longer has the luxury of offering one-stop shopping.

Key objectives in this scenario are expanding the matching footprint,
and expanding the consulting business. In every scenario, setting up col-
lege relationships emerges as important.

Considering all scenarios, a new, synthesized strategy map can be created.
This is T1T’s new, more future-proof strategy map, based on the common
strategic objectives throughout the various scenarios, and other objectives that
were evaluated and considered important to T1T’s future. The objectives are
categorized into two types: strategic imperatives and strategic options.

® The strategic imperatives (SI) include all objectives that remained
stable throughout all scenarios. Strategic imperatives also include the
objectives that appear in all the new scenarios (other than “steady
as she goes”) that do not harm the original scenario and fit the new
strategic direction. The objectives that were formulated on a level that
is too abstract (too high) did not change, but are likely not useful.
These should be examined to see if they can be made more relevant,
or be removed.

m Strategic options (SO) include all objectives that did not appear in all
scenarios but do fit the strategic direction moving forward.

® The objectives in scenarios that are neither imperative nor a strategic
option (Not Chosen) are removed from the strategy map.

The assumption is that it is safe to make long-term investments in stra-
tegic imperatives. It is less safe to invest heavily in strategic options unless
the investment can be made in such a way that it is possible to reconsider
or alter the investment if required by a future reality.

Table 9.1 compares the objectives for the three scenarios being consid-
ered. The evaluation column describes whether the objective was considered
a strategic imperative, or a strategic option (in some cases modified based
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TABLE 9.1 Finding Commonality Across All Scenarios

Current and Networked Costs, Costs,
Strategic Objective  “Steady-as-She-Goes” World Costs Evaluation
Financial
Increase profitability v v SI
Increase full-time v v X SO Modified
hire matching
Maintain part-time v v X SO Modified
hire matching
Maintain/expand v X v SO
hourly consulting
International rev- v 4 X SO Modified
enue expansion
Minimize loss X X v Not Chosen
recruitment revenue
Reduce operating v v v SI
expenses
Acquire temp & X 4 X Not Chosen
training agency
Customer
Fast matching v v v SI Modified
process
One-stop shopping v 4 X SO
Live personal service v X v SO
Self-service matching X v X SO
Provide innovative 4 X X Not Chosen
services
Exceed customer v v v SI
expectations
Be trusted advisor X X v Not Chosen
Internal Process
Improve matching v v v SI
system
Attract and contract v v v SI

high-quality match-
ing candidates
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TABLE 9.1 (continued)

Current and Networked Costs, Costs,
Strategic Objective  “Steady-as-She-Goes” World Costs Evaluation
Create courses to X v X Not Chosen
develop new
candidates
Maintain/expand v X v SO
stable of IT
consultants
Local account v X v SO
management
Develop college X v v SI
relationships
Learning & Growth
Expand matching v v v SI
footprint
Develop staff with v X v SO
domain expertise
Recruit international v v X SO Modified
talent
Expand in outsourc- X X v SO Modified
ing countries
Offer six months of X X v Not Chosen

experience for
candidates

on the insights gained by the scenario planning process), or not considered
at all for the synthesized map.

As shown in Table 9.1, a few strategic objectives of T1T remain solid
throughout all scenarios and can therefore be labeled imperatives. T1T’s
key competitive differentiator, the matching system, is fortunately future-
proof. Expanding its technology footprint works in all explored scenarios
and using it in various ways remains an important part of the customer
value proposition. Monitoring operating expenses and reducing them
where possible is also important as is the main strategic objective, increas-
ing profitability. Tt is also logical that attracting candidates remains a strate-
gic imperative throughout all scenarios as it is T1T’s core business.
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Scenarios 2 and 3 both suggest it is wise to invest in college relationships,
and, since this objective does not negatively affect the “steady-as-she-goes”
scenario, it can be considered a strategic imperative as well. Exceeding cus-
tomer expectations endures throughout the three scenarios, therefore it is
also present on the new strategy map. This objective is meaningful in all sce-
narios; however, it is not clear whether this is truly a strategic imperative or
that it did not change from scenario to scenario because it has been defined
at too high a level to be of significance.

Based on the scenario planning, T1T chooses to change its strategy.
As T1T already has a reasonable share of the market, the strategic choices
it makes not only will affect them, but will have an impact on the market
as well. T1T decides to move away from a high-touch business model for
all customers. Consequently, it will supply local account management and
live personal service for key accounts only. For other customer segments,
the company will move to a self-service model where customers and candi-
dates get access to the matching system themselves. For non-key customers,
T1T will still offer a wide range of services for all areas of the business, thus
retaining its business model of “one-stop shopping” for IT recruitment.

As long as the consulting activities are profitable and there are no dras-
tic changes in volume, this objective should remain on the map. The rev-
enue stream from maintaining a group of consultants should be retained.
Given the lower service costs of the self-service model, it makes sense to
continue providing and even expanding full-time and part-time contracts.
Currently, TIT does not need to actively pursue acquiring a temp agency,
another recruitment agency, or a training company. However, it is prudent
to continue to monitor the mergers and acquisitions market in case good
opportunities arise and the market conditions change again.

In the learning and growth area, T1T will continue to invest in devel-
oping IT domain expertise in its own staff. This expertise is needed to
carry on improving the intelligence of the self-service matching system,
from which customers and candidates will benefit. On a more strategic
level, international investments will be rerouted to countries that may hold
large outsourcing businesses. Attracting staff in these local communities
will not only help grow business and revenue in the emerging economies,
but also add to the intelligence of the self-service system.

The objective to provide six months of experience was not inserted in
the synthesized strategy map as currently it is not needed and the program
can always be started later. Although it makes sense in a number of sce-
narios (scenario 3 and, with hindsight, in scenario 1) to focus on being a
trusted advisor, this path of thinking is not followed. Indeed, it does not
fit the self-service model and local account management should already
have that role in key accounts. Providing innovative services is also not on
the strategy map anymore, because the self-service model has become the
innovative model of choice.
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Figure 9.7 shows the effects of the new approach on the development
of the strategy map. If we compare this new strategy map with the initial
one (see Figure 9.4), a number of differences are evident. Based on the
scenario-based strategy mapping exercise, T1T has effectively decided to
change its strategy. Strategic uncertainty will always be present, and T1T’s
new strategy, although more future-proof, may not necessarily be right.
However, the new strategy map has informed T1T’s decisions on which
strategic areas the company could invest in safely for the long term, and
which options should be kept open.

Although intuitively our reaction would be to find ways to minimize
that risk or uncertainty, risk is not necessarily a bad thing. In fact, uncer-
tainty is the ultimate source of all value in business.'® If there were no
risk in business, how would an organization be able to outperform, say,
putting the money in a savings account in the bank? Risk should not nec-
essarily be minimized. The scenario-based strategy map shows how an
options-based strategy can actually reconcile risk and performance.

