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usiness growth is a clear goal for 
ambitious entrepreneurs and 
leaders. It is often a shorthand 
for business and economic 
success. A critical component 
for the success of  a modern 

enterprise is the ability to take advantage of  all 
avai lable information. However, the 
challenge becomes more difficult with the 
constantly increasing volume of  information 
that is available to organizations today. For 
this reason, and others, many enterprises are 
becoming 'knowledge-centric' thus making a 
large number of  employees seeking access to 
greater variety of  information for them to be 
more effective.

The reasons above form the basis for the 
focus of  attention of  this tenth edition of  the 
Decision Review, and the topical issue on our 
Decision Feature 1 draws our attention to the 
bus iness  per for mance  management 
framework and business performance 
management capabilities. Decision Feature 2 
complements this with concentration on 
' H o w  t o  I m p l e m e n t  C o n t i n u o u s 
Performance Management,' where we were 
given seven steps to achieve this. These steps 
are; make the change today, talk to managers, 
get their buy-in, sell the benefits to them, 
provide necessary trainings, communicate the 

BUSINESS 
PERFORMANCE 
MANAGEMENT FOR 
COMPETITIVE 
ADVANTAGE IN THIS 
INFORMATION/
KNOWLEDGE AGE

B
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changes, and use performance management 
software.

'The Long Tail Model' presented in the 
Decision Brief  Case is showing us 'How the 
Internet is Transforming the Economy'. The 
'Pareto principle' we were told may not always 
be right, and this was demonstrated using the 
long tail model. Management Decision 1 
presents 'The Right Way to Grow Your 
Business Internationally' and the need to 
research your target market, hire the right 
people, concentrate on local marketing and 
working out the details, were put forward as 
the right steps to take to achieve this goal. 

The Executive for this tenth edition is Mrs 
Mosun Belo-Olusoga, our own 'Aunty Mo' 
who had a very successful banking career that 
spanned about three decades and still waxing 
stronger contributing her quota to the 
economy of  Nigeria in various capacities 
even after retirement. Three executive jokes 
are presented on our Strategic Humour page 
that will bring some smiles to the faces of  the 
various executives reading this edition.

Decision Feature 3 is on 'Building a Learning 
Organization' by David Garvin who brought 
out the fact that in the absence of  learning, 
companies and individuals simply repeat old 
practices. In such a situation, change remains 
cosmetic, and improvements are either 
fortuitous or short-lived. He made us realize 
that whatever the source of  outside ideas, 
learning will only occur in a receptive 
environment. In other words, managers must 
be open to criticism and not be defensive, as 

this is an essential requirement for 
organizational success. 

Leadership Thought 1 which is titled, 'If  You 
Want Your Business to Win in the Long-
Term, Don't Take Shortcuts' looks at the 
relationship between, speed, quality and cost. 
It summed that to get twice the quality you 
might have to put in five times the effort, 
meaning the higher the quality, the greater the 
multiple of  effort. In Rethinking Tomorrow, 
the focus is on 'If  Growing Your Business 
Isn't Growing Your Profits, It's Time to Stop. 
Management Tips presents '3 Strategies to 
Triple Your Company's Growth.' It states 
that we should stop chasing every shiny 
object and focus on these key growth 
strategies which are; marketing assets trump 
marketing tricks, retention is king, and a 
process of  everything. 'How to Increase 
Profits by Focusing on the Needs of  
Customers' is the focus of  Strategic 
Repositioning, and Management Affairs is 
looking at 'The Balanced Scorecard as 
measures that drive performance.'

Finally, in the Book Summaries column, four 
books were presented, namely; The Age of  
Agile, The Future Workplace Experience, The 
2 0 2 0  Wo r k p l a c e ,  a n d  D i s c i p l i n e d 
Entrepreneurship to conclude this tenth edition 
of  the Decision Review which we believe will 
assist the Decision Makers that come across 
this edition in making decisions that will 
propel their organizations to success.

Muritala Awodun, PhD
Editor-in-Chief

”
“

A critical component for the success of a modern enterprise is the 
ability to take advantage of all available information. However, 

the challenge becomes more difficult with the constantly increasing 
volume of information that is available to organizations today. For 
this reason, and others, many enterprises are becoming 'knowledge-
centric' thus making a large number of employees seeking access to 

greater variety of information for them to be more effective.
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for Competitive Advantage in the 
Information Economy

Business
Performance
Management 

Introduction
A critical component for the success of  
a modern enterprise is its ability to take 
advantage of  all available information. 
This challenge becomes more difficult 
with the constantly increasing volume 
of  information, both internal and 
ex t e r n a l  t o  a  co mp a n y.  Ma n y 
enterprises are becoming “knowledge-
centric”, and therefore a large number 
of  employees need access to greater 
variety of  information to be effective. 
Enterprises have been investing in 
technology in an effort to manage the 
information glut and to glean knowledge that 
can be leveraged for a competitive edge (Cody, 
Kreulen, Krishna and Spangler, 2002).

The belief  in power of  information has led 
companies to deploy a wide range of  
applications, reporting tools and analytical 
technologies over the years. At first, the 
solutions were fragmented and implemented 
in various areas of  business. This resulted in 
silos of  information that hampered efforts to 
get comprehensive visibility into all business 
areas. So, over time, efforts were made to 
development of  information technology 
infrastructure that represents a holistic 
approach to business operations, customers, 

suppliers, etc. (Wells and Hess, 2004). IT 
organizations have laboured to build Business 
Intelligence (BI) architectures that give 
decision makers insight into every area of  the 
data stored across an enterprise. This trend 
has led to a substantial focus on data 
integration, analytical sophistication, and 
delivery of  querying capabilities and reporting 
tools to the desktop, and other infrastructure-
related issues. In fact, because of  its strategic 
value, BI has become a key concentration for 
today's IT organizations (Hyperion, 2005).

However, it's also evident that as BI 
implementations have progressed and 
matured, they no longer provide the 
competitive advantages they once promised. 

Decision Review Issue 10, Mar - Apr., 2018
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There are two reasons for this. First, BI has 
become pervasive – and companies cannot 
gain a competitive advantage by doing what 
everyone else is doing. Second, BI is 
exclusively focused on providing users with 
insight into stored data: it does not deliver the 
tools to make operational change. Insight 
without action cannot fundamentally impact 
upon business performance (Hyperion, 
2009). Therefore, organizations to gain a 

competitive advantage, should take next step: 
transforming BI into Business Performance 
Management (BPM). BPM provides a critical 
foundation for organizations to manage their 
businesses and empower individuals to make 
right decisions to maximize profitability. BPM 
links business intelligence to business 
strategies and processes via business metrics. 
This adds a top-down approach to the 
traditional bottom-up approach of  BI, and it 
adds new processes to the traditional business 
intelligence processes. These new processes 
are in particular about publishing and 
distributing performance metrics and 
performance indicators to all the people that 
have responsibility to run and to manage 
business processes (Smith, Martin, 2003).

