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Praise for Good Strategy/Bad Strategy

“Rumelt’s new book clearly elevates the discussion of strategy. Using compelling examples and
penetrating insights, Good Strategy/Bad Strategy provides new and powerful ways for leaders to
tackle the obstacles they face. The concepts of ‘the kernel’ and ‘the proximate objective’ are
blockbusters. This is the new must-have book for everyone who leads an organization in business,
government, or in between.”

—Robert A. Eckert, chairman and CEO of Mattel

“Rumelt’s non—fast food approach to strategy is terrific. A pleasure to read, this book explains what
is, and what is not, good strategy and good strategic thinking. The examples, stories, and anecdotes
kept me engaged throughout this well-written book.”

—Brian Farrell, chairman, president, and CEO of THQ Inc.

“In his provocative new book, Richard Rumelt lays bare an uncomfortable truth: Most companies
have strategies that are quixotic, muddled, and undifferentiated. This is hardly surprising, since in
recent years the very idea of ‘strategy’ has been dumbed down by a deluge of naive advice and
simplistic frameworks. Rumelt cuts through the clutter and reminds managers that the essence of
strategy is a clear and differentiated point of view that supports forceful and coherent action. Drawing
on a wealth of examples, Rumelt identifies the critical features that distinguish powerful strategies
from wimpy ones—and offers a cache of advice on how to build a strategy that is actually worthy of
the name. If you’re certain your company is already poised to outperform its rivals and outrun the
future, don’t buy this book. If, on the other hand, you have a sliver of doubt, pick it up pronto!”

—Gary Hamel, coauthor of Competing for the Future

“Richard Rumelt really ‘gets it’! Too many strategy books delve into esoteric subjects and forget that
a strategy is really about action. Rumelt reinforces that a strategy is the set of actions an organization
or team should implement and, just as important, the actions an organization should avoid as they
drive forward in their market. As General George S. Patton is oft quoted, ‘A good plan violently
executed now is better than a perfect plan executed next week.” Good Strategy/Bad Strategy focuses
the reader on developing a set of actions around identified trigger points and passionately
implementing those actions. The book contains many case examples that illustrate Rumelt’s points.
Richard Rumelt reinforces that a strategy is not a goal or objectives. It is the battle plan for action that
is designed upon a unique set of attributes or conditions (kernels) that sets an organization apart from
its competitors (leverages) and results in exceptional and sustainable profits.”

—Chuck Harrington, CEO of Parsons Corporation



“This 1s the first book on strategy I have read that I have found difficult to put down. For Rumelt,
strategy is no more—or less—than structured, intelligent thinking about business. This book teaches
you how to do it.”

—John Kay, London Business School

“Books on corporate strategy are rare. Rarer still are ones that explain good versus bad strategy
through clear illustrations where organizations got it right or wrong. This is a must-read for CEOs or
planners whose job depends on getting it right!”

—Kent Kresa, former chairman of General Motors and former CEO of Northrop Grumman

“Any executive reading this book will be motivated to examine the strategy of his or her firm, come to
a judgment about it, and then work to develop or improve it. The many fascinating examples of good
strategy provide great insight, but even more valuable are those of the ‘bad’ variety. Rumelt writes
with great verve and pulls no punches as he pinpoints such strategy ‘sins’ as fluff, blue-sky
objectives, and not facing the problem.”

—James Roche, former secretary of the air force and president of Electronic Sensors & Systems,
Northrop Grumman

“There are precious few books that enable you to not only rethink the way you think but also improve
your performance. Richard Rumelt’s brilliant Good Strategy/Bad Strategy is one, a milestone in both
the theory and practice of strategy. Cutting to the core of what makes the difference between success
and being an also-ran, Rumelt uses vivid examples from the contemporary business world and global
history that clearly show how to recognize the good, reject the bad, and make good strategy a living
force in your organization.”

—John Stopford, chairman of TLP International and Professor Emeritus, London Business
School

“Good Strategy/Bad Strategy pinpoints the polar difference: the diagnosis and actions that constitute
good strategy, the fluff and failures that cause the bad. Richly illustrated and persuasively argued by a
researcher, teacher, and consultant, Richard Rumelt has authored the playbook for anybody in a
leadership position who must think and act strategically.”

—Michael Useem, professor of management, The Wharton School, University of Pennsylvania,
and author of The Leadership Moment
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INTRODUCTION
OVERWHELMING OBSTACLES

In 1805, England had a problem. Napolé¢on had conquered big chunks of Europe and planned the
invasion of England. But to cross the Channel, he needed to wrest control of the sea away from the
English. Off the southwest coast of Spain, the French and Spanish combined fleet of thirty-three ships
met the smaller British fleet of twenty-seven ships. The well-developed tactics of the day were for
the two opposing fleets to each stay in line, firing broadsides at each other. But British admiral Lord
Nelson had a strategic insight. He broke the British fleet into two columns and drove them at the
Franco-Spanish fleet, hitting their line perpendicularly. The lead British ships took a great risk, but
Nelson judged that the less-trained Franco-Spanish gunners would not be able to compensate for the
heavy swell that day. At the end of the Battle of Trafalgar, the French and Spanish lost twenty-two
ships, two-thirds of their fleet. The British lost none. Nelson was mortally wounded, becoming, in
death, Britain’s greatest naval hero. Britain’s naval dominance was ensured and remained
unsurpassed for a century and a half.

Nelson’s challenge was that he was outnumbered. His strategy was to risk his lead ships in order to
break the coherence of his enemy’s fleet. With coherence lost, he judged, the more experienced
English captains would come out on top in the ensuing melee. Good strategy almost always looks this
simple and obvious and does not take a thick deck of PowerPoint slides to explain. It does not pop
out of some “strategic management” tool, matrix, chart, triangle, or fill-in-the-blanks scheme. Instead,
a talented leader identifies the one or two critical issues in the situation—the pivot points that can
multiply the effectiveness of effort—and then focuses and concentrates action and resources on them.

Despite the roar of voices wanting to equate strategy with ambition, leadership, “vision,” planning,
or the economic logic of competition, strategy is none of these. The core of strategy work is always
the same: discovering the critical factors in a situation and designing a way of coordinating and
focusing actions to deal with those factors.

A leader’s most important responsibility 1s identifying the biggest challenges to forward progress
and devising a coherent approach to overcoming them. In contexts ranging from corporate direction to
national security, strategy matters. Yet we have become so accustomed to strategy as exhortation that
we hardly blink an eye when a leader spouts slogans and announces high-sounding goals, calling the
mixture a “strategy.” Here are four examples of this syndrome.

* The event was a “strategy retreat.” The CEO had modeled it on a similar event at British
Airways he had attended several years before. About two hundred upper-level managers from
around the world gathered in a hotel ballroom where top management presented a vision for
the future: to be the most respected and successful company in their field. There was a
specially produced motion picture featuring the firm’s products and services being used in
colorful settings around the world. There was an address by the CEO accompanied by



dramatic music to highlight the company’s “strategic” goals: global leadership, growth, and
high shareholder return. There were breakouts into smaller groups to allow discussion and
buy-in. There was a colorful release of balloons. There was everything but strategy. As an
invited guest, I was disappointed but not surprised.

» A specialist in bonds, Lehman Brothers had been a pioneer in the new wave of mortgage-
backed securities that buoyed Wall Street in the 2002—6 period. By 2006, signs of strain were
appearing: U.S. home sales had peaked in mid-2005, and home price appreciation had
stopped. A small increase in the Fed’s interest rate had triggered an increase in foreclosures.
Lehman CEO Richard Fuld’s response, formalized in 2006, was a “strategy” of continuing to
gain market share by growing faster than the rest of the industry. In the language of Wall Street,
Lehman would do this by increasing its “risk appetite.” That 1s, it would take on the deals its
competitors were rejecting. Operating with only 3 percent equity, and much of its debt
supplied on a very short-term basis, this policy should have been accompanied by clever
ways of mitigating the increased risk. A good strategy recognizes the nature of the challenge
and offers a way of surmounting it. Simply being ambitious is not a strategy. In 2008, Lehman
Brothers ended its 158 years as an investment bank with a crash that sent the global financial
system into a tailspin. Here, the consequences of bad strategy were disastrous for Lehman, the
United States, and the world.

* In 2003, President George W. Bush authorized the U.S. military to invade and conquer Iraq.
The invasion went quickly. Once the army-to-army fighting stopped, administration leaders
had expected to oversee a rapid transition to a democratic civil society in Iraq. Instead, as a
violent insurgency gathered momentum, individual units of the U.S. military fell back on
running “search and destroy”” missions out of secure bases—the same approach that had failed
so badly in Vietnam. There were numerous high-sounding goals—freedom, democracy,
reconstruction, security—but no coherent strategy for dealing with the insurgency.

The change came in 2007. Having just written the Army/Marine Corps Counterinsurgency
Field Manual, General David Petraecus was sent to Iraq, along with five additional brigades of
troops. But more than the extra soldiers, Petracus was armed with an actual strategy. His idea
was that one could combat an insurgency as long as the large preponderance of civilians
supported a legitimate government. The trick was to shift the military’s focus from making
patrols to protecting the populace. A populace that was not in fear of insurgent retaliation would
provide the information necessary to isolate and combat the insurgent minority. This change,
replacing amorphous goals with a true problem-solving strategy, made an enormous difference in
the results achieved.

* In November 2006, I attended a short conference about Web 2.0 businesses. The term “Web
2.0” purportedly referred to a new approach to Web services, but none of the technologies
involved were really new. The term was actually a code word for Google, MySpace,
YouTube, Facebook, and various other new Web-based businesses that had suddenly become
very valuable. At lunch, I found myself seated with seven other attendees at a round table.
Someone asked me what I do. I briefly explained that [ was a faculty member at UCLA where
I taught and did research on strategy—and that I was a consultant on the subject to a variety of
organizations.



The CEO of a Web-services company was sitting directly across from me. He put down his
fork and said, “Strategy is never quitting until you win.” I could not have disagreed more, but |
was not there to argue or lecture. “Winning is better than losing,” I said, and the conversation
turned to other matters.

The key insight driving this book is the hard-won lesson of a lifetime of experience at strategy
work—as a consultant to organizations, as a personal adviser, as a teacher, and as a researcher. A
good strategy does more than urge us forward toward a goal or vision. A good strategy honestly
acknowledges the challenges being faced and provides an approach to overcoming them. And the
greater the challenge, the more a good strategy focuses and coordinates efforts to achieve a powerful
competitive punch or problem-solving effect.

Unfortunately, good strategy is the exception, not the rule. And the problem is growing. More and
more organizational leaders say they have a strategy, but they do not. Instead, they espouse what I call
bad strategy. Bad strategy tends to skip over pesky details such as problems. It ignores the power of
choice and focus, trying instead to accommodate a multitude of conflicting demands and interests.
Like a quarterback whose only advice to teammates is “Let’s win,” bad strategy covers up its failure
to guide by embracing the language of broad goals, ambition, vision, and values. Each of these
elements is, of course, an important part of human life. But, by themselves, they are not substitutes for
the hard work of strategy.

The gap between good strategy and the jumble of things people label “strategy” has grown over the
years. In 1966, when I first began to study business strategy, there were only three books on the
subject and no articles. Today, my personal library shelves are fat with books about strategy.
Consulting firms specialize in strategy, PhDs are granted in strategy, and there are countless articles
on the subject. But this plentitude has not brought clarity. Rather, the concept has been stretched to a
gauzy thinness as pundits attach it to everything from utopian visions to rules for matching your tie
with your shirt. To make matters worse, for many people in business, education, and government, the
word “strategy” has become a verbal tic. Business speech transformed marketing into “marketing
strategy,” data processing into “IT strategy,” and making acquisitions into a “growth strategy.” Cut
some prices and an observer will say that you have a “low-price strategy.”

Further confusion is created by equating strategy with success or with ambition. This was my
problem with the Web-services CEO who claimed “Strategy is never quitting until you win.” This
sort of mishmash of pop culture, motivational slogans, and business buzz speak is, unfortunately,
increasingly common. It short-circuits real inventiveness and fails to distinguish among different
senior-level management tasks and virtues. Strategy cannot be a useful concept if it is a synonym for
success. Nor can it be a useful tool if it is confused with ambition, determination, inspirational
leadership, and innovation. Ambition is drive and zeal to excel. Determination 1s commitment and
grit. Innovation is the discovery and engineering of new ways to do things. Inspirational leadership

motivates people to sacrifice for their own and the common good.! And strategy, responsive to
innovation and ambition, selects the path, identifying how, why, and where leadership and
determination are to be applied.

A word that can mean anything has lost its bite. To give content to a concept one has to draw lines,
marking off what it denotes and what it does not. To begin the journey toward clarity, it is helpful to



recognize that the words “strategy’” and “strategic” are often sloppily used to mark decisions made by
the highest-level officials. For example, in business, most mergers and acquisitions, investments in
expensive new facilities, negotiations with important suppliers and customers, and overall
organizational design are normally considered to be “strategic.” However, when you speak of
“strategy,” you should not be simply marking the pay grade of the decision maker. Rather, the term
“strategy” should mean a cohesive response to an important challenge. Unlike a stand-alone decision
or a goal, a strategy is a coherent set of analyses, concepts, policies, arguments, and actions that
respond to a high-stakes challenge.

Many people assume that a strategy is a big-picture overall direction, divorced from any specific
action. But defining strategy as broad concepts, thereby leaving out action, creates a wide chasm
between “strategy” and “implementation.” If you accept this chasm, most strategy work becomes
wheel spinning. Indeed, this is the most common complaint about “strategy.” Echoing many others,
one top executive told me, “We have a sophisticated strategy process, but there is a huge problem of
execution. We almost always fall short of the goals we set for ourselves.” If you have followed my
line of argument, you can see the reason for this complaint. A good strategy includes a set of coherent
actions. They are not “implementation” details; they are the punch in the strategy. A strategy that fails
to define a variety of plausible and feasible immediate actions is missing a critical component.

Executives who complain about “execution” problems have usually confused strategy with goal
setting. When the “strategy” process is basically a game of setting performance goals—so much
market share and so much profit, so many students graduating high school, so many visitors to the
museum—then there remains a yawning gap between these ambitions and action. Strategy is about
how an organization will move forward. Doing strategy is figuring out sow to advance the
organization’s interests. Of course, a leader can set goals and delegate to others the job of figuring out
what to do. But that is not strategy. If that is how the organization runs, let’s skip the spin and be
honest—call it goal setting.

The purpose of this book is to wake you up to the dramatic differences between good strategy and bad
strategy and to give you a leg up toward crafting good strategies.

A good strategy has an essential logical structure that I call the kernel. The kernel of a strategy
contains three elements: a diagnosis, a guiding policy, and coherent action. The guiding policy
specifies the approach to dealing with the obstacles called out in the diagnosis. It is like a signpost,
marking the direction forward but not defining the details of the trip. Coherent actions are feasible
coordinated policies, resource commitments, and actions designed to carry out the guiding policy.

Once you gain a facility with the structure and fundamentals of a good strategy, you will develop
the parallel ability to detect the presence of bad strategy. Just as you do not need to be a director to
detect a bad movie, you do not need economics, finance, or any other abstruse special knowledge to
distinguish between good and bad strategy. For example, looking at the U.S. government’s “strategy”
for dealing with the 2008 financial crisis, you will see that essential elements are missing. In
particular, there was no official diagnosis of the underlying malady. So, there can be no focus of
resources and actions on a cure. There has only been a shift of resources from the public to the banks.
You do not need a PhD in macroeconomics to make this judgment—it follows from understanding the
nature of good strategy itself.

Bad strategy is more than just the absence of good strategy. Bad strategy has a life and logic of its



own, a false edifice built on mistaken foundations. Bad strategy may actively avoid analyzing
obstacles because a leader believes that negative thoughts get in the way. Leaders may create bad
strategy by mistakenly treating strategy work as an exercise in goal setting rather than problem
solving. Or they may avoid hard choices because they do not wish to offend anyone—generating a
bad strategy that tries to cover all the bases rather than focus resources and actions.

The creeping spread of bad strategy affects us all. Heavy with goals and slogans, the national
government has become less and less able to solve problems. Corporate boards sign off on strategic
plans that are little more than wishful thinking. Our education system is rich with targets and
standards, but poor in comprehending and countering the sources of underperformance. The only
remedy is for us to demand more from those who lead. More than charisma and vision, we must
demand good strategy.



PART I
GOOD AND BAD STRATEGY

The most basic idea of strategy is the application of strength against weakness. Or, if you prefer,
strength applied to the most promising opportunity. The standard modern treatment of strategy has
expanded this idea into a rich discussion of potential strengths, today called “advantages.” There are
advantages due to being a first mover: scale, scope, network effects, reputation, patents, brands, and
hundreds more. None of these are logically wrong, and each can be important. Yet this whole
midlevel framework misses two huge, incredibly important natural sources of strength:

1. Having a coherent strategy—one that coordinates policies and actions. A good strategy
doesn’t just draw on existing strength; it creates strength through the coherence of its design.
Most organizations of any size don’t do this. Rather, they pursue multiple objectives that are
unconnected with one another or, worse, that conflict with one another.

2. The creation of new strengths through subtle shifts in viewpoint. An insightful reframing of a
competitive situation can create whole new patterns of advantage and weakness. The most
powerful strategies arise from such game-changing insights.

These two essential aspects of good strategy are explored in chapter 1, “Good Strategy Is
Unexpected,” and chapter 2, “Discovering Power.”

The leader of an organization lacking a good strategy may simply believe that strategy is
unnecessary. But more often the lack is due to the presence of bad strategy. Like weeds crowding out
the grass, bad strategy crowds out good strategy. Leaders using bad strategies have not just chosen the
wrong goals or made implementation errors. Rather, they have mistaken views about what strategy is
and how it works. Chapter 3, “Bad Strategy,” presents evidence for the existence of bad strategy and
explains its hallmarks.

Having marked the nature of good and bad strategy, chapter 4 answers the obvious question: “Why
So Much Bad Strategy?” Chapter 5, “The Kernel of Good Strategy,” provides an analysis of the
logical structure of a good strategy—a structure that acts as a guide on reasoning and a check against
generating bad strategy.




CHAPTER ONE
GOOD STRATEGY IS UNEXPECTED

The first natural advantage of good strategy arises because other organizations often don’t have
one. And because they don’t expect you to have one, either. A good strategy has coherence,
coordinating actions, policies, and resources so as to accomplish an important end. Many
organizations, most of the time, don’t have this. Instead, they have multiple goals and initiatives that
symbolize progress, but no coherent approach to accomplishing that progress other than “spend more
and try harder.”

APPLE

After the 1995 release of Microsoft’s Windows 95 multimedia operating system, Apple Inc. fell into a
death spiral. On February 5, 1996, BusinessWeek put Apple’s famous trademark on its cover to
illustrate its lead story: “The Fall of an American Icon.”

CEO Gil Amelio struggled to keep Apple alive in a world being rapidly dominated by Windows-
Intel-based PCs. He cut staff. He reorganized the company’s many products into four groups:
Macintosh, information appliances, printers and peripherals, and “alternative platforms.” A new
Internet Services Group was added to the Operating Systems Group and the Advanced Technology
Group.

Wired magazine carried an article titled “101 Ways to Save Apple.” It included suggestions such as
“Sell yourself to IBM or Motorola,” “Invest heavily in Newton technology,” and “Exploit your
advantage in the K—12 education market.” Wall Street analysts hoped for and urged a deal with Sony
or Hewlett-Packard.

By September 1997, Apple was two months from bankruptcy. Steve Jobs, who had cofounded the
company in 1976, agreed to return to serve on a reconstructed board of directors and to be interim
CEOQ. Die-hard fans of the original Macintosh were overjoyed, but the general business world was
not expecting much.

Within a year, things changed radically at Apple. Although many observers had expected Jobs to
rev up the development of advanced products, or engineer a deal with Sun, he did neither. What he
did was both obvious and, at the same time, unexpected. He shrunk Apple to a scale and scope
suitable to the reality of its being a niche producer in the highly competitive personal computer
business. He cut Apple back to a core that could survive.

Steve Jobs talked Microsoft into investing $150 million in Apple, exploiting Bill Gates’s concerns
about what a failed Apple would mean to Microsoft’s struggle with the Department of Justice. Jobs
cut all of the desktop models—there were fifteen—back to one. He cut all portable and handheld
models back to one laptop. He completely cut out all the printers and other peripherals. He cut



development engineers. He cut software development. He cut distributors and cut out five of the
company’s six national retailers. He cut out virtually all manufacturing, moving it offshore to Taiwan.
With a simpler product line manufactured in Asia, he cut inventory by more than 80 percent. A new
Web store sold Apple’s products directly to consumers, cutting out distributors and dealers.

What is remarkable about Jobs’s turnaround strategy for Apple is how much it was “BusinBusiness
101 1is surprisingess 101” and yet how much of it was unanticipated. Of course you have to cut back
and simplify to your core to climb out of a financial nosedive. Of course he needed up-to-date
versions of Microsoft’s Office software to work on Apple’s computers. Of course Dell’s model of
Asian supply-chain manufacturing, short cycle times, and negative working capital was the state of the
art in the industry and deserved emulation. Of course he stopped the development of new operating
systems—he had just brought the industry’s best operating system with him from NeXT.

The power of Jobs’s strategy came from directly tackling the fundamental problem with a focused
and coordinated set of actions. He did not announce ambitious revenue or profit goals; he did not
indulge in messianic visions of the future. And he did not just cut in a blind ax-wielding frenzy—he
redesigned the whole business logic around a simplified product line sold through a limited set of
outlets.

In May 1998, while trying to help strike a deal between Apple and Telecom Italia, I had the chance
to talk to Jobs about his approach to turning Apple around. He explained both the substance and
coherence of his insight with a few sentences:

The product lineup was too complicated and the company was bleeding cash. A friend of the
family asked me which Apple computer she should buy. She couldn’t figure out the differences
among them and I couldn’t give her clear guidance, either. I was appalled that there was no
Apple consumer computer priced under $2,000. We are replacing all of those desktop computers
with one, the Power Mac G3. We are dropping five of six national retailers—meeting their
demand has meant too many models at too many price points and too much markup.

This kind of focused action is far from the norm in industry. Eighteen months earlier, I had been
involved in a large-scale study, sponsored by Andersen Consulting, of strategies in the worldwide
electronics industry. Working in Europe, I carried out interviews with twenty-six executives, all
division managers or CEOs in the electronics and telecommunications sector. My interview plan was
simple: I asked each executive to identify the leading competitor in their business. I asked how that
company had become the leader—evoking their private theories about what works. And then I asked
them what their own company’s current strategy was.

These executives, by and large, had no trouble describing the strategy of the leader in their sectors.
The standard story was that some change in demand or technology had appeared—a “window of
opportunity” had opened—and the current leader had been the first one to leap through that window
and take advantage of it. Not necessarily the first mover, but the first to get it right.