Through the case of T1T, a large recruitment firm for people with
technology skills, T have exemplified the development of a scenario-based
strategy map. In this instance, it is clear how T1T could, and should, con-
sider a suite of factors that may have a significant impact on the way the
organization and its market operate. By considering three scenarios, T1T
could modify its current strategy and prepare itself for possible future con-
ditions. Differentiating among strategic imperatives, strategic options, and
marginally relevant objectives (particularly in the light of future states), the
organization could design a more future-proof strategy map. This could
enable it to face strategic uncertainty in a more effective way and make it
more sustainable in the longer term.



CHAPTER 1()

Increasing the Stakes

Like all organisms, the living compawy exists primarily for its own sur-
vival and improvement: to fulfill its potential and to become as great as
it can be.

Arie de Geus, author of The Living Company

he goal of every organization is to sustain itself. And management

gurus all over the world have been looking for the elixir. Jim Collins
introduced the BHAGs (Big Hairy Audacious Goals) and Level 5 leader-
ship.! Peters and Waterman introduced eight attributes, among which are a
bias for action, being close to the customer, and sticking to one’s knitting.?
Another study® adds quality of management and employees, as well as a
long-term orientation and a focus on continuous improvement. One of my
own studies,* in 2005, showed that many disciplines were searching for
the high-performance organization, each from its own angle. Management
gurus would focus on leadership, customer relationship management evan-
gelists would focus on the customer, and HR specialists would emphasize
teamwork.

I have come to the conclusion that the key to sustainable success is the
ability to deal with dilemmas. Thinking about it, it is only logical. The two
corner pillars for dealing with dilemmas that I described in the book are
creating synthesis and creating options. Synthesis is the tool of innovation.
Most innovation comes from solving a contradiction.> Making something
light enough to be powerful and portable; making something safe and fast;
making something functional and easy to use—these are all examples of
synthesis. Innovation is a prerequisite (although not a guarantee) for a sustain-
able business. Creating options makes it possible for a company to adjust
when reality changes. It creates organizational agility. And according to
Darwin, the ones that adapt are the ones to survive.

171
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Furthermore, the notion that dealing with dilemmas is key to sustain-
able success is supported by the most important themes of what is considered
sustainability today: environmental concern and corporate social responsi-
bility. The Brundtland Commission, also known as the World Commission
on Environment and Development (WCED), defines sustainability this way:
“Sustainable development is development that meets the needs of the pres-
ent without compromising the ability of future generations to meet their
own needs.”®

The most common definitions of corporate social responsibility (CSR)
come from the International Standards Organization (ISO) and from the
European Union (EU). ISO defines CSR as “a balanced approach for orga-
nizations to address economic, social, and environmental issues in a way
that aims to benefit people, community and society.”” The European Union
defines CSR as “a concept whereby firms integrate social and environmental
concerns in business operations and in the interaction with their stake-
holders on a voluntary basis.”®

The ISO definition highlights the triumvirate of economic, social, and
environmental issues, but focuses on benefiting not the organization itself,
but people, community, and society. The EU explicitly mentions business
operations, but fails to mention that CSR needs to be beneficial. My own
definition of CSR is a combination of these two definitions:

Corporate social responsibility is a balanced approach for organi-
zations to integrate social and environmental concerns in business
operations in a way that aims to benefit the organization and its
internal and external stakebolders.

Although CSR is only one side of sustainability, and sustainability—
as we will see—is much more than environmental protection, these
definitions reveal something interesting. Meeting today’s needs while
protecting the needs of tomorrow is almost a literal translation of the now-
or-later dilemma. And the definition of CSR highlights that it must benefit
the organization as well as its stakeholders. That is a classic you-or-me
dilemma.

Sustainability, therefore, is being able to deal with you and me, as well
as now and later. As the goal of an organization is to sustain itself, the man-
agement needs to successfully deal with dilemmas.

The current focus of organizations on social and environmental issues as
their interpretation of sustainability has its pluses and minuses. On the posi-
tive side, it shows that focusing on shareholder value only while ignoring
other stakeholders leads to problems, and that a different approach is
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needed. On the flipside, as always in situations that are in the middle of
the eye of ambiguity, opinions on what to think about it and how to tackle
it vary widely, clouding the bigger picture. Nobel Prize—~winning economist
Milton Friedman is quite clear in his opinion that the social responsibility of
corporations is to maximize profits.” It is up to the shareholders to decide
what to do with those returns. Then there are the proponents of corporate
social responsibility as a goal in itself. In their view, organizations have a
moral obligation to society. Environmentalists take this approach even fur-
ther. Corporations need to invest in saving planet Earth, regardless of cost
or loss of profit.

There are, it seems, two opposing schools of thought: those who feel
CSR should not be part of a management agenda, and those who feel CSR
is by default part of management’s concern. However, those two sides can
be synthesized. Peter Drucker starts out by stating that an organization is
not entitled to put itself in the place of government or to use its economic
power to impose its values on the community. But he also introduces an
exception, which is when contributing to easing a social problem creates
an opportunity for performance and results.'” But Michael Porter takes the
synthesis a lot further. Porter sharply analyzes the shortcomings of these
opposite schools of thought because they focus on the tension between
business and society rather than on their interdependence. Running a busi-
ness does not preclude being a good citizen. In fact, these two objectives
should be aligned. Being a leader in CSR, in Porter’s view, is an oppor-
tunity to differentiate from the competition.!’ In our terms, CSR, which
is about you and me, leads to a better competitive position, and a more
favorable now and then.

However, given the current ways in which organizations, their hier-
archy, and their strategic focus are structured, the odds are against an
enlightened view. In the usual contrarian words of Henry Mintzberg, as
early as 1983:

The economic goals plugged in at the top filter down through a ratio-
nally designed bierarchy of ends and means . . . [the] workers are
impelled to put aside their personal goals and to do as they are told
in return for remuneration. The system is overlaid with a bierarchy
of authority supported by an extensive network of formal controls. . . .
Now, what happens when the concept of social responsibility is intro-
duced into all this? . . . Not much. The system is too tight.”?

Discussion is based on EA. Buytendijk, Performance Leadership, McGraw-Hill, 2008.
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As T argued in Chapter 8, traditional management structures create strategic
dilemmas.

So far, T have discussed dilemmas within the organization (intraorgani-
zational). But based on the definition of sustainability, we need to expand
our focus. We also need to manage stakeholders (of which social respon-
sibility is one angle) and their conflicting requirements, in other words
interorganizational dilemmas.

