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Part Three. Managing Across Borders - New Strategic Requirements

5. Poorly thought over acquisitions can prove to be a major destroyer of
shareholder value, especially where “strategic benefits” are not tested out
operationally, organisationally, and financially.

As Haspeslagh and Jemison (1991) have peinted out, value can be created (or
destroyed) by acquisition at three key stages:

*  via identifying the target and evolving a clear strategy for integration/post
acquisition management;

e via the deal itself (especially through not overpaying);
¢  via integration/post acquisition management itself.
Some key lessons for not destroying value via acquisitions are therefore:

e Think through the acquisition strategy in depth, and integrate the strategic,
operational, organisational and financial assumptions, testing these by
using the uncertainty/importance grid, shown in Figure 3-4.

e Use scenario tools and the importance/uncertainty grid to understand, how
value can be destroyed to assess riskiness, and to reshape strategy (both
pre- and post- integration) to deduce the impact of variables, which are
both very important and very uncertain.

* Manage the deal making and post-acquisition process with just as much
care and attention, as the pre-acquisition appraisal.

* Remember that when acquiring, you are acquiring a “business system,”
which may or may not be compatible with your own. It is also one, which
you can easily and inadvertently damage.

In recent years, cost reduction programmes are being managed better through
business process re-design, re-engineering, and simplification. However, these
programmes have not permeated the majority of companies. Also, they seem to
be in danger of becoming yet another management fashion. It is only through
integrating approaches to cost management - financial, operational, and
competitive into a framework and philosophy of strategic cost management that
these improvements can be sustained (Osbaldeston, Barham, 1992).

6. Key routes to the avoiding the destruction of value via cost management
include:

» Targeting improvements in cost effectiveness over a period of several
years (not just via the annual budget cycle).
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Although many writers extol the benefits of having a mission, this can easily misdirect | 76

management. Invariably, the mission is stretching and may often be unrealistic, yet it may still exert

a powerful influence over strategic and more tactical thinking.

Although many writers extol the benefits of having a mission, this can easily misdirect
management. Invariably, the mission is stretching and may often be unrealistic, yet it may still exert
a powerful influence over strategic and more tactical thinking.
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1. In order to avoid a mission and objetives-driven strategy, the following measures are
needed:

* An analysis of the organisation’s internal capabilities before formulating the mission.

« It is advisable to work upwards to a mission, based on a thoroughly analysed competitive
strategy, rather than to formulate strategy top-based on a pre-set mission.

* “The mission” should be linked to an analysis of the industry in which the company will have a
major position. Management should investigate, whether that particular industry will generate all
returns to shareholders. Is this focused on industry attractiveness, and can the company sustain a
strong competitive position.

2. The key lessons of how to avoid creeping business complexitgre about the need to:

* Put any new business opportunity through a “strategic screen” - probing it for the attractiveness
of the market or niche, its likely competitive position, implementation capability, and financial scale
and attractiveness.

« Continually focus managers on marketing a few larger scale projects that work effectively, rather
than to seek to diversify risk through lots of smaller projects.

* Continually revisit “the business(es)” we are in, particularly to set down the kinds of businesses
we are not in (the most valuable part of strategic choice is often to be able to say “no” to certain
kinds of opportunity).

» Map the complexity of the business by drawing up a matrix of products against markets against
consumer groups, or markets/consumer groups against distribution channels, and also against
products with enabling technologies (this highlights just how diverse and thinly spread the business
has become).

But the toughest is that of the top team saying “no” to business opportunities, which may seem
tactically attractive, but which may result in diversion and value destruction.
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In order to avoid a mission and objectives-driven strategy, the following measures are needed:

* An analysis of the organisation’s internal capabilities beforeformulating the mission.

* It is advisable to work upwards to a mission, based on a thoroughly analysed competitive
strategy, rather than to formulate strategy top-based on a pre-set mission.