The article provides an overview of  BPM 
concepts and components and then benefits, 
challenges, and critical success factors. The 
results presented in this paper are based on a 
survey that was conducted in 2009 among 176 
companies operating in Silesian region in 
Poland, as well as interviews with BPM 
experts, including end-user organizations, BI 
consultants, industry analysts, and report 
sponsors. Generally, the aim of  the research 

was to diagnose competences (knowledge 
and experience) of  various organizations in 
BPM and IT applications. The research was 
carried out by means of  a standardized 
inter view technique,  using a sur vey 
questionnaire.

The paper is addressed to business and 
technical executives who would like to learn 
more about BPM. The research findings may 

also prove useful of  BPM in the development 
of  competitive advantage in the information 
economy.

Promises to Business Performance 
Management
BI systems have been listed among the Top 10 
Trends for last years. More and more 
companies realize that they can implement BI 
in a cost-effective manner, while acquiring the 
benefits of  finding information “hidden” in 
the company and being able to perform 
complex “what-if ” scenario planning in real-
time (Hurbean, Fotache, 2006).

The Process Management has recently 
become an area of  interest of  Business 
Intelligence (BI) systems implementation, 
where the key drivers to continuous 
improvement of  processes are constant 
monitoring of  beforehand defined metrics 
and measurement of  established goals and 
objectives accomplishment. Process-oriented 
systems, plans modeling and company's 
efficiency management are regarded as 
Business Performance Management (BPM). 
Not only do they allow to identify deviations 
from adopted plans and efficiency but also to 

Insight without action cannot fundamentally impact upon 
business performance (Hyperion, 2009). Therefore, 

organizations to gain a competitive advantage, should take 
next step: transforming BI into Business Performance 

Management (BPM). BPM provides a critical foundation for 
organizations to manage their businesses and empower 

individuals to make right decisions to maximize profitability. 

Decision Review Issue 10, Mar - Apr., 2018
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distinguish the reasons for their existence.

It is believed that the term “Business 
Performance Management” was first 
introduced to the business language by 
scientific research centres and Information 
Technology companies designing and 
distributing software (Cockings,2007). 
Initially this notion was mainly equated with 
the  p lanning ,  budget ing ,  repor t ing , 
forecasting and scenario-modeling software 
applications. Slightly later it became 
connected (associated) with operational 
reporting, key indicators – KPI (Key 
Performance Management) and managerial 
dashboards i.e. the tools used for data 
visualization (Vasiliu, 2009).

BPMSG group (Business Performance 
Management Standards Group), responsible 
for maintaining standards within the frame of  
BPM systems, defines a BPM system as:

· a set of  integrated, closed in cycles 
managerial and analytical processes, 
which are propped up by technical 
solutions, that in turn support an 
organisat ion in f inancia l  and 
operational activities,

· an activator allowing an organisation 
to define strategic objectives and 
supply mechanisms for measurement 
and management of  their realization 
effectiveness,

· basic processes and activit ies 
refer ring to the financial and 
o p e r a t i o n a l  p l a n n i n g ,  d a t a 
conso l ida t ion  and repor t ing , 
modeling, analysis and monitoring of  
indicators, connected with a strategy 
of  an organisation.

The core principles and goals of  BPM are the 
following (Smith and Martin, 2003):

· efficiency: the ability to optimize 
operations and actions of  an 
organization, individuals,  and 
business processes to ensure that 
they result in defined goals and 
desired outcomes,

· quality: the ability to continuously 
improve the quality of  relationships, 

processes and products or services to 
f u l l y  l e v e r a g e  p r a c t i c e s  o r 
methodologies that maximize the 
value of  resources and assets,

· value: the ability to create and 
manage assets to increase business 
throughput and deliver long-term 
ROI for maximizing stakeholder 
return.

In the literature on the subject as well as in the 
business practice such equivalent notions are 
a l so  u sed :  Cor pora t e  Pe r fo r mance 
M a n a g e m e n t  ( C P M ) ,  E n t e r p r i s e 
Pe r f o r m a n c e  M a n a g e m e n t  ( E P M ) , 
Performance Management (PM). They mean 
the sum of  the methodologies, metrics, 
processes and technologies used to carry out 
the subsequent tasks:

· clearly communicate organization's 
strategy and goals,

· meet all data access and information 
delivery requirements,

· involving as many people as possible 
in a closed-loop performance 
management process.

Business Performance Management 
Framework
Characterising BPM systems it is worth to 
stress that they are built of  three main 
components (Hurbean and Forach, 2006):

· a metrics system, which enables a 
user to evaluate instantly achieved 
results in relation to adopted goals 
and objectives,

· a communication system, which is a 
key in a business analysis and based 
on proficient information exchange 
mechanisms among users,

· execution – constantly reminding the 
assumpt ions  of  the  adopted 
operational strategy.

BPM creates a closed-loop of  processes, 
which starts at the lowest level by creating a 
corporate objective and defining appropriate 
K P I ,  t h r o u g h  u p - t o - d a t e  r e s u l t s 
measurement, their comparison with the 
plans and it ends with an amendment and 
readjustment of  business processes in next 

Decision Review Issue 10, Mar - Apr., 2018
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cycle. In order to do that such methodologies 
are used: BSC (Balanced Scorecard), ABC 
(Act iv i ty-Based Cost ing) ,  S ixS igma, 
Economic Value-Add.

Four steps constitute the closed loop of  
processes : (1) strategy, (2) plan, (3) 
implementation and monitoring, (4) reaction 
and adjustment ( see illustration 1).

The two primary steps are connected with 
creation of  organisation's strategy and the 
following two refer to its implementation. 
Within the frame of  each step an organisation 
has got different techniques and technologies 
at its disposal. At the first step above all its 
mission is defined, key objectives it wants to 
achieve and the means of  measuring these 
objectives. For example these may be: high 
consumers satisfaction and a consumer 
satisfaction index or high product quality and 
a low number of  defects. At next step the 
attention should be focused on creation of  
plans and allocation of  resources, which will 
be used during the strategy implementation. 
The third step is connected with monitoring 
and analysis of  carried out plans, and the last 
step refers to improvement of  processes and 
implementation of  new operations.

It is obvious that such a framework for BPM 
reaches further than traditional frames of  
single organisational divisions and goes in the 
direction of  the whole decision making 
process management. It connects business 
strategy with planning, forecasting and 

efficiency management. Moreover, it gives an 
integ rated out look onto the whole 
organisation, especially onto the strategic 
goals and objectives implementation. In 
order to achieve the above aims a broad range 
of  tools is used e.g. pre-defined reports, 
alerts, dashboards, analytical tools, KPI for 
monitoring and improvement of  business 
processes (Olszak, 2009).