Interorganizational Dilemmas

Most studies define the high-performance organization as an organization
that outperformed its industry peers for a number of years. This is very
much in line with traditional organizational theory, with its focus on share-
holder value. In the classical sense, an organization is defined as a group
of people sharing the same goal. Here we look at sustainability from an
ecosystem point of view. Organisms have a reciprocal relationship with
their environment (they give and they receive) and this relationship is cir-
cular in nature (the more you receive, the more you can give, which leads
to receiving more). This view requires a focus on stakeholder value.’
From a stakeholder value perspective, an organization is defined as a
unique collaboration of stakeholders who realize that they can reach their
own goals only by working together. Stakeholder theory defines the role
of management as balancing the fiduciary responsibility of looking after
shareholders’ interests with the competing interests of other stakeholders
for the long-term survival of the corporation.'*

Redefining the concept of the organization has become a necessity.
Globalization and technology have had an extreme impact on the transac-
tion costs organizations have in interacting with others. Today, in many
cases it is much better, cheaper, and faster to outsource activities, com-
pared to the quality, cost, and speed of internally coordinating those activities.
Outsourcing comprises support functions such as facilitary services,
finance, and IT, but also logistics, manufacturing, and increasingly even
R&D. In fact, over the past 20 years, there are indications that the aver-
age size of organizations has been shrinking.” Business is not a hierarchy
anymore, based on command and control, with a CEO at the top of the
food chain deciding which direction to take. Business should be seen as
a network of organizations that communicate, negotiate, and collaborate
when discussing strategic direction. Organizations are part of an overall
“performance network.” A performance network recognizes all stakehold-
ers in a value chain, and aligns their objectives in order to optimize the
performance of the overall network, instead of the performance of each
individual stakeholder."
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The majority of business decisions impacting your bottom line are
actually made outside the walls of the organization itself, in the wider per-
formance network. You need to take stakeholders into account as part of
strategy management. This starts with asking the question, “What do my
stakeholders contribute to my success?” This question leads to a much
higher leverage; as we aim to reach our strategic goals, we are not alone
anymore. This question can be asked only if the opposite question is
asked as well: “And what do T contribute to the success of my stakehold-
ers?” These questions are the key to the performance network.

A huge contribution in how to manage the performance network
comes from a methodology called the Performance Prism.”” One of the
key messages of the Performance Prism is that stakeholders have require-
ments, and they offer contributions. The methodology describes in great
detail, among other things, what stakeholders could (and perhaps should)
expect from each other. With this in mind, it triggers the right strategic
and planned discussion. The requirements of different stakeholders or the
requirements between a single stakeholder and the organization may not
align, may provide tension, and may even be conflicting. Without real-
izing this, we may act on wrong assumptions, or worse, be ignorant of
these needs. By understanding these objectives, we can find a solution to
reconcile these differences; this probably will lead to much smarter solu-
tions than optimizing a single set of objectives. Figure 10.1 and Table 10.1
provide an overview of an organization’s stakeholders and their needs,
according to the Performance Prism.

Figure 10.1 clearly shows how customer/supplier relationships are
the basis of all value creation in the performance network. The suppliers
of the organization view the organization as a client, while the organiza-
tion again has its own clients. Organizations are looking for profit, growth,
opinion, and trust downstream the value chain, and for fast, cheap, and
easy products and services upstream the value chain. Other stakeholders,
such as employees, the community, regulators, and investors, supply the
means to propel value creation, making it possible. Regulators ensure fair
competition, the community provides a platform to work in, such as infra-
structure, investors supply the necessary capital to operate, and employees
provide the needed labor. With this view in mind, none of the stakehold-
ers can be ignored as each represents a vital component in making the
value chain flow smoothly.

Each stakeholder has different requirements, and sometimes they can
be conflicting. Employees are looking to be treated with care, and view
the organization as their main source of income. The organization is in
need of dynamic capabilities and may be looking for ways to quickly
shrink and expand the organization, based on the state of the economy.
As described before, between customers and the organization there is the
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TABLE 10.1 Stakeholder Contributions and Requirements According to the

Performance Prism

Organization Needs

Stakeholder Needs

... from investors

B Capital, to operate and invest
B Credit, facilities from banks

u Risk, to be taken by investors
B Support, loyalty and advice

... from customers

B Profit, to sustain the business

B Growth, increase of sales

® Opinion, feedback on performance
® Trust, for repeat business

... from employees

B Hands, headcount, productivity
B Hearts, loyalty, commitment

B Minds, qualifications, teams

® Voices, suggestions, diversity

... from suppliers

B Fast, rapid delivery

® Right, high-quality products
and services

B Cheap, reasonably priced

B Easy, no barriers to buy

... from regulators

B Rules, for fair competition

B Reason, sound purpose and
reasonable to implement

B Clarity, not ambiguity

B Advice, on implementing rules

... from the community

B /mage, be viewed in a positive way

u Skills, availability of workers

u Suppliers, local vendors for particular
needs

B Support, supportive of aims

Investors need from the organization:

B Return, capital appreciation

B Reward, dividend

B Figures, justification

B Faith, confidence in management team

Customers need from the organization:

B Fast, rapid delivery

B Right, high-quality products and
services

B Cheap, reasonably priced

® Easy, no barriers to buy

Employees need from the organization:
B Purpose, support, direction

B Care, respect, fair treatment

u Skills, training, knowledge

B Pay, compensation package

Suppliers need from the organization:
B Profit, to sustain their business

B Growth, increase of sales

® Opinion, feedback on performance
B Trust, for repeat business

Regulators want from the organization:

m Legal, compliance to laws

B Fair, no monopolistic or
anticompetitive behaviors

B Safe, no endangering society

® True, be open and honest

Communities want from the organization:

u jobs, regional employment

B Fidelity, sustain and grow employment

m [ntegrity, open, honest, responsible

B Wealth, making the community healthy
and prosperous
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value-versus-profit dilemma, and the same is the case between suppli-
ers and your organization (as you are the customer). Many sales-driven
organizations wrestle with the trade-off between the direct and indirect
channel, figuring how much to do themselves and how much to leave to
partners. Further, in regulated industries, the regulators and the competi-
tors in the market can live at odds with each other. Businesses are trying
to compete and are looking to surprise their competitors, whereas the reg-
ulators value predictability the most.