But when I asked about their own companies’ strategies, there was a very different kind of
response. Instead of pointing to the next window of opportunity, or even mentioning its possibility, |
heard a lot of look-busy doorknob polishing. They were making alliances, they were doing 360-
degree feedback, they were looking for foreign markets, they were setting challenging strategic goals,
they were moving software into firmware, they were enabling Internet updates of firmware, and so
on. They had each told me the formula for success in the 1990s electronics industry—take a good
position quickly when a new window of opportunity opens—but none said that was their focus or



even mentioned it as part of their strategy.

Given that background, I was interested in what Steve Jobs might say about the future of Apple. His
survival strategy for Apple, for all its skill and drama, was not going to propel Apple into the future.
At that moment in time, Apple had less than 4 percent of the personal computer market. The de facto
standard was Windows-Intel and there seemed to be no way for Apple to do more than just hang on to
a tiny niche.

In the summer of 1998, I got an opportunity to talk with Jobs again. I said, “Steve, this turnaround at
Apple has been impressive. But everything we know about the PC business says that Apple cannot
really push beyond a small niche position. The network effects are just too strong to upset the Wintel
standard. So what are you trying to do in the longer term? What is the strategy?”

He did not attack my argument. He didn’t agree with it, either. He just smiled and said, “I am going
to wait for the next big thing.”

Jobs did not enunciate some simple-minded growth or market share goal. He did not pretend that
pushing on various levers would somehow magically restore Apple to market leadership in personal
computers. Instead, he was actually focused on the sources of and barriers to success in his industry
—recognizing the next window of opportunity, the next set of forces he could harness to his
advantage, and then having the quickness and cleverness to pounce on it quickly like a perfect
predator. There was no pretense that such windows opened every year or that one could force them
open with incentives or management tricks. He knew how it worked. He had done it before with the
Apple II and the Macintosh and then with Pixar. He had tried to force it with NeXT, and that had not
gone well. It would be two years before he would make that leap again with the 1Pod and then online
music. And, after that, with the 1Phone.

Steve Jobs’s answer that day—"“to wait for the next big thing”—is not a general formula for
success. But it was a wise approach to Apple’s situation at that moment, in that industry, with so many
new technologies seemingly just around the corner.

DESERT STORM

Another example of surprise at the existence of a strategy occurred at the end of the first Gulf War in
1991. People were surprised to discover that U.S. commanders actually had a focused strategy for
defeating the entrenched Iraqi invaders.

On August 2, 1990, Iraq invaded Kuwait. Led by elite troops making airborne and amphibious
landings, and four divisions of the Republican Guard, 150,000 Iraqi soldiers rolled into and occupied
Kuwait. It is probable that Saddam Hussein’s primary motive for the invasion was financial. The
eight-year war he had started by invading Iran in 1980 had left his regime with massive debts to
Kuwait and other Gulf states. By taking Kuwait and declaring it the nineteenth province of Iraq,
Saddam would cancel his debts to that country and be able to use its massive oil income to repay his
debts to other nations.

Five months later, a thirty-three-nation coalition organized by U.S. president George H. W. Bush
was carrying out air strikes against Iraqi forces and rapidly building its ground forces. Iraq, in turn,
had increased its force in Kuwait to more than five hundred thousand. It was hoped that air power
alone might produce a resolution of the conflict, but if it did not, a ground offensive would be
necessary to reverse Iraq’s invasion and occupation of Kuwait.



There was no real doubt that the coalition had the ability to throw back the Iraqis. But how costly
would it be? In October 1990, the French newspaper L’Express had estimated that retaking Kuwait
would take about a week and cost twenty thousand U.S. casualties. As Iraqi forces swelled and built
defensive positions, public discussion in the press, on television, and in the halls of Congress began
to evoke images of World War I trench combat. In Congress, Senator Bob Graham (D-Florida) noted
that “Iraq already has had five months to dig in and to fortify and they have done so in a major way.
Kuwait has fortifications reminiscent of World War 1. In the same vein, the New York Times
described a battalion of the Sixteenth Infantry as “the men who expect to have the job of slogging it
out in the trenches of Kuwait with their M-16 rifles and M-60 machine guns blazing.” Time magazine
described the Iraqi defenses this way:

In an area about the size of West Virginia the Iraqis have poured 540,000 of their million-
man army and 4,000 of their 6,000 tanks, along with thousands of other armored vehicles and
artillery pieces.... Iraqi units are entrenched in their now traditional triangular forts, formed of
packed sand, with an infantry company equipped with heavy machine guns holding each corner.
Soldiers are protected by portable concrete shelters or dugouts of sheet metal and sand. Tanks
are hull deep in the ground and bolstered with sandbags. Artillery pieces are deployed at the

apex of each triangle, pre-aimed at “killing zones” created by flaming trenches and minefields.
On the eve of the ground assault, the Los Angeles Times reminded its readers that “Iraqi troops
along the front lines are well dug in, and assaulting such fortified positions is always a risky business.
The debacles at Cold Harbor, the Somme and Gallipoli are grim reminders of the price of failure.

Even success, as at Tarawa, Okinawa or Hamburger Hill, can come at a terrible price.”?

What these commentators did not predict was that General Norman Schwarzkopf, commander in
chief of U.S. Central Command, had a strategy for the ground war, a strategy he had developed back
in early October.

The original plan generated by his staff, a direct attack into Kuwait, was estimated to cost 2,000
dead and 8,000 wounded. Schwarzkopf rejected this approach in favor of a two-pronged plan. Air
attacks would be used to reduce the Iraqi capabilities by 50 percent. Then he planned a massive
secret “left hook.” While the world’s attention was focused on CNN’s 24/7 coverage of troops just
south of Kuwait, the coalition would secretly shift a force of 250,000 soldiers well west of Kuwait
and then have them move north into positions in the empty desert of southern Iraq. When the ground
war began, this force would continue north and then turn east, completing the “left hook,” and
slamming into the flank of the Iraqi Republican Guard. Attacks aimed northward into Kuwait itself
were to be minor. The U.S. Marines ground forces were ordered to move slowly northward into
Kuwait, a ploy to entice the entrenched Iraqis southward and out of their fortifications, where they
would be hit from the side by part of the massive left hook. The sea-based marines would not land,
their floating presence being a diversion.

Schwarzkopf’s combined-arms left-hook strategy was so successful that the intense ground war
lasted only one hundred hours. A month of air bombardment had conditioned Iraqi troops to disperse
and hide their tanks and artillery, stay out of their vehicles, and keep motors off. The swiftness and
violence of the coalition ground assault, combining tanks, infantry, attack helicopters, and bombers,
was decisive. Republican Guard units fought bravely but were unable to maneuver or call in reserves
fast enough to respond to the speed and ferocity of the attack. Finally, and perhaps most important,
Saddam Hussein had ordered his commanders not to use their chemical weapons. These artillery
shells, used to halt Iranian attacks during the Iran-Iraq War, would have caused thousands of coalition



casualties. Marine commanders had estimated they would lose 20 to 30 percent of their force if

chemical weapons were used against them.? But Saddam was deterred—postwar intelligence gleaned
from the Russians revealed that he feared a U.S. nuclear retaliation to such use.

Iraq fled Kuwait, much of its invading army destroyed.? Coalition casualties were light—on the
first day there were eight dead and twenty-seven wounded. The coalition’s success with the
combined-arms left-hook strategy was so stark that pundits who were worried about trench warfare in
February were, by March, opining that the coalition had amassed more forces than it needed and that
the outcome had been a foregone conclusion.

Schwarzkopf revealed the ground-war strategy to the public in a widely viewed press briefing.
Most people who saw this briefing and the map of the left hook were surprised and impressed. News
commentators described the plan as “brilliant” and “secret.” Few had anticipated this envelopment
maneuver. But why hadn’t they? The Department of the Army publishes field manuals fully describing
its basic doctrines and methods. FM 100-5, published in 1986, was titled Operations and was
described as “the Army’s keystone warfighting manual.” Part 2 of FM 100-5 was dedicated to
“Offensive Operations,” and on page 101 it described “envelopment” as the most important form of
offensive maneuver—the U.S. Army’s “Plan A.” The manual said:

Envelopment avoids the enemy’s front, where its forces are most protected and his fires most
easily concentrated. Instead, while fixing the defender’s attention forward by supporting or
diversionary attacks, the attacker maneuvers his main effort around or over the enemy’s defenses
to strike at his flanks and rear.

To illustrate this maneuver, FM 100-5 Operations offered a diagram reproduced on the facing
page.

Given this vivid picture of a feint up the middle combined with a powerful “left hook,” one must
ask: “How could Schwarzkopf's use of the primary offensive doctrine of the U.S. Army have been a
surprise to anyone?”

Some part of the answer lies in successful deception. Schwarzkopf intended to make it appear that
the main attack would be launched into Kuwait from the sea and then overland directly into Iraqi
defenses. This was supported by an early visible amphibious raid on the Kuwaiti coast and by actions
to destroy Iraq’s navy. The press unwittingly helped in this misdirection by reporting on the
photogenic amphibious training, the build-up of troops just south of Kuwait, and then by anguishing
over the prospect of World War I trench warfare.

But an essential element of the U.S. Army’s “Plan A”—envelopment—is the il/lusion of a direct
attack coupled with a much more massive end run. And, since “Plan A” was available to anyone with

twenty-five dollars to send to the U.S. Government Printing Office,? it remains puzzling as to why
“Plan A” was a surprise—a surprise not only to Iraq but also to talking-head military commentators
on television and to most of the U.S. Congress.

The best answer to this puzzle is that the real surprise was that such a pure and focused strategy
was actually implemented. Most complex organizations spread rather than concentrate resources,
acting to placate and pay off internal and external interests. Thus, we are surprised when a complex
organization, such as Apple or the U.S. Army, actually focuses its actions. Not because of secrecy, but
because good strategy itself is unexpected.

In the case of Desert Storm, the focus was much more than an intellectual step. Schwarzkopf had to
suppress the ambitions and desires of the air force, marines, various army units, each coalition



partner, and the political leadership in Washington. For example, the U.S. Army’s best light infantry—
the Eighty-Second Airborne—was tasked with providing support to French armor and infantry, an
assignment its leadership protested. Eight thousand U.S. Marines waited on ships to land on the
beaches of Kuwait City, but did not. It was a diversion. Air force commanders wanted to demonstrate
the value of strategic bombing—they believed that the war could be won by air attacks on Baghdad—
and had to be forced against strenuous protest to divert their resources to fully support the land
offensive. Secretary of Defense Dick Cheney wanted the mission accomplished with a smaller force
and detailed an alternative plan of attack. Prince Khalid, commanding the Saudi forces in the
coalition, insisted that King Fahd be involved in the planning, but Schwarzkopf convinced President
Bush to ensure that U.S. Central Command retained control over strategy and planning.

ENVELOPMENT

Having conflicting goals, dedicating resources to unconnected targets, and accommodating
incompatible interests are the luxuries of the rich and powerful, but they make for bad strategy.
Despite this, most organizations will not create focused strategies. Instead, they will generate laundry
lists of desirable outcomes and, at the same time, ignore the need for genuine competence in
coordinating and focusing their resources. Good strategy requires leaders who are willing and able to
say no to a wide variety of actions and interests. Strategy is at least as much about what an
organization does not do as it is about what it does.



CHAPTER TWO
DISCOVERING POWER

The second natural advantage of many good strategies comes from insight into new sources of
strength and weakness. Looking at things from a different or fresh perspective can reveal new realms
of advantage and opportunity as well as weakness and threat.

A SLUNG STONE

In about 1030 B.C., David the shepherd boy defeated the warrior Goliath. When Goliath stepped from
the ranks of the Philistines and shouted a challenge, the army of King Saul cringed in terror. Goliath
was over nine feet tall, his spear like a weaver’s beam. His bronze helmet and body armor shone in
the sunlight. David was not old enough to soldier like his brothers, yet nonetheless wanted to face the
giant. Saul advised David that he was too young and the giant a skilled veteran, but relented and gave
him armor. The armor was heavy and David discarded it, rushing to combat in shepherd’s garb.
Moving toward Goliath, he took a stone and launched it with his sling. Struck in the forehead, Goliath
fell dead on the spot. David moved forward and took the fallen champion’s head. The Philistines fled.

It is said that strategy brings relative strength to bear against relative weakness. Let’s follow the
advice of countless articles and textbooks and make a list of David’s and Goliath’s apparent strengths
and weaknesses:

Strengths Weaknesses

David Very brave | Small, inexperienced

Huge, strong,

Goliath

experienced, and brave

This mismatch must have been Saul’s concern as he tried to hold David back, then relented and
gave him armor. In the story, it is only after the stone is slung that the listener’s viewpoint shifts and
one realizes that the boy’s experience with a shepherd’s sling is a strength, as is his youthful
quickness. Then the listener realizes that David discarded the armor because it would only slow him
down; had he come close enough to receive a blow from the giant, bronze armor would not have
saved him. Finally, when the stone strikes Goliath’s forehead, the listener suddenly discovers a
critical weakness—Goliath’s armor didn’t cover this vital area. David’s weapon delivered force
with precision over a distance, neutering Goliath’s supposed advantages of size and strength. The
story teaches us that our preconceived ideas of strength and weakness may be unsound.

It is the victory of apparent weakness over apparent strength that gives this tale its bite. More than



the deft wielding of power, the listener experiences the actual discovery of power in a situation—the
creation or revelation of a decisive asymmetry. How someone can see what others have not, or what
they have ignored, and thereby discover a pivotal objective and create an advantage, lies at the very
edge of our understanding, something glimpsed only out of the corner of our minds. Not every good
strategy draws on this kind of insight, but those that do generate the extra kick that separates “ordinary
excellence” from the extraordinary.

WAL-MART

Much of my work with MBA students and companies involves helping them uncover the hidden
power in situations. As part of this process I often teach a case about Wal-Mart’s founding and rise,

ending in 1986 with Sam Walton as the richest person in the United States.! In a subsequent session I
will follow up by discussing the modern Wal-Mart, pushing into urban areas, stretching out to Europe,
and becoming the largest corporation on the planet in terms of revenue. But the older case portrays a
simpler, leaner Wal-Mart—a youthful challenger rather than the behemoth it has become. Hard as it is
to believe today, Wal-Mart was once David, not Goliath.

Before beginning the discussion, I copy a phrase from the case onto the whiteboard and draw a box
around it:

CONVENTIONAL WISDOM:
A full-line discount store needs a population base of at least 100,000.

The question for the group 1s simple: Why has Wal-Mart been so successful? To start, I call on Bill,
who had some experience in sales during the earlier part of his career. He begins with the ritual
invocation of founder Sam Walton’s leadership. Neither agreeing nor disagreeing, I write “Sam
Walton” on the board and press him further. “What did Walton do that made a difference?”

Bill looks at my labeled box on the board and says, “Walton broke the conventional wisdom. He
put big stores in small towns. Wal-Mart had everyday low prices. Wal-Mart ran a computerized
warehousing and trucking system to manage the movement of stock into stores. It was nonunion. It had
low administrative expenses.”

It takes about thirty minutes for six other participants to flesh out this list. They are willing to throw
anything into the bin, and I don’t stop them. I prod for detail and context, asking, “How big were the
stores?” “How small were the towns?” “How did the computerized logistics system work?” And
“What did Wal-Mart do to keep its administrative expenses so low?”

As the responses flood in, three diagrams take shape on the whiteboard. A circle appears,
representing a small town of ten thousand persons. A large box drawn in the circle represents a forty-
five-thousand-square-foot Wal-Mart store. A second diagram of the logistical system emerges. A
square box represents a regional distribution center. From the box, a line marks the path of a truck,
swooping out to pass by some of the 150 stores served by the distribution center. On the return path,
the line passes vendors, picking up pallets of goods. The line plunges back to the square, where an
“X” denotes cross-docking to an outgoing truck. Lines of a different color depict the data flows, from
the store to a central computer, and then out to vendors and the distribution center. Finally, as we



discuss the management system, I draw the paths of the regional managers as they follow a weekly
circuit: Fly out from Bentonville, Arkansas, on Monday, visit stores, pick up and distribute
information, and return to Bentonville on Thursday for group meetings on Friday and Saturday. The
last two diagrams are eerily similar—both revealing the hub structure of efficient distribution.

The discussion slows. We have gotten most of the facts out. I look around the room, trying to
include them all, and say, “If the policies you have listed are the reasons for Wal-Mart’s success, and
if this case was published—Iet’s see—in 1986, then why was the company able to run rampant over
Kmart for the next decade? Wasn’t the formula obvious? Where was the competition?”

Silence. This question breaks the pleasant give-and-take of reciting case facts. The case actually
says almost nothing about competition, referring broadly to the discounting industry. But surely
executives and MBA students would have thought about this in preparing for this discussion. Yet it is
totally predictable that they will not. Because the case does not focus on competition, neither do they.
I know it will turn out this way—it always does. Half of what alert participants learn in a strategy
exercise 1s to consider the competition even when no one tells you to do it in advance.

Looking just at the actions of a winning firm, you see only part of the picture. Whenever an
organization succeeds greatly, there is also, at the same time, either blocked or failed competition.
Sometimes competition is blocked because an innovator holds a patent or some other legal claim to a
temporary monopoly. But there may also be a natural reason imitation is difficult or very costly. Wal-
Mart’s advantage must stem from something that competitors cannot easily copy, or do not copy
because of inertia and incompetence. In the case of Wal-Mart, the principal competitive failure was
Kmart. Originally named the S. S. Kresge Corporation, Kmart was once the leader in low-cost
variety retailing. It spent much of the 1970s and 1980s expanding internationally and ignoring Wal-
Mart’s innovations in logistics and its growing dominance of small-town discounting. It filed for
bankruptcy in 2002.

After some moments I ask a more pointed question: “Both Wal-Mart and Kmart began to install
bar-code scanners at cash registers in the early 1980s. Why did Wal-Mart seem to benefit from this
more than Kmart?”

First used in grocery supermarkets, bar-code scanners at retail checkout stations are now
ubiquitous. Mass merchandisers began to use them in the early 1980s. Most retailers saw the bar-
code scanner as a way of eliminating the cost of constantly changing the price stickers on items. But
Wal-Mart went further, developing its own satellite-based information systems. Then it used this data
to manage its inbound logistics system and traded i1t with suppliers in return for discounts.

Susan, a human resources executive, suddenly perks up. Isolating one small policy has triggered a
thought. I gave a talk the day before on “complementary” policies and she sees the connection. “By
itself,” she says, “it doesn’t help that much. Kmart would have to move the data to distribution centers
and suppliers. It would have to operate an integrated inbound logistics system.”

“Good,” I say, and point out to everyone that Wal-Mart’s policies fit together—the bar codes, the
integrated logistics, the frequent just-in-time deliveries, the large stores with low inventory—they are
complements to one another, forming an integrated design. This whole design—structure, policies,
and actions—is coherent. Each part of the design is shaped and specialized to the others. The pieces
are not interchangeable parts. Many competitors do not have much of a design, shaping each of their
elements around some imagined “best practice” form. Others will have more coherence but will have
aimed their designs at different purposes. In either case, such competitors will have difficulty in
dealing with Wal-Mart. Copying elements of its strategy piecemeal, there will be little benefit. A
competitor would have to adopt the whole design, not just a part of it.



There is much more to be discussed: first-mover advantages, quantifying its cost advantage, the
issue of competence and learning developed over time, the function of leadership, and whether this
design can work in cities. We proceed.

With fifteen minutes to go, I let the discussion wind down. They have done a good job analyzing
Wal-Mart’s business, and I say so. But, I tell them, there is one more thing. Something I barely
understand but that seems important. It has to do with the “conventional wisdom”—the phrase from
the case I put on the whiteboard at the beginning of the class: “A full-line discount store needs a
population base of at least 100,000.”

I turn to Bill and say: “You started us out by arguing that Walton broke the conventional wisdom.
But the conventional wisdom was based on the straightforward logic of fixed and variable cost. It
takes a lot of customers to spread the overhead and keep costs and prices low. Exactly how did
Walton break the iron logic of cost?”

I push ahead, putting Bill into a role: “I want you to imagine that you are a Wal-Mart store manager.
It’s 1985 and you are unhappy with the whole company. You feel that they don’t understand your town.
You complain to your dad, and he says, ‘Why don’t we just buy them out? We can run the store
ourselves.” Assuming Dad has the resources, what do you think of his proposal?”

Bill blinks, surprised at being put on the spot for a second time. He thinks a bit, then says, “No, it’s
not a good idea. We couldn’t make a go of it alone. The Wal-Mart store needs to be part of the
network.”

I turn back the whiteboard and stand right next to the boxed principle: “A full-line discount store
needs a population base of at least 100,000.” I repeat his phrase, “The Wal-Mart store needs to be
part of the network,” while drawing a circle around the word “store.” Then I wait.

With luck, someone will get it. As one student tries to articulate the discovery, others get it, and I
sense a small avalanche of ““ahas,” like a pot of corn kernels suddenly popping. It isn’t the store; it is
the network of 150 stores. And the data flows and the management flows and a distribution hub. The
network replaced the store. A regional network of 150 stores serves a population of millions! Walton
didn't break the conventional wisdom,; he broke the old definition of a store. If no one gets it right
away, I drop hints until they do.

When you understand that Walton redefined the notion of “store,” your view of how Wal-Mart’s
policies fit together undergoes a subtle shift. You begin to see the interdependencies among location
decisions. Store locations express the economics of the network, not just the pull of demand. You also
see the balance of power at Wal-Mart. The individual store has little negotiating power—its options
are limited. Most crucially, the network, not the store, became Wal-Mart’s basic unit of management.

In making an integrated network into the operating unit of the company, instead of the individual
store, Walton broke with an even deeper conventional wisdom of his era: the doctrine of
decentralization, that each kettle should sit on its own bottom. Kmart had long adhered to this
doctrine, giving each store manager authority to choose product lines, pick vendors, and set prices.
After all, we are told that decentralization is a good thing. But the oft-forgotten cost of
decentralization is lost coordination across units. Stores that do not choose the same vendors or
negotiate the same terms cannot benefit from an integrated network of data and transport. Stores that
do not share detailed information about what works and what does not cannot benefit from one
another’s learning.

If your competitors also operate this kind of decentralized system, little may be lost. But once
Walton’s insights made the decentralized structure a disadvantage, Kmart had a severe problem. A
large organization may balk at adopting a new technique, but such change is manageable. But breaking



with doctrine—with one’s basic philosophy—is rare absent a near-death experience.

The hidden power of Wal-Mart’s strategy came from a shift in perspective. Lacking that
perspective, Kmart saw Wal-Mart like Goliath saw David—smaller and less experienced in the big
leagues. But Wal-Mart’s advantages were not inherent in its history or size. They grew out of a subtle
shift in how to think about discount retailing. Tradition saw discounting as tied to urban densities,
whereas Sam Walton saw a way to build efficiency by embedding each store in a network of
computing and logistics. Today we call this supply-chain management, but in 1984 it was as an
unexpected shift in viewpoint. And it had the impact of David’s slung stone.

ANDY MARSHALL

I first met Andy Marshall in mid-1990. He is the director of net assessment for the Defense
Department, and his normal habitat is a small suite of offices in the Pentagon, just down the hall from
the secretary of defense. Since the Office of Net Assessment was created in 1973, there has been only
one director: Andrew Marshall. His challenging job is to think broadly about the security situation of
the United States.