Business Performance 
M a n a g e m e n t 
Capabilities
B P M  s y s t e m s  a r e 
r e c o m m e n d e d  t o 
i m p l e m e n t a t i o n  i n 
operational activities as 
well as to the strategic 
planning (table 1). In the 
first case BPM can be used 
in defining indicators 
important from the angle 
o f  c u r r e n t  c o m p a n y 
activities. They can refer to 

budgeting, planning and expenditure 
forecasting. Beneficiaries of  these solutions 
are usually financial specialists. In the other 
case the BPM systems can be used to estimate 
expenditure, profitability, feasibility analysis, 
data analysis and process control. They are 
used for predicative analysis which enables:

· d i s cove r i ng  r e l a t i on sh ip s  – 
relationships in KPS are discovered 
automatically (during and after a 
scheme implementat ion) and 
reasons  for  the  inab i l i t y  of  
conducting the scheme are analysed,

· prediction of  events – tools 
generating prediction show different 
scenarios of  events,

· availability of  data – the means are 
offered to transfer and present data 
to different users in an appropriate 
format.

As it can be seen the BPM systems are based 
on traditional BI, but the use of  information 
in case of  the former is much more wider 
(table 2). BPM contrary to BI has more in-
build functionalities for conducted analysis 
automation. As it has already been pointed 

Decision Review Issue 10, Mar - Apr., 2018
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they refer to budgeting and planning, finance 
consolidation and reporting in different 
settings and from different perspectives, 
managerial dashboards, forecasting and 
modelling for many business scenarios as well 
as different key indicators (KPI). So, the field 
of  interests of  BPM can embrace: finance, 
marketing, service HR, supply chain 
management, ordering, manufacturing.

The first research results show that BPM 
solutions bring about: company's quicker 
reaction to market changes, better consumer 
orientation, higher operational efficiency, 
improvement of  correlation among budget, 
planning and strategy, risk reductions well as 
higher rate of  return on IT investment 
(Hyperion, 2005).

The market of  BPM software suppliers has 
recently developed. The well-known 
companies in this field are: SAS, Business 
Objects, SAP, Cognos, Hyperion Silutions, 
Applix, ThinkFast Consulting. They offer 
multi-module solutions that enable to:

· synchronise objectives with the 
undertakings, priorities, resources, 
budgets, reports, risk management 
and analytical processes in order to 
supply information indispensible in 
increase of  product iv i ty  and 
e l iminat ion of  d iscrepancies 
b e t w e e n  a  s t r a t e g y  a n d  i t s 
implementation,

· access to information for different 
users, in an adequate context and 
often in real-time, that helps to 
establish areas requiring streamlining 
and evaluate strategic scenarios with 

Decision Review Issue 10, Mar - Apr., 2018
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the greatest impact on business 
operations,

· optimise business processes in order 
t o  s h o r t e n  t h e  e f f i c i e n c y 
management cycles,

· supply reliable data which accelerate 
communication, co-operation and 
realization of  tasks on the basis of  
commonly comprehensive and 
defined schedules with a possibility 
of  an adjustment to the needs.

The available BPM systems are used as an 
assistance to management of  efficiency, 
measurement, analysis and evaluation of  work 
results in business operations as well as in 
business strategy. They allow to prepare 
annual plans (budgets) and longterm 
strategies, compulsory reporting files, legal 
documents, scorecarding, controll ing 
systems, work appraisal systems and system 
supervision processes. These systems are 
characterised by a great elasticity which is 
present in opportunities to:

· create  mult i leve l  h ierarchica l 
information structures (superior, 
inferior and parallel scorecarding), 
links: “affect or depend on” between 
different elements,

· evaluation of  the achieved indicators 
and metrics,

· comparison of  companies and legal 
departments,

· alert of  discovered threats in the 
process of  attaining planned values.

BPM tools available on the market can be 
regarded as two-way communication 
channels, which means that they allow to pass 
goals and objectives from the managerial 
personnel to lower levels and the other way 
around. For example, SAS SPM product is 
based on BSC methodology, where objectives 
are presented as Strategic Mappings, while 
metrics and parameters describing them as 
Scorecards. The application package can 
operate on the basis of  other management 
effectiveness methodologies e.g. TQM, ISO, 
COBIT, European Foundation Quality 
Management.

As it has already been pointed the BPM 
systems patch a substantial gap between 
creating a strategy and its deployment. It 
improves:

· communication. They supply an 
effective mechanism to describe the 
s t ra teg y to  management  and 
employees through the access to 
planning models and metrics of  
completing particular plans;

· co-operation. BPM allows for 
bilateral exchange of  ideas and 
information on both levels vertical 
w i t h i n  a n  o r g a n i s a t i o n  a n d 
horizontal (between departments);

· co-ordination. They improve the co-
ordination between co-operating 
business units, groups etc.

Business Performance Management 
in Polish Organizations
Upper Silesia is one of  the fastest developing 
r eg ions  o f  Po l and .  I t  i s  the  mos t 
industrialized and the most densely populated 
region in the country. For the years to come in 
the voivodeship development strategy a lot of  
attention is paid into issues concerning 
creation of  infrastructure for development 
of  knowledge-oriented society and economy. 
Many proposals are undertaken in order to 
i n c r e a s e  c o m p a n i e s '  i n n o v a t i o n , 
implementation of  e-services and creating 
Internet digital data basis. There are also 
numerous trainings, projects aiming at getting 
companies acquainted with information 
society technologies.

In 2009 a research was conducted in Silesian 
voivodeship in order to evaluate the level of  
knowledge-based society and economy 
development as well as to set further 
directions for work on innovative economy 
development. The research was conducted 
indirectly and by means of  an Internet survey 
among 176 business entities from SME 
sector.

The research car r ied on deg ree of  
knowledge-based society and economy 
development in Silesian region also referred 
to  imp lementa t ion  of  in for mat ion 

Decision Review Issue 10, Mar - Apr., 2018
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technology by companies. A lot of  attention 
was paid to the diagnosis and projection of  
effective usage of  analytical- decision-making 
systems e.g. Business Intelligence, Customer 
Relationship Management, Supply Chain 
Management,  Executive Information 
Systems, Business Performance Management, 
MRP II and ERP. First of  all the areas of  the 
greatest need for data analysis and control for 
companies were to be identified. The research 
results have shown that the companies would 
expect a support in the field of:

· market (63.5%)
· macro-environment (economic, 

political and social factors) (54.8%),
· products / services (59.7%),
· investment undertakings (38.5%),
· business processes (23.9%),
· quality control (19.6%).

The research results also proved that 
companies most often implement analytical 
solutions in the business operations such as: 
supply – 61.7%, sales - 57.4%, warehouse 
services – 43%, HR – 58.7%, remuneration – 
67.3 %, marketing – 71.2%, finance and 
accounting – 69.4%, production – 20% and 
transport – 19.3%. The most often used tool 
in this respect is a spreadsheet (91.9%) and 
database (46.8%). Only 5% of  the companies 
in question said that they use specialistic 
software of  BI or BPM type, and the reasons 
for such steps were that BPM allow for:

· gain “greater visibility into business” 
(50%),

· better execution of  strategy (30%),
· more efficient processes (20%),
· faster reaction to events (30%),
· better strategic planning (20%),
· better coordination among groups 

(10%).