There is an interesting dynamic between shareholders, the organiza-
tion, and its other stakeholders. We may think there is no dilemma—after
all, it is a common view that the goal of the organization is to maximize
shareholder value. But shareholders, whether they are acting in the short
or long term, are looking to maximize their returns, which is not necessar-
ily the same as optimizing the performance of the organization. Further,
in terms of the Performance Prism, shareholders, supplying capital, are
only one necessary type of stakeholder. And if you follow the visualiza-
tion in Figure 10.1, shareholders are not the central stakeholders in the
performance network. In fact, optimization toward shareholder value cre-
ates stakeholder dilemmas, as their requirements are disregarded. Investors
may press for short-term layoffs, whereas you know a brain-drain will
cause issues in the longer term. Investors may focus on immediate improve-
ment of working capital, leading to upsetting customers when collecting
invoices is done in an overly aggressive manner. Investors may see corporate
social responsibility as frivolous, whereas society sees it as mandatory. It is
best if such dilemmas are solved. In order to have a sustainable business,
one of the most important tasks of senior management is to reconcile
the dilemmas between all relevant stakeholders—the interorganizational
dilemmas."

How is this done? No differently than with the other you-and-me
dilemmas we have discussed. First, the organization needs to examine its
motives. What is it trying to achieve with a specific stakeholder relationship?
Different relationships have different intensities. Some relationships are
not very strategic, and there are low switching costs. Outsourcing certain
forms of logistics, the cleaning service, or the cafeteria is a very transac-
tional decision. Boiled down to its essence, it is “not being bothered too
much” that drives the success of the relationship. One notch up, what we
might expect from other business relationships is added value. We would

iThis does not mean that dealing with intraorganizational dilemmas is less impor-
tant. If the internal organization keeps requiring all of management’s attention,
there is no time to focus on stakeholder management. And on a more strategic
level, if your own organization is not healthy and transparent, how can you expect
the same of your stakeholders?
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like to establish an integrated supply chain with our preferred suppliers.
We would like to get close to our customers. We would like to invest
in employee education together with the unions. In these cases, switch-
ing costs are high. Finally, there are relationships based on co-innovation.
Both parties go to market with a joint product or service. Our motives
are to grow a business together. Problems and dilemmas arise when the
parties do not have the same understanding of the relationship. Opening
up to the unions to improve relationships can be a true dilemma if we
expect to be treated transactionally in return. Suppliers may not be will-
ing to invest in value chain integration if they believe it will only lead to
more dependency and less of a negotiating position. Open and honest
communication about both stakeholder contributions and requirements is
needed. Then find ways to reconcile any differences that are found. Some
retailers have insight into the margins of their suppliers, making sure the
relationship stays profitable for both. Some car manufacturers have busi-
ness improvement teams that suppliers can use to lower their costs. Both
suppliers and manufacturer benefit. Some oil companies have established
activist group boards in which they actively seek the opinion and advice
of pressure groups.

Executive View

The biggest dilemma Global Soft Commodities Singapore (GSCS)
has been facing is how to grow the company over the long term
while keeping the shareholders happy in the short term. There are
multiple ways of growing. It is possible to seek additional market
share for the products the company is active in within existing mar-
kets, for instance, seeking volume expansion in a soft commod-
ity such as coffee. Another growth option is in moving into new
product categories or into new markets, and the company has done
so as well. The company’s growth is plotted with care. It does not
shy away for more risky investments, but always starts small. When
an investment turns out to be successful, the company is geared
toward scaling it fast.

The dilemma is not in new products and in new markets; rather
it has been in deciding to expand its footprint in the supply chain.
This means growing from being merely a trade company focused on
logistics, to becoming a company that is also growing and harvest-
ing soft commodities, processing them, and even marketing the prod-
ucts. How will customers that have traditionally been in the business of

(continued)
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(continued)

adding value to the soft commodities take that? Will they start seeing
GSCS as a competitor, if GSCS starts adding value by processing the
products itself? And what about large suppliers that grow the soft
commodities? At what point will they start to see GSCS as a competi-
tor? Would GSCS have the size and the power in the value chain to
create this space for itself?

The keys to finding the solution to this you-and-me dilemma are
communication, and not jeopardizing the customer relationship. For
instance, GSCS has been offering these added services only to private
labels, avoiding direct competition with the company’s current cus-
tomers. Perhaps the most important element in this communication,
and in the way the expansion is executed, is addressing the “What’s
in it for them?” question—reframing the company’s growth plans into
customers’ and suppliers’ benefits.

For instance, there are benefits to building experience with pro-
cessing and other value-added services, and also for GSCS’s custom-
ers. It teaches GSCS about the challenges its customers have first
hand. With this experience, the company can improve its traditional
logistical services to large customers, offering better integration with
its customers’ operations. This should be more than just marketing;
changes and improvements in the business should actively reflect
these lessons learned, and there should be a clear cost, quality, and/
or speed advantage for customers. The intention to build an even bet-
ter customer relationship needs to be authentic—it has to be real. It
is particularly strengthening the customer value proposition that rec-
onciles the competitor/customer relationship dilemma. Anything else
will pose a long-term threat to the business’s health.

Building a supplier proposition might sound odd at first. After all,
they are the suppliers, and they should build an attractive proposition.
However, this works only in transactional relationships, not in the
case of GSCS, which takes responsibility of the complete supply
chain. The experience built with growing and harvesting soft com-
modities can be used to help suppliers improve their operations as
well. This in turn benefits GSCS.

Growing the footprint in the integrated supply chain does not
necessarily mean displacing other stakeholders. In fact, it could (and
should) strengthen existing relationships. GSCS implements a philoso-
phy in which everyone wins.
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The Performance Prism helps us define those reciprocal relation-
ships, and even guides us in telling how to manage those relationships.
However, one thing is missing: It does not help us solve stakeholder
dilemmas. The Performance Prism merely states the themes that need to
be managed. To successfully reconcile conflicting requirements between
the organization and its stakeholders, and among stakeholders surround-
ing the organization, we need to align the different value propositions.

Stakeholder Alignment Map

Strategy is the glue that aims to build and deliver a consistent and distinc-
tive value proposition to your target market.’® A value proposition is “what
we promise to do for you.” Stakeholder alignment could be defined as
the common understanding of a value proposition. The moment there is no
common understanding of that purpose, the stakeholder relationships and
consequently the long-term success of the organization are in danger. It is
the task of each organization to manage its stakeholder relationships and the
alignment of the value proposition.

Kim and Mauborgne argue for the alignment of three value proposi-
tions.” They state that “a strategy’s success hinges on the development
and alignment of three propositions: (1) a value proposition that attracts
buyers; (2) a profit proposition that enables the company to make money
out of the value proposition; and (3) a people proposition that motivates
those working for or with the company to execute the strategy.” Why
not extend the concept of the value proposition to all stakeholders? The
promise of what to achieve for investors is commonly known as the inves-
tor value proposition (which is different from a profit proposition, as this
serves the organization itself). A less commonly accepted term would be
a supplier value proposition, stating what the organization promises to
achieve for its suppliers. This may seem strange at first. They are suppliers;
what they require is being paid on time. What else is there to it? However,
there is logic in this concept. If an organization requires the contribution
of its suppliers in order to live up to the customer value proposition, it
needs to reciprocate. Unless the switching cost to another supplier is neg-
ligible, firms need to mind the requirements of the supplier for sustainable
success.