Andy Marshall and I were both interested in how the process of planning shapes strategic
outcomes. He explained to me how during the Cold War the traditional budget cycle of the military
and the Congress had created a reactive mindset.

“Our defense planning,” he said, “had become driven by the annual budgeting process.” Each year,
he explained, the Joint Chiefs developed an assessment of the Soviet threat, which was essentially an
estimate of their present and planned weapons inventory. The Pentagon then developed a response to
the threat that amounted to a shopping list. Congress would appropriate some fraction of what was
requested, and the cycle would begin again.

“This process of justifying expenditures as counters to Soviet expenditures conditioned U.S.
actions on Soviet strengths, expressed as threats, not on Soviet weaknesses and constraints. We had a
war strategy—a catastrophic spasm—but no plan about how to compete with the Soviet Union over
the long term.”

Soft-spoken, Marshall watched my eyes, checking that I understood the implications of his
statements. He took out a document, a thin sheaf of paper, and began to explain its meaning: “This
document reflects thoughts about how to actually use U.S. strengths to exploit Soviet weaknesses, a
very different approach.”

Titled “Strategy for Competing with the Soviets in the Military Sector of the Continuing Political-

Military Competition,”= it had been written in 1976, near the end of the Ford administration, and bore
marginal notations by President Carter’s secretary of defense, Harold Brown. It had evidently
received attention. (Its authors were Andy Marshall and James Roche, who was, at that time, his
assistant director.)*

This fascinating analysis of the situation worked to redefine “defense” in new terms—a subtle shift
in point of view. It argued that “in dealing effectively with the other side, a nation seeks opportunities
to use one or more distinctive competences in such a way as to develop competitive advantage—
both in specific areas and overall.” It then went on to explain that the crucial area of competition was
technology because the United States had more resources and better capabilities in that area. And,
most important, it argued that having a true competitive strategy meant engaging in actions that



imposed exorbitant costs on the other side. In particular, it recommended investing in technologies
that were expensive to counter and where the counters did not add to Soviet offensive capabilities.
For instance, increasing the accuracy of missiles or the quietness of submarines forced the Soviet
Union to spend scarce resources on counters without increasing the threat to the United States.
Investments in systems that made Soviet systems obsolete would also force them to spend, as would
selectively advertising dramatic new technologies.

Marshall and Roche’s idea was a break with the budget-driven balance-of-forces logic of 1976. It
was simple. The United States should actually compete with the Soviet Union, using its strengths to
good effect and exploiting the Soviets’ weaknesses. There were no complex charts or graphs, no
abstruse formulas, no acronym-jammed buzz speak: just an idea and some pointers to how it might be
used—the terrible simplicity of the discovery of hidden power in a situation.

As Andy Marshall and I spoke about this fourteen-year-old document in 1990, the Soviet Union
was faltering. A year earlier the Berlin Wall had fallen. It would be another sixteen months before the
USSR dissolved. But in 1990, when we discussed policy processes, before revisionists of all stripes
started to rewrite history, it was clear that the Soviet Union was faltering because it was
overextended. It was going broke economically, politically, and militarily. The United States’ more
accurate missiles, the rise of integrated circuits and the yawning technology gap, forward missile
placements in Europe, Ronald Reagan’s Strategic Defense Initiative, and investments in underwater
surveillance had all put an unbearable pressure on the USSR to invest. But at the same time, its
resources were limited: Saudi Arabia and the United Kingdom (with its new North Sea production)
worked to keep oil prices down, denying the Soviet Union extra foreign exchange and making
Europeans less anxious to buy Russian gas. The USSR’s closed system and status prevented easy
access to Western technology. The Soviets’ war in Afghanistan had sapped money and internal
political support. Behind almost all of these forces and events lay the indirect competitive logic that
Marshall and Roche expressed in 1976: use your relative advantages to impose out-of-proportion
costs on the opposition and complicate his problem of competing with you.

All my life, the Soviet Union had dominated discussions of politics, war, and peace. I had grown
up diving beneath my third-grade desk until the all-clear sounded, and worrying about Sputnik. During
my undergraduate years at the University of California, Berkeley, professors had me read Karl Marx,
Lenin, John Reed’s vivid account of the Russian Revolution (7en Days That Shook the World), and
articles on worker-peasant self-management during the revolution. Today, we know that during the
five years I heard lectures on the wonders of revolution at Berkeley (1960-65), about 1.5 million
people were killed in the Soviet gulag. During the whole post-WWII period, the Soviet Union
murdered upward of 20 million people, its own citizens and others under its control, a grisly
improvement over the 40 million executed, purposefully starved, and worked to death in the 191748
period. As that strange and deadly empire collapsed, how much of the implosion was due to internal
contradictions, and how much to the costs imposed on it by U.S. policy? As in any complex event,
there were many causes. If Marshall and Roche’s strategy was one of them, and I believe it was, then
it compels our attention. Their insight was framed in the language of business strategy: identify your
strengths and weaknesses, assess the opportunities and risks (your opponent’s strengths and
weaknesses), and build on your strengths. But the power of that strategy derived from their discovery
of a different way of viewing competitive advantage—a shift from thinking about pure military
capability to one of looking for ways to impose asymmetric costs on an opponent.



Marshall and Roche’s analysis included a list of U.S. and Soviet strengths and weaknesses. Such lists
were not new, and the traditional response to them would have been to invest more to tip the
“balance” in one’s favor. But Marshall and Roche, like Sam Walton, had an insight that, when acted

upon, provided a much more effective way to compete—the discovery of hidden power in the
situation.



CHAPTER 3
BAD STRATEGY

Bad strategy is not simply the absence of good strategy. It grows out of specific misconceptions
and leadership dysfunctions. Once you develop the ability to detect bad strategy, you will
dramatically improve your effectiveness at judging, influencing, and creating strategy. To detect a bad
strategy, look for one or more of its four major hallmarks:

 Fluff. Fluff is a form of gibberish masquerading as strategic concepts or arguments. It uses
“Sunday” words (words that are inflated and unnecessarily abstruse) and apparently esoteric
concepts to create the illusion of high-level thinking.

 Failure to face the challenge. Bad strategy fails to recognize or define the challenge. When
you cannot define the challenge, you cannot evaluate a strategy or improve it.

» Mistaking goals for strategy. Many bad strategies are just statements of desire rather than
plans for overcoming obstacles.

* Bad strategic objectives. A strategic objective is set by a leader as a means to an end.
Strategic objectives are “bad” when they fail to address critical issues or when they are
impracticable.

THE ORIGIN OF THE “BAD STRATEGY” CONCEPT

I coined the term “bad strategy” in 2007 at a short Washington, D.C., seminar on national security
strategy. To understand the concept, it is helpful to understand the nature of the disorder it describes.
Organized by the Center for Strategic and Budgetary Assessments (CSBA), the 2007 seminar had
nine participants, including major figures such as James R. Schlesinger, former secretary of defense,
secretary of energy, and director of the CIA; and Fred C. 1kl¢, member of the Council on Foreign
Relations, former undersecretary of defense for policy, director of the U.S. Arms Control and

Disarmament Agency, and chairman of the bipartisan Commission on Integrated Long-Term Strategy.!
We did not come together to examine any particular strategy but, rather, to understand the reasons for
what all agreed was a decline in the quality of strategy work at the national level.

There was no disagreement about the facts. During and after World War I, especially with the
advent of nuclear weapons, U.S. national leadership took national security strategy very seriously.
But after 1989, as the threat of a major offensive attack by another large power faded, the need for a
new integrated strategic review of U.S. national security strategy became apparent. A new post—Cold



War strategy was needed, one that would deal with issues such as nuclear proliferation, infrastructure
protection, the use of space, energy use and supply, global financial markets, the information
revolution, advances in biotechnology, the future of NATO, ethnic conflicts and failing states, and
difficulties with Russia and China.

This need for a dramatic redesign of the United States’ security-oriented institutional structures and
processes became even more important following the September 11, 2001, attacks. One analysis, the
Princeton Project on National Security, succinctly described the situation: “While the Bush
administration’s 2002 National Security Strategy did articulate a set of U.S. national goals and
objectives, it was not the product of a serious attempt at strategic planning.... The articulation of a
national vision that describes America’s purpose in the post-September 11th world is useful—
indeed, it is vital—but describing a destination is no substitute for developing a comprehensive

roadmap for how the country will achieve its stated goals.”

Despite the obvious need, very little had been done. The central question on the table was “Why
not?” Was it a problem of leadership, institutional structure, or shortened time horizons? The seminar
was guided by a fascinating paper arguing that there had been a general decline in competence at

understanding and formulating strategy.® It contended, “All too much of what is put forward as
strategy 1s not. The basic problem is confusion between strategy and strategic goals.” With regard to
the recent editions of the national security strategy, it said “when you look closely at either the 2002
or 2006 documents, all you find are lists of goals and sub-goals, not strategies.”

Reading the documents referenced, I had to agree.? They presented a plethora of broad goals and
affirmations of values such as democracy and economic well-being. But there was little guidance as
to how to actually deal with the national security situation.

At the center of these documents lay President George W. Bush’s dramatic new doctrine of
responding to the threat of weapons of mass destruction with preventive war, if necessary. Yet there
were no indications that this doctrine had been turned into a coherent strategy. That is, the conditions
of its actual use to dissuade, deter, and intervene were not explored. Further, the problems created by
this policy, and the competitive reactions to it, were not thought through. For instance, to avoid
debacles as happened in the 2003 Iraq hunt for weapons of mass destruction, a policy of preemption
should be backed up with much stronger intelligence.

To initiate a preemptive war, it is reasonable to expect that one would move far beyond
secondhand intelligence and demand actual hands-on hard evidence obtained by U.S. forces.
Preparing the capability for such a major evidence-producing prestrike operation would have to be a
critical objective, yet it was not. Nor was there any evidence that the policy makers had thought
through the problem, evident in both the Bosnian and Iraqi interventions, of the United States being
fed false or exaggerated intelligence information in order to induce military action to the benefit of an
external constituency. Finally, a policy of preemption encourages adversaries to use extreme secrecy,
cover parties, and cutouts, and to use, rather than hold, weapons. Policies that anticipated these
predictable patterns in others’ behavior were lacking.

Looking at another section of the national security strategy, I found that the United States will
“work with others to defuse regional conflicts.” This is an amazingly superficial political slogan.
After all, are there really any other alternatives for dealing with regional conflicts? It seems unlikely
that the United States could act alone all over the world to defuse regional conflicts, and it seems
equally unlikely that we would completely ignore regional conflicts. Stating this slogan provided no
useful guidance to anyone. Even worse, it relegated to the status of an annoying detail the fact that this
approach was less and less effective. NATO had failed to deliver most of its promised military and



development support in Afghanistan, and the United Nations appeared incapable of solving the
problems in the Sudan, Uganda, and Nepal, and it appeared to actually foster Israeli-Palestinian
conflict.

One supposes that the slogan might have been code for “We give up on the United Nations and will
work with whoever can help defuse regional conflicts.” But a general willingness to work with
interested others can hardly be elevated to the status of a “strategy.” A strategy would have to explain
why regional conflicts, which have been a constant in human activity for millennia, are suddenly a
major security problem. And it would have to explain which instruments of U.S. power and influence
might be used to convince others to work with the United States on such crusades. It would also have
to address the criteria for working with nations that violated the national security strategy’s other
goals of “human dignity,” “free trade,” “democracy,” and “freedom.”

As another example of slogans substituted for strategy, consider this keystone goal of the national
security strategy: “to prevent our enemies from threatening us, our allies, and our friends, with
weapons of mass destruction.” Importantly, the 2006 document explained the objective this way: “We
aim to convince our adversaries that they cannot achieve their goals with WMD, and thus deter and
dissuade them from attempting to use or even acquire these weapons in the first place.”

It 1s difficult to understand what the author of this passage had in mind. What would “convince”
enemies of the United States that threats based on WMDs would not advance their goals? America’s
own Cold War strategy had been based on threats to use WMD, which should be convincing evidence
that such threats work quite well. It is clear, for instance, that had Saddam Hussein possessed nuclear
weapons and the will to use them against allied military forces encamped in Saudi Arabia in 1991, or
in Kuwait in 2003, his country would not have been invaded. His threat to kill our soldiers would
have been credible, whereas a reciprocal threat to mass murder Iraqi civilians would have been less
credible. Russian intelligence officers reported that he understood this logic very well in 1991 and
was frustrated that his then-secret nuclear project was not further along. Since the 2006 National
Security Strategy does not explain how the deadly effectiveness of nuclear threat is to be mitigated,
this particular “goal” appears to be wishful thinking,.

A logical reaction to these documents’ weaknesses might be that they were public—that the real
strategies were concealed. I had to reject this explanation. Other analysts with access to privileged
information had also called out the lack of substance and coherence in U.S. national strategy.
Furthermore, the participants at the CSBA conference were insiders, people who had shaped national
policy at the highest levels, and among them there was no disagreement with the assessment that
recent attempts at national security strategy had produced a plentitude of vague aspirations and new
funding for existing institutions, but no policies or programs that could reasonably be expected to
make a difference.

My role at the seminar was to provide a business and corporate strategy perspective on these
issues. My impression was that the participants anticipated that I would say that business and
corporate strategy was done seriously and with growing competence.

Using words and slides, I told the group that many businesses did have powerful, effective
strategies. But in my personal experiences with corporate practice, both as a consultant and as a field
researcher, [ saw a growing profusion of what I termed “bad strategy.”

Bad strategy, I explained, is not the same thing as no strategy or strategy that fails rather than
succeeds. Rather, it is an identifiable way of thinking and writing about strategy that has,
unfortunately, been gaining ground. Bad strategy is long on goals and short on policy or action. It
assumes that goals are all you need. It puts forward strategic objectives that are incoherent and,



sometimes, totally impracticable. It uses high-sounding words and phrases to hide these failings.

In the several years since that seminar, I have had the opportunity to discuss the bad strategy
concept with a number of senior executives. In the process, I have condensed my list of its key
hallmarks to the four listed in the beginning of this chapter: fluft, the failure to face the challenge,
mistaking goals for strategy, and bad strategic objectives.

FLUFF

Fluff is superficial restatement of the obvious combined with a generous sprinkling of buzzwords.
Fluff masquerades as expertise, thought, and analysis. As a simple example of fluff in strategy work,
here is a quote from a major retail bank’s internal strategy memoranda: “Our fundamental strategy is
one of customer-centric intermediation.” The Sunday word “intermediation” means that the company
accepts deposits and then lends them to others. In other words, it is a bank. The buzz phrase
“customer-centric” could mean that the bank competes by offering depositors and lenders better terms
or better service. But an examination of its policies and products does not reveal any distinction in
this regard. The phrase “customer-centric intermediation” is pure fluff. Pull off the fluffy covering and
you have the superficial statement “Our bank’s fundamental strategy is being a bank.”

Fluff has its origins in the academic world and, more recently, in the information technology
industry. There, for example, a recent EU report defines “cloud computing” as “an elastic execution
environment of resources involving multiple stakeholders and providing a metered service at multiple

granularities for a specified level of quality-of-service.” A less fluffy explanation is that when you
do a Google search, or send data to an Internet backup service, you do not know or care which
physical computer, data server, or software system is being used—there 1s a “cloud” of machines and
networks, and it is up to the external service provider to work out how the job is performed and how
you will be charged.

[ saw an example of prime fluff in a summer 2000 presentation by the now-defunct Arthur
Andersen. At that moment Enron was a darling of Wall Street, and Arthur Andersen, its auditor, was
busy trying to attract new clients based on its knowledge of Enron’s business strategy. (This was a
presentation by a unit of the Arthur Andersen accounting firm, not by the firm’s true consulting arm,

Andersen Consulting.) The session was titled “Strategies of the Movers and Shakers.”®

The presenter made it clear that the key “mover and shaker” was Enron, and the excitement was
about its recent announcement that it would create a market for trading bandwidth. In the words of the
speaker, “Nine months ago, when Enron first announced its bandwidth trading strategy, its market
value jumped by $9 billion. Today, the market is valuing the bandwidth trading business at about $30
billion.”

Deregulation in gas and electricity had created price volatility in these markets. Public utilities,
however, preferred stable prices for their inputs. Enron’s strategy in the gas and electricity businesses
had been to own some physical assets and engage in “basis trading.” That is, it would sell a utility a
contract for future delivery of gas or electricity at a fixed price and then try to cover that commitment
with a mixture of its own supplies and futures contracts. It used a barrage of contracts with
speculators and other traders to hedge weather, price, and other risks. By being the dominant player in
both gas and electricity trading, it was able to capture information about supplies, demand, and
congestion that gave it an edge in its trading activities.



The question that should have been on everyone’s mind was whether Enron could actually replicate
this way of doing business in bandwidth trading. There was no spot price in bandwidth to use for
basis trading. There was no standard of quality to help define the deliverable. There was no way to
ship bandwidth around to balance supply and demand across geographies. Enron wanted every trader
to deal directly with it—the company would not be a middleman—yet its own network node in New
York City was some distance from the node used by almost everyone else. And, unlike gas and
electricity, the incremental cost of a unit of bandwidth was zero. That meant as long as capacity
exceeded demand, the spot price in such a market would be close to zero. Furthermore, by the
summer of 2000, it was becoming clear that installed fiber-optic capacity greatly exceeded demand.
Finally, in gas and electricity, Enron traded the deliverable, not capacity. But bandwidth was
capacity, not the content being delivered. Enron did not have a position in supplying content—online
movies and other bandwidth-intensive content were hardly commodities.

The argument given at the presentation was that commodity markets “evolve” in the same way, so
the same business strategies apply to all. This theory was summarized with the following diagram, a
page taken from the PowerPoint handouts at this presentation. This diagram seemed to be describing
some sort of “evolution” in these markets from physical delivery toward a “knowledge space” and
“exotics.” There was the implication that derivative securities (bets on prices) were a means of
“sophisticated value extraction.”

Rather than address the real challenges of establishing a market for bandwidth, this diagram and the
accompanying verbal presentation were pure fluff. There was the surface appearance of being
analytical and summing up a great deal of information. But a closer examination revealed that it was a
stew of half-truths, complex drawings, and buzzwords.

IN TODAY’S BANDWIDTH MARKETS, CONNECTIVITY IS KEY

HRNOWAH

NOLLOVHLXI INTYA 40 NOLLYIILSIHADS

physical Access Portialio Sl Knowledge
(underlying) space space space spate

/’éi&l"d'&ﬂ
products & caplive
\nirkeh

Standard Complex
MARKET DEVELDPMENT

Markets do not necessarily evolve from “simple” to “complex”—it often goes the other way
around. Yes, you need a basis to create futures and options, but a basis does not have to be a



commodity or even a price. Traders, for example, write futures contracts on the Chicago Board
Options Exchange Volatility Index (VIX), which is a created measure of price volatility. Yes, Enron’s
gas and electricity trading were developed out of the ownership of physical assets, but that might be a
temporary phenomenon. The oil and agriculture industries had long supported futures contracts and
options without heavy participation by producers.

Waiting for answers to my questions, I was disappointed. The “meat” in the presentation was the
above fluffy diagram and a listing of the new “strategies of the market enablers.” The “strategies”
mentioned were having an electronic trading platform, being an over-the-counter broker, and being an
information provider. These were not strategies—they were just names, like butcher, baker, and
candlestick maker. If you accept that the phrase “information provider” describes a business strategy,
then you are a prime customer for this sort of fluff.

Fourteen months later, it became evident that Enron was failing. With the company’s mountain of
debt, falling profit margins, failed major projects in the United Kingdom and Brazil, and huge losses
in bandwidth trading, outsiders began to doubt its ability to fulfill its side of its contracts. No one
wants to write a futures contract with a firm that may fail—which ensures that the firm will fail. As it
went bankrupt in December 2001, evidence accumulated about fraudulent accounting practices. The
scandal took its auditor, Arthur Andersen, down as well. (The accountant’s consulting arm, Andersen
Consulting, was renamed Accenture.) A systematic market for trading bandwidth has yet to develop.

A hallmark of true expertise and insight is making a complex subject understandable. A hallmark of
mediocrity and bad strategy is unnecessary complexity—a flurry of fluff masking an absence of
substance.

FAILURE TO FACE THE PROBLEM

A strategy is a way through a difficulty, an approach to overcoming an obstacle, a response to a
challenge. If the challenge is not defined, it is difficult or impossible to assess the quality of the
strategy. And if you cannot assess a strategy’s quality, you cannot reject a bad strategy or improve a
good one.

International Harvester was once the fourth largest corporation in the United States. Its roots lay in
Cyrus McCormick’s reaper, a machine that, together with the railroad, had developed the American
plains. In 1977, Harvester’s board brought in a new CEO, Archie McCardell, who had been
president of Xerox. The board gave him a mandate to turn around the sleepy company.

McCardell’s administration was the culmination of a decade of modernization. The consulting firm
Booz Allen Hamilton had redesigned the organization; Hay Associates had put in modern managerial
job descriptions and incentives. McCardell brought with him a new cadre of financial and strategic
planners. In July 1979, they produced a thick sheaf of paper titled “Corporate Strategic Plan.” It was
classic bad strategy.

Harvester’s corporate strategic plan was an amalgam of five separate strategic plans, each created
by one of the operating divisions—agricultural equipment ($3 billion), truck making ($4 billion),
industrial equipment ($1 billion), gas turbines ($0.3 billion), and components ($1 billion). The
overall “strategy” was to increase the company’s market share in each market, cut costs in each
business, and thereby ramp up revenue and profit. A summary page from that confidential plan is
reproduced on the next page. The graph showing past and forecast profit forms an almost perfect



“hockey stick,” with an immediate recovery from decline followed by a steady rise.

The strategic plan did not lack for texture and detail. Looking within the agricultural equipment
group, for example, there is information and discussion about each segment. The overall intent was to
strengthen the dealer/distributor network and to reduce manufacturing costs. Market share in
agricultural equipment was projected to increase from 16 percent to 20 percent against competitors
John Deere, Ford, Massey Ferguson, and J. I. Case.
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The problem with all this was that it ignored the elephant in the elevator. You can’t discern the
elephant by studying the plan because the plan doesn’t mention it. The elephant was Harvester’s
grossly inefficient work organization, a problem that would not be solved by investing in new
equipment or by pressing managers to grow market share. Work rules at Harvester plants, for
instance, allowed those with seniority to transfer jobs at will, each transfer setting in motion a
cascade of other transfers. As a result, Harvester’s profit margin had been about one-half of its
competitors’ for a long time. In addition, Harvester had the worst labor relations in American
industry. It had been the nexus of some of the earliest labor disputes in the United States, especially
the 1886 Haymarket riot in Chicago, when an anarchist’s bomb killed police and workers at a rally.

If you fail to identify and analyze the obstacles, you don't have a strategy. Instead, you have
either a stretch goal, a budget, or a list of things you wish would happen.