* “The mission” should be linked to an analysis of the industry in which the company will have a
major position. Management should investigate, whether that particular industry will generate all
returns to shareholders. Is this focused on industry attractiveness, and can the company sustain a
strong competitive position?
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The key lessons of how to avoid creeping business complexity are about the need to:

* put any new business opportunity through a “strategic screen” - probing it for the attractiveness
of the market or niche, its likely competitive position, implementation capability, and financial scale
and attractiveness;

« continually focus managers on marketing a few larger scale projects that work effectively, rather
than to seek to diversify risk through lots of smaller projects;

» continually revisit “the business(es)” we are in, particularly to set down the kinds of businesses
we are not in (the most valuable part of strategic choice is often to be able to say “no” to certain
kinds of opportunity).

« map the complexity of the business by drawing up a matrix of products against markets against
consumer groups, or markets/consumer groups against distribution channels, and also against
products with enabling technologies (this highlights just how diverse and thinly spread the business
has become).

But the toughest is that of the top team saying “no” to business opportunities, which may seem
tactically attractive but which may result in diversion, and value destruction.

205

3. Lessons on tactical pricing are:

» When considering lower pricing, this must be looked at as just one of the options to meet the
strategic objective of protecting or growing profitable market share. Other opinions might include:
market re-positioning and enhancing customer service in ways, which are known to add perceived
and real value.

* Decisions to make major adjustments in price should take into account the likely competitor
reactions, then second-order company reactions, then second-order competitor reactions - as a series
of moves - and not as a single one-off mechanical response. A useful vehicle for teasing out possible
reactions is to construct a “competitive scenario,” where a number of managers armed with the key
data on competitors formulate possible intent in an informal, game-like situation. This does not have
to be over-structured, and can be done effectively within a workshop environment.

» Where price reductions are contemplated, will they be big enough to secure the necessary shift
in industry structure and behaviour, and to achieve competitive position?

* In some cases, it might be appropriate to let go of market share, which is less profitable or
becoming increasingly difficult to defend.

4. There are many ways in which businessnvestmentdecisionscan destroy corporate value; for
instance:

» Synergies are assumed but are not fully thought through in terms of when, under what
conditions, and how they will be harvested.

« Less tangible factors, such as improving quality from the point of view of the customer, are
assumed. Yet these assumptions that “improvements to quality” actually add value as perceived by
customers are not tested by external research. Where value is created, this may be fully absorbed by
the customer without consequent increase in price, or in volume. This is due to the customer buying
power and/or purchasing strategy.
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Lessons on tactical pricing are:

« When considering lower pricing, this must be looked at as just one of the options to meet the
strategic objective of protecting or growing profitable market share. Other opinions might include:
market re-positioning and enhancing customer service in ways, which are known to add perceived
and real value.

* Decisions to make major adjustments in price should take into account the likely competitor
reactions, then second-order company reactions, then second-order competitor reactions - as a series
of moves - and not as a single one-off mechanical response. A useful vehicle for teasing out possible
reactions is to construct a “competitive scenario,” where a number of managers armed with the key
data on competitors formulate possible intent in an informal, game-like situation. This does not have
to be overstructured, and can be done effectively within a workshop environment.

» Where price reductions are contemplated, will they be big enough to secure the necessary shift
in industry structure and behaviour, and to achieve competitive position? The Times reducing its
price from 45p to 30p a day encouraged a substancial increase in share and anlso in absolute
circulation. But this was followed by a price war (which the writer foresaw) that materialized during
the preparation and revision of this article.

78-79

« In some cases, it might be appropriate to let go of market share, which is less profitable or
becoming increasingly difficult to defend. This runs against heroic self-image of management teams
but it is just this ill-founded heroism which may destroy corporate value in the long run. Un the UK
following the attempted acquisition of the Cheltenham and Gloucester Building Society for £1 billion
by Lloyds bank, we saw a scramble by other major players to strengthen their position in the
mortgage market. One is not sure at all where this is leading and one can only speculate about why
all of these players think that they will emerge as winners. And will the game be one which generates
shareholder value to any of them in the long run?




3

« Key uncertainties may exist, which are not assessed. The appraisal may capture only the most
obvious assumptions and miss those, which are both of high importance and high uncertainty.