About 10% of  respondents declared that in 
the near future they are going to implement 
BPM solutions in their company. Nearly 50% 
said that they have insufficient knowledge of  
BPM as to start using such solutions within 2 – 
3 years perspective. The remaining companies 
conditioned the implementation of  BPM 
solutions subject to their financial standing 
and support from European funds for 

informationalization. The companies 
operat ing BPM systems pr ized and 
prioritized:”what if ” scenario, modeling – - 
50%, scorecarding – 30%, forecasting – 30%, 
planning – 20%, financial reporting – 20%, 
budgeting – 15%, business intelligence – 
10%, data integration – 10%. In the 
researched companies the users of  the BPM 
systems were most often top executives and 
business analysts. The research has proved 
that the most significant obstacles in 
deployment of  the analytical systems are:

· lack of  financial means (36%),
· lack of  information on appropriate 

services (36%),
· lack of  appropriate services (33%),
· lack of  employees' skills (27%),
· lack of  technological conditions 

(21%),
· others (21% lack of  need, lack of  

t r u s t ,  f e a r  o f  d a t a  l o s s , 
accoustomation to traditional 
methods).

The conclusion coming from the conducted 
research allows to state that BPM for Polish 
SME (small and medium enterprise) sector is 
a fairly new and not fully recognized idea. In 
this respect the companies' knowledge is 
rather limited. Analytical systems are usually 
build on the basis of  Excel software and in 
general they enable standard reporting. 
Modules for data analysis and control (most 
often chosen financial indicators) are directed 
at supporting present company's operations. 
Companies, which implemented BPM 
systems, have already had experience of  
introducing systems such as MRP II, CRM 
and SCM and of  course BI.

Conclusions and Future Research
Summing up, Business Performance 
Management systems aid forecasting, 
budgeting or planning and provide access to 
balanced scorecarding and managerial 
dashboards clearly showing every bit of  
in for mat ion  concer n ing  company ' s 
operations. What is more, they supply 
information about effectiveness indicators 
thanks to which the users can follow the 
results of  particular units as well as individual 
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projects and compare them with company's 
goals and objectives. Some companies operate 
BPM systems along with advanced managerial 
technologies, such as a balanced scorecarding. 
Certainly BPM systems give an opportunity 
for effective company management, whereas 
their implementation and effective use within 
an organization requires from analysts, 
des igner s  and  use r s  h igh  bus iness, 
information technology and corporate 
culture.

The results of  conducted cognit ive, 
methodological and empirical research allow 
to state that there is a need for conceptualizing 
necessary recommendations for effective 
construction and deployment of  BPM system 
in  org an iza t ions.  F i rs t  of  a l l  these 
recommendations should take into account 
the need for awaking the BPM awareness, 
moulding appropriate corporate culture and 
creating managers' and employees' behaviour. 
Moreover, it is necessary to pay attention to 
business strategy convergence with a BPM 
idea. The methodology of  building and 
implementation of  BPM systems is a great 
challenge. These are the issues that require 
broad and multidisciplinary work and for the 
authors of  this paper set the direction for 
future research.
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f  you're a manager or an HR 
professional, you've probably 
found yourself  inundated with 
a r t i c l e s  d i s c u s s i n g  a n n u a l 
performance reviews – specifically, 
articles about why you should 

abandon them immediately. There is a new way of  
doing things,  and i t 's  cal led continuous 
performance management. It incorporates real-
time feedback, the allocation of  short-term 
ob jec t ives  and  f requent  deve lopmenta l 
conversations for all employees.

Continuous performance management is rapidly 
growing in popularity. If  you don't currently utilize 
frequent check-ins, you're likely beginning the 
transition. However, you might have noticed that 
while there are lots of  articles discussing why 
continuous performance management is the right 
choice for your business, there is a serious lack of  
information regarding how you implement this 
serious organizational change.

Without any guidance, it is unlikely that you will be 
successful in your attempts, and your company will 
more than likely return to old-fashioned and 
ultimately inefficient annual performance reviews.

Below is a tried-and-tested, step-by-step guide on 
how to transition to continuous performance 
management.

1. There's no time like the present – make 
the change today.
In all likelihood, your performance management 
system needs a serious makeover. Research has 
shown that 95 percent of  managers are dissatisfied 
with their existing system. They feel it is ineffective 

How to Implement 
Continuous Performance 
Management

If you're a manager or an HR professional, there is a 
new way of doing things. It's called continuous 

performance management. Here is a tried-and-tested, 
step-by-step guide on how to transition to continuous 

performance management.

and unhelpful in terms of  driving performance, 
achieving goals and inspiring employees. If  this is 
the case, there is no sense putting off  the 
inevitable. Take steps today to transition to regular 
check-ins. The sooner you take action, the further 
you will progress, and the sooner you will start to 
see the benefits.

2. Talk to managers and discover who is 
already conducting regular performance 
discussions.
If  you are having a hard time getting managers to 
have a single yearly performance review with their 
employees, you might feel that implementing 
continuous performance management is an 
impossible feat. After all, if  they can't get excited 
about one review, how are you going to get them 
thrilled about a minimum of  12?

An important step is to talk to managers and find 
out how many of  them are already carrying out 
informal performance discussions. You might be 
surprised. Many companies that have introduced 
continuous performance management found that 
their managers already incorporated the use of  
check-ins to a certain degree. When it comes to 
designing your new process and transitioning to 
continuous performance management, HR 
should involve managers. Topics to discuss 
include how they organize the meetings, how 
frequently they happen and whether they have any 
useful talking points to get the ball rolling.

3. Get buy-in from senior leadership.
To succeed implementing a new continuous 
performance management system, it's necessary 
to get buy-in from top management. It's easier to 

I
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get the remainder of  your workforce on board 
when they see the higher-ups leading by example.

It's normal to face some resistance from senior 
leadership when confronted with an organizational 
change, particularly one as big as ditching annual 
appraisals. Take the time to talk through the 
business benefits of  continuous performance 
management, using research-based evidence.

Answer questions regarding how the new process 
will identify high and low-performing employees, 
and how promotions, raises, and bonuses will be 
handled. Knowing that these questions have been 
considered and are being handled can give 
leadership a level of  confidence in the new system.

4. Sell the benefits to your managers.
No manager is going to be truly engaged with the 
new system if  they don't understand what value it is 
bringing them, or what it will do to improve 
performance. For this reason, HR needs to really 
explain the new system, why you are transitioning 
and how it will help everyone improve.

To managers, stress the benefits of  a more engaged, 
motivated and better-performing team. They 
should also know that, ultimately, regular check-ins 
save time when compared to an arduous annual 
appraisal process.

5. Provide the necessary training and 
guidance.
To get the most out of  your new performance 
management system, provide the appropriate 

tra ining.  Take the t ime nor mal ly spent 
administering annual appraisals and spend it 
training managers to conduct quality performance 
conversations and deliver meaningful feedback. 
Don't simply assume this is something that comes 
naturally to all managers.