McCardell did improve Harvester’s reported profits for a year or two by cutting administrative
overhead. But he then forced the company to endure a six-month strike in an attempt to obtain a better
union contract. He failed to gain any significant concessions and, after the strike ended, the company
quickly began to collapse. During the whole 1979-85 period, it lost more than $3 billion, closed
thirty-five of its forty-two plants, and shed eighty-five thousand workers, leaving only fifteen
thousand in employment. The company sold off its various businesses, the agricultural equipment
going to Tenneco, to merge with its J. I. Case division. The truck division was renamed Navistar and



has survived. It is, today, a leading maker of heavy trucks and engines.

Today, Harvester’s 1979-style strategic planning is out of fashion. Instead of long tables of
numbers and bubble charts, we have a different type of ritualized formalism for producing “strategic
plans.” The current fill-in-the-blanks template starts with a statement of “vision,” then a “mission
statement” or a list of “core values,” then a list of “strategic goals,” then for each goal a list of
“strategies,” and then, finally, a list of “initiatives.” (Template-style strategy is explored further in
chapter 4, “Why So Much Bad Strategy?”’)

Despite the fact that they are adorned with modern phrases and slogans, most of these strategic
plans are as bad as International Harvester’s. Like Harvester’s, they do not identify and come to grips
with the fundamental obstacles and problems that stand in the organization’s way. Looking at most of
this product, or listening to the managers who have produced it, you will find an almost total lack of
strategic thinking. Instead, you will find high-sounding sentiments together with plans to spend more
and somehow “get better.”

The Defense Advanced Research Projects Agency (DARPA) works to achieve radical technological
innovation to support national security. As a counterpoint to Harvester, DARPA’s strategy 1s based on
a clear-sighted recognition of the nature of the challenge. Here is DARPA’s own statement of a
fundamental problem its strategy addresses:

A basic challenge for any military research organization is matching military problems with
technological opportunities, including the new operational concepts those technologies make
possible. Parts of this challenge are extremely difficult because: (1) some military problems
have no easy or obvious technical solutions; and (2) some emerging technologies may have far-
reaching military consequences that are still unclear. DARPA focuses its investments on this
“DARPA-hard” niche—a set of technical challenges that, if solved, will be of enormous benefit

to U.S. national security, even if the risk of technical failure is high.Z

To attack this challenge, DARPA focuses on projects the military services see as too risky or too
removed from their current missions. It tries to imagine what commanders will want in the future
rather than what they are calling for today, but it restricts its work to that conducted by very talented
people with very good ideas. Some of DARPA’s successes include ballistic missile defense, stealth
technology, GPS, speech recognition, the Internet, unmanned land and air vehicles, and
nanotechnology.

DARPA’s strategy is more than a general direction. It includes specific policies that guide its
everyday actions. For example, it retains program managers for only four to six years to limit empire
building and to bring in fresh talent. The expectation is that a new program manager will be willing to
challenge the ideas and work of predecessors. In addition, DARPA has a very limited investment in
overhead and physical facilities in order to prevent entrenched interests from thwarting progress in
new directions. These policies are based on a realistic appraisal of the obstacles to innovation. They
are a far cry from vague aspirations such as “retain the best talent” and “maintain a culture of
innovation.”

DARPA’s surprising strategy has a shape and structure common to all good strategy. It follows from
a careful definition of the challenge. It anticipates the real-world difficulties to be overcome. It



eschews fluff. It creates policies that concentrate resources and actions on surmounting those
difficulties.

MISTAKING GOALS FOR STRATEGY

Chad Logan, the CEO of a graphics arts company, introduced himself to me after hearing a talk I gave
on self-control and commitment. He asked me to work with his management team on “strategic
thinking,”

With offices in a downtown commercial building, Logan’s company provided custom graphics
services to magazines, book publishers, advertisers, and corporations. Logan was a college sports
hero turned graphics artist who had moved into sales. He was also the nephew of the founder; when
the founder died two years before, Logan became the company’s principle owner.

The edge-of-town offices and work spaces were utilitarian; the CEO’s conference room was
paneled in teak. Brightly lighted examples of the company’s work hung on the walls and reflected
from the surface of the polished conference table.

The business was organized into a large design group and three sales departments: Media sold to
magazines and newspapers, Corporate sold to corporations for catalogs and brochures, and Digital
sold mainly to Web-based customers.

Logan explained that his overall goal was simple—he called it the “20/20” plan. Revenues were to
grow at 20 percent per year and the profit margin was to be 20 percent or higher. “Our overall
strategy 1s set,” he said. “We are going to grow, and grow profitably. My problem is getting everyone
aligned for this push. What I need is some coaching for my top people. I want them to be totally up to
speed on strategic thinking. [ want skills they can use tomorrow in a meeting with a client.”

I asked Logan if he had worked out any elements of his strategy other than the growth and margin
goals. He slid a document across the tabletop. It was titled “2005 Strategic Plan.” Mostly, it was a set
of projections: revenues, costs, gross profit, and so on. The projections went out four years. In the
previous four or five years, the company had held its market share and its after-tax profit margin had
been about 12 percent, which is typical for this industry. The projections were based on a 20 percent
profit margin and 20 percent per year revenue growth. The first page of the document was labeled
“Our Key Strategies:”

OUR KEY STRATEGIES

» We will be the graphics arts services firm of choice.

* We will delight our customers with unique and creative solutions to their problems.
* We will grow revenue by at least 20% each year.

» We will maintain a profit margin of at least 20%.

* We will have a culture of commitment. Corporate goals are commitments we all work to keep.



» We will foster an honest and open work environment.
* We will work to support the broader community in which we operate.

“We spent about three weeks, going around to everyone, to develop these key strategies,” said
Logan. “I believe in them. I believe that we can have a company that we are each proud to be part of
and that is worth the effort it takes to win. There is very good buy-in on these key strategies.”

“This 20/20 plan is a very aggressive financial goal,” I said. “What has to happen for it to be
realized?”

Logan tapped the plan with a blunt forefinger. “The thing I learned as a football player is that
winning requires strength and skill, but more than anything it requires the will to win—the drive to
succeed. The managers and staff in this company have worked hard, and the transition to digital
technologies was handled well. But there is a difference between working hard and having your eye
on the prize and the will to win. Sure, 20/20 is a stretch, but the secret of success is setting your sights
high. We are going to get moving and keep pushing until we get there.”

When I asked Logan “What has to happen?” I was looking for some point of leverage, some reason
to believe this fairly quiet company could explode with growth and profit. A strategy 1s like a lever
that magnifies force. Yes, you might be able to drag a giant block of rock across the ground with
muscles, ropes, and motivation. But it is wiser to build levers and wheels and then move the rock. 1
tried again: “Chad, when a company makes the kind of jump in performance your plan envisions,
there is usually a key strength you are building on or a change in the industry that opens up new
opportunities. Can you clarify what the point of leverage might be here, in your company?”

Logan frowned and pressed his lips together, expressing frustration that I didn’t understand his
meaning. He pulled a sheet of paper out of his briefcase and ran a finger under the highlighted text.
“This 1s what Jack Welch says,” he told me. The text read: “We have found that by reaching for what
appears to be the impossible, we often actually do the impossible.”

“That’s what we are going to do here,” said Logan.

I didn’t think that Logan’s concept of his 20/20 goal was a useful way to proceed. Strategic
objectives should address a specific process or accomplishment, such as halving the time it takes to
respond to a customer, or getting work from several Fortune 500 corporations. However, arguing with
him at that juncture wouldn’t have been productive. A client has to first agree to engage in a dialogue
before a tough back-and-forth can be productive. “All right,” I said. “I see where you are coming
from. Give me some time to look over these numbers.”

In truth, I didn’t really need to study the numbers. What I needed was some time to think about my
own approach to helping Logan. Although he was well-intentioned, his plan, to me, was all results
and no action. In his own mind, he believed in courage, boldness, motivation, and push. His reference
to “pushing until we get there” triggered, in my mind, an association with the great pushes of 1915-17
during World War I, especially at Passchendaele.

When war broke out in 1914, jubilant crowds jammed the streets of cities, and young men hurled hats
in the air as they marched off to prove themselves. The philosophy of the age, most fervently adopted
by the French, was that willpower, spirit, morale, ¢€lan, and aggressiveness were the keys to success.
For three years, generals flung highly motivated men at fortified machine-gun emplacements, only to



see tens of thousands, then hundreds of thousands, shredded to mincemeat to gain a mile of useless
ground.

In 1917, around the village of Passchendaele in Flanders, British general Douglas Haig planned an
assault. He wanted to break through the Germans’ fortified lines and open up a path to the sea,
dividing the German army. He had been advised that shelling the German fortified positions would
destroy the dikes and flood the below-sea-level fields. He shelled the German fortifications anyway.
The shelling broke the dikes and churned the rich soil to sticky yellow clay, a quagmire that men sank
into up to their knees and bellies. It drowned tanks, horses, and the wounded.

Haig, stung by the death of 100,000 British troops at the Somme a year earlier, had promised to
call off the advance if it did not go well. It didn’t, yet the doctrine of motivation and “one last push”
continued for three months, despite appalling losses. In a final ten-day assault, Canadian troops
pressed directly into the machine-gun fire, floundering in the mud and body parts of comrades; they
suffered 16,000 casualties to take a small hill. Over the three months of battle, five miles of ground
were gained and more than 70,000 Allied soldiers died in the muck. Another 250,000 were wounded.
Winston Churchill described Passchendaele as “a forlorn expenditure of valour and life without equal
in futility.”

At the Somme and Passchendaele, Haig led an entire generation of British and Dominion youth to
their deaths—as Joseph Joffre did for the French at the Somme, and Erich von Falkenhayn did for the
Germans at Verdun.

In Europe, motivational speakers are not the staple on the management lecture circuit that they are
in the United States, where the doctrine of leadership as motivation is alive and well. Here, for
example, is H. Ross Perot: “Most people give up just when they’re about to achieve success. They
quit on the one-yard line. They give up at the last minute of the game, one foot from a winning
touchdown.”

Hearing this, many Americans nod in agreement. Many Europeans, by contrast, hear the echo of the
“one last push” at Passchendaele. There, the slaughtered troops did not suffer from a lack of
motivation. They suffered from a lack of competent strategic leadership. Motivation is an essential
part of life and success, and a leader may justly ask for “one last push,” but the leader’s job is more
than that. The job of the leader is also to create the conditions that will make that push effective, to
have a strategy worthy of the effort called upon.

I met with Chad Logan a few days after our first get-together. I told him that I would explain my point
of view and then let him decide whether he wanted to work with me on strategy. I said:

I think you have a lot of ambition, but you don’t have a strategy. I don’t think it would be
useful, right now, to work with your managers on strategies for meeting the 20/20 goal.

What I would advise is that you first work to discover the very most promising opportunities
for the business. Those opportunities may be internal, fixing bottlenecks and constraints in the
way people work, or external. To do this, you should probably pull together a small team of
people and take a month to do a review of who your buyers are, who you compete with, and
what opportunities exist. It’s normally a good idea to look very closely at what is changing in
your business, where you might get a jump on the competition. You should open things up so
there are as many useful bits of information on the table as possible. If you want, I can help you



structure some of this process and, maybe, help you ask some of the right questions. The end
result will be a strategy that is aimed at channeling energy into what seem to be one or two of the
most attractive opportunities, where it looks like you can make major inroads or breakthroughs.

I can’t tell you in advance how large such opportunities are, or where they may be. I can’t tell
you in advance how fast revenues will grow. Perhaps you will want to add new services, or cut
back on doing certain things that don’t make a profit. Perhaps you will find it more promising to
focus on grabbing the graphics work that currently goes in-house, rather than to competitors. But,
in the end, you should have a very short list of the most important things for the company to do.
Then you will have a basis for moving forward. That is what I would do were I in your shoes.

If you continue down the road you are on you will be counting on motivation to move the
company forward. I cannot honestly recommend that as a way forward because business
competition is not just a battle of strength and wills; it is also a competition over insights and
competencies. My judgment is that motivation, by itself, will not give this company enough of an
edge to achieve your goals.

Chad Logan thanked me and, a week later, retained someone else to help him. The new consultant
took Logan and his department managers through an exercise he called “Visioning.” The gist of it was
the question “How big do you think this company can be?” In the morning they stretched their
aspirations from “bigger” to “very much bigger.” Then, in the afternoon, the facilitator challenged
them to an even grander vision: “Think twice as big as that,” he pressed. Logan was pleased. I was
pleased to be elsewhere engaged.

Chad Logan’s “key strategies” had little to do with strategy. They were simply performance goals.
This same problem affects many corporate “strategy plans.”

Business leaders know their organizations should have a strategy. Yet many express frustration with
the whole process of strategic planning. The reason for this dissatisfaction is that most corporate
strategic plans are simply three-year or five-year rolling budgets combined with market share
projections. Calling a rolling budget of this type a “strategic plan™ gives people false expectations
that the exercise will somehow result in a coherent strategy.

There is nothing wrong with planning. It is an essential part of management. Take, for example, a
rapidly growing retail chain. It needs a plan to guide property acquisition, construction, training, and
so on. This is what a resource plan does—it makes sure resources arrive when they are needed and
helps management detect surprises. Similarly, a multinational engineering company needs a plan to
guide and fit together its human resource activities, the opening and expansion of offices in various
regions, and its financing policies.

You can call these annual exercises “strategic planning” if you like, but they are not strategy. They
cannot deliver what senior managers want: a pathway to substantially higher performance. To obtain
higher performance, leaders must identify the critical obstacles to forward progress and then develop
a coherent approach to overcoming them. This may require product innovation, or new approaches to
distribution, or a change in organizational structure. Or it may exploit insights into the implications of
changes in the environment—in technology, consumer tastes, laws, resource prices, or competitive
behavior. The leader’s responsibility is to decide which of these pathways will be the most fruitful
and design a way to marshal the organization’s knowledge, resources, and energy to that end.



Importantly, opportunities, challenges, and changes don’t come along in nice annual packages. The
need for true strategy work is episodic, not necessarily annual.

BAD STRATEGIC OBJECTIVES

If you are a midlevel manager, your boss sets your goals. Or, if you work in an enlightened company,
you and your boss negotiate over your goals. In either setting, it is natural to think of strategies as
actions designed to accomplish specific goals. However, taking this way of thinking into a top-level
position is a mistake.

Being a general manager, CEO, president, or other top-level leader means having more power and
being less constrained. Effective senior leaders don’t chase arbitrary goals. Rather, they decide
which general goals should be pursued. And they design the subgoals that various pieces of the
organization work toward. Indeed, the cutting edge of any strategy is the set of strategic objectives
(subgoals) it lays out. One of the challenges of being a leader is mastering this shift from having
others define your goals to being the architect of the organization’s purposes and objectives.

To help clarify this distinction it is helpful to use the word “goal” to express overall values and
desires and to use the word “objective” to denote specific operational targets. Thus, the United States
may have “goals” of freedom, justice, peace, security, and happiness. It is strategy which transforms
these vague overall goals into a coherent set of actionable objectives—defeat the Taliban and rebuild
a decaying infrastructure. A leader’s most important job is creating and constantly adjusting this
strategic bridge between goals and objectives.

For example, Chen Brothers was a rapidly growing regional distributor of specialty foods. Its
overall goals included growing profit, being a good place to work, and being seen as the go-to
distributor for organic foods. These were all worthy goals. None of them, however, implied a
particular strategy or action, although they can be seen as constraints (that is, these sorts of broad
“goals” work like the rules of football in that they rule out a great many actions without specifying
what the team should actually do).

Chen Brothers’ strategy had been to target local specialty retailers that would pay a price premium
to carry distinctive products not available at the large chain stores. Top management had divided its
customers and potential customers into three tiers and set strategic objectives for each tier. The most
important objectives were shelf-space dominance in the top tier, promotional parity or better in the
middle tier, and growing penetration in the lowest tier.

The recent rapid growth of Whole Foods was putting increasing pressure on the local specialty
shops that had been Chen Brothers’ target market. Accordingly, management was formulating a new
strategy of linking together small local food producers under a common brand that could be sold
through Whole Foods. This change in strategy had no impact on the company’s overall goals, but
clearly meant a radical restructuring of its current strategic objectives. Instead of penetration
objectives for different classes of retailers, Chen Brothers put together a “Whole Foods” team that
combined production, marketing, advertising, distribution, and financial expertise. The team was
entirely focused on the objective of making Chen Brothers’ most distinctive new product a national
account at Whole Foods. Once that was accomplished, further objectives concerning other products,
shelf space, and market share would be set.

Chen Brothers did not fall into the trap of believing that strategy is a grand vision or a set of



financial goals. Instead, management had skillfully designed a “way forward” that concentrated
corporate attention on one or two important objectives. Once accomplished, new opportunities would
open up and more ambitious objectives could be set.

Dog’s Dinner Objectives

Good strategy works by focusing energy and resources on one, or a very few, pivotal objectives
whose accomplishment will lead to a cascade of favorable outcomes. One form of bad strategic
objectives occurs when there is a scrambled mess of things to accomplish—a “dog’s dinner” of
strategic objectives.

A long list of “things to do,” often mislabeled as “strategies” or “objectives,” is not a strategy. It is
just a list of things to do. Such lists usually grow out of planning meetings in which a wide variety of
stakeholders make suggestions as to things they would like to see done. Rather than focus on a few
important items, the group sweeps the whole day’s collection into the “strategic plan.” Then, in
recognition that it is a dog’s dinner, the label “long-term” is added so that none of them need be done
today.

As a vivid example, I recently had the chance to discuss strategy with the mayor of a small city in
the Pacific Northwest. His planning committee’s strategic plan contained 47 “strategies” and 178
action items. Action item number 122 was to “create a strategic plan.” As another example, the Los
Angeles Unified School District’s strategic plan for “high-priority schools” (discussed on the next
page) contained 7 “strategies,” 26 “tactics,” and 234 “action steps,” a true dog’s dinner of things to
do. This pattern is all too common in city, school district, and nonprofit strategy work, as well as in
some business firms.

Blue-Sky Objectives

The second form of bad strategic objectives is one that is “blue sky.” A good strategy defines a
critical challenge. What is more, it builds a bridge between that challenge and action, between desire
and immediate objectives that lie within grasp. Thus, the objectives a good strategy sets should stand
a good chance of being accomplished, given existing resources and competence. (See the discussion
of proximate objectives in chapter 7.) By contrast, a blue-sky objective is usually a simple
restatement of the desired state of affairs or of the challenge. It skips over the annoying fact that no
one has a clue as to how to get there.

A leader may successfully identify the key challenge and propose an overall approach to dealing
with the challenge. But if the consequent strategic objectives are blue sky, not much has been
achieved. The purpose of good strategy is to offer a potentially achievable way of surmounting a key
challenge. If the leader’s strategic objectives are just as difficult to accomplish as the original
challenge, there has been little value added by the strategy.



In 2006, David Brewer, a former admiral in the U.S. Navy, took the job of superintendent of the giant
Los Angeles Unified School District (LAUSD). His daunting assignment was to make a difference in
the nation’s largest school district.

In California, schools are measured in terms of a statewide aggregate test score—the Academic
Performance Index, or API. Of Los Angeles’s 991 schools, many did well on these tests. Still, 309
did not meet the U.S. Department of Education’s No Child Left Behind goals. Soon after reviewing
the situation, Brewer defined the challenge as making a significant improvement in the test
performance scores at the district’s 34 weakest schools: 17 middle and 17 high schools he termed
“high priority.” His idea was to work on improving these 34 weakest schools first, but to then build
on success by expanding efforts to the rest of the system.

Brewer deserves credit for creating a strategy with a focus—the thirty-four high-priority schools
that had been the consistently worst performing on the API tests. By focusing on the lowest
performing 34 of 991 schools, there was the opportunity to break with the past and with the many-
layered system of regulation, union control, and grossly oversized central administration. Indeed, it
might have been reasonable to decide that this challenge, by itself, was worth being the single
keystone of the strategy. By zeroing in on this one critical issue something might have been
accomplished.

Still, it is worth noting that this definition of “performance” was itself “strategic” in an unpleasant
way. Using API test scores sidestepped LAUSD’s horrendous dropout rate, especially among black
and Hispanic students who together form the overwhelming majority of students in Los Angeles (13
and 70 percent respectively). Of black students entering LAUSD high schools, 33 percent dropped
out. Of Hispanics, 28 percent dropped out. The terrible truth was that one way to increase a school’s
API score was to encourage the weakest students to drop out—the API measured only active students.

When a leader characterizes the challenge as underperformance, it sets the stage for bad
strategy. Underperformance is a result. The true challenges are the reasons for the
underperformance. Unless leadership offers a theory of why things haven’t worked in the past, or
why the challenge is difficult, it is hard to generate good strategy.

For example, one of Brewer’s seven key strategies was to “build school and District leadership
teams that share common beliefs, values, and high expectations for all adults and students and that
support a cycle of continuous improvement to ensure high-quality instruction in their schools.” This
would be accomplished by building the “capacity of administrative and other school leaders....
Transformational leaders need a strongly focused program to define, sharpen and apply critical skill
sets in their everyday work.”

This strategy/objective is “bad” in several respects. First, there is no diagnosis of the reasons that
leadership i1s weak and expectations are low. A serious look at this issue would reveal that the high-

priority schools had been failing for decades. A system spending $25,000 per student per year® and
that cannot guarantee that eighth-graders read, write, and do sums is broken. While many teachers and
principals are dedicated, many are also incompetent. More important, the top-heavy bureaucratic
system has had decades to remedy the system and has not.

Second, it is an absurdly blue-sky objective to ask for “transformational leadership” when (1) the
text of the plan explains that many administrators and leaders have limited ability to meet their daily
problems, (2) no one knows how to create “transformational” leaders even in the best of conditions,
and (3) these schools remain embedded in a giant all-controlling bureaucracy and union system. The
so-called transformational leaders cannot change the color of the paper they use without permission
from higher-ups, and it is virtually impossible to remove a principal, even if he or she fails to be



transformational. The proposed solutions—Iots of coordination up and down the hierarchy, time off;,
and in-house training—are woefully inadequate and illustrate the system’s wasteful self-serving
sclerosis.

An interesting aspect of this language is the idea that leadership teams must share common beliefs
and values. This is now a frequent demand in education circles. One would hope that the experience
of North Korea would have cured people of the idea that forcing everyone to believe in and value the
same things is the road to high performance. Yet, within politically correct edu-speak, this impossible
state of affairs is continually sought as the path to “transformational change.”

Another “strategy” was to “build at each school a community of informed and empowered parents,
teachers, staff, and community partners who work collaboratively to support high-quality teaching and
learning.” In particular, the plan called for the creation of a “community liaison” position, mandating
monthly meetings, twice-a-year parent conferences, and a parent volunteer program.

A high rate of community involvement might be a very desirable state of affairs. But it is hardly a
strategy. It is a blue-sky objective. Much of the underperformance in these thirty-four schools appears
at kindergarten and deepens as students grow older. A principal cause of this underperformance is the
poverty-stricken chaotic communities these schools serve. In the LAUSD, many students are illegal
immigrants or the children of illegal immigrants. Names and addresses are often fictitious, and
parents may be unwilling to sign up for school programs. Many students are the children of teen
mothers who never finished their own educations, don’t read books themselves, and have little free
time or energy, spending hours each day commuting to and from low-paying jobs. These are the kinds
of true challenges a good strategy would have to recognize.