The value propositions to all stakeholders need to align. In a transparent
world, promising customers to be reliable while at the same time treat-
ing suppliers badly impacts the firm’s image and authenticity.® Promising
the shareholders high returns while the margin on the core business does
not support that leads to dysfunctional organizational behavior. Many
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of the corporate scandals in the early 2000s and business failures in the
economic crisis of the late 2000s were caused by putting more emphasis
on using the company as an instrument of the stock market and making
money there, instead of minding the core business. Think of the super-
market chain that treated its operating companies as cash cows to finance
even more acquisitions, or the car manufacturer that made more money
trading shares of a competitor in pursuit of acquiring that company than
the profit from actual car sales.

To see how a stakeholder alignment map could look and how it is built,
let us consider an example of a food processing firm. Let us assume its
value proposition is very customer-centric, to avoid commodization. Many
food processing firms employ food technologists to work with customers
to ensure the best use of the products. At the same time, utmost attention is
paid to the consistent quality of products. In other words, its customer value
proposition is being a safe bet for its customers. See Figure 10.2.

However, organizations should realize their value is broader than their
customer value proposition. Companies for instance also have a supplier
value proposition, what its promise is to its customers. In the example of
the food processing company, it should pay a fair price to its suppliers,
and it should pay in time, but more is possible. Some firms in the agri-
cultural/foods markets are known to help their suppliers (farmers) when
there are crop issues due to unforeseen weather circumstances. This can
be financial aid or to provide other services, helping farmers improve
productivity and efficiency'. This supplier value proposition can be sum-
marized as being a safe bet. See Figure 10.3.

@ Lead to loyalty . . .

Customers

@ Being a safe bet . . .

FIGURE 10.2 Stakeholder Alignment Map, Customer Value Proposition

“Safe Bet”

r
\_/

iiln Germany, some agricultural and community banks are known to even organize
farmer’s markets to support local communities and the local economy. There is no
clear difference between customer and supplier value proposition, the bank offers
community value.
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FIGURE 10.3 Stakeholder Alignment Map, Supplier Value Proposition
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FIGURE 10.4 Stakeholder Alignment Map, Investor Value Proposition

The investor value proposition usually is very straightforward, to pro-
vide a competitive shareholder return. The returns of the food processing
company may not be as high as in other industries, but instead they may be
relatively stable. In other words, they could be a safe bet in the portfolio of
investors. See Figure 10.4.

Companies are part of society as well. They need to show they are
responsible citizens. By for instance investing in green technology, encour-
aging suppliers to do the same, and through products making customers
greener, companies can create a high level of societal approval. This cre-
ates more stability, which is appreciated by investors and customers. See
Figure 10.5.

Also, regulators should be considered. As our food processing com-
pany is in control of its value chain, does not have a lot of volatility coming
from investors and shareholders, and treats its environment with care, it will
not easily get the regulators on its back. This leads to a consistent press and
image, which is appreciated by customers, suppliers, investors, and society.
See Figure 10.6.
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FIGURE 10.5 Stakeholder Alignment Map, Society Value Proposition
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FIGURE 10.6 Stakeholder Alignment Map, Regulator Value Proposition
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Conclusion

It seems a tall order, not only stretching intraorganizational dilemmas, but
also managing all stakeholder contributions and requirements. You prob-
ably have your hands full managing your own organization as it is. How
can all this be managed at the same time? The reality is that there is no
such thing as a perfect world. I do not believe in guaranteed sustainability,
or being a high-performance organization as a final stage in an organiza-
tion’s maturity. Again, organizations are like living organisms. They strive
for survival, but it is a constant struggle. The moment you focus on inves-
tors, there is the risk of taking your eyes off the customers. Investments
in process improvement may shift your attention away from innovation.
Managing company performance means working in a constantly chang-
ing dynamic. You need to keep your options open, as the environment
changes. By keeping your options open, change becomes a natural flow.
Change is not a process that costs energy and disrupts operations. In fact,
it is the other way around: Change is a process that brings energy into the
company, because of positive stakeholder interactions and constant recon-
firmation. And it is disruption of processes that actually brings change.

By seeking stakeholder alignment, you create synthesis. Our exam-
ple shows that improvements start to have multiple effects. For instance,
improving supplier relationships also improves customer relationships,
investor relationships, and all other stakeholder relationships. Synthesis is
the process of taking two or more ideas and morphing them into one.
That means not only one thing less to manage, but creating a flywheel, a
fundamental step forward in improving business performance.

As promised in the Preface, creating options and seeking synthesis are
the two keys to dealing with dilemmas. And I believe that dealing with
dilemmas is the key to driving an organization’s sustainable performance.






CHAPTER ] ]

Closing Thoughts

You can’t have your cake and eat it, too.

have never understood this expression. Why can’t I have my cake and

it eat, too? Isn’t that the whole point of cake, to be able to eat it? In
this book I have described multiple ways of having your cake and eating
it, too. I have shown that dilemmas are nothing to be afraid of. They are
there, whether you deal with them or not. Given that reality, it is better to
confront them.

How do we do this? Unfortunately, management theory can be
truly confusing. Management is not like physics, where a single theory
describes reality until it is proven wrong and substituted with a better the-
ory. Management is part of the social sciences, where multiple conflicting
and even contradicting theories can perfectly well coexist. For every study
that says that innovation should be kept separate from the day-to-day
business, there is another one that proposes combining the two. Leading
academics claim that pure strategies are the best, yet other research sug-
gests hybrid strategies perform much better. The reason is that we cannot
control the circumstances, like we do in physics. There is no such thing as
a true management laboratory in the real world.

You could actually call this the theory dilemma. If you believe a theory,
and you know there are competing theories, you could pick the wrong
one and fail. If you do not subscribe to a certain way of thinking and do
a little of everything, you may not be able to focus and could fail as well.
However, the theory dilemma actually is good news. It does not invalidate
strategy management. In fact, it is the ultimate validation: It forces you to
think. The more you are confronted with competing theories and conflicting
advice, the more you can be convinced you have found a dilemma. You are
in the eye of ambiguity. This makes you understand the true fundamental
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management problem: strategic uncertainty. You cannot predict the future
and you cannot fully control your environment; the only thing you can do
is be ready. And if you are really good, you can shape the future and your
environment—a bit. In order to do this, you need to remove two impor-
tant constraints. One is using the traditional vertical management structure
for decision making as well. It actually creates dilemmas as it drives peo-
ple to take a position based on the solution they see for their side of the
problem. Strategic decision making should be a multidimensional exer-
cise, exploring all intra- and extra-organizational angles. The second is the
classical understanding of what strategy actually is. Thinking of strategy as
making those big choices leads to dilemmas, too. Strategy should be seen
as a continuous process to create and exercise options.