79

Despite the wealth of prescriptive theory on capital and related investment decisions, management
practices are often patchy and fragmented when it comes to integrating financial and strategic
appraisal. There are many ways in which business investment decisions can destroy corporate value;
for instance:

» Synergies are assumed but are not fully thought through in terms of when, under what
conditions, and how they will be harvested.

« Less tangible factors, such as improving quality from the point of view of the customer, are
assumed. Yet these assumptions that “improvements to quality” actually add value as perceived b
customersare not tested by external research. Where value is created, this may be fully absorbed by
the customer without consequent increase in price, or in volume. This is due to the customer buying
power and/or purchasing strategy.

« Key uncertainties may exist, which are not assessed. The appraisal may capture only the most
obvious assumptions and miss those, which are both of highimportanceand high uncertainty

205-206

« The financial appraisal may suggest that apparently worthwhile projects do not yield a sufficient
return to generate a positive net present value. It might be because the investment project simply
maintains or protects the business’s existing market position. So the investment may be used to
defend business strategy that adds value, or a strategy which might actually be destroying value.

79

» The financial appraisal may suggest that apparently worthwhile projects do not yield a sufficient
return to generate a positive net present value (NPV). Yet managers do not think “why is this?” It
might be because the investment project simply maintains or protects the business’s existing market
position. So the investment may be used to defend business strategy that adds value, or a strategy
which might actually be destroying value.

206

There are several ways of addressing these issues, so that corporate value is not inadvertently
destroyed, for instance:

* Synergies need to be tested by asking, how these synergies will be managed and harvested, and
especially by whom. Also, how will corporate style and management systems (especially rewards
and communication) play an enabling role in this?

* Less tangible factors need to be characterised by way of indicators and indirect measures, so it
becomes easier to put some sort of financial value on them. This value need to be precise, but should
be sufficiently well founded so as not to infect the more tangible and accurately estimated value in
any business case.

» Assumptions, which are important and uncertain, can be identified through brainstorming, and
use of the importance/uncertainty grid (see Figure 3-4 for one application). Provided that the
brainstorming is sufficiently focused, externally as well as internally (to capture for example,
competitor response, the impact of price discounting, regulation, etc.), then the
importance/uncertainty grid ought to highlight the most critical assumptions. This process needs to
take place in a workshop-type environment to be most effective.

79

There are several ways of addressing these issues, so that corporate value is not inadvertently
destroyed; for instance:

* Synergies need to be tested by asking, how these synergies will be managed and harvested, and
especially by whom Also, how will corporate style and management systems (especially rewards
and communication) play an enabling role in this? For example, when a major technology company
diversified through acquisitions into a new product area it was assumed that much value would be
generated by cross-company innovation. It was a matter of years before it was realized that these
“synergies” were just not happening effectively. This led to regular networking amongst the
managers of the acquired subsidiaries to share ideas and work as an international team.

* Less tangible factors need to be characterised by way of indicators and indirect measures, so it
becomes easier to put some sort of financial value on them. This value need to be precise, but should
be sufficiently well founded so as not to infect the more tangible and accurately estimated value in
any business case.

» Assumptions, which are important and uncertain, can be identified through brainstorming, and
use of the importance/uncertainty grid (see Figure 2 for one application). Provided that the
brainstorming is sufficiently focused, externally as well as internally (to capture for example,
competitor response, the impact of price discounting, regulation, etc.), then the
importance/uncertainty grid ought to highlight the most critical assumptions. This process needs to
take place in a workshop-type environment to be most effective.
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207 5. Poorly thought over acquisitions can prove to be a major destroyer of shareholder value, | 80 Although it is easy for these claims to be made with hindsight, with analysts pouring over figures
especially where “strategic benefits” are not tested out operationally, organisationally, and for estimated discounted cash flows before and after the acquisition, there does seem to be an
financially. unequivocal pattern here. Poorly thought over acquisitions can prove to be a major destroyer of
As Haspeslagh and Jemison (1991) have pointed out, value can be created (or destroyed) by shareholder value, especially where “strategic benefits” are not tested out operationally,
acquisition at three key stages: organisationally, and financially.
* via identifying the target and evolving a clear strategy for integration/post acquisition | gg This scenario ought to have been relatively easily genereated by focused brainstorming and by

management;

« via the deal itself (especially through not overpaying);

* via integration/post acquisition management itself.