6. Continually communicate the changes 
that are about to take place.
It has been suggested that in order for a change to 
be fully understood by employees, it has to be 
repeated six to seven times. For this reason, 
communication planning is critical when 
transitioning to continuous performance 
management. Don't simply rely on a one-off  email 
announcing the change. Organize a variety of  
methods to communicate the transition, including 
newsletters, videos, face-to-face meetings, 
webinars and fact sheets.

7. Make use of continuous performance 
management software.
Technology is an incredible tool that can facilitate 
your transit ion to this new method of  
management. With the use of  software, you can 
schedule and track employee one-to-one 
meetings, exchange real-time feedback and track 
SMART objectives that will be revisited regularly. 
With the use of  performance management 
software, HR is also granted more visibility, 
meaning they can monitor performance 
discussions and feedback sessions while 
monitoring pressing performance issues. Such 
data is crucial when it comes to monitoring the 
success of  your brave new performance 
management process.

Decision Review Issue 10, Mar - Apr., 2018



15

The DECISION  Brief Case

he 'Pareto principle' – the idea that 20 

Tper cent of products generate 80 per 

cent of turnover – may not always be 

right. In 2004, the editor in-chief of 

Wired, Chris Anderson, claimed that nearly 

everything that is offered for sale on the 

internet is also actually sold – however bizarre 

or unnecessary the product. It appears that 

business is gravitating to where there is variety 

instead of uniformity.

Anderson used a demand curve to illustrate his 

claim. On the far left, the curve rises sharply 

upwards. Here are the best-sellers and the 

THE LONG TAIL MODEL
HOW THE INTERNET IS TRANSFORMING THE ECONOMY

blockbusters that account for 20 per cent of the 

market. Then the curve levels out gently to the 

right. This is where we find the less popular 

books and films. This part of the curve is much 

wider, spanning many more products, than the 

peak. Instinctively one would think the Pareto 

principle is right: the best-seller (20 per cent) 

are more profitable than the 'rest-seller' (80 per 

cent). But the figure suggest something 

different: the long tail (as Anderson calls it), 

achieve a higher turnover than the few best-

sellers.

The internet is the world largest library. It's just that all the books 
are on the floor. 

John Allen Paulos

MASS MARKET NICHE+

+

-

-

THE BODY
20%

THE LONG TAIL
80%

NUMBER OF DIFFERENT PRODUCTS

S
A
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The mass market wants best-sellers, but there is also a demand for niche products. Individual demand 
may be low, but collectively the niche products are worth more than the best-sellers.
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erving an international customer is 
no longer as difficult as it used to be. 
According to one study, 82 percent 
of  shoppers made at least one 
purchase from an international 
merchant in a calendar year -- 

despite the fact that only 1 percent of  small 
businesses in the U.S. export goods overseas. 

But filling the occasional overseas order isn't the 
same as having a truly international presence. 
Expanding to a new market requires boots on the 
ground to ensure you understand the unique 
nature of  consumption patterns, marketing 
strategies and business laws.

For this article, I talked to two experts who 

 Right Way to Grow 
The

Internationally
Business Your 

A promising new customer base is an enticing draw, but today's entrepreneurs 
must consider underlying factors that didn't exist a generation ago.

successfully grew their respective businesses 
internationally. 

· Igal Stolpner is the Head of  Growth & 
Marketing at Investing.com. As the 
company's first employee, Stolpner was 
instrumental in growing international 
sites from zero to nearly 100 million 
monthly sessions.

· John Pollard  i s  Executive Vice 
President of  Registry for Donuts Inc. 
From 1997 to 2000, Pollard served as 
Expedia's international director and led 
the company's international breakout.  

Here are some lessons and strategies you can adopt 
from Stolpner's and Pollard's considerable 
experience.  

S
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Research your target market
This is perhaps the most important step in the 
process. Researching the local market will help you 
understand whether it's a good idea to enter a 
specific country. Strategic research on the potential 
customer base and current market conditions is 
just the beginning. Stolpner recommends you ask 
two important questions:

1. What kind of  local adjustments will you 
need to make (and what will they take)?

2. Are there any local legal limitations to 
your product or business model?

The answers can make or break your decision to 
move forward with the expansion. User-behavior 
research also can provide useful insights that 
influence your strategies. Pollard, for instance, 
points out that Expedia didn't enter the Japanese 
market until much later, due to the way Japanese 
plan their travel and the expectations they bring to 
a tour.

Hire the right people
While you don't necessarily need a local office in 
every country you operate in, it is important to hire 
local employees who also can speak your language. 
Stolpner says it's especially crucial to hire a local 
employee for every new target market. This person 
should have a deep understanding of  the culture 
and market so she or he quickly can identify 
product tweaks or customer-experience aspects 
that must adjust for the environment. If  you 
cannot hire a local employee for a one-time project, 
Stolpner advises you should -- at the very least -- 
find a local consultant who can ensure you don't 
overlook anything significant. 

Local marketing is everything
Successful expansion depends on nailing a local-
marketing strategy. Stolpner believes international 
SEO is extremely vital to international expansion. 
He stresses the importance of  choosing correct 
hreflang tags, URL and domain structure from the 
get-go. These are critical not only from the SEO 
perspective but also to hit your branding and 
business goals over the long run. Stolpner 
considers the right hreflang tags the very beginning 
of  international SEO for new, local websites. He 
urges that all other marketing efforts must follow 
to rank well in these fresh markets.

Your local employees can help advise your 
marketing strategies, informing you of  cultural 
differences that will inform how you approach the 
market -- and through which medium.

Work out the details
Most businesses tend to expand to a new country 
based on the promise the location offers, but it's 
vital to understand the underlying elements that 
make each nation unique. During Pollard's early 
days of  international expansion, decisions were 
influenced by factors such as the ubiquity of  credit 
cards or the degree to which the local country had 
adopted ecommerce.  Today 's  expanding 
businesses must consider local requirements 
around data processing and storage. Those who 
chase a promising customer base will learn the 
devil is in the details.

International expansion is fraught with risks and 
challenges. But this strategy also can introduce you 
to a new customer base with the potential to grow 
your business even further. Work out the costs and 
benefits during every step of  the process so you 
can choose a direction that will benefit your 
organization in the long run.

If you cannot hire a local 
employee for a one-time 
project, Stolpner advises 
you should -- at the very 

least -- find a local 
consultant who can ensure 

you don't overlook 
anything significant. 
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Mrs. Mosun  Belo-Olusoga is the Principal 
Consultant/Programme Director of  The 
KRC Limited. She served on the Board of  
Asset and Resource Management Company 
and previously chaired the Equipment and 
Leasing Association of  Nigeria. 

With an illustrious banking career spanning 
nearly 3 decades, she retired  from Guaranty 
Trust Bank in 2006 as Executive Director, 
Investment Banking. She was at various times 
responsible for Risk Management, Corporate 
and Commercial Banking, Investment 
Bank ing ,  Transac t ion  Ser v ices  and 
Settlement.