Meta-Synthesis

I started this book by arguing that we analyze too much. You could see
analysis as the thesis that is currently reigning in the world of management.
Am I opposing analysis? Absolutely not; not all problems are dilemmas,
and proper analysis solves problems before they become dilemmas. This
book itself is full of analysis—all the survey analysis, the concept of sce-
nario planning, the conflict resolution diagrams, and so forth.

But there is more than analysis. The opposite of analysis, synthesis, per-
haps acts as the antithesis to analysis. Synthesis helps us to think outside the
box in as structured a manner as analysis does. Synthetic thinking provides
a chance of reconciling the opposites of a dilemma, and a great way to truly
advance instead of letting the pendulum swing back and forth.

So, if analysis is the thesis, and synthesis is the antithesis, there must
be a meta-synthesis' that brings analysis and synthesis together. You can-
not successfully create synthesis without analysis. In many cases, synthesis
comes through deconstructing the opposing sides of a dilemma and recon-
structing a new reality. This is what the conflict resolution diagrams do.
Deconstruction is analysis.

There is a time for everything. In discussing S-curves, I focused on the
eye of ambiguity. But a large part of the S-curve obviously consists of growth
within the curve. Sometimes that growth can even be exponential. Being on
top of what is happening, creating insight that is deeper than that of the
competition, and the ability to act on that are crucial for an organization’s

‘Don’t worry, read the sentence twice. When I came up with the concept of meta-
synthesis I knew it was time to stop writing, before I would completely detach
myself from planet Earth.
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survival. Analysis is the main toolkit. And there is a time when it is necessary
to reconfigure, and move to another S-curve, another strategy, another way
of working. In those cases, synthesis is the way to go. This is how I see it:
Strategy is like a Chinese puzzle, a tangram that consists of seven pieces that
can form many different puzzles. Sometimes the puzzle stays as it is for a
while, and sometimes it is necessary to put together a new puzzle.

Relationships, Human Behavior, and Culture

Although the book is full of strategy and management methodology, in
the end I think I have written a book about relationships, about human
behavior, and about culture. Consider being a soldier in the army. By mili-
tary law, you are required to follow orders. But you cannot hide behind
just following orders if that means breaking the law. How does one deal
with such a fundamental dilemma? Soldiers need to invest time in get-
ting to know their commander. If you truly know your supervising officer
and he is behaving in an unusual manner, this is a warning sign to dou-
ble check orders, or to involve others. Likewise, the commanding officer
needs to invest time in his troops, so that they can truly trust him. The
officer should be open, should be known and understood by his people.
In well-functioning relationships, you can distinguish between following
the right order and following the wrong order.

Independently of each other, Heidi Melin (CMO Polycom), Publishing
Corp.’s CIO, and Bill Fitzsimmons (CAO Cox Communications) stress the
need to build relationships and trust, something that requires time to do.
Without trust, it is not possible to reconcile dilemmas. It is not a coincidence
that this insight comes from these executives. Finance, IT, and marketing are
each supporting functions that need to work with the conflicting require-
ments of different stakeholders within the company on a daily basis.

Executive View

In order to be successful, organizations need to be profitable and
have an appropriate market share. The “profit and market share” of
a political party can be translated into being reelected. This means
listening very carefully to what the voters have to say. At the same
time, the fundamental goal of decision making in politics is to
improve conditions in society in general. This does not always entail

(continued)
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(continued)

making popular decisions, or producing results in the short term that
will be beneficial in the next elections. There are many decisions, for
instance, involving special taxes, or public health, or anything else
that is considered restrictive, that serve the greater good. This perhaps
is the most important political dilemma.

The way to deal with it is to see the party not as a goal in itself
(to build the biggest party), but as a means to govern the country in
a better way. A political party is not a static construct, but a dynamic
organism consisting of many politically engaged people. The politi-
cal party connects the government to the grassroots of society, the
individual voters. An effective political decision-making process mobi-
lizes the political party to create a basis for the decisions to be made.
Top down and bottom up do not have to be contradictory forces.
General directions and preliminary decisions can be set from the top,
but to create voter buy-in, the next step, translating the guidelines
into concrete measures, can be tasked to the communities. These can
be lower levels of government as well as the various segments of the
party. Successfully engaging people requires strong leadership. And
as with all leadership matters, results come from building relation-
ships and building trust over time.

How you deal with dilemmas has a lot to do with behavior as well.
Dilemmas are very self-confrontational. It often makes more sense to
examine your own intentions and assumptions than to try to analyze the
options on the table. It is a deep human emotion to want to be perceived
as nice, making it hard to fire a nonfunctioning person. But is it truly nice
not to give honest feedback, and not to allow the person to move on? And
is it nice to all other colleagues, whose productivity and success is held
back by this one dysfunctional person? “Being nice” sometimes needs to
be redefined to align with doing the right thing. Understanding your envi-
ronment starts with a strong understanding of yourself.

This is also a book about culture. T have tried to pay tribute to fus-
ing Eastern and Western thinking. In the West, we should try to better
understand the Eastern sense of ambiguity, instead of jumping to the easi-
est and fastest solution. Taoism and Confucianism embrace ambiguity and
define what is good or bad based not on the facts that occur but on their
context, which may change. The Eastern style of thinking could learn
from the Western style, which is based on the more aggressive Hegelian
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approach—to seek synthesis and move forward instead of trying to pre-
serve the ways of the past.

All of these management techniques and logical thinking aside, deal-
ing with dilemmas requires creativity. The best example I know actually
comes from Star Trek, in a story about the Kobayashi Maru. The Kobayashi
Maru is a spaceship that features in a computer simulation for young
cadets at the academy. Cadets taking the test are confronted with a dis-
tress signal from another ship. It is in trouble and is asking for help. The
problem is that the ship is marooned amid enemy territory. Will you save
the ship and risk an interplanetary war, or will you simply let the crew
of the ship die? This is a true dilemma; the simulation represents a no-win
situation—there is no way out. Its purpose is merely to test how cadets
treat the dilemma. James T. Kirk, a young cadet, achieves the impossible
after failing the test a few times, and finds a way out. Kirk hacks the com-
puter program and alters the simulation. His defense: I cheated the simula-
tion because the simulation cheated me.