Some key lessons for not destroying value via acquisitions are therefore:

* Think through the acquisition strategy in depth, and integrate the strategic, operational,
organisational and financial assumptions, testing these by using the uncertainty/importance grid,
shown in Figure 3-4.

« Use scenario tools and the importance/uncertainty grid to understand, how value can be
destroyed to assess riskiness, and to reshape strategy (both pre- and post- integration) to deduce the
impact of variables, which are both very important and very uncertain.

» Manage the deal making and post-acquisition process with just as much care and attention, as
the pre-acquisition appraisal.

* Remember that when acquiring, you are acquiring a “business system,” which may or may not
be compatible with your own. It is also one, which you can easily and inadvertently damage.

In recent years, cost reduction programmes are being managed better through business process
re-design, re-engineering, and simplification. However, these programmes have not permeated the
majority of companies. Also, they seem to be in danger of becoming yet another management
fashion. It is only through integrating approaches to cost management - financial, operational, and
competitive into a framework and philosophy of strategic cost management that these improvements
can be sustained

6. Key routes to the avoiding the destruction of value via cost management include:

* Targeting improvements in cost effectiveness over a period of several years (not just via the
annual budget cycle).

the use of the uncertainty/importance grid. Yet so few companies use the scenario approach for
managing acquisitions, both to compile external scenarios and integration scenarios. As Haspeslagh
and Jemison (1991) have pointed out, value can be created (or destroyed) by acquisition at three key
stages:

 via identifying the target and evolving a clear strategy for integration/post acquisition
management;

» via the deal itself (especially through not overpaying) — an example of this discipline personified
is clearly that of Hanson;

« via integration/post acquisition management itself.

Some key lessons for not destroying value via acquisitions are therefore:

« Think through the acquisition strategy in depth, and integrate the strategic, operational,
organisational and financial assumptions, testing these by using the uncertainty/importance grid,
shown in Figure 2.

« Use scenario tools and the importance/uncertainty grid to understand, how value can be
destroyed to assess riskiness, and to reshape strategy (both pre- and post-integration) to deduce the
impact of variables, which are both very important and very uncertain.

» Manage the deal making and post-acquisition process with just as much care and attention, as
the pre-acquisition appraisal.

* Remember that when acquiring, you are acquiring a “business system,” which may or may not
be compatible with your own. It is also one, which you can easily and inadvertently damage.

In recent years, cost reduction programmes are being managed better through business process
re-design, re-engineering, and simplification. However, these programmes have not permeated the
majority of companies. Also, they seem to be in danger of becoming yet another management
fashion. It is only through integrating approaches to cost management - financial, operational, and
competitive into a framework and philosophy of strategic cost management that these improvements
can be sustained.




80 Key routes to the avoiding the destruction of value via cost management include:

 Targeting improvements in cost effectiveness over a period of several years (not just via the