Mrs. Belo-Olusoga was the Chairman of  
Credit and Finance Committee until her 
appointment as the Chairman of  the Board in 
July 2015. She also served as a member of  
Audit, Governance and Nomination and Risk 
M a n a g e m e n t   a n d  R e m u n e r a t i o n 
Committees.  She joined the Board of  Access 
Bank in November 2007.

Mrs. Mosun Belo-Olusoga

She is a fellow of  both the Institute of  
Chartered Accountants of  Nigeria and the 
Chartered Institute of  Bankers of  Nigeria. 
She graduated from University of  Ibadan in 
1979 with a Second Class Upper Degree.

Chairman, ACCESS Bank Plc
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Executive Jokes
The Americans and the Japanese decided to 
engage in a competitive boat race. Both teams 
practiced hard and long to reach their peak 
performance. On the big day the Japanese won 
by a mile.

The American team was discouraged by the loss. 
Morale sagged. Corporate management decided 
that the reason for the crushing defeat had to be 
found, so a consulting firm was hired to 
investigate the problem and recommend 
corrective action.

The consultant's finding: The Japanese team had 
eight people rowing and one person steering; the 
American team had one person rowing and eight 
people steering. After a year of  study and 
millions spent analyzing the problem, the 
American team's management structure was 
completely reorganized. The new structure: four 
steering managers, three area steering managers, 
and a new performance review system for the 
person rowing the boat to provide work 
incentive.

The next year, the Japanese won by two miles!

Humiliated, the American corporation laid off  
the rower for poor performance and gave the 
managers a bonus for discovering the problem.

A doctor, a lawyer and a manager were 
discussing the relative merits of  having a wife or 
a mistress.

The lawyer says: "For sure a mistress is better. If  
you have a wife and want a divorce, it causes all 
sorts of  legal problems."

The doctor says: "It's better to have a wife 
because the sense of  security lowers your stress 
and is good for your health."

The manager says: "You're both wrong. It's best 
to have both so that when the wife thinks you're 
with the mistress and the mistress thinks you're 
with your wife -- you can go to the office and do 
some work.

The manager of  a large corporation got a heart 
attack, and the doctor told him to go for several 
weeks to a farm to relax. The guy went to a farm, 
and after a couple of  days he was very bored, so 
he asked the farmer to give him some job to do.

The farmer told him to clean the shit of  the 
cows. The farmer thought that to somebody 
coming from the city, working the whole life 
sitting in an office, it will take over a week to 
finish the job, but for his surprise the manager 
finished the job in less than one day.

The next day the farmer gave to the manager a 
more difficult job: to cut the heads of  500 
chickens. The farmer was sure that the manager 
will not be able to do the job, but at the end of  
the day the job was done.

The next morning, as most of  the jobs in the 
farm were done, the farmer asked the manager 
to divide a bag of  potatoes in two boxes: one box 
with small potatoes, and one box with big 
potatoes.

At the end of  the day the farmer saw that the 
manager was sitting in front of  the potatoes bag, 
but the two boxes were empty. The farmer asked 
the manager: "How is that you made such 
difficult jobs during the first days, and now you 
cannot do this simple job?"

The manager answered: "Listen, all my life I'm 
cutting heads and dealing with shit, but now you 
ask me to make decisions.
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Building a 

Organization
Learning 

o n t i n u o u s  i m p r o v e m e n t 
programs are sprouting up all 
over as organizations strive to 
better themselves and gain an 
edge. The topic list is long and 

varied, and sometimes it seems as though a 
program a month is needed just to keep up. 
Unfortunately, failed programs far outnumber 
successes, and improvement rates remain 
distressingly low. Why? Because most 
companies have failed to grasp a basic truth. 
Cont inuous improvement requires  a 
commitment to learning.

How, after all, can an organization improve 
without first learning something new? Solving 
a problem, introducing a product, and 

reengineering a process all require seeing the 
world in a new light and acting accordingly. In 
the absence of  learning, companies—and 
individuals—simply repeat old practices. 
Change remains cosmetic, and improvements 
are either fortuitous or short-lived.

A few farsighted executives—Ray Stata of  
Analog Devices, Gordon Forward of  
Chaparral Steel, Paul Allaire of  Xerox—have 
recognized the link between learning and 
continuous improvement and have begun to 
refocus their companies around it. Scholars 
too have jumped on the bandwagon, beating 
the drum for “learning organizations” and 
“knowledge-creating companies.” In rapidly 
changing businesses like semiconductors and 

C

In the absence of learning, companies—and 
individuals—simply repeat old practices. Change 
remains cosmetic, and improvements are either 

fortuitous or short-lived.

David A. Garvin
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consumer electronics, these ideas are fast 
taking hold. Yet despite the encouraging signs, 
the topic in large part remains murky, 
confused, and difficult to penetrate.

Meaning, Management, and 
Measurement
Scholars are partly to blame. Their discussions 
of  learning organizations have often been 
reverential and utopian, filled with near 
mystical terminology. Paradise, they would 
have you believe, is just around the corner. 
Peter Senge, who popularized learning 
organizations in his book The Fifth Discipline, 
described them as places “where people 
continually expand their capacity to create the 
results they truly desire, where new and 
expansive patterns of  thinking are nurtured, 
where collective aspiration is set free, and 
where people are continually learning how to 

1learn together.”  To achieve these ends, Senge 
suggested the use of  five “component 
technologies”: systems thinking, personal 
mastery, mental models, shared vision, and 
team learning. In a similar spirit, Ikujiro 
Nonaka characterized knowledge-creating 
companies as places where “inventing new 
knowledge is not a specialized activity…it is a 

way of  behaving, indeed, a way of  being, in 
2

which everyone is a knowledge worker.”  
Nonaka suggested that companies use 
metaphors and organizational redundancy to 
focus thinking, encourage dialogue, and make 
tacit, instinctively understood ideas explicit.

Sound idyllic? Absolutely. Desirable? Without 
question. But does it provide a framework for 

action? Hardly. The recommendations are far 
too abstract, and too many questions remain 
unanswered. How, for example, will managers 
know when their companies have become 
learning organizations? What concrete 
changes in behavior are required? What 
policies and programs must be in place? How 
do you get from here to there?

Most discussions of  learning organizations 
finesse these issues. Their focus is high 
philosophy and grand themes, sweeping 
metaphors rather than the gritty details of  
practice. Three critical issues are left 
unresolved; yet each is essential for effective 
implementation. First is the question of  
meaning. We need a plausible, well-grounded 
definition of  learning organizations; it must 
be actionable and easy to apply. Second is the 
question of  management. We need clearer 
guidelines for practice, filled with operational 
advice rather than high aspirations. And third 
is the question of  measurement. We need better 
tools for assessing an organization's rate and 
level of  learning to ensure that gains have in 
fact been made.

Once these “three Ms” are addressed, 

managers will have a firmer foundation for 
launching learning organizations. Without 
this groundwork, progress is unlikely, and for 
the simplest of  reasons. For learning to 
become a meaningful corporate goal, it must 
first be understood.