As we have seen through the examples of U.S. national security strategy, Arthur Andersen’s
presentation, International Harvester, Chad Logan, and the LAUSD, bad strategy is vacuous and
superficial, has internal contradictions, and doesn’t define or address the problem. Bad strategy
generates a feeling of dull annoyance when you have to listen to it or read it. The next chapter
examines why so much bad strategy exists.



CHAPTER FOUR
WHY SO MUCH BAD STRATEGY?

Given the almost universal recognition of the importance of strategy, it is natural to ask “Why is
bad strategy so common?” To begin, bad strategy is not miscalculation. I am intimately familiar with
the myriad mistakes and errors that can be made in assessing the competition, one’s own resources,
the lessons of the past, and the opportunities and problems presented by change and innovation.

However, after years of working with companies and teaching strategy to executives and MBA
students, I have found that more training in these fundamental areas barely puts a dent in the proclivity
to create bad strategy. Bad strategy flourishes because it floats above analysis, logic, and choice, held
aloft by the hot hope that one can avoid dealing with these tricky fundamentals and the difficulties of
mastering them.

Not miscalculation, bad strategy is the active avoidance of the hard work of crafting a good
strategy. One common reason for choosing avoidance is the pain or difficulty of choice. When leaders
are unwilling or unable to make choices among competing values and parties, bad strategy is the
consequence. A second pathway to bad strategy is the siren song of template-style strategy—filling in
the blanks with vision, mission, values, and strategies. This path offers a one-size-fits-all substitute
for the hard work of analysis and coordinated action. A third pathway to bad strategy is New Thought
—the belief that all you need to succeed is a positive mental attitude. There are other pathways to bad
strategy, but these three are the most common. Understanding how and why they are taken should help
you guide your footsteps elsewhere.

THE UNWILLINGNESS OR INABILITY TO CHOOSE

Strategy involves focus and, therefore, choice. And choice means setting aside some goals in favor of
others. When this hard work is not done, weak amorphous strategy is the result.

In early 1992, I sat in on a strategy discussion among senior executives at the Digital Equipment
Corporation (DEC) that concerned the future direction of the company. A leader of the minicomputer
revolution of the 1960s and *70s and an innovator of user-friendly operating systems, DEC was
rapidly losing ground to the newer 32-bit personal computers. There were serious doubts that the
company could survive without dramatic changes.

While there were several key people at this meeting, I will simplify matters by summarizing the
positions of those attending through the voices of only three executives: “Alec,” “Beverly,” and
“Craig,” each of whom argued in favor of a different direction for the company.

Alec held that DEC was and always had been a computer company, integrating hardware and
software into usable systems.

Beverly derisively named Alec’s preference as the “Boxes” strategy. She felt that “Boxes” had



become a commodity and that the only real resource DEC had to build on was its customer
relationships. Hence, she argued in favor of a strategy that solved customer problems, a strategy the
others named “Solutions.”

Craig disagreed with both Alec and Beverly, holding that the heart of the computer industry was
semiconductor technology, and that the company should focus its resources on designing and building
better “Chips.” DEC had no distinctive competence, Craig argued, in finding Solutions to customer
problems. “We are having enough trouble solving our own problems,” he said. Alec and Beverly
disagreed with the Chips strategy, believing that DEC would not be able to catch up to companies
such as IBM and Intel in the chip business.

Why not forgo the arguments and do all three? There were two reasons. First, if one has a policy of
resolving conflict by adopting all the options on the table, there will be no incentive for anyone to
develop and sharpen their arguments in the first place. Only the prospect of choice inspires peoples’
best arguments about the pluses of their own proposals and the negatives of others’. As in the law,
disciplined conflict calls forth stronger evidence and reasoning. Second, both Chips and Solutions
represented dramatic transformations of the firm, and each would require developing wholly new
skills and work practices. One wouldn’t choose either risky alternative unless the status quo Boxes
strategy was failing. And one wouldn’t choose to do both Chips and Solutions at the same time
because there was little common ground between them. It is not feasible to do two separate deep
transformations of a company’s core at once.

Here are Alec, Beverly, and Craig’s rank-order preferences for the three alternatives facing DEC:

Alec Beverly Craig
Boxes ' I ' 2 | 3
Chips 8| 3 | |
Solutions 3 | 2

Their rankings create what is known as Condorcet’s paradox.! The paradox arises if the three vote
on the strategies in paired comparisons. In a first contest between Boxes and Chips, Alec and Beverly
both prefer Boxes, so Boxes wins. Now, compare the winner of that vote (Boxes) to Solutions. In this
second vote, Beverly and Craig both prefer Solutions, so Solutions wins. Thus, Solutions beat Boxes,
which beat Chips. Given these outcomes, one would think that the group would prefer the two-round
winner (Solutions) to the first-round loser (Chips). But, alas, in a contest between Solutions and
Chips, Alec and Craig both prefer Chips, so Chips beats Solutions. This cycling of results, with no
ending point, is Condorcet’s paradox.

You might imagine resolving this problem with a cleverer voting scheme. Perhaps the three could
weight their preferences and one could somehow combine these weights. Economist Kenneth Arrow
received a Nobel Prize in 1972 for proving that such attempts are fruitless.Z2 This sort of group
irrationality i1s a central property of democratic voting, a fact not covered in high school civics.

The DEC group did not carry out a formal vote in its meetings. However, the effect of the



Condorcet paradox was felt in the group’s inability to form a stable majority coalition. Staying with
the simplification of three people, when any two tried to agree on an outcome, forming a majority, one
of them was then tempted to defect and join forces with the third, forming a different majority that was
closer to their desire. Suppose, for example, that Beverly and Craig formed a coalition to support
Solutions. Because this policy was Craig’s second-best choice, he would be tempted to defect and
join with Alec in a majority supporting Chips. But that coalition was also unstable as Alec would
then be tempted to defect and team up with Beverly to support Boxes, and so on.

With equally powerful executives arguing for three conflicting strategies, the meeting was intense.
The opinions expressed were not grounded in self-centered motives, but expressed differing beliefs
about what was good for the company.

DEC’s chief executive, Ken Olsen, had made the mistake of asking the group to reach a consensus.
The group was unable to do that because there was no basis in logic or hierarchy to reject a
subgroup’s passionately held positions. Instead, the group compromised on a statement like this:
“DEC 1s committed to providing high-quality products and services and being a leader in data
processing.”

This fluffy, amorphous statement was, of course, not a strategy. It was a political outcome reached
by individuals who, forced to reach a consensus, could not agree on which interests and concepts to
forgo. So they avoided the hard work of choice, set nothing aside, hurt no interest groups or
individual egos, but crippled the whole.

CEO Ken Olsen was replaced in June 1992 by Robert Palmer, who had headed semiconductor
engineering. In short order, Palmer made it clear that the strategy would be Chips. He stopped the
losses for a while but could not stem the tide of ever more powerful personal computers that were
overtaking the firm. DEC was acquired by Compaq in 1998, which, in turn, was acquired by Hewlett-
Packard three years later.

Serious strategy work in an already successful organization may not take place until the wolf is at
the door—or even until the wolf’s claws actually scratch on the floor—because good strategy is very
hard work. At DEC, the wolf was at the door in 1988, but still the hard work of combining the
knowledge and judgments of people with different backgrounds and talents was sidestepped. When
the wolf finally broke into the house itself, one point of view won and pressed aside the others. By
then, it was five years too late to matter.

There has been a lot of ink spilled on the inner logic of competitive strategy and on the mechanics of
advantage. But the essential difficulty in creating strategy is not logical; it is choice itself. Strategy
does not eliminate scarcity and its consequence—the necessity of choice. Strategy is scarcity’s child
and to have a strategy, rather than vague aspirations, is to choose one path and eschew others. There
is difficult psychological, political, and organizational work in saying “no” to whole worlds of
hopes, dreams, and aspirations.

When a strategy works, we tend to remember what was accomplished, not the possibilities that
were painfully set aside. For instance, one of President Eisenhower’s campaign promises made
during the presidential election of 1952 was to roll back the Soviet Union from Eastern Europe. He



won the election in a landslide. But after the election he initiated a study (Project Solarium) of
national policy with regard to the Soviet Union, a project that remains the gold standard for how
security strategy should be made. Having studied the problem and the alternatives he then made the
hard choice—he put aside his campaign promises and chose not to challenge the USSR’s conquests in

Eastern Europe.2 We would deter the Soviet Union from military attacks on Western Europe, but there
would be no rollback. There would be Radio Free Europe and spies, but the countries dominated by
the Soviet Union at the end of the World War Il would be left under its control.

Any coherent strategy pushes resources toward some ends and away from others. These are the
inevitable consequences of scarcity and change. Yet this channeling of resources away from
traditional uses is fraught with pain and difficulty. Intel CEO Andy Grove vividly relates the
intellectual, emotional, and political difficulties in moving the company from producing dynamic
random access memory (DRAM) to one focused on microprocessors.

Intel was known as a memory company and had developed much of the complex technology
required to design and manufacture chips. But by 1984 it was clear that Intel could not match the
prices of its Japanese rivals in DRAM. Losing money, Grove recalls, “We persevered because we
could afford to.” Losing more and more money, senior management engaged in endless debates about
what to do. Grove recalls the turning point in 1985 when he gloomily asked Intel’s chairman, Gordon
Moore, “If we got kicked out and the board brought in a new CEO, what do you think he would do?”
Moore immediately replied, “He would get us out of memories.” Grove recalls that he went numb and

then finally said, “Why shouldn’t you and I walk out the door, come back and do it ourselves?”*

Even after forming that conviction, it took over a year to make the change. The memory business
had been the engine that drove research, production, careers, and pride at Intel. Salespeople worried
about customer response, and researchers resisted the cancellation of memory-based projects. Grove
pushed through the exit from the memory business and refocused the company on microprocessors.
The success of the new 32-bit 386 chips propelled Intel into being the world’s largest semiconductor
company by 1992. (This generation of chips was, interestingly, the undoing of DEC, discussed
earlier.)

Strategies focus resources, energy, and attention on some objectives rather than others. Unless
collective ruin is imminent, a change in strategy will make some people worse off. Hence, there will
be powerful forces opposed to almost any change in strategy. This is the fate of many strategy
initiatives in large organizations. There may be talk about focusing on this or pushing on that, but at
the end of the day no one wants to change what they are doing very much. When organizations are
unable to make new strategies—when people evade the work of choosing among different paths into
the future—then you get vague mom-and-apple-pie goals that everyone can agree on. Such goals are
direct evidence of leadership’s insufficient will or political power to make or enforce hard choices.
Put differently, universal buy-in usually signals the absence of choice.

In organizations and politics, the longer a pattern of activity is maintained, the more it becomes
entrenched and the more its supporting resource allocations are taken to be entitlements. Compare, for
example, the inertia in today’s national security apparatus with that experienced by Presidents Truman
and Eisenhower. During Eisenhower’s administration, the Defense Department, an independent air
force, the CIA, the National Security Council, and NATO were all newly created. Because new
structures are more malleable, President Eisenhower had enough power to reshape their missions and
induce some coordination with the Department of State. But today, after more than half a century, the
power required to reshape and compel coordination among these organizations is many times greater
than Eisenhower ever used. It would take enormous political will and the exercise of great



centralized power to overcome the present levels of institutional resistance to change. Such power is,
of course, possible, but it would take a crisis of epic proportions to engender it.

TEMPLATE-STYLE STRATEGY

Oddly enough, the study of charisma has led to a common type of bad strategy. The path starts with the
recognition that truly inspirational leaders—ranging from Moses to Churchill to Gandhi to Martin
Luther King Jr—occupy a different space than leaders who draw authority from birth or
organizational rank. The path then passes through the dry baked clay of academic sociology before
cutting through the shifting sand dunes of management consulting.

The idea of charismatic leadership dates back to Max Weber (1864—1920), the father of sociology.
Describing leaders, he found it necessary to distinguish between formal leaders and those who led by
personal charisma. The latter, he wrote, seemed “endowed with supernatural, superhuman, or at least

specifically exceptional powers or qualities ... not accessible to the ordinary person.”

Traditionally, charisma was associated with religious and political leaders, not CEOs or school
principals. This began to change in the mid-1980s. The tipping point was the appearance of two
books in 1985: Warren Bennis and Bert Nanus’s Leaders: The Strategies for Taking Charge and
Bernard Bass’s influential Transformational Leadership: Industrial, Military, and Educational
Impact. These authors broke with tradition and argued that charismatic (now “transformational”)
leadership can be learned and practiced in settings ranging from schools to corporations to art
museums. The transformational leader, they argued, unlocks human energy by creating a vision of a
different reality and connecting that vision to people’s values and needs. These works were followed
by a raft of books and articles in a similar vein: The Leadership Challenge: How to Get
Extraordinary Things Done in Organizations (1987), The Transformational Leader: The Key to
Global Competitiveness (1990), and Executive Charisma: Six Steps to Mastering the Art of
Leadership (2003).

Not everyone was drawn to this formulation. Peter Drucker, one of the foremost thinkers about
management, said, “Effective leadership doesn’t depend on charisma. Dwight Eisenhower, George
Marshall, and Harry Truman were singularly effective leaders, yet none possessed any more charisma
than a dead mackerel.... Charisma does not by itself guarantee effectiveness as a leader.”

The key innovation in this growing stream has been the reduction of charismatic leadership to a
formula. The general outline goes like this: the transformational leader (1) develops or has a vision,
(2) inspires people to sacrifice (change) for the good of the organization, and (3) empowers people to
accomplish the vision. Some experts place more emphasis on the moral qualities of the leader, others
on commitment, and others on the leader being intellectually stimulating.

This conceptual scheme has been hugely popular with college-educated people who have to
manage other college-educated people. It satisfies their sense that organizations should somehow be
forced to change and improve while also satisfying their contradictory sense that it is awkward to tell
other people what to do.

Whatever you think about this definition of leadership, a problem arises when it is confused with
strategy. Leadership and strategy may be joined in the same person, but they are not the same thing.
Leadership inspires and motivates self-sacrifice. Change, for example, requires painful adjustments,
and good leadership helps people feel more positively about making those adjustments. Strategy is the



craft of figuring out which purposes are both worth pursuing and capable of being accomplished.

As an example of charismatic leadership without the craft of strategy, consider the famous Children’s
Crusade. It began in 1212 when young Stephen, a French shepherd boy, had a vision of a band of
children traveling to Jerusalem to throw out the Muslims. In his vision, the sea parted before them as
it had for Moses. Those who heard him speak of this vision and his purpose were impressed with his
passion and eloquence. Word of Stephen’s vision traveled to Germany, where another young man,
Nicholas, organized his own crusade, his vision being the conversion of the Muslims rather than their
conquest. Both youthful charismatic leaders gathered followers and began their arduous journeys.

Stephen’s large band walked for months, finally arriving at Marseilles, on the Mediterranean coast.
There they managed to embark on seven ships. Two wrecked, killing all aboard. The other five were
captured by Muslim raiders, and all aboard were sold into slavery.

Nicholas, starting his trek south with twenty thousand German children, reached Rome with a much
smaller number. There, most were convinced to return home. Only a few made it back. The parents of
the dead children hanged Nicholas’s father.

There 1s no denying the power of charismatic vision to move people. It is a potent way to
overcome 1nertia and motivate both action and self-sacrifice. But in 1212, as in many other times,
thousands sacrificed to no end.

To achieve great ends, charisma and visionary leadership must almost always be joined with a
careful attention to obstacles and action, as Gandhi was able to do in India. There, his carefully
orchestrated demonstrations, marches, publicity, and times in jail built his base and eroded the British
rulers’ self-image of fairness and morality. His charisma and vision, coupled with a good strategy,
gave India both independence and a proud heritage.

By the early 2000s, the juxtaposition of vision-led leadership and strategy work had produced a
template-style system of “strategic planning.” (Google “vision mission strategy’” to find thousands of
examples of this template for sale and in use.) The template generally looks like this:

Fill in your unique vision of what the school/business/nation will be like in the future.
Currently popular unique visions are to be “the best” or “the leading” or “the best

glseion known.” For example, Dow Chemical’s vision is “To be the most profitable and
" respected science-driven chemical company in the world.”® Enron’s vision was “to
become the world’s leading energy company.”
The Fill in a high-sounding politically correct statement of the purpose of the
Mission: school/business/nation. Dow’s mission is “To passionately innovate what is essential to

human progress by providing sustainable solutions to our customers.”

Fill in a statement describing the company’s values. Make sure they are noncontroversial.
The Dow’s values are “Integrity, Respect for People, and Protecting Our Planet.” Enron’s



Values:  were “Respect, Integrity, Communication and Excellence.”

The
Strategies:

Fill in some aspirations/goals but call them strategies. For example, Dow’s corporate
strategies are “Preferentially invest in a portfolio of technology-integrated, market-driven
performance businesses that create value for our shareholders and growth for our
customers. Manage a portfolio of asset-integrated building block businesses to generate
value for our downstream portfolio.”

This template-style planning has been enthusiastically adopted by corporations, school boards,
university presidents, and government agencies. Scan through these documents and you will find pious
statements of the obvious presented as if they were decisive insights.

There 1s a large industry of consultants and book writers who are willing to provide instruction on
the delicate differences between missions, visions, strategies, initiatives, and priorities. From small
boutiques to the large IT-based firms trying to break into strategy work, consultants have found that
template-style strategy frees them from the onerous work of analyzing the true challenges and
opportunities faced by the client. Plus, by couching strategy in terms of positives—vision, mission,
and values—no feelings are hurt.

To get a flavor of this genre, it is useful to examine a number of specific visions and missions:

* The mission of the Department of Defense is to “deter conflict—but should deterrence fail, to
fight and win the nation’s wars.” It would be hard to find anyone who would argue with this,
but it would also be equally hard to find anyone informed by it. A waste of print.

* Cornell University’s mission is to be a “learning community that seeks to serve society by
educating the leaders of tomorrow and extending the frontiers of knowledge.” In other words,
Cornell University is a university. This is hardly surprising and is certainly not informative. It
provides absolutely no guidance to further planning or policy making. It is embarrassing for an
intelligent adult to be associated with this sort of bloviating,

 California State University, Sacramento (CSUS), announces that its vision is to “be known
throughout and increasingly beyond the Sacramento Region for its excellent and
comprehensive academic and co-curricular student programs. We will be a key partner in

developing the highly diverse ‘New California.”” Z As in many other official visions, the

standard of excellence set is the People magazine measure of success: “being known.”

The CSUS plan goes on to establish several “strategic priorities.” The first is “a strategically
focused, campus-wide effort to improve recruitment, retention, and graduation rates.” The fine
print informs the alert reader that this is a key priority because state funding is linked to
enrollment. In other words, if students drop out or flunk out, the school loses revenue. One of the
“strategies” for improving retention is to have a “culture where retention, graduation, and student
success 1n all its forms are embraced and pursued.” It is difficult to see any actionable element
in this fluffy admonition. By contrast, the more specific “strategy” to (somehow) push the
graduation rate up from 57 to 62 percent is clearly achievable. However, there is no discussion
of the obvious conflict between a vision of educational excellence and an objective of
increasing state funding by lowering the dropout rate.



The bottom line is that the increased monies gained from a lower dropout rate will be used to
raise faculty salaries and build a new library.

* The vision of the Central Intelligence Agency is “One Agency. One Community. An Agency
unmatched in its core capabilities, functioning as one team, fully integrated into the

Intelligence Community.”® Digging slightly deeper, the CIA’s publically stated priorities all
have to do with better teamwork and more investment in capabilities. Nowhere did it say that
finding and killing Osama bin Laden was a top priority. Of course, one does not expect to see
the strategies of the CIA on a public website. But if that is the case, why publish this fluff?

* [ recently attended a strategy presentation in Tokyo by a senior executive of NEC Corporation.
NEC’s vision for the next decade is to “be a leading global company leveraging the power of
innovation to realize an information society friendly to humans and the earth.” Over the next
hour, I also learned that the company aims to help develop a “sustainable ubiquitous
networking society that uses a knowledge-based ICT [information and communications
technology] mega-platform.” Now, NEC is a computer and telecom equipment maker that has
a reasonable share of the local Japanese business but has not succeeded abroad. This
equipment market is increasingly competitive with low margins for most players. NEC is
earning less than 2 percent on equity, and its operating profit is an astoundingly low 1.5
percent of revenue. It certainly cannot afford the R & D to which it aspires. It needs a strategy,
not a set of slogans.

This class of verbiage is a mutant offspring of the concept of charismatic, then transformational,
leadership. In reality, these are the flat-footed attempts of organization men to turn the magic of
personal charisma into a bureaucratic product—charisma-in-a-can.

One might conclude that if the audience for this verbiage is happy, why care? The enormous
problem all this creates is that someone who actually wishes to conceive and implement an effective
strategy 1s surrounded by empty rhetoric and bad examples. And the general public is either led astray
or puts all such pronouncements into the same mental bin as late-night TV advertising.

NEW THOUGHT

Earlier I described how Chad Logan wished to run his graphics art company by emulating Jack
Welch, pointing out that Welch recommended “reaching for the impossible.” Logan’s desire to
emulate Welch was understandable. At that moment, Jack Welch was viewed as one of the most
successful managers in history. He had written, spoken, and been interviewed extensively on
leadership, strategy, and management. However, like dipping into the Bible, you could find whatever
you wanted in his body of work. Yes, Welch thought formal strategic planning was a waste of time,
but he also said, “The first step of making strategy real is figuring out the big ‘aha’ to gain sustainable
competitive advantage—in other words, a significant, meaningful insight about how to win.” Yes,
Welch believed in stretch, but he also said “If you don’t have a competitive advantage, don’t
compete.” Welch didn’t ask people to “stretch” in home appliances, or coal, or semiconductors. He
dropped those businesses entirely, focusing GE on businesses where he believed it was possible to
make a difference. He didn’t ask those divisions to buy in to the vision of their being dropped. If you



want to manage like Jack Welch, pay attention to what he did, not to what he, or his ghost writers, say
he did.

The Jack Welch quote about “reaching for what appears to be the impossible” is fairly standard
motivational fare, available from literally hundreds of motivational speakers, books, calendars,
memo pads, and websites. This fascination with positive thinking, and its deep connections to
inspirational and spiritual thought, was invented about 150 years ago in New England as a mutation of
Protestant Christian individualism.

The Protestant Reformation was founded on the principle that people did not need the Catholic
Church to stand between them and the deity. In the 1800s, starting with Ralph Waldo Emerson’s
“transcendentalism,” American theology began to develop the idea that each person’s individual
communication with God was possible because everyone has a spark of the divine within themselves,
experienced as certain states of mind.