annual budget cycle).
208 * Employing zero-based approaches to challenge the design of the business system - can the | 80-81 « Employing zero-based approaches to challenge the design of the business system - can the
strategic objectives be achieved at much lower costs. strategic objectives be achieved at much lower costs? (see the ICL case in Grundy). In this example,
* Benchmarking existing competencies in allocating resources and in managing costs generally. senior and middle managers — and supervisors — spent a concentrated six hours to reinvent ICL’s UK
» Measuring the effect of value lost by poor quality or through error. distribution business “with no frills, from zero base”. Several, cross-functional teams reported back
» Employing a “rob Peter to pay Paul” philosophy to encourage re-allocation of resources. This to present a “bid to run the business” — as if they were a management buy-out team. Interestingly,
reduces defensiveness to change, as people are less likely to defend what they are currently doing, if their bid was almost exactly that calculated by senior management.
there are some other activities, which they can do, and which add more value. . — — . . .
» Ensure that changes in cost management are measured for both financial and competitive 81 * Benchmarking existing competencies in allocatmg_ resources apd in managing costs genera@ly.
advantage. This sets a constraint on harmful cost cutting. For e>§am_ple, one key service dep_artment in t_he Prudential used pL_JbIchy available data on processing
« Be prepared to abandon a business strategy (sub-strategy), where the company will not be able costs in financial services to begin the planning phase for strategic cost management.
to compete due to inherent cost disadvantages. . Measurmg the effect of value lost by poqr quality or through error. . '
One of the key costs of organisational life is unquestionably the cost of change. Change * Employing a “rob Peter to pay Paul” philosophy to encourage re-allocation of resources. This
programmes come in diverse forms - quality management, culture change, business process re- reduces defensiveness to gh_ange, as people are less Ilkelyt_o defend what they are C‘l‘JrrenFIy doing, if
design, and many other interventions. These interventions are not always managed in a well-targeted there are some other activities, which they can do, and which add more value. The “robbing Peter to
way - as was forcibly highlighted by Schaffer and Thomson. pay Paul phllosophy was _applled very succ_essfully at a major food company. Its success was based
7. Although frameworks for managing change exist, many change programmes: on encouraging a more flu'ld apd fle?<|ble attltUFIe to rede‘ployment of resource. This was achieved by
- Lack clear objectives and targeted benefits; reducing fear in the organization (“if I stop doing X I will be out ofaJob”)_. _ N
- Are instigated as a result of only partial diagnosis of “the problem:” » Ensure that changes in cost management are _measured.for both financial _and competitive
* Are conceived as “top-down” interventions, which set up resistances, destroy value, and increase advan'gagg. Th.ls S.Ets a ConStral.nt on harmfu_l cost cu_ttlng. Ina f_llgh gtechnology busme_s S areview of
costs: costs in its dlstr!butlon function was achieved W|t_hou.t detriment to customer service. This was
- Are unevenly pursued by senior management - without tenacity and continuity of attention, achieved b){ cutting out unnecessarily frequent deliveries and charging some premium for value-
much of the value is lost: added, special deliveries. _ _
 Can be costly through disturbing organisational activity and routines through frequent and * Be prepared to abandon a bus_lness strategy (sub-strategy), where the company W'I! not be aple
incremental change. to compete due_to inherent cost dlsadvantgges. Ma}ny chemical ar_ld other companies ywll recognize
Key ways of avoiding the destruction of shareholder value through change programmes are: this. Gr_een, environmental pressure has shifted the inherent attractiveness of many businesses simply
» Managers proposing change projects or programmes should be asked to produce a formal 0 DL O UL — —— -
business case. 81 One of the key costs of organizational life is unquestionably the cost of change. Change
programmes come in diverse forms - quality management, culture change, business process re-
design, and many other interventions. These interventions are not always managed in a well-targeted
way - as was forcibly highlighted by Schaffer and Thomson.

Although frameworks for managing change exist (for example, see Grundy), many change
programmes:

» Lack clear objectives and targeted benefits;

* Are instigated as a result of only partial diagnosis of “the problem;”

* Are conceived as “top-down” interventions, which set up resistances, destroy value, and increase
Costs;

« Are unevenly pursued by senior management - without tenacity and continuity of attention,
much of the value is lost;

« Can be costly through disturbing organisational activity and routines through frequent and
incremental change.

Key ways of avoiding the destruction of shareholder value through change programmes are:

« Managers proposing change projects or programmes should be asked to produce a formal
business case. At Hewleet Packard, this approach has helped to focus managers’ minds only on
targeting major projects for breakthroughs in performance, and to check the tendency to introduce
projects where the benefits are hard to achieve.

208-209 » The business case should lie out the strategic objectives of the change, how it fits with and | 81  The business case should lie out the strategic objectives of the change, how it fits with and

reinforces other change programmes, the key options, the benefits, costs, and risks. These should
also be supported by assumptions about implementation difficulty, likely resistances, and the
adequacy of resources for the intervention.

reinforces other change programmes, the key options, the benefits, costs, and risks. These should
also be supported by assumptions about implementation difficulty, likely resistances, and the
adequacy of resources for the intervention. For example, at BP it was reported that a relatively small
number of “stories” aabout breakthroughs in organizational behavior yielded shareholder value
which was for greater than the cost of the culture change programme.
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209

* This business case should be used to promote and communicate the changes, and to monitor the
benefits and costs.