What Is a Learning Organization?
Surprisingly, a clear definition of  learning has 

To achieve these ends, Senge suggested the use of 
five “component technologies”: systems thinking, 
personal mastery, mental models, shared vision, 

and team learning.
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proved to be elusive over the years. 
Organizational theorists have studied learning 
for a long time; the accompanying quotations 
suggest that there is still considerable 
disagreement (see the insert “Definitions of  
Organizational Learning”). Most scholars view 
organizational learning as a process that 
unfolds over time and link it with knowledge 
acquisition and improved performance. But 
they differ on other important matters.

Some, for example, believe that behavioral 
change is required for learning; others insist 
that new ways of  thinking are enough. Some 
cite information processing as the mechanism 
through which learning takes place; others 
propose shared insights, organizational 
routines, even memory. And some think that 
organizational learning is common, while 
others believe that flawed, self-serving 
interpretations are the norm.

How can we discern among this cacophony of  
voices yet build on earlier insights? As a first 
step, consider the following definition:

A learning organization is an organization 
skilled at creating, acquiring, and transferring 
knowledge, and at modifying its behavior to 
reflect new knowledge and insights.

This definition begins with a simple truth: new 
ideas are essential if  learning is to take place. 
Sometimes they are created de novo, through 
flashes of  insight or creativity; at other times 
they arrive from outside the organization or are 
communicated by knowledgeable insiders. 
Whatever their source, these ideas are the 
trigger for organizational improvement. But 
they cannot by themselves create a learning 
organization. Without accompanying changes in the 
way that work gets done, only the potential for 
improvement exists.

This is a surprisingly stringent test for it rules 
out a number of  obvious candidates for 
learning organizations. Many universities fail 
to qualify, as do many consulting firms. Even 
General Motors, despite its recent efforts to 
improve performance, is found wanting. All of  
these organizations have been effective at 

creating or acquiring new knowledge but 
notably less successful in applying that 
knowledge to their own activities. Total quality 
management, for example, is now taught at 
many business schools, yet the number using 
it to guide their own decision making is very 
small. Organizational consultants advise 
clients on social dynamics and small-group 
behavior but are notorious for their own 
infighting and factionalism. And GM, with a 
few exceptions (like Saturn and NUMMI), has 
had  l i t t l e  success  in  revamping  i t s 
manufacturing practices, even though its 
managers are experts on lean manufacturing, 
JIT production, and the requirements for 
improved quality of  work life.

Organizations that do pass the definitional 
test—Honda, Corning, and General Electric 
come quickly to mind—have, by contrast, 
become adept at translating new knowledge 
into new ways of  behaving. These companies 
actively manage the learning process to ensure 
that it occurs by design rather than by chance. 
Distinctive policies and practices are 
responsible for their success; they form the 
building blocks of  learning organizations.

Building Blocks
Learning organizations are skilled at five main 
activities: systematic problem solving, 
experimentation with new approaches, 
learning from their own experience and past 
history, learning from the experiences and 
best practices of  others, and transferring 
knowledge quickly and efficiently throughout 
the organization. Each is accompanied by a 
distinctive mind-set, tool kit, and pattern of  
behavior. Many companies practice these 
activities to some degree. But few are 
consistently successful because they rely 
largely on happenstance and isolated 
examples. By creating systems and processes 
that support these activities and integrate 
them into the fabric of  daily operations, 
companies can manage their learning more 
effectively.

1. Systematic problem solving
This first activity rests heavily on the 
philosophy and methods of  the quality 
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movement. Its underlying ideas, now widely 
accepted, include:

· Relying on the scientific method, 
rather than guesswork, for diagnosing 
problems (what Deming calls the 
“Plan, Do, Check, Act” cycle, and 
others refer to as “hypothesis-
generating, hypothesis-testing” 
techniques).

· Insisting on data, rather than 
assumptions, as background for 
decision making (what quality 
pract i t ioners  ca l l  “fact -based 
management”).

· Using s imple stat is t ica l  tools 
( h i s t o g r a m s ,  Pa r e t o  c h a r t s , 
cor re lat ions,  cause-and-effect 
diagrams) to organize data and draw 
inferences.

Most training programs focus primarily on 
problem-solving techniques, using exercises 
and practical examples. These tools are 
re lat ive ly  s tra ightforward and eas i ly 
communicated; the necessary mind-set, 
however, is more difficult to establish. 
Accuracy and precision are essential for 
learning. Employees must therefore become 
more disciplined in their thinking and more 
attentive to details. They must continually ask, 
“How do we know that's true?”, recognizing 
that close enough is not good enough if  real 
learning is to take place. They must push 
beyond obvious symptoms to assess 
underlying causes, often collecting evidence 
when conventional wisdom says it is 

unnecessary. Otherwise, the organization will 
remain a prisoner of  “gut facts” and sloppy 
reasoning, and learning will be stifled.

Xerox has mastered this approach on a 
company-wide scale. In 1983, senior 
managers launched the company's Leadership 
Through Quality initiative; since then, all 
employees have been trained in small-group 
activities and problem-solving techniques. 
Today a six-step process is used for virtually all 
decisions (see the insert “Xerox's Problem-
Solving Process”). Employees are provided 
with tools in four areas: generating ideas and 
collecting information (brainstorming, 
interviewing, surveying); reaching consensus 
(list reduction, rating forms, weighted voting); 
analyzing and displaying data (cause-and-
effect diagrams, force-field analysis); and 
planning actions (flow charts, Gantt charts). 
They then practice these tools during training 
sessions that last several days. Training is 
presented in “family groups,” members of  the 
same department or business-unit team, and 
the tools are applied to real problems facing 
the group. The result of  this process has been 
a common vocabulary and a consistent, 
companywide approach to problem solving. 
Once employees have been trained, they are 
expected to use the techniques at all meetings, 
and no topic is off-limits. When a high-level 
group was formed to review Xerox's 
organizational structure and suggest 
alternatives, it employed the very same 

3
process and tools.
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Xerox's Problem-Solving Process

2. Experimentation
This activity involves the systematic searching 
for and testing of  new knowledge. Using the 
scientific method is essential, and there are 
obvious parallels to systematic problem 
solving. But unlike problem solving, 
experimentation is usually motivated by 
opportunity and expanding horizons, not by 
current difficulties. It takes two main forms: 
ongoing programs and one-of-a-kind 
demonstration projects.

Ongoing programs normally involve a continuing 
series of  small experiments, designed to 
produce incremental gains in knowledge. They 
are the mainstay of  most continuous 
improvement programs and are especially 
common on the shop floor. Corning, for 
example, experiments continually with diverse 
raw materials and new formulations to 
increase yields and provide better grades of  
glass.  Allegheny Ludlum, a specialty 
steelmaker, regularly examines new rolling 
methods and improved technologies to raise 
productivity and reduce costs.