The next stage in the development of this idea was Mary Baker Eddy’s Christian Science, which
held that a mind holding the correct thoughts and beliefs could draw on divine power to eliminate
disease. By 1890, this stream of religious philosophy had morphed into a set of mystical beliefs in the
power of thought to affect the material world beyond the self. Called the New Thought movement, it
combined religious sentiment with recommendations for worldly success. The theory was that
thinking about success leads to success. And that thinking about failure leads to failure.

Prentice Mulford was a comic and a gold miner in California before he turned to inspirational
writing. His book Thoughts Are Things, published in 1889, was a founding epistle of New Thought
movement. Here is his theme:

When we form a plan for any business, any invention, any undertaking, we are making
something of that unseen element, our thought, as real, though unseen, as any machine of iron or
wood. That plan or thought begins, as soon as made, to draw to itself, in more unseen elements,
power to carry itself out, power to materialize itself in physical or visible substance. When we
dread a misfortune, or live in fear of any ill, or expect ill luck, we make also a construction of
unseen element, thought,—which, by the same law of attraction, draws to it destructive, and to

you damaging, forces or elements.?

In the first two decades of the twentieth century, hundreds of volumes and articles on the mind and
success were published. Perhaps the most influential was Wallace Wattles’s The Science of Getting
Rich(1910). His theme was that each person has godlike powers, but he stripped out any direct
references to religion, creating a series of quasi-religious incantations:

There 1s a thinking stuff from which all things are made, and which, in its original state,
permeates, penetrates, and fills the interspaces of the universe. A thought, in this substance,
produces the thing that is imaged by the thought. Man can form things in his thought, and, by
impressing his thought upon formless substance, can cause the thing he thinks about to be created.
... To think health when surrounded by the appearances of disease, or to think riches when in the
midst of appearances of poverty, requires power; but he who acquires this power becomes a

MASTER MIND. He can conquer fate; he can have what he wants. 1

Ernest Holmes was the founder of the Religious Science movement. Influenced by Christian
Science, he felt limited by its narrow focus on health. His book, Creative Mind and Success,



published in 1919, took New Thought ideas to a wide public and helped establish a church that
remains active today. Notice that Holmes insists that the successful person must banish any thoughts ot
failure:

Thought is not only power; it is also the form of all things. The conditions that we attract will
correspond exactly to our mental pictures. It is quite necessary, then, that the successful business
man should keep his mind on thoughts of happiness, which should produce cheerfulness instead
of depression; he should radiate joy, and should be filled with faith, hope and expectancy.... Put
every negative thought out of your mind once and for all. Declare your freedom. Know no matter
what others may say, think or do, you are a success, now, and nothing can hinder you from

accomplishing your goal !l

As a social and religious movement, New Thought reached its peak in the early 1920s, when it
again morphed, leaving behind the local societies, faith healers, and churches. By the 1930s it had
transformed into a stream of motivational and positive-thinking books and speakers. In this vein are
the still popular Think and Grow Rich (Napoleon Hill, 1937), The Power of Positive Thinking
(Norman Vincent Peale, 1952), Success Through a Positive Mental Attitude (Clement Stone, 1960),
The Dynamic Laws of Prosperity: Forces That Bring Riches to You (Catherine Ponder, 1962),
Awaken the Giant Within (Anthony Robbins, 1991), and The Seven Spiritual Laws of Success
(Deepak Chopra, 1995). The most recent major writer in this stream is Rhonda Byrne, an unabashed
admirer of Wattles. Her 2007 book, The Secret, was a smash bestseller, has been turned into a film,
and was touted by Oprah. Byrne’s “secret” is identical with Mulford’s original principle that you get
what you think about. Today, these ideas are called “New Age,” despite the fact that they are almost
verbatim repetitions of books published a century ago.

Elements of New Thought have recently seeped into strategic thinking through literature on
leadership and vision. Much of the work in this area provides a healthy counterweight to bureaucratic
and rational-action views of management and organization. But recently it has taken on a flavor
reminiscent of Mulford’s 1889 Thoughts Are Things. The analogy fostering this displacement is
between an individual thought and shared vision within an organization.

To see this displacement, consider Peter Senge’s enormously successful book The Fifth Discipline,
published in 1990. One of Senge’s most influential ideas was the vital importance of “shared vision™:
“It 1s impossible to imagine the accomplishments of building AT&T, Ford, or Apple in the absence of
shared vision.... What is most important is that these individual’s visions became genuinely shared

among people throughout all levels of their companies—focusing the energies of thousands and

creating a common identity among enormously diverse people.”2

This statement is very appealing to many people and, at the same time, 1s quite obviously untrue.
Ascribing the success of Ford and Apple to a vision, shared at all levels, rather than pockets of
outstanding competence mixed with luck, 1s a radical distortion of history. Apple did not invent the
personal computer—the technology was in the air and hundreds of entrepreneurs sought to design and
build “computers for everyman.” Apple’s success derived, in large measure, from Steve Wozniak’s
ability to cleverly trick the Motorola microprocessor at the center of the Apple Il into directly driving
the video and a floppy disk—using straight outputs from the CPU—rather than building expensive
controllers. And, from the advent of VisiCalc, which gave people other than hobbyists a reason to buy

an Apple I1.13
Similarly, Ford’s “cars for everyman” vision was hardly unique and not necessarily shared by the



five-dollar-a-day assembly line workers. Detroit was the “Silicon Valley” of 1907 and there were
hundreds, even thousands, of engineers and tinkerers working on ways to make and sell automobiles.
Ford’s special genius was in materials, industrial engineering, and promotion.

Interestingly, Senge urges leaders to “personal mastery,” which is a spiritual inward journey. In this
regard, he quotes Ford’s mystical belief that “the smallest indivisible reality is, to my mind,
intelligent and is waiting there to be used by human spirits if we reach out and call them in.” Ford
was indeed a mystic, believed in reincarnation, and attributed much of his success to reading New
Thought writer Ralph Waldo Trine’s In Tune with the Infinite, a book containing the standard advice
to avoid negative thoughts and form a clear picture in your mind of what you want. Of course, Senge’s
respect for Ford’s philosophical musings does not extend to the point of urging readers to also study

Ford’s rabid anti-Jewish ranting 14

Just as New Thought writers advised people to never let negative thoughts enter their heads, the
shared-vision school places a premium on commitment—the unwavering belief that the vision is
right. In Guiding Growth: How Vision Keeps Companies on Course, Mark Lipton writes:

Yet another disorienting factor in the process is a requirement that those involved in
developing the growth vision suspend disbelief. After all, executives have spent years of
education and experience learning to be realistic and pragmatic. But suspending disbelief is
necessary to enable the executive to think, from the start, that what he or she has envisioned can
and will be achieved. While it represents the antithesis of practicality, it is nonetheless a

necessary competency of executive leadership. Not only must there be a belief in the dream but

also a belief in one’s ability to make that dream come true. 1

In Senge’s newest work, Presence (coauthored with C. Otto Scharmer, Joseph Jaworski, and Betty
Sue Flowers), he admiringly quotes Srikumar S. Rao, a contributing editor to Forbes and head of the
marketing department at Long Island University. Rao says:

If you form and hold your intent long enough, it becomes true.... You become extremely clear
about what it is you want to do.... This process of refinement—thinking about your intention
many, many times—is, in a sense, a broadcast of intention. When you broadcast such an

intention, there’s very little else you have to do. The broadcast of intention goes out and makes it

happen. Your role is to remain keenly aware, patiently expectant, and open to all possibilities.1®

The amazing thing about New Thought is that it is always presented as if it were new! And no
matter how many times the same ideas are repeated, they are received by many listeners with fresh
nods of affirmation. These ritual recitations obviously tap into a deep human capacity to believe that
intensely focused desire is magically rewarded.

I do not know whether meditation and other inward journeys perfect the human soul. But I do know
that believing that rays come out of your head and change the physical world, and that by thinking only
of success you can become a success, are forms of psychosis and cannot be recommended as
approaches to management or strategy. All analysis starts with the consideration of what may happen,
including unwelcome events. I would not care to fly in an aircraft designed by people who focused
only on an image of a flying airplane and never considered modes of failure. Nevertheless, the
doctrine that one can impose one’s visions and desires on the world by the force of thought alone
retains a powerful appeal to many people. Its acceptance displaces critical thinking and good



strategy.



CHAPTER FIVE
THE KERNEL OF GOOD STRATEGY

Good strategy is coherent action backed up by an argument, an effective mixture of thought and
action with a basic underlying structure I call the kernel. A good strategy may consist of more than the
kernel, but if the kernel is absent or misshapen, then there is a serious problem. Once you apprehend
this kernel, it is much easier to create, describe, and evaluate a strategy. The kernel is not based on
any one concept of advantage. It does not require one to sort through legalistic gibberish about the
differences between visions, missions, goals, strategies, objectives, and tactics. It does not split
strategies into corporate, business, and product levels. It is very straightforward.

The kernel of a strategy contains three elements:

1. A diagnosis that defines or explains the nature of the challenge. A good diagnosis simplifies
the often overwhelming complexity of reality by identifying certain aspects of the situation as
critical.

2. A guiding policy for dealing with the challenge. This is an overall approach chosen to cope
with or overcome the obstacles identified in the diagnosis.

3. A set of coherent actions that are designed to carry out the guiding policy. These are steps that
are coordinated with one another to work together in accomplishing the guiding policy.

Here are some examples:

* For a doctor, the challenge appears as a set of signs and symptoms together with a history. The
doctor makes a clinical diagnosis, naming a disease or pathology. The therapeutic approach
chosen is the doctor’s guiding policy. The doctor’s specific prescriptions for diet, therapy,
and medication are the set of coherent actions to be taken.

* In foreign policy, challenging situations are usually diagnosed in terms of analogies with past
situations. The guiding policy adopted is usually an approach deemed successful in some past
situation. Thus, if the diagnosis is that Iran’s president, Mahmoud Ahmadinejad, is “another
Hitler,” war might be the logical implication. However, if he is “another Moammar Gadhafi,”
then strong pressure coupled with behind-the-scenes negotiation might be the chosen guiding
policy. In foreign policy, the set of coherent actions are normally a mix of economic,
diplomatic, and military maneuvers.

* In business, the challenge is usually dealing with change and competition. The first step toward
effective strategy is diagnosing the specific structure of the challenge rather than simply
naming performance goals. The second step is choosing an overall guiding policy for dealing



with the situation that builds on or creates some type of leverage or advantage. The third step
is the design of a configuration of actions and resource allocations that implement the chosen

guiding policy.

* In many large organizations, the challenge i1s often diagnosed as internal. That is, the
organization’s competitive problems may be much lighter than the obstacles imposed by its
own outdated routines, bureaucracy, pools of entrenched interests, lack of cooperation across
units, and plain-old bad management. Thus, the guiding policy lies in the realm of
reorganization and renewal. And the set of coherent actions are changes in people, power, and
procedures. In other cases the challenge may be building or deepening competitive advantage
by pushing the frontiers of organizational capability.

I call this combination of three elements the kernel to emphasize that it is the bare-bones center of a
strategy—the hard nut at the core of the concept. It leaves out visions, hierarchies of goals and
objectives, references to time span or scope, and ideas about adaptation and change. All of these are
supporting players. They represent ways of thinking about strategy, stimulating the creation of
strategies, energizing groups of people, denoting specific sources of advantage, communicating,
summarizing, and analyzing strategies, and so on. The core content of a strategy is a diagnosis of the
situation at hand, the creation or identification of a guiding policy for dealing with the critical
difficulties, and a set of coherent actions. 1 will explore the three elements of the kernel one by one.

THE DIAGNOSIS

After my colleague John Mamer stepped down as dean of the UCLA Anderson School of
Management, he wanted to take a stab at teaching strategy. To acquaint himself with the subject, he sat
in on ten of my class sessions. Somewhere around class number seven we were chatting about
pedagogy and I noted that many of the lessons learned in a strategy course come in the form of the
questions asked as study assignments and asked in class. These questions distill decades of
experience about useful things to think about in exploring complex situations. John gave me a sidelong
look and said, “It looks to me as if there is really only one question you are asking in each case. That
question 1s ‘What’s going on here?’”

John’s comment was something I had never heard said explicitly, but it was instantly and obviously
correct. A great deal of strategy work is trying to figure out what is going on. Not just deciding what
to do, but the more fundamental problem of comprehending the situation.

At a minimum, a diagnosis names or classifies the situation, linking facts into patterns and
suggesting that more attention be paid to some issues and less to others. An especially insightful
diagnosis can transform one’s view of the situation, bringing a radically different perspective to bear.
When a diagnosis classifies the situation as a certain type, it opens access to knowledge about how
analogous situations were handled in the past. An explicit diagnosis permits one to evaluate the rest
of the strategy. Additionally, making the diagnosis an explicit element of the strategy allows the rest of
the strategy to be revisited and changed as circumstances change.

Consider Starbucks, which grew from a single restaurant to an American icon. In 2008, Starbucks
was experiencing flat or declining same-store traffic growth and lower profit margins, its return on



assets having fallen from a generous 14 percent to about 5.5 percent. An immediate question arose:
How serious was this situation? Any rapidly growing company must, sooner or later, saturate its
market and have to clamp down on its expansion momentum. Slowing growth is a problem for Wall
Street but is a natural stage in the development of any noncancerous entity. Although the U.S. market
may have been saturated, were there still opportunities for expansion abroad? Deutsche Bank opined
that Starbucks faced a great deal of competition oversees, noting in particular that its 23 remaining
restaurants in Australia competed with 764 McDonald’s outlets selling McCafe-branded coffee,
lattes, cappuccinos, and smoothies.! By contrast, Oppenheimer opined, “We would expect that these
markets [Europe] are still under-penetrated enough to maintain growth.”> Was the foreign market
saturated?

Or were there more serious problems? Was overbuilding outlets a sign of poor management? Were
consumers’ tastes changing once again? As competitors improved their coffee offerings, was
Starbucks’ differentiation vanishing? In fact, how important for Starbucks was the coffee-shop setting
it provided versus the coffee itself? Was Starbucks a coffee restaurant, or was it actually an urban
oasis? Could its brand be stretched to other types of products and even other types of restaurants?

At Starbucks, one executive might diagnose this challenging situation as “a problem in managing
expectations.” Another might diagnose it as “a search for new growth platforms.” A third might
diagnose it as “an eroding competitive advantage.” None of these viewpoints is, by itself, an action,
but each suggests a range of things that might be done and sets aside other classes of action as less
relevant to the challenge. Importantly, none of these diagnoses can be proven to be correct—each is a
judgment about which issue is preeminent. Hence, diagnosis is a judgment about the meanings of
facts.

The challenge facing Starbucks was i/l-structured. By that | mean that no one could be sure how to
define the problem, there was no obvious list of good approaches or actions, and the connections
between most actions and outcomes were unclear. Because the challenge was ill-structured, a real-
world strategy could not be logically deduced from the observed facts. Rather, a diagnosis had to be
an educated guess as to what was going on in the situation, especially about what was critically
important.

The diagnosis for the situation should replace the overwhelming complexity of reality with a
simpler story, a story that calls attention to its crucial aspects. This simplified model of reality allows
one to make sense of the situation and engage in further problem solving.

Furthermore, a good strategic diagnosis does more than explain a situation—it also defines a
domain of action. Whereas a social scientist seeks a diagnosis that best predicts outcomes, good
strategy tends to be based on the diagnosis promising leverage over outcomes. For instance, we know
from research that K—12 student performance is better explained by social class and culture than by
expenditures per student or class size, but that knowledge does not lead to many useful policy
prescriptions. A very different strategic diagnosis has been provided by my UCLA colleague Bill
Ouchi. His book Making Schools Work diagnoses the challenge of school performance as one of

organization rather than as one of class, culture, funding, or curriculum design.3 Decentralized
schools, he argues, perform better. Now, whether the organization of a school system explains most of
the variations in school performance is not actually critical. What is critical, and what makes his
diagnosis useful to policy makers, is that organization explains some part of school performance and
that, unlike culture or social class, organization is something that can be addressed with policy.

A diagnosis is generally denoted by metaphor, analogy, or reference to a diagnosis or framework
that has already gained acceptance. For example, every student of U.S. national strategy knows about



the diagnosis associated with the Cold War guiding policy of containment. This concept originated
with George Kennan’s famous “long telegram” of 1946. Having served as an American diplomat in
the USSR for more than a decade, and having seen Soviet terror and politics at close hand, he
carefully analyzed the nature of Soviet ideology and power. Kennan started with the observation that
the Soviet Union was not an ordinary nation-state. Its leaders defined their mission as opposition to
capitalism and as spreading the gospel of revolutionary communism by whatever means necessary.
He stressed that antagonism between communism and capitalist societies was a central foundation of
Stalin’s political regime, preventing any sincere accommodation or honest international agreements.
However, he also pointed out that the Soviet leaders were realists about power. Therefore, he
recommended a guiding policy of vigilant counterforce:

In the light of the above, it will be clearly seen that the Soviet pressure against the free
institutions of the western world is something that can be contained by the adroit and vigilant
application of counter-force at a series of constantly shifting geographical and political points,
corresponding to the shifts and maneuvers of Soviet policy, but which cannot be charmed or

talked out of existence. The Russians look forward to a duel of infinite duration, and they see

that already they have scored great successes.?

Kennan’s diagnosis for the situation—a long-term struggle without the possibility of a negotiated
settlement—was widely adopted within policy-making circles in the United States. His guiding
policy of containment was especially attractive as it specified a broad domain of action—the USSR
was, metaphorically speaking, infected by a virus. The United States would have to keep the virus
from spreading until it finally died out. Kennan’s policy is sometimes called a strategy, but it lacked
the element of action. All presidents from Truman through George H. W. Bush struggled with the
problem of turning this guiding policy into actionable objectives. Over time, the guiding policy of
containment led to NATO and SEATO, the Berlin Airlift, the Korean War, placing missiles in Europe,
the Vietnam War, and other Cold War actions.

The power of Kennan’s diagnosis can be seen by considering how history might have been
different if the situation had been framed another way in 1947. Perhaps the Soviet Union could have
been enticed into the world community through a policy of engagement by including it in the Marshall
Plan. Or perhaps it wasn’t an American problem at all, but an issue for the United Nations. Or
perhaps the Soviet Union was a tyranny rivaling Nazi Germany, and the United States should have
sought to actively oppose it, undermine it, and liberate its population.

In business, most deep strategic changes are brought about by a change in diagnosis—a change in
the definition of the company’s situation. For example, when Lou Gerstner took over the helm at IBM
in 1993, the company was in serious decline. Its historically successful strategy had been organized
around offering complete, integrated, turnkey end-to-end computing solutions to corporations and
government agencies. However, the advent of the microprocessor changed all that. The computer
industry began to fragment, with separate firms offering chips, memory, hard disks, keyboards,
software, monitors, operating systems, and so on. (The vertical disintegration of the computer
industry is analyzed in chapter 13, “Using Dynamics.”) As computing moved to the desktop, and as
IBM’s desktop offering became commoditized by clone competitors and the Windows-Intel standard,
what should the company do? The dominant view at the company and among Wall Street analysts was
that IBM was too integrated. The new industry structure was fragmented and, it was argued, IBM
should be broken up and fragmented to match. As Gerstner arrived, preparations were under way for



separate stock offerings for various pieces of IBM.

After studying the situation, Gerstner changed the diagnosis. He believed that in an increasingly
fragmented industry, IBM was the one company that had expertise in all areas. Its problem was not
that it was integrated but that it was failing to use the integrated skills it possessed. IBM, he declared,
needed to become more integrated—but this time around customer solutions rather than hardware
platforms. The primary obstacle was the lack of internal coordination and agility. Given this new
diagnosis, the guiding policy became to exploit the fact that IBM was different, in fact, unique. IBM
would offer customers tailored solutions to their information-processing problems, leveraging its
brand name and broad expertise, but willing to use outside hardware and software as required. Put
simply, its primary value-added activity would shift from systems engineering to IT consulting, from
hardware to software. Neither the “integration is obsolete” nor the “knowing all aspects of IT is our
unique ability” viewpoints are, by themselves, strategies. But these diagnoses take the leader, and all
who follow, in very different directions.

THE GUIDING POLICY

The guiding policy outlines an overall approach for overcoming the obstacles highlighted by the
diagnosis. It is “guiding” because it channels action in certain directions without defining exactly
what shall be done. Kennan’s containment and Gerstner’s drawing on all of IBM’s resources to solve
customers’ problems are examples of guiding policies. Like the guardrails on a highway, the guiding
policy directs and constrains action without fully defining its content.

Good guiding policies are not goals or visions or images of desirable end states. Rather, they
define a method of grappling with the situation and ruling out a vast array of possible actions. For
example, Wells Fargo’s corporate vision is this: “We want to satisfy all of our customers’ financial
needs, help them succeed financially, be the premier provider of financial services in every one of

our markets, and be known as one of America’s great companies.”

This “vision” communicates an ambition, but it is not a strategy or a guiding policy because there is
no information about #ow this ambition will be accomplished. Wells Fargo chairman emeritus and
former CEO Richard Kovacevich knew this and distinguished between this vision and his company’s
guiding policy of using the network effects of cross-selling. That is, Kovacevich believed that the
more different financial products Wells Fargo could sell to a customer, the more the company would
know about that customer and about its whole network of customers. That information would, in turn,
help it create and sell more financial products. This guiding policy, in contrast to Wells Fargo’s
vision, calls out a way of competing—a way of trying to use the company’s large scale to advantage.

You may correctly observe that many other people use the term “strategy” for what I am calling the
“guiding policy.” I have found that defining a strategy as just a broad guiding policy is a mistake.
Without a diagnosis, one cannot evaluate alternative guiding policies. Without working through to at
least the first round of action one cannot be sure that the guiding policy can be implemented. Good
strategy 1s not just “what” you are trying to do. It is also “why” and “how” you are doing it.

A good guiding policy tackles the obstacles identified in the diagnosis by creating or drawing upon
sources of advantage. Indeed, the heart of the matter in strategy is usually advantage. Just as a lever
uses mechanical advantage to multiply force, strategic advantage multiplies the effectiveness of
resources and/or actions. Importantly, not all advantage 1s competitive. In nonprofit and public policy



situations, good strategy creates advantage by magnifying the effects of resources and actions.

In most modern treatments of competitive strategy, it is now common to launch immediately into
detailed descriptions of specific sources of competitive advantage. Having lower costs, a better
brand, a faster product-development cycle, more experience, more information about customers, and
so on, can all be sources of advantage. This is all true, but it is important to take a broader
perspective. A good guiding policy itself can be a source of advantage.

A guiding policy creates advantage by anticipating the actions and reactions of others, by reducing
the complexity and ambiguity in the situation, by exploiting the /everage inherent in concentrating
effort on a pivotal or decisive aspect of the situation, and by creating policies and actions that are
coherent, each building on the other rather than canceling one another out. (These sources of
advantage are discussed in detail in chapter 6, “Using Leverage.”)

For example, Gerstner’s “provide customer solutions” policy certainly counted on the advantages
implicit in IBM’s world-class technological depth and expertise in almost all areas of data
processing. But the policy itself also created advantage by resolving the uncertainty about what to do,
about how to compete, and about how to organize. It also began the process of coordinating and
concentrating IBM’s vast resources on a specific set of challenges.