8. Investment in product, brand, and technology developmenis crucial to long-term corporate
health and shareholder value. Yet, this investment is often either an act of faith, or alternatively,
supported by spuriously accurate-looking cash flow projections. In the worst case, 80% of
investment may be expended on 20% of the projects with the least potential for competitive and
financial benefit.

The ways of avoiding this includes:

» Assessing the company’s capability to exploit a future opportunity through constructing a
scenario of how that opportunity might crystallise. This should be followed by thinking through the
conditions under which the scenario might crystallise. Management should then consider how
realistic the company’s assumptions are that it can exploit the opportunity operationally, and for
financial advantage.

* Evaluating “the value” of this capability, as part of a set along with other capabilities - for
instance in marketing, production, and distribution. Capabilities require harvesting, and without the
right kind of support from the entire business system, value may not be yielded.

* Where the development offers some major market breakthrough, will that market be profitable,
and will this profitability be sustained? Where will the company’s sustainable share be? To what
extent will customer value added be shared by the customer (due to high buyer-power) versus the
company? These tests help to ensure that volume expansion is not confused with adding to corporate
value - this does not necessarily occur, where customers harvest the bulk of this value. This test
should always be applied to investment in total quality management, which can easily become
untargeted and ritualistic.

9. Over-commitment to a strategy(or to particular projects or choices) can destroy value in the
number of ways:

81

« This business case should be used to promote and communicate the changes, and to monitor the
benefits and costs.

81-82

Investment in product, brand, and technology development is crucial to long-term corporate
health and shareholder value. Yet, this investment is often either an act of faith, or alternatively,
supported by spuriously accurate-looking cash flow projections. In the worst case, 80% of
investment may be expended on 20% of the projects with the leastpotential for competitive and
financial benefit.

Where managers suspectthis is the case they may unwittingly cut the strategic lifeblood of the
company by axing the wrong projects.

The ways of avoiding this includes:

» Assessing the company’s capability to exploit a future opportunity through constructing a
scenario of how that opportunity might crystallise. This should be followed by thinking through the
conditionsunder which the scenario might crystallise. Management should then consider how
realistic the company’s assumptions are that it can exploit the opportunity operationally, and for
financial advantage. It doesn‘t take a strategy guru to imagine the obvious relevance to this approach
to, say, evaluating convergence between the information, communications and entertainment
industries, for instance.

* Evaluating “the value” of this capability, as part of a set along with other capabilities - for
instance in marketing, production, and distribution. (For more on the idea of a strategic :strategic
project set™ as the basis for project evaluation, see Grundy). Capabilities require harvesting, and
without the right kind of support from the entire business system, value may not be yielded. A major
strategic blind spot, event in very service-intensive industries, is that human resource capability is
notoften seen as an investment decision explicitly. Senior managers espouse things like ,,our people
are our best asset, at the same time as throwing them over-board the corporate balloon as if they
were unnecessary ballast should the going get tougher.

* Where the development offers some major market breakthrough, will that market be profitable,
and will this profitability be sustained? Where will the company’s sustainable share be? To what
extent will customer value added be shared by the customer (due to high buyer-power) versus the
company? These tests help to ensure that volume expansion is not confused with adding to corporate
value - this does not necessarily occur, where customers harvest the bulk of this value. This test
should always be applied to investment in total quality management, which can easily become
untargeted and ritualistic.

82

Over-commitment to a strategy can destroy value in the number of ways:

209-210

* Too great an investment is committed to a particular strategy, before management has achieved
sufficient learning about the likely success of the strategy - “learning” comes not only through a
strategic analysis and choice, but especially through implementation. Often commitment crystallises
within a management team at a much faster rate than the team’s capacity to learn whether the strategy
looks like it is working.
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* Too great an investment is committed to a particular strategy, before management has achieved
sufficient learning about the likely success of the strategy - “learning” comes not only through a
strategic analysis and choice, but especially through implementation. This feature has been captured
graphically by Ghemawat as a managers’ “learn to burn rate”, ie if the rate of learning lags behind
the burning up through commitment. Where this occurs some serious over-allocation of resources
can result. Often commitment crystallises within a management team at a much faster rate than the
team’s capacity to learn whether the strategy looks like it is working.