Kirk showed true out-of-the-box thinking, looking beyond the obvious
and immediate solutions. We need more of that. In Chapter 1, T criticized
the popular management yell, “If you are not part of the solution, then
you are part of the problem.” Well, if T really must choose between the
two, T would choose to be part of the problem every day of the week.

Then again, why should one choose? That is a sucker’s dilemma. The way out is
simple: Truly understanding the problem you are dealing with means you are half-
way toward finding a solution. This book has shown you how.
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Company Profiles

This appendix contains a short description of each company that appears
in the executive overviews of the book, as well as short introductions of
the interviewed executives.

Achmea (Europe)

Achmea is part of Eureko, a leading European conglomerate in financial
services. Eureko is the holding company for a group of strong insurance
brands in 11 countries: Belgium, Bulgaria, Cyprus, France, Greece, Ireland,
the Netherlands, Romania, Slovakia, Turkey, and, since 2008, Russia.
Eureko is a cooperative organization. As a result, the company’s mindset
is a balanced stakeholder approach, rather than a focus primarily on
shareholders. Eureko’s goal is to create value for all its equally important
stakeholders: customers, distribution partners, shareholders, and employees.
Eureko’s core business is insurance—life, non-life, and health—and services
relating to pensions and health. Eureko has over 10 billion euro revenue,
and has close to 24,000 employees.

Jeroen van Breda Vriesman, member of the board of Achmea, held
various positions in financial services before being appointed chairman of
Division Occupational Health in 2004. He became chairman of Division
Achmea Health in 2006. As of October 2008, he became a member of the
Executive Board of Eureko. His core responsibilities include Health, Life &
Pensions and Group Information Management & Technology.

Cox Communications (United States)

With more than 6 million customers and nearly 21,000 employees, Cox
Communications is the third-largest cable entertainment and broadband ser-
vices provider in the United States. It is part of Cox Enterprises, founded in
1898 by James M. Cox, who served three terms as governor of Ohio and
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eventually ran in the 1920 U.S. presidential election as the Democratic Party
nominee. In that same year, Gov. Cox purchased his first newspaper, the
Dayton (OH) Evening News—the first step in creating the company that is
Cox Enterprises today—a company with extensive interests in newspapers,
television, radio, and automobile auctions and broadband residential and
commercial services. The company proudly emphasizes its focus on cus-
tomer care, which has led to industry accolades in customer satisfaction.
Cox Communications is the only communications company to win top satis-
faction honors in video, Internet, phone, and business categories.

William (BilD) J. Fitzsimmons is chief accounting officer of Cox
Communications Inc. Fitzsimmons is responsible for overseeing all aspects
of accounting and financial planning, including accounts payable, prop-
erty, financial systems, general ledger, tax, budgeting and forecasting,
internal reporting and analysis, program cost accounting, and payroll tax
reporting. Since joining Cox in 1993, Mr. Fitzsimmons has built extensive
experience with the company, both in the field and on the corporate level.

Global Soft Commodities Singapore (Anonymized, Singapore)

Global Soft Commodities Singapore (GSCS) has been in business since
1989. With more than 8,000 employees worldwide, the company operates
an integrated supply chain for 20 products in over 60 countries world-
wide, delivering these products to over 4,500 customers in over 60 des-
tination markets. The soft commodities in which the company trades
include wood, rice, cotton, coffee, cashew, and others. The integrated
supply chain is managed from origination to processing, logistics, market-
ing, and distribution. This allows GSCS to achieve operational efficiencies,
add value, and manage the various risks along the entire supply chain,
enabling the company to appropriate the margins that exist in each part of
the supply chain.

The COO is responsible for finance, the products portfolio, and a
number of the regions in which the company is active.

Publishing Corp. (Anonymized, English-Speaking Country)

Publishing Corp. is the largest publishing group in one of the English-
speaking countries. The group has interests in newspapers, magazines,
Internet businesses, book publishing, printing plants, and distribution
companies. Millions of its magazines are sold on a monthly basis. Publish-
ing Corp.’s Internet business reaches more than half of the country’s online
population. Publishing Corp. currently publishes more than 60 magazine
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titles, and has licensing agreements with international titles. The company’s
roots go back to the early twentieth century.

The company’s CIO started out as a practicing engineer before he
moved into the world of IT. He has kept his academic involvement alive
as a part-time lecturer.

National Central Bank (Anonymized, Europe)

Central banks are responsible for safeguarding financial stability. This central
bank in one of the European countries (which I refer to as NCB, for National
Central Bank, to distinguish it from the European Central Bank) has a broad
set of responsibilities. First, its monetary policy is aimed at creating price sta-
bility. In cooperation with all other central banks, and the European Central
Bank, inflation is controlled through the interest rates. NCB also exercises
oversight of all payment systems in the country, and is responsible for the
circulation of cash. NCB is also responsible for the prudential supervision of
the country’s banks. Finally, NCB acts as an advisor to the national govern-
ment on monetary policy and on other social and economic matters.

After a career in academia, the official I interviewed has had multiple
roles in NCB for the past ten years. Currently, he is responsible for macro-
prudential analysis, evaluating the health, soundness, and vulnerabilities of
the country’s financial system, for instance, by performing stress tests and
scenario analysis. He characterizes NCB as a nuclear plant and a university
within the same building. Payment systems operations can be compared
to the nuclear plant. Absolutely no errors are permitted in managing the
flow of cash money, from printing the money, to regulating its circulation,
to the destruction of it at the end of its lifecycle. At the same time, NCB
needs to be open. It is of paramount importance that decisions are not
based on perceived wisdom, but are open to challenge. In this respect, the
environment is more academic in nature. Moreover, for any regulator to
remain healthy, there needs to be some degree of transparency that allows
criticism. As a consequence, NCB'’s researchers are allowed to publish all
their research, and cooperation with academia is strongly encouraged.

Novozymes (Denmark)

Novozymes is the world leader in bioinnovation, holding more than 6,000
patents. It has been in business since 1939, for many years as a division
in a larger company focusing on producing insulin. Following an IPO and
demerger in 2000, the company today successfully produces industrial
enzymes, microorganisms, and biopharmaceutical ingredients. Enzymes
are proteins that are naturally found in all living organisms and act as
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catalysts in transforming one substance into another, for instance, in break-
ing down waste. Proteins created by fermenting microorganisms or animal
cells provide ingredients for medication produced by the biopharmaceu-
tical industry. In 2008, Novozymes, headquartered in Denmark, reported
8,146 million Danish kroner revenue, which is over U.S.$1.5 billion. With
more than 5,000 employees worldwide, the company offers more than 700
products sold in 130 countries.