To look more closely at how a guiding policy works, follow the thinking of Stephanie, a friend who
owns a corner grocery store. She does the accounts, manages personnel, sometimes runs the cash
register, and makes all the decisions. Several years ago, Stephanie told me about some of the issues
she was facing. She was considering whether she should keep prices down or offer more expensive,
fresh organic produce. Should she begin to stock more Asian staples for the many Asian students who
lived in the area? Should the store be open longer hours? How important was it to have a helpful,
friendly staff that gets to know the regulars? Would adding a second checkout stand pay off? What
about parking in the alley? Should she advertise in the local college newspaper? Should she paint the
ceiling green or white? Should she put some items on sale each week? Which ones?

An economist would tell her that she should take actions that maximize profit, a technically correct
but useless piece of advice. In the economics textbook it is simple: choose the rate of output Q that
provides the biggest gap between revenue and cost. In the real world, however, “maximize profit” is
not a helpful prescription, because the challenge of making, or maximizing, profit is an ill-structured
problem. Even in a corner grocery store, there are hundreds or thousands of possible adjustments one
can make, and millions in a business of any size—the complexity of the situation can be
overwhelming.

Thinking about her store, Stephanie diagnosed her challenge to be competition with the local
supermarket. She needed to draw customers away from a store that was open 24/7 and had lower
prices. Seeking a way forward, she believed that most of her customers were people who walked by
the store almost every day. They worked or lived nearby. Scanning her list of questions and
alternatives, she determined that there was a choice between serving the more price-conscious
students or the more time-sensitive professionals. Transcending thousands of individual choices and
instead framing the problem in terms of choosing among a few customer groups provided a dramatic
reduction in complexity.

Of course, if both of these customer segments could be served with the same policies and actions,
then the dichotomy would have been useless and should be cast aside. In Stephanie’s case, the
difference seemed significant. More of her customers were students, but the professionals who
stopped in made much larger purchases. Pushing further along, Stephanie began to explore the guiding
policy of “serve the busy professional.” After some more tinkering, Stephanie sharpened the guiding



policy a bit more, deciding to target “the busy professional who has little time to cook.”

There was no way to establish that this particular guiding policy was the only good one, or the best
one. But, absent a good guiding policy, there is no principle of action to follow. Without a guiding
policy, Stephanie’s actions and resource allocations would probably be inconsistent and incoherent,
fighting with one another and canceling one another out. Importantly, adopting this guiding policy
helped reveal and organize the interactions among the many possible actions. Considering the needs
of the busy professional with little time to cook, she could see that the second checkout stand would
help handle the burst of traffic at 5 p.m. So would more parking in the alley. In addition, she felt she
could take space currently used for selling munchies to students and offer prepared high-quality take-
home foods instead. Professionals, unlike students, would not come shopping at midnight, so there
was no need for very late hours. The busy professionals would appreciate adequate staffing after
work and, perhaps, at lunchtime. Having a guiding policy helped create actions that were coordinated
and concentrated, focusing her efforts.

COHERENT ACTION

Many people call the guiding policy “the strategy” and stop there. This is a mistake. Strategy is about
action, about doing something. The kernel of a strategy must contain action. It does not need to point
to all the actions that will be taken as events unfold, but there must be enough clarity about action to
bring concepts down to earth. To have punch, actions should coordinate and build upon one another,
focusing organizational energy.

Moving to Action

INSEAD, a global business school located in France, was the brainchild of Harvard professor
General Georges F. Doriot. The INSEAD library holds a bronze statue of Doriot inscribed with his
observation “Without action, the world would still be an idea.”

In many situations, the main impediment to action is the forlorn hope that certain painful choices or
actions can be avoided—that the whole long list of hoped-for “priorities” can all be achieved. It is
the hard craft of strategy to decide which priority shall take precedence. Only then can action be
taken. And, interestingly, there is no greater tool for sharpening strategic ideas than the necessity to
act.

The president of the European Business Group had a discrete private office in a classic London town
home, just west of St. James’ Park. I was there to discuss progress on the company’s “Pan-European”
initiative.

A consumer goods producer, the company had a typically complex international organization. There
were country-based marketing organizations; globally run manufacturing operations; and four product
development centers, one in North America, one in Japan, one in Germany, and one in the United



Kingdom. Product managers were responsible for coordinating activities but had no direct authority.
Products tended to be tailored to country or regional differences, partly as a result of some local
acquisitions and partly due to perceptions of local differences in tastes.

Senior management believed that the company’s European business was too fragmented. They
wanted most of the products offered in Europe to be Pan-European, exploiting greater economies of
scale in both production and marketing. Management had spent time and effort communicating the
message about a Pan-European product line and had created some mechanisms to bring it about. The
heads of the country-based organizations were placed on a Pan-Europe Executive Committee, which
met once a quarter. Developers from Germany and the United Kingdom were rotated between the two
locations. A New Products group had been created to consult with all departments on opportunities
for Pan-European concepts and brands. Part of each executive’s evaluation for promotion was based
on his or her contribution to the Pan-European initiative. Despite these measures, nothing much had
happened. The German and British developers each claimed that their initiatives were unsupported
by the other. The one British-German joint initiative had not been picked up by the rest of the
organization.

As we discussed the situation, my client’s frustration was evident. I stopped taking notes, and we
both got up and walked over to the window, looking down on the mews houses below. “Suppose,” 1
said, “that this was really important, really top-priority critical. Suppose you absolutely had to get
some Pan-European products developed and marketed in the next eighteen months or everything
would collapse. What would you do then?”

“For one thing,” he said, throwing his arms up in mock surrender, “I would close one of the
development groups. They spend more time bickering than developing.”

Then he thought for a moment and said, “I just might close both and start over in the Netherlands.
There 1s a market-test office there we could use as a seed. We could take some of the best people
from the UK and Germany and start fresh. Still, that doesn’t solve the problem of getting the country
managers on board.”

“And the country managers’ lack of enthusiasm is because ... ?”’ I asked.

“Well, each country manager has spent years understanding the special conditions in a country,
tailoring products and marketing programs to that country’s local conditions. They don’t trust the Pan-
European idea. The French don’t want to waste marketing efforts on products they see as ‘too British’
or ‘too German.” And there really has not yet been a compelling Pan-European product that all could
get behind. If it were already a success in three or four countries, the rest would get behind it. But
everyone has their current portfolio of products to worry about.”

“Right,” I said. “Their jobs are running the present country-based system. And you want new Pan-
European initiatives. Now, you can use a shoe to hammer a nail, but it will take a long time. Don’t
you need a different tool for this task? If it were really important to get this done, I think you know
how you would do it.”

“Of course,” he said. “We could have a single group develop, roll out, and market Pan-European
products and take full profit responsibility.”

“At the same time,” I added, “you would have to intervene in the country-based system with
special budget overrides for this initiative, promotions for people who help it along, and career
problems for people who don’t.”

We moved back to the center of the office, and he sat at his desk, a position of authority. He looked
at me and said, “That would be a very painful road. Many noses would get out of joint. It would be
better to win people over to this point of view rather than force them over.”



“Right,” I said. “You would only take all those painful steps if it were really important to get action
on this concept. Only if it were really important.”

It took another nine months for him to decide that the Pan-European initiative was indeed important
and move to reorganize European operations. There was no magical solution to his problem of
wanting strong country-based marketing, Pan-European initiatives, and no noses out of joint, all at the
same time. As long as strategy remained at the level of intent and concept, the conflicts among various
values and between the organization and the initiative remained tolerable. It was the imperative of
action that forced a decision about which issue was actually the most important.

This executive’s problem was primarily organizational rather than rooted in product-market
competition. Yet the kernel of strategy—a diagnosis, a guiding policy, and coherent action—applies
to any complex setting. Here, as in so many situations, the required actions were not mysterious. The
impediment was the hope that the pain of those actions could, somehow, be avoided. Indeed, we
always hope that a brilliant insight or very clever design will allow us to accomplish several
apparently conflicting objectives with a single stroke, and occasionally we are vouchsafed this kind
of deliverance. Nevertheless, strategy is primarily about deciding what is truly important and
focusing resources and action on that objective. It is a hard discipline because focusing on one thing
slights another.

Coherence

The actions within the kernel of strategy should be coherent. That is, the resource deployments,
policies, and maneuvers that are undertaken should be consistent and coordinated. The coordination
of action provides the most basic source of leverage or advantage available in strategy.

In a fight, the simplest strategy is a feint to the left and then punch from the right, a coordination of
movement in time and space. The simplest business strategy is to use knowledge gleaned by sales and
marketing specialists to affect capacity expansion or product design decisions—coordination across
functions and knowledge bases. Even when an organization has an apparently simple and basic source
of advantage, such as being a low-cost producer, a close examination will always reveal a raft of
interrelated mutually supporting policies that, in this case, keep costs low. Furthermore, it will be
found that these costs are lower only for a certain type of products delivered under certain conditions.
Using such a cost advantage to good effect will require the alignment of many actions and policies.

Strategic actions that are not coherent are either in conflict with one another or taken in pursuit of
unrelated challenges. Consider Ford Motor Company. When Jacques Nasser was the CEO of Ford
Europe and vice president of Ford product development, he told me, “Brand is the key to profits in

the automobile industry.”® Moving into the corporate CEO spot in 1999, Nasser quickly acted to
acquire Volvo, Jaguar, Land Rover, and Aston Martin. However, at the same time, the company’s
original guiding policy of “economies of scale” was fully alive and kicking. A senior Ford executive
told me in 2000: “You cannot be competitive in the automobile industry unless you produce at least
one million units per year on a platform.” Thus, the actions of buying Volvo and Jaguar were
conjoined with actions designed to put both brands on a common platform. Putting Jaguar and Volvo
on the same platform dilutes the brand equity of both marques and annoys the most passionate
customers, dealers, and service shops. Volvo buyers don’t want a “safe Jaguar”; they want a car that
is uniquely safe. And Jaguar buyers want something more distinctive than a “sporty Volvo.” These



two sets of concepts and actions were in conflict rather than being coherent.

What about a list of nonconflicting but uncoordinated actions? In 2003, I worked with a company
whose initial “strategy” was to (1) close a plant in Akron and open a new plant in Mexico, (2) spend
more on advertising, and (3) initiate a 360-degree feedback program. Now these actions may all have
been good ideas, but they did not complement one another. They are “strategic” only in the sense that
each probably requires the approval of top management. My view is that doing these things might be
sound operational management, but it did not constitute a strategy. A strategy coordinates action to
address a specific challenge. It is not defined by the pay grade of the person authorizing the action.

The idea that coordination, by itself, can be a source of advantage is a very deep principle. It is
often underappreciated because people tend to think of coordination in terms of continuing mutual
adjustments among agents. Strategic coordination, or coherence, is not ad hoc mutual adjustment. It is
coherence imposed on a system by policy and design. More specifically, design is the engineering of
fit among parts, specifying how actions and resources will be combined. (This approach to coherence
is the subject of chapter 9, “Using Design.”)

Another powerful way to coordinate actions is by the specification of a proximate objective. By
“proximate,” I mean a state of affairs close enough at hand to be feasible. If an objective 1s clear and
feasible, it can help coordinate both problem solving and direct action. (You will find more about this
important tool in chapter 7, “Proximate Objectives.”)

Strategy is visible as coordinated action imposed on a system. When I say strategy is “imposed,” |
mean just that. It is an exercise in centralized power, used to overcome the natural workings of a
system. This coordination is unnatural in the sense that it would not occur without the hand of strategy.

The 1dea of centralized direction may set off warning bells in a modern educated person. Why does
it make sense to exercise centralized power when we know that many decisions are efficiently made
on a decentralized basis? One of the great lessons of the twentieth century—the most dramatic
controlled experiment in human history—was that centrally controlled economies are grossly
inefficient. More people starved to death in Stalin’s and Mao Tse-tung’s centrally planned regimes
than were killed in World War II. People continue to starve to death in North Korea today. In modern
economies, trillions of decentralized choices are made each year, and this process can do a pretty
good job of allocating certain kinds of scarce resources. Thus, when the price of gasoline rises,
people start buying more fuel-efficient cars without any central planning. After a hurricane, when
there is much to rebuild, wages rise, attracting more workers to the stricken area.

But decentralized decision making cannot do everything. In particular, it may fail when either the
costs or benefits of actions are not borne by the decentralized actors. The split between the costs and
benefits may occur across organizational units or between the present and the future. And
decentralized coordination is difficult when benefits accrue only if decisions are properly
coordinated. Of course, centrally designed policies can also fail if the decision makers are foolish, in
the pay of special interest groups, or simply choose incorrectly.

As a simple example, salespeople love to please customers with rush orders, and manufacturing
people prefer long uninterrupted production runs. But you cannot have long production runs and
handle unexpected rush orders all at the same time. It takes policies devised to benefit the whole to
sort out this conflict.

On a larger canvas, in World War II, President Franklin D. Roosevelt coordinated political,
economic, and military power to defeat Nazi Germany, using the United States’ productive capacity to
support the Soviet Union, thus allowing it to survive and degrade the Nazi war machine before
Americans landed in Normandy. Another element of his strategy, one with great consequences, was to



focus the bulk of American resources to first winning in Europe before fully taking on Japan, a
complex coordination of forces over time. Neither of these crucial policies would have emerged out
of decentralized decision making among the Departments of State and War, the various war
production boards, and multiple military commands.

On the other hand, the potential gains to coordination do not mean that more centrally directed
coordination is always a good thing. Coordination is costly, because it fights against the gains to
specialization, the most basic economies in organized activity. To specialize in something is, roughly
speaking, to be left alone to do just that thing and not be bothered with other tasks, interruptions, and
other agents’ agendas. As is clear to anyone who has belonged to a coordinating committee,
coordination interrupts and de-specializes people.

Thus, we should seek coordinated policies only when the gains are very large. There will be costs
to demanding coordination, because it will ride roughshod over economies of specialization and
more nuanced local responses. The brilliance of good organization is not in making sure that
everything is connected to everything else. Down that road lies a frozen maladaptive stasis. Good
strategy and good organization lie in specializing on the right activities and imposing only the
essential amount of coordination.



PART II
SOURCES OF POWER

In very general terms, a good strategy works by harnessing power and applying it where it will have
the greatest effect. In the short term, this may mean attacking a problem or rival with adroit
combinations of policy, actions, and resources. In the longer term, it may involve cleverly using
policies and resource commitments to develop capabilities that will be of value in future contests. In
either case, a “good strategy” is an approach that magnifies the effectiveness of actions by finding and
using sources of power.

This section of the book explores a number of fundamental sources of power used in good
strategies: leverage, proximate objectives, chain-link systems, design, focus, growth, advantage,
dynamics, inertia, and entropy. Obviously, this set is not exhaustive. There is more to know about
strategy than any one volume can possibly treat. The sources of power (and trouble) highlighted here
were chosen for both their generality and freshness. Most extend beyond a business context and apply
to government, security, and nonprofit situations as well. Plus, they explore particular issues that I
believe are fundamental but that have not been given as much attention as they deserve.

The last piece in this section, chapter 15, “Putting It Together,” uses the example of Nvidia’s
strategy in the 3-D graphics market to illustrate almost every source of power treated here. Some
readers may prefer to start there and then return to chapters 614 for more depth on each issue.




CHAPTER SIX
USING LEVERAGE

A good strategy draws power from focusing minds, energy, and action. That focus, channeled at
the right moment onto a pivotal objective, can produce a cascade of favorable outcomes. I call this
source of power leverage.™

Archimedes, one of the smartest people who ever lived, said, “Give me a lever long enough, a
fulcrum strong enough, and I’ll move the world.” What he no doubt knew, but did not say, was that to

move the earth, his lever would have to be billions of miles long.! With this enormous lever, a swing
of Archimedes’ arm might move the earth by the diameter of one atom. Given the amount of trouble
involved, he would be wise to apply his lever to a spot where this tiny movement would make a large
difference. Finding such crucial pivot points and concentrating force on them is the secret of strategic
leverage.

Knock loose a keystone, and a giant arch will fall. Seize the moment, as James Madison did in
1787, turning colleague Edmund Randolph’s ideas about three branches of government with a
bicameral legislature into the first draft of the Constitution, and you just might found a great nation.
When the largest computer company in the world comes knocking at your door in 1980, asking if you
can provide an operating system for a new personal computer, say, “Yes, we can!” And be sure to
insist, as Bill Gates did in 1980, that, after they pay you for the software, the contract still permits you
to sell it to third parties. You just might become the richest person in the world.

In general, strategic leverage arises from a mixture of anticipation, insight into what is most pivotal
or critical in a situation, and making a concentrated application of effort.

ANTICIPATION

The strategist may have insight into predictable aspects of others’ behavior that can be turned to
advantage. At the simplest level, a strategy of investing in Manhattan real estate is based on the
anticipation that other people’s future demand for this real estate will raise its value. In competitive
strategy, the key anticipations are often of buyer demand and competitive reactions.

As an example of anticipation, while the SUV craze was booming in the United States, Toyota
invested more than $1 billion in developing hybrid gasoline-electric technologies: an electronically
controlled continuously-variable-speed transmission and its own chips and software to control the
system. There were two anticipations guiding this investment. First, management believed that fuel
economy pressures would, over time, make hybrid vehicles a major product category. Second,
management believed that, once presented with the chance to license Toyota’s technology, other
automakers would do so and not invest in developing possibly superior systems. Thus far, both
anticipations have proven reasonably accurate.



The most critical anticipations are about the behavior of others, especially rivals. It is now clear
that U.S. military plans for the invasion of Iraq in the spring of 2003 failed to anticipate the rise of a
vigorous insurgency. As the army’s own assessment states: “The difficulty in Iraq in April and May
2003 for the Army, and the other Services, was that the transition to a new campaign was not well
thought out, planned for, and prepared for before it began. Additionally, the assumptions about the

nature of post-Saddam Iraq on which the transition was planned proved to be largely incorrect.”?

At the same time, the Iraqi insurgency was, at least in part, initiated by Iraqi ex-military officers
who anticipated that media coverage of U.S. casualties would tilt U.S. public opinion in favor of
withdrawal, as it had in Vietnam and, more recently, in Mogadishu. Indeed, according to Bob
Woodward, “Saddam had commissioned an Arabic translation of Black Hawk Down and issued

copies to his senior officers.”® So, in a deeper sense, U.S. planners failed to anticipate the Iraqis’
anticipations.

Most strategic anticipation draws on the predictable “downstream” results of events that have
already happened, from trends already at work, from predictable economic or social dynamics, or
from the routines other agents follow that make aspects of their behavior predictable.

Some of the most striking anticipations made in any modern business were created by Pierre Wack
and Ted Newland of Group Planning at Shell International. I got to know Pierre Wack in 1980. He
told me that “certain aspects of future events are predetermined: If there is a storm in the Himalayas,
you can confidently predict that tomorrow, or the next day, there will be flooding in the Ganges
plain.” The flood Wack and Newland had predicted back in 1970 was the rise of OPEC and the
ensuing energy crisis. The storm creating this flood had been discerned in the pattern of incomes and
populations of key oil-producing countries. In particular, Iran, Iraq, and Venezuela all had high oil
reserves, large growing populations, and ambitious development goals. Wack and Newland predicted
that such countries would be strongly motivated to seek price increases. They saw that price
increases would, in turn, make countries such as Saudi Arabia and Kuwait realize that oil in the

ground might appreciate faster than the dollars it bought once it was pumped and sold.?
In 1981, I was fortunate enough to spend a week with Pierre Wack at a Shell Group Planning
retreat in Runnymede, England. Talking about scenarios, he told me:

If you do standard “scenario” forecasting, you wind up with a graph with three lines labeled
“high,” “medium,” and “low.” Everyone looks at it and believes that they have paid attention to
the uncertainty. Then, of course, they plan on “medium”! But they are missing the risk. The risk is
not that the price of oil may be high or may be low. The risk is that it will go high, suckering you
into a major investment, and then turn and dive to low, leaving you with useless assets.

The sucker bet Pierre Wack was worried about in 1981 would play out over the next decade as the
price of oil stopped its upward trend at about thirty-six dollars per barrel, then turned and sank to
twenty dollars a barrel. As he foresaw, the sharply higher oil prices of the late 1970s spurred
renewed drilling and exploration. But when the new finds in the North Sea and Alaska came on line,
the increased supply forced the price of oil down. People without Wack’s insight, such as American
oilman George W. Bush, who had invested heavily in offshore drilling, saw their businesses collapse.

Anticipation does not require psychic powers. In many circumstances, anticipation simply means



considering the habits, preferences, and policies of others, as well as various inertias and constraints
on change. Thus, I do not expect California to balance its budget anytime soon, but I do anticipate a
continued exodus of talent from the state. I expect another serious terrorist attack on the United States,
but I do not anticipate that the stultifying iron curtain between the CIA and the FBI will be removed
short of all-out war. I expect that Google will continue to develop office-oriented applications that
can be used online through a browser, but I do not anticipate effective responses from Microsoft, who
will be loath to cannibalize its PC-based Microsoft Office business. I anticipate a rapidly growing
use of smart phones, but I also anticipate that this will overtax the cell phone infrastructure, leading to
some industry consolidation and a usage-based fee structure.

PIVOT POINTS

To achieve leverage, the strategist must have insight into a pivot point that will magnify the effects of
focused energy and resources. As an example of a pivotal objective, in 2008 I was in Tokyo,
discussing competitive strategy with Noritoshi Murata, the president and chief operating officer of
Seven & 1 Holdings. This company owns all of the 7-Eleven convenience stores in the United States
and Asia, as well as grocery superstores and department stores in Japan and other ventures. Focusing
on Japan, Murata explained that the company had come to the conclusion that Japanese customers
were extremely sensitive to variations in local tastes and fond of both newness and variety. “In
Japan,” he told me, “consumers are easily bored. In soft drinks, for example, there are more than two
hundred soft-drink brands and lots of new ones each week! A 7-Eleven displays fifty varieties with a
turnover of seventy percent each year. The same holds true in many food categories.”

To create leverage around this pattern, 7-Eleven Japan has developed a method of collecting
information from store managers and employees about local tastes and forming quick-response
merchandising teams to develop new product offerings. To further leverage this information and team
skills, the company has developed relationships with a number of second- and third-tier food
manufacturers and found ways to quickly bring new offerings to market under its own private-label
brand, at low prices, using the food manufacturers’ excess capacity.

At the same time, 7-Eleven was expanding its operations in China. There, Murata explained, their
outstanding advantage was cleanliness and service. The Chinese consumers were used to being
supplicants at a retail outlet, and 7-Eleven Japan’s tradition of spotless interiors and white-gloved
service personnel who greeted customers with bows and smiles, as well as its good-tasting lunches,
were producing twice as many sales per square foot than any competitor obtained.

Murata’s strategy focused organizational energy on decisive aspects of the situation. It was not a
profit plan or a set of financial goals. It was an entrepreneurial insight into the situation that had the
potential to actually create and extend advantage.