210

» When things begin to go wrong, there is the denial that this is happening, or at least a “dampening
down” of the bad news.

* Alternatively, more money, time, and effort is ploughed into the strategy to make it work (good
money thus following bad), aggravating the misallocation of resources.

Key ways to manage commitment levels are:

« Pilot new strategic moves - if possible, try it out on a smaller basis first.

* Try to simulate what may happen, for example through classical scenario analysis.

» Within the business case, expose the costs of any strategic retreat as part of the contingency
plan, identifying ways of reducing exit costs.

» Use away-days to give the senior team the time and thought-space to have a full and testing
debate of key decisions. Avoid the kind of creeping and incremental decision-making, which is
characteristic of many strategic decisions.

* Deliberately fluid some flexibility into strategic decision. Flexibility actually does vyield
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* When things begin to go wrong, there is the denial that this is happening, or at least a “dampening
down” of the bad news (see next section).

* Alternatively, more money, time, and effort is ploughed into the strategy to make it work (good
money thus following bad), aggravating the misallocation of resources.

Key ways to manage commitment levels are:

« Pilot new strategic moves - if possible, try it out on a smaller basis first.

« Try to simulate what may happen, for example through classical scenario analysis.

« Within the business case, expose the costs of any strategic retreat as part of the contingency
plan, identifying ways of reducing exit costs.

» Use away-days to give the senior team the time and thought-space to have a full and testing
debate of key decisions. (One company had the lovely phrase of calling these “helicopter days” — to
emphasize that they are times for true helicopter vision.) Avoid the kind of creeping and incremental
decision-making, which is characteristic of many strategic decisions.




financial value, as taking on a series of projects over time reduces the risks of wasted resource.

10. Factors, which tend to promote denial of error, include:

« Learning: managers are often good at learning to improve performance in routine, operational
activities, but they are frequently quite poor at learning to do new things (especially complex ones)
in new ways (a process christened by Argyris as “double-loop learning”).

* Leadership: leaders may feel personally and unequivocally committed once they have set
direction, notwithstanding change in the environment, and also in what they are continually learning.
Often this blockage is removed by a change of leadership. This again introduces further lags and
disruption into a management process, which in turn increase costs and destroy corporate value.

* Deliberately fluid some flexibility into strategic decision. Flexibility actually does yield
financial value, as taking on a series of projects over time reduces the risks of wasted resource.
Venture capital firms operate on this principle when they limit investment in companies so that they
can defer part of the commitment withing their portfolio. This gives them flexibility to deploy funds
later in a more focused way. Many main-stream managers in business do not seem to behave in this
apparently disciplined way, or alternatively there is so much fear of managers pushing their pet
projects too hard, too far and too soon, that many very sensible ideas are cut off prematurely.
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Factors, which tend to promote denial of error, include:

* Learning managers are often good at learning to improve performance in routine, operational
activities, but they are frequently quite poor at learning to do new things (especially complex ones)
in new ways (a process christened by Argyris as “double-loop learning”). As Argyris highlights,
corporate errors once made can result in “self-stealing errors” — the uquivalent of a cover-up.

 Leadership leaders may feel personally and unequivocally committed once they have set
direction, notwithstanding change in the environment, and also in what they are continually learning.
Often this blockage is removed by a change of leadership. This again introduces further lags and
disruption into a management process, which in turn increase costs and destroy corporate value.

210-211

The issues of learning and leadership pose the biggest underlying threat to corporate value. The
way forward on these issues can only be addressed by creating a genuine and open learning culture.
This can only be achieved in an environment of no blame - not easy when companies are locked in
a cycle of making and implementing decisions, which often destroy shareholder value [(SHIRONE
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The issues of learning and leadership pose the biggest underlying threat to corporate value. The
way forward on these issues can only be addressed by creating a genuine and open learning culture.
This can only be achieved in an environment of no blame - not easy when companies are locked in
a cycle of making and implementing decisions, which often destroy shareholder value.