Most members of the executive team, led by CEO Steen Riisgaard,
have a tenure of more than 20 years, and the average staff tenure
within the company is 10 years. Other characteristics that would define
Novozymes’ culture are being very collaborative and group and relation-
ship oriented, and a “no-BS” attitude. You have to know your stuff in
order to be taken seriously.

Polycom (United States)

Polycom is the global leader in telepresence, video, and voice solutions.
Voice solutions and videoconferencing systems include equipment for
audio conferences, ranging from the desktop to the conference room, to
enable more productive meetings and allow people to collaborate over
large distances. Telepresence solutions represent the top of the range, pro-
viding what Polycom calls the “RealPresence Experience,” with a natural,
“across-the-table” experience where every meeting participant is shown in
true-to-life dimensions—ijust as if you were all in the same room. Polycom,
founded in 1990 and having gone public in 1996, has more than 2,500
employees worldwide and revenues of over $1 billion. With Polycom tech-
nology, customers can save significantly on travel costs, lower their carbon
footprint, and enable global collaboration.

Heidi Melin joined Polycom in September 2007 as senior vice presi-
dent and chief marketing officer. She is responsible for Polycom’s marketing
strategy, which includes global branding and corporate identity, field and
channel marketing, corporate communications, analyst relations, enterprise
solutions, demand generation, and events.

Vopak (Netherlands)

Vopak’s history goes back to 1616, when the world-renowned Dutch
East Indies Company was flourishing, bringing in coffee, tea, and spices
from the Far East and making the Netherlands a rich and powerful nation.
The speed of its growth necessitated smooth and effective transshipment
and storage infrastructures at the Dutch harbors. Groups of weigh-house
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porters joined forces to offer the necessary services, including weigh-
ing, sorting, and storage. Today, Vopak is the world’s largest provider of
conditioned storage facilities for bulk liquids. Through 79 terminals in 31
countries, the company covers the world’s major shipping lanes for oil
products, petrochemicals, biofuels, vegetable oils, and liquefied natural
gas. Vopak employs more than 3,500 people, and its revenue for 2008 was
€923.5 million.

Jack de Kreij is a member of the executive board since 2003 and the
company’s chief financial officer. As a former partner at PwC, he special-
izes in mergers and acquisitions. Ton van Dijk is Vopak’s chief information
officer. He is an expert in IT architecture and governance and a specialist
in lean process improvement.

Dick Berlijn (Netherlands)

General D.L. (Dick) Berlijn began his military career in 1969 at the Royal
Military Academy in Breda. In 1973, he began his military pilot training in
Canada, where he received his wings in 1975. He then did his conversion
training for the NF-5 at Twenthe Air Base in the Netherlands. In 1976, he
transferred to Leeuwarden Air Base for conversion to the F-104 Starfighter.
He later trained as a weapons instructor. In 1981, he received conversion
training for the F-16. From 1983 to 1985, he was operations officer and
then commander of the Transition and Conversion Division at Leeuwarden
Air Base. In 1986, as a member of the “Ready Team,” he monitored 315
Squadron’s conversion from the NF-5 to the F-16. In 1987, he was super-
visor of the multinational Fighter Weapon Instruction Training (FWIT)
in Denmark, a specialist weapon training course for experienced fighter
pilots. In 1988, he was stationed at the Tactical Air Command, as head of
the Fighter Weapon Branch. From 1989 to 1991, he attended the Advanced
Staff Course at the Air Force Staff College. This was followed by a post
as head of the Operations and Training Section at the Royal Netherlands
Air Force Staff. From August 1992, he was chief of flying operations at
Twenthe Air Base. In that capacity, he was tasked with the air base’s oper-
ational preparations for Operation Deny Flight. From April to October
1993, he was commander of the first F-16 detachment deployed to Italy.
In 1994, he became head of the Fighter Operations Division, and then in
1995, deputy chief (Operations) of the Royal Netherlands Air Staff, holding
the rank of Air Commodore. In 1997, as deputy chief (Operations) of the
Defense Staff, his tasks included heading the Defense Crisis Management
Centre. In November 1998, he was appointed commander of the Tactical
Air Force, ranked as Major General. On March 24, 2000, he was appointed
commander-in-chief of the Royal Netherlands Air Force and on June 24,
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2004 he took over as chief of the Defense Staff, and was promoted to gen-
eral. In 2005 General Berlijn became the First Commander of the Dutch
Armed Forces. Currently, Mr. Berlijn holds the position of Senior Board
Advisor at Deloitte Consulting, specialized in safety, strategy, and interna-
tional collaboration.

Decorations

® Orde van Oranje Nassau (Degree of Commander)

® Legion of Merit (Degree of Commander), awarded by the U.S.
Secretary of Defense

® Légion d’honneur (Degree of Commander), awarded by the President
of the République Francaise

m Officers’ long service medal (25 years)

= NATO Medal (110397)

= Multinational Peace Operations Commemorative Medal, Operation
Deny Flight, former Yugoslavia (281093)

Nirmal Singh Hansra (Australia)

Nirmal Singh Hansra, based in Australia, has more than 35 years of experi-
ence as a chief financial officer and finance director in various business func-
tions, including R&D, manufacturing, sales and marketing, distribution, and
services, across varied industries: IT&T, FMCG, Chemicals, Pharmaceutical,
Retail, Agriculture, and Rental Financing. The companies he has worked
with and for have operations in Australia, New Zealand, India, Malaysia,
Singapore, Japan, South and East Africa, the United Kingdom, and North
America. Mr. Hansra has significantly contributed to M&A activity, including
preparation of bidders/target statements, cost synergy assessment, business
restructure and change management, board response committees, and so
on. Today, Mr. Hansra is a business advisor for various firms at the board
and executive management level, covering financial and strategic busi-
ness management as well as setting up or improving performance of audit,
investment, and remuneration board committees.

Dr. Edmund Stoiber (Germany)

Dr. Edmund Stoiber is former minister-president of the state of Bavaria,
Germany, and former chairman of the German political party, Christian
Social Union (CSU).
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In 1978, Dr. Stoiber was elected secretary general of the CSU, a post
he held until 1982-1983. From 1982 to 1986, he served as Bavarian secre-
tary of state, and then as minister of state until 1988. From 1988 to 1993,
he served as minister of the interior in Bavaria. In May 1993, the Bavarian
Landtag (parliament) elected him as minister-president, a role he would
fill until 2007. Currently, Dr. Stoiber is the honorary chairman of the CSU,
and chairman of the High Level Expert Group on Administrative Burdens
of the European Union. As a keen football (soccer) fan, Dr. Stoiber also
serves as co-chairman on the Advisory Council of FC Bayern Munich.
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