A pivot point magnifies the effect of effort. It 1s a natural or created imbalance in a situation, a place
where a relatively small adjustment can unleash much larger pent-up forces. The business strategist
senses such imbalances in pent-up demand that has yet to be fulfilled or in a robust competence
developed in one context that can be applied to good effect in another.



In direct rivalry, the pivot point may be an imbalance between a rival’s position or disposition of
forces and their underlying capabilities, or between pretension and reality. On June 12, 1987,
President Reagan stood at the Brandenburg Gate in West Berlin and said: “General Secretary
Gorbacheyv, if you seek peace, if you seek prosperity for the Soviet Union and Eastern Europe, if you
seek liberalization: Come here to this gate! Mr. Gorbachev, open this gate! Mr. Gorbachev, tear down
this wall!”

Of course, Reagan did not expect Gorbachev to do any such thing. The speech was directed to
Western Europeans, and its purpose was to highlight, and thereby exploit, the imbalance between a
system that allowed the free movement of people with one that had to restrain its citizens with barbed
wire and concrete. That imbalance had existed for decades. Had Reagan given a similar challenge to
Yuri Andropov in 1983, it would have had little effect. It became a pivot point because of the extra
imbalance between Mikhail Gorbachev’s claim that the Soviet Union was liberalizing and the facts on
the ground.

CONCENTRATION

Returns to concentration arise when focusing efforts on fewer, or more limited, objectives generates
larger payoffs. These gains flow from combinations of constraints and threshold effects. If resources
were not limited, there would be no need to select one objective over another. If rivals could easily
see our moves and quickly mobilize responses, we would gain little from concentrating on temporary
weaknesses. If senior leadership did not have limited cognition, they would gain nothing from
concentrating their attention on a few priorities.

A “threshold effect” exists when there is a critical level of effort necessary to affect the system.
Levels of effort below this threshold have little payoff. When there are threshold effects, it is prudent
to limit objectives to those that can be affected by the resources at the strategist’s disposal.

For example, there seems to be a threshold effect in advertising. That is, a very small amount of
advertising will produce no result at all. One has to get over this hump, or threshold, to start getting a

response to advertising efforts.” This means it may pay companies to pulse their advertising,
concentrating it into relatively short periods of time, rather than spreading it evenly. It may also make
sense for a company to roll out a new product region by region, concentrating its advertising where
the product is new so as to spur adoption.

Due to similar forces, business strategists will often prefer to dominate a small market segment
over having an equal number of customers who represent only a sliver of a larger market. Politicians
will often prefer a plan that delivers a clear benefit to a recognizable group over one that provides
larger benefits spread more thinly across the population.

Within organizations, some of the factors giving rise to concentration are the substantial threshold
effects in effecting change and the cognitive and attention limits of the senior management group. Just
as an individual cannot solve five problems at once, most organizations concentrate on a few critical
issues at any one time.

From a psychological perspective, there can be returns to focus or concentration when people
ignore signals below a certain threshold (called a “salience effect” in psychology) or when they
believe in momentum—that success leads to success. In either case, the strategist can increase the
perceived effectiveness of action by focusing effort on targets that will catch attention and sway



opinion. It may, for example, have more impact on public opinion to completely turn around two
schools than to make a 2 percent improvement in two hundred schools. In turn, peoples’ perceptions
of efficacy affect their willingness to support and take part in further actions.

An example of concentrating on an effective objective was Harold William’s strategy for the Getty
Trust. When oil billionaire J. Paul Getty died in 1976, he left $700 million in trust for the museum he
had built and run in Malibu, California. Williams, who had been dean of the UCLA management
school, had gone on to chair the Securities and Exchange Commission. Then, in 1983, he got the
world’s best job—chairman of the Getty Trust. By then, the trust had grown to $1.4 billion and was
required by law to spend 4.5 percent of its principle, about $65 million, each year.

During Williams’s tenure, the Getty Foundation grew from a small elite collection to a major force
in the art world. In a conversation I had with him in 2000, three years after he retired, Williams
explained his strategy:

The Getty Trust was a very large amount of money, and we had to spend a considerable
amount each year. Our mandate was art, but I had to decide how to actually spend the funds. We
could have simply built a great collection—that would have been the obvious thing to do. Buy
art. But I wasn’t comfortable with that as a direction. All we would really accomplish would be
to drive up the price of art and move some of it from New York and Paris to Los Angeles.

It took some time, but I began to develop the idea that art could be, indeed, should be, a more
serious subject than it was. Art is not just pretty objects; it is a vital part of human activity. In a
university, people spend a great deal of effort studying languages and histories. We know all
about marriage contracts in remote tribes and the histories of many peoples. But art has been
treated as a sideshow. I decided that the Getty could change this. Instead of spending our
income on buying art, we could transform the subject. The Getty would begin to build a
complete digital catalog of all art, including dance, song, and textiles. It would develop
programs to educate art teachers and host advanced research on art and society. The Getty would
host the best conservation talent in the world and develop new methods of conserving and
restoration. In this way, I decided, we would have an impact far beyond simply putting art on
display.

With $65 million to spend each year, Williams could have simply bought art or given money to
schools and universities for their arts programs. But by aiming to transform the study of art, Williams
designed an objective that was novel and nicely scaled to the resources at his disposal. Put simply, he
invested where his resources would make a large and more visible difference. That is the power of
concentration—of choosing an objective that can be decisively affected by the resources at hand.
There is no way to know whether Williams’s strategy created greater good than a simpler strategy of
giving away money, but it did make a bigger bang and, thereby, attracted more energy and support
from employees and outside organizations.



CHAPTER SEVEN
PROXIMATE OBJECTIVES

Folly is the direct pursuit of happiness and beauty.

—QGEORGE BERNARD SHAW

One of a leader’s most powerful tools is the creation of a good proximate objective—one that is
close enough at hand to be feasible. A proximate objective names a target that the organization can
reasonably be expected to hit, even overwhelm.

For example, President Kennedy’s call for the United States to place a man on the moon by the end
of the 1960s is often held out as a bold push into the unknown. Along with Martin Luther King Jr.’s “I
Have a Dream” speech, it has become almost a required reference in any of today’s “how to be a
charismatic leader” manuals extolling the magical virtues of vision and audacious goals. Actually,
however, landing on the moon was a carefully chosen proximate strategic objective.

Kennedy’s 1961 speech on this issue remains a model of clarity. Look it up on the Web and read it.
You will be startled at how political speech has changed since then. Kennedy spoke as a decision
maker talking to adults, not as a preacher addressing children.

In his speech, Kennedy diagnosed the problem as world opinion. He said, “The dramatic
achievements in space which occurred in recent weeks should have made clear to us all, as did the
Sputnik in 1957, the impact of this adventure on the minds of men everywhere.” He argued that the
Soviet Union’s strategy of focusing its much poorer technological resources on space was leveraging,
to its advantage, the world’s natural interest in these out-of-this-world accomplishments. He argued
that being first to land people on the moon would be a dramatic affirmation of American leadership.
The United States had, ultimately, much greater resources to draw upon; it was a matter of allocating
and coordinating them.

Importantly, the moon mission had been judged feasible. Kennedy did much more than simply point
at the objectives; he laid out the steps along the way—unmanned exploration, larger booster rockets,
parallel development of liquid and solid fuel rockets, and the construction of a landing vehicle.

This objective was feasible because engineers knew how to design and build rockets and
spacecraft. Much of the technology had already been developed as part of the ballistic missile
program. And this objective was intensely strategic. It grew directly out of Kennedy’s question “How
can we beat the Russians in space?” In response to this question, rocket scientist Werner von Braun
wrote an insightful memorandum to Vice President Lyndon Johnson. Von Braun noted that the Soviet
Union had a big lead in heavy-lift rockets. That meant they could win in a race to put up a manned
orbiting laboratory or to put an unmanned vehicle on the moon. But, von Braun argued:

We have a sporting chance of sending a 3-man crew around the moon ahead of the Soviets
(1965-66) ... [and] we have an excellent chance of beating the Soviets to the first landing of a



crew on the moon (including return capability, of course). The reason is that a performance jump
by a factor of 10 over their present rockets is necessary to accomplish this feat.!

Whereas the Soviet Union’s large launch vehicles put the United States at a disadvantage in
achieving a number of near-term space spectaculars, the moon landing would require much larger
rockets than either nation possessed, giving the United States an advantage because of its larger base
of resources. Thus, von Braun recommended a preemptive announcement of the more ambitious
objective because the United States had a good chance of beating the Russians to its accomplishment.
Kennedy’s speech was delivered one month after von Braun’s memorandum arrived.

The objective Kennedy set, seemingly audacious to the layman, was quite proximate. It was a
matter of marshaling the resources and political will. Today, for instance, placing an American on
Mars by 2020 1s a tough but proximate objective—there would be problems to be solved, but no
reason not to expect their resolution. Unfortunately, since Kennedy’s time, there has been an increased
penchant for defining goals that no one really knows how to achieve and pretending that they are
feasible. Take, for example, the War on Drugs. No matter how desirable it might be to stop the use of
illegal drugs, it is not a proximate objective because it is not feasible within the present legal and
law-enforcement framework. Indeed, the enormous efforts directed at this objective may only drive
out the small-time smuggler, raise the street price, and make it even more profitable for the
sophisticated drug cartels. Another example is the continuing call for energy independence, an
objective that remains infeasible absent the political courage to raise gasoline prices and commit to
the development of nuclear power.

RESOLVING AMBIGUITY

Two years after Kennedy committed the United States to landing a person on the moon, I was working
as an engineer at NASA’s Jet Propulsion Laboratory (JPL). There I learned that a good proximate
objective’s feasibility does wonders for organizational energy and focus.

One of the main projects at JPL was Surveyor, an unmanned machine that would soft-land on the
moon, take measurements and photographs, and, in later missions, deploy a small roving vehicle. The
most vexing problem for the Surveyor design team had been that no one knew what the moon’s surface

was like. Scientists had worked up three or four theories about how the moon was formed. The lunar
surface might be soft, the powdery residue of eons of meteoric bombardment. It might be a nest of
needle-sharp crystals. It might be a jumble of large boulders, like a glacial moraine. Would a vehicle
sink into powder? Would it be speared on needlelike crystals? Would it wedge between giant
boulders? Given this ambiguity about the lunar surface, engineers had a difficult time creating designs
for Surveyor. It wasn’t that you couldn’t design a vehicle; it was that you couldn’t defend any one
design against someone else’s story about the possible horrors of the lunar surface.

At that time, I worked for Phyllis Buwalda, who directed Future Mission Studies at JPL.
Homeschooled on a ranch in Colorado, Phyllis had a tough, practical intellect that could see to the

root of a problem. She was best known for her work on a model of the lunar surface.? With this

specification in place, JPL engineers and subcontractors were able to stop guessing and get to work.
The lunar surface Phyllis described was hard and grainy, with slopes of no more than about fifteen

degrees, scattered small stones, and boulders no larger than about two feet across spaced here and



there. Looking at this specification for the first time, I was amazed. “Phyllis,” I said, “this looks a lot
like the Southwestern desert.”

“Yes, doesn’t 1t?”” she said with a smile.

“But,” I complained, “you really don’t know what the moon is like. Why write a spec saying it is
like the local desert?”

“This 1s what the smoother parts of the earth are like, so it is probably a pretty good guess as to
what we’ll find on the moon if we stay away from the mountains.”

“But, you really have no idea what the surface of the moon is like! It could be powder, or jagged
needles....”

“Look,” she said, “the engineers can’t work without a specification. If it turns out to be a lot more
difficult than this, we aren’t going to be spending much time on the moon anyway.”

Her lunar specification wasn’t the truth—the truth was that we didn’t know. It was a strategically
chosen proximate objective—one the engineers knew how to tackle, so it helped speed the project
along. And it was sensible and clever at the same time. You could write a PhD thesis on the options
analysis implicit in her insight that if the lunar surface wouldn’t support a straightforward lander, we
had more than a design problem—the whole U.S. program of landing a man there would be in deep
trouble. Writing the history of Surveyor, Oran W. Nicks said, “The engineering model of the lunar
surface actually used for Surveyor design was developed after study of all the theories and
information available. Fortunately, this model was prepared by engineers who were not emotionally
involved in the generation of scientific theories, and the resulting landing system requirements were

remarkably accurate.”?

This lunar surface specification absorbed much of the ambiguity in the situation, passing on to the
designers a simpler problem. Not a problem easily solved, or to which a solution already existed, but
a problem that was solvable. It would take time and effort, but we knew that we could build a
machine to land on Phyllis’s moon.

Surveyors were built by Hughes Aircraft Company, and five made successful landings on the moon
in 1966 and 1967. Surveyor 3 landed in the Ocean of Storms in 1967. Just a bit more than two years
later, Apollo 12 landed two hundred yards away, and Commander Pete Conrad walked over to the
machine and took its picture.



Phyllis’s insight that “the engineers can’t work without a specification” applies to most organized
human effort. Like the Surveyor design teams, every organization faces a situation where the full
complexity and ambiguity of the situation is daunting. An important duty of any leader 1s to absorb a
large part of that complexity and ambiguity, passing on to the organization a simpler problem—one
that is solvable. Many leaders fail badly at this responsibility, announcing ambitious goals without
resolving a good chunk of ambiguity about the specific obstacles to be overcome. To take
responsibility is more than a willingness to accept the blame. It is setting proximate objectives and
handing the organization a problem it can actually solve.

TAKING A STRONG POSITION AND CREATING OPTIONS

Many writers on strategy seem to suggest that the more dynamic the situation, the farther ahead a
leader must look. This is illogical. The more dynamic the situation, the poorer your foresight will be.
Therefore, the more uncertain and dynamic the situation, the more proximate a strategic objective
must be. The proximate objective is guided by forecasts of the future, but the more uncertain the
future, the more its essential logic is that of “taking a strong position and creating options,” not of
looking far ahead. Herbert Goldhamer’s description of play between two chess masters vividly
describes this dynamic of taking positions, creating options, and building advantage:

Two masters trying to defeat each other in a chess game are, during a large part of the game,
likely to be making moves that have no immediate end other than to “improve my position.” One
does not win a chess game by always selecting moves that are directly aimed at trying to mate
the opponent or even at trying to win a particular piece. For the most part, the aim of a move is
to find positions for one’s pieces that (a) increase their mobility, that is, increase the options
open to them and decrease the freedom of operation of the opponent’s pieces; and (b) impose
certain relatively stable patterns on the board that induce enduring strength for oneself and



enduring weakness for the opponent. If and when sufficient positional advantages have been
accumulated, they generally can be cashed in with greater or less ease by tactical maneuvers

(combinations) against specific targets that are no longer defensible or only at terrible cost.?

In 2005, 1 was invited to help a smaller business school with its strategic plan. Business schools
teach strategy but rarely apply the concept to themselves. At this school, the overall ambition of the
dean and faculty was to break out from being a local school to one ranked with the best in the region.
The draft strategic plan was typical for the industry: it was a list of areas in which the school would
announce initiatives and try harder. It called for increased research visibility, more alumni giving, the
creation of a global business studies program, the enhancement of its entrepreneurial studies program,
and a sustainability initiative. Looking more closely at the situation, one could see that the largest
segment of students took jobs in accounting firms and small-to-medium-sized local service
businesses.

Strategic planning was the responsibility of the dean and the faculty executive council. I met with
this group and explained the concepts of pivotal issues and the proximate objective. Then I asked the
group to 1imagine that they were allowed to have only one objective. And the objective had to be
feasible. What one single feasible objective, when accomplished, would make the biggest difference?

After a morning’s deliberation they had two. They weren’t quite as feasible as I would have liked,
but they were a big step forward from their vague ambition to be a top school in the region. About
one-half of the group had come up with an obvious, yet potentially pivotal, objective: “getting the
students into better jobs.” If students got better jobs, it was argued, they would be happier, faculty
would be happier teaching happier students, alumni would give more money to the school, better
students would be attracted to the school, and more resources would flow into the school to fund
research and hiring. The other half of the group was in favor of a public-relations objective. They
believed that focusing on getting more coverage of the school in business magazines and newspapers
would raise its profile, yielding a number of favorable results.

Importantly, both objectives represented strong positions within a field of action and were each
pregnant with options for future strategizing and action.

I praised both objectives and asked the group to make either or both even more proximate—more
like tasks and less like goals. By the end of the day, the group had combined the two ideas. They
decided that the primary objective of the school would be to get the students into better jobs. They
would select ten target firms that should be hiring their graduates but presently were not. Faculty
committees would be created to study these firms’ recruiting practices and create programs to meet
their needs and standards. Secondly, instead of global studies and sustainability, the school committed
itself to a new course of studies on media management. The idea was that such a program would
attract media people to visit the school, and if students got jobs in the media, it would naturally help
raise the school’s profile. Two of the ten target firms would be media companies.

HIERARCHIES OF OBJECTIVES

In organizations of any size, high-level proximate objectives create goals for lower-level units,



which, in turn, create their own proximate objectives, and so on, in a cascade of problem solving at

finer and finer levels of detail.® Proximate objectives not only cascade down hierarchies; they
cascade in time. For instance, when Nestlé purchased British chocolate company Rowntree, top
management made a judgment that Nestlé’s transnational food-marketing skills would be able to take
Rowntree’s Britain-centered brands and move them into many other countries. The first steps in that
direction were very successful, and the combined managements then developed more subtle and
nuanced objectives. Anytime a company enters a new business or market, there is necessarily this
cascade of adjusting and elaborating proximate objectives.

What is proximate for one nation, one organization, or even one person may be far out of reach to
another. The obvious reason is differences in skills and accumulated resources. My understanding of
this was sharpened during an afternoon discussion about helicopters.

A man I know only as PJ lives on the East Cape of Baja California, about thirty miles north of San
Jose del Cabo, on the Sea of Cortez. He is now a surfer and fisherman, but PJ was once a helicopter
pilot, first in Vietnam, and then in rescue work. The land in Baja California is unspoiled by shopping
malls, industry, paved highways, or fences. Sitting on a hilltop in the warm winter we could see the
gray whales jump and hear their tails slap on the water. Making conversation, I offered that
“helicopters should be safer than airplanes. If the engine fails, you can autorotate to the ground. It’s
like having a parachute.”

PJ snorted. “If your engine fails you have to pull the collective all the way down, get off the left
pedal and hit the right pedal hard to get some torque. You have about one second to do this before you
are dropping too fast.” He paused and then added, “You can do it, but you better not have to think
about it.”

“So, everything has to be automatic?” I asked.

“Not all,” he replied. “When an engine fails you have a lot to work out. You have to concentrate on
where you are going to land and on maintaining a smooth sliding path down to the flare. That stuft
takes a lot of concentration. But the basic act of controlling the helicopter, yes, that has to be
automatic. You can 't concentrate on the crisis if flying isn't automatic.”

PJ opened another Corona and then expanded on his point. “To fly a helicopter you’ve got to
constantly coordinate the controls: the collective, the cyclic, and the pedals, not to mention the
throttle. It is not easy to learn, but you’ve got to get on top of it. You’ve got to make it automatic if
you’re going to do more than just take off and land. After you can fly, then you can learn to fly at night
—but not before! After you can fly at night with ease, maybe then you’re ready to learn to fly in
formation, and then in combat.”

As he spoke, PJ spread his fingers, overlapped his thumbs, then swooped this miniature formation
around to illustrate his point.

“Master all that—make it automatic—and you can begin to think about landing on a mountain in
high wind in the late evening, or landing on a rolling, pitching deck of a ship at sea.”

As PJ spoke, I could visualize him landing on a ship at sea, timing the swells and pitches of the
deck. Having long ago mastered the coordination of cyclic, pedals, and collective, he could
concentrate on the coordination between his aircraft and the ship.

1o concentrate on an objective—to make it a priority—necessarily assumes that many other
important things will be taken care of. PJ was able to concentrate on the coordination between his
helicopter and the rescue vessel because he already possessed layer upon layer of competences at
flying that had become routine.

After this discussion, I came to see skills at coordination as if they were rungs on a ladder, with



higher rungs in reach only when the lower rungs had been attained. Indeed, PJ’s concept of a layering
of skills explains why some organizations can concentrate on issues that others cannot. This
understanding has helped shape the advice I offer clients. For example, when I work with a small
start-up company, their problems often revolve around coordinating engineering, marketing, and
distribution. Asking the CEO of such a firm to concentrate on opening offices in Europe may be
pointless, because the company has not yet mastered the basics of “flying” the business. Once the firm
stands firmly on that rung, it can move abroad and develop international operations. But, in turn,
asking that newly international firm to move knowledge and skills around the world, as does a global
veteran such as Procter & Gamble, may also be pointless. It must first master the complexity of
operating in various languages and cultures before it can begin to skillfully arbitrage global
information.



CHAPTER EIGHT
CHAIN-LINK SYSTEMS

A system has a chain-link logic when its performance is limited by its weakest subunit, or “link.”
When there is a weak link, a chain is not made stronger by strengthening the other links.

For the space shuttle Challenger, the weakest link was a solid rubber O-ring. On January 28, 1986,
the O-ring in Challenger’s booster engine failed. Hot gas knifed through the structure; the rocket
exploded. Challenger and its crew, the “pride of our nation” President Reagan called them, tumbled
out of the clear blue sky and shattered on the ocean sixty-five thousand feet below.

If a chain must not fail, there is no point in strengthening only some of the links. Similarly, for
Challenger, there could be no gain to making the booster engines stronger if the O-ring was weak.
There was little point in improving guidance, or communications, or increasing the quality of crew
training, if the O-ring was weak. The logic of the chain is at work in situations ranging from mountain
climbing to the space shuttle to aesthetic judgment—situations in which the quality of components or
subparts matters.

Quality matters when quantity is an inadequate substitute. If a building contractor finds that her
two-ton truck is on another job, she may easily substitute two one-ton trucks to carry landfill. On the
other hand, if a three-star chef is ill, no number of short-order cooks is an adequate replacement. One
hundred mediocre singers are not the equal of one top-notch singer. Keeping children additional hours
or weeks in broken schools—schools that can neither educate nor control behavior—does not help
and probably increases resentment and distrust.

Talking with real estate experts and contractors about home remodeling, I learned that in assessing
a property’s potential, one should identify the limiting factors. If a house 1s near a noisy highway, that
is a limiting factor. No matter how much marble is put in the bathrooms or how fine the cabinetry is in
the kitchen, the noise will limit the house’s value. Similarly, if a room has wonderful hardwood floors
and classic architecture, a less-than-excellent paint job will limit its attractiveness. As an investor,
one wants to find limiting factors that can be fixed, such as paint, rather than factors that cannot be
fixed, such as highway noise. If you have a special skill or insight at removing limiting factors, then
you can be very successful.

GETTING STUCK

There are portions of organizations, and even of economies, that are chain-linked. When each link is
managed somewhat separately, the system can get stuck in a low-effectiveness state. The problem
arises because of quality matching.! That is, if you are in charge of one link of the chain, there is no
point in investing resources in making your link better if other link managers are not.

To make matters even more difficult, striving for higher quality in just one of the linked units may



make matters worse! Higher quality in a unit requires investments in better resources and more
expensive inputs, including people. Since these efforts to improve just one linked unit will no