Successful ongoing programs share several 
characteristics. First, they work hard to ensure 
a steady flow of  new ideas, even if  they must 
be imported from outside the organization. 
Chaparral Steel sends its first-line supervisors 
on sabbaticals around the globe, where they 
visit academic and industry leaders, develop 
an understanding of  new work practices and 
technologies, then bring what they've learned 
back to the company and apply it to daily 
operations. In large part as a result of  these 
initiatives, Chaparral is one of  the five lowest 
cost steel plants in the world. GE's Impact 
Program originally sent manufacturing 
managers to Japan to study factory 
innovations, such as quality circles and 
kanban cards, and then apply them in their 
own organizations; today Europe is the 
destination, and productivity improvement 
practices the target. The program is one 
reason GE has recorded productivity gains 
averaging nearly 5%over the last four years.

Successful ongoing programs also require an 
incentive system that favors risk taking. 
Employees must feel that the benefits of  
experimentation exceed the costs; otherwise, 
they will not participate. This creates a 
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difficult challenge for managers, who are 
trapped between two perilous extremes. They 
must maintain accountability and control over 
experiments without stifling creativity by 
unduly penalizing employees for failures. 
Allegheny Ludlum has perfected this juggling 
act :  i t  keeps expensive,  high-impact 
experiments off  the scorecard used to 
evaluate managers but requires prior 
approvals from four senior vice presidents. 
The result has been a history of  productivity 
improvements annually averaging 7% to 8%.

Finally, ongoing programs need managers and 
employees who are trained in the skills 
r e q u i r e d  t o  p e r f o r m  a n d  e va l u a t e 
experiments. These skills are seldom intuitive 
and must usually be learned. They cover a 
broad sweep: statistical methods, like design 
of  experiments, that efficiently compare a 
large number of  alternatives; graphical 
techniques, like process analysis, that are 
essential for redesigning work flows; and 

creativity techniques, like storyboarding and 
role playing, that keep novel ideas flowing. 
The most effective training programs are 
tightly focused and feature a small set of  
techniques tailored to employees' needs. 
Training in design of  experiments, for 
example, is useful for manufacturing 
engineers, while creativity techniques are well 
suited to development groups.

Demonstration projects are usually larger and 
more complex than ongoing experiments. 
They involve holistic, systemwide changes, 
introduced at a single site, and are often 
undertaken with the goal of  developing new 
organizational capabilities. Because these 
projects represent a sharp break from the past, 
they are usually designed from scratch, using a 
“clean slate” approach. General Foods's 

Topeka plant, one of  the first high-
commitment work systems in this country, was 
a pioneering demonstration project initiated to 
introduce the idea of  self-managing teams and 
high levels of  worker autonomy; a more recent 
example, designed to rethink small-car 
development, manufacturing, and sales, is 
GM's Saturn Division.

Demonstration projects share a number of  
distinctive characteristics:

· They are usually the first projects to 
embody principles and approaches 
that the organization hopes to adopt 
later on a larger scale. For this reason, 
they are more transitional efforts than 
endpoints and involve considerable 
“learning by doing.” Mid-course 
corrections are common.

· They implicitly establish policy 
guidelines and decision rules for later 
projects. Managers must therefore be 

sensitive to the precedents they are 
setting and must send strong signals if  
they expect to establish new norms.

· They often encounter severe tests of  
commitment from employees who 
wish to see whether the rules have, in 
fact, changed.

· They are normally developed by 
strong mult i-functional  teams 
r e p o r t i n g  d i r e c t l y  t o  s e n i o r 
management. (For projects targeting 
employee involvement or quality of  
work life, teams should be multilevel 
as well.)

· They tend to have only limited impact 
on the rest of  the organization if  they 
are not accompanied by explicit 
strategies for transferring learning.

Training in design of experiments, for 
example, is useful for manufacturing engineers, 
while creativity techniques are well suited to 

development groups.
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All of  these characteristics appeared in a 
demonstration project launched by Copeland 
Corporation, a highly successful compressor 
manufacturer, in the mid-1970s. Matt Diggs, 
then the new CEO, wanted to transform the 
company's approach to manufacturing. 
Previously, Copeland had machined and 
assembled all products in a single facility. Costs 
were high, and quality was marginal. The 
problem, Diggs felt, was too much complexity.

At the outset, Diggs assigned a small, 
multifunctional team the task of  designing a 
“focused factory” dedicated to a narrow, newly 
developed product line. The team reported 
directly to Diggs and took three years to 
complete its work. Initially, the project budget 
was $10 million to $12 million; that figure was 
repeatedly revised as the team found, through 
experience and with Diggs's prodding, that it 
could achieve dramatic improvements. The 
final investment, a total of  $30 million, yielded 
unanticipated breakthroughs in reliability 
testing, automatic tool adjustment, and 
programmable control. All were achieved 
through learning by doing.

The team set additional precedents during the 
plant's start-up and early operations. To 
dramatize the importance of  quality, for 
example, the quality manager was appointed 
second-in-command, a significant move 
upward. The same reporting relationship was 
used at all subsequent plants. In addition, 
Diggs urged the plant manager to ramp up 
slowly to full production and resist all efforts to 
proliferate products. These instructions were 
unusual at Copeland, where the marketing 
department normally ruled. Both directives 
were quickly tested; management held firm, 
and the implications were felt throughout the 
organization. Manufacturing's stature 
improved, and the company as a whole 
recognized its competitive contribution. One 
observer commented, “Marketing had always 
run the company, so they couldn't believe it. 
The change was visible at the highest levels, 
and it went down hard.”

Once the first focused factory was running 
smoothly—it seized 25% of  the market in two 

years and held its edge in reliability for over a 
decade—Copeland built four more factories 
in quick succession. Diggs assigned members 
of  the initial project to each factory's design 
team to ensure that early learnings were not 
lost; these people later rotated into operating 
assignments. Today focused factories remain 
the cornerstone of  Copeland's manufacturing 
strategy and a continuing source of  its cost 
and quality advantages.

Whether they are demonstration projects like 
Copeland's or ongoing programs like 
A l l e g h e n y  L u d l u m ' s ,  a l l  f o r m s  o f  
experimentation seek the same end: moving 
from superf ic ia l  knowledge to deep 
understanding. At its simplest, the distinction 
is between knowing how things are done and 
knowing why they occur. Knowing how is 
partial knowledge; it is rooted in norms of  
behavior, standards of  practice, and settings 
of  equipment. Knowing why is more 
fundamental: it captures underlying cause-
and-effect relationships and accommodates 
exceptions, adaptations, and unforeseen 
events. The ability to control temperatures 
and pressures to align grains of  silicon and 
form silicon steel is an example of  knowing 
how; understanding the chemical and physical 
process that produces the alignment is 
knowing why.

Further distinctions are possible, as the insert 
“Stages of  Knowledge” suggests. Operating 
knowledge can be arrayed in a hierarchy, 
moving from limited understanding and the 
ability to make few distinctions to more 
complete understanding in which all 
contingencies are anticipated and controlled. 
In this context, experimentation and problem 
so lv ing  fos te r  l ea r n ing  by  push ing 
organizations up the hierarchy, from lower to 
higher stages of  knowledge.

3. Learning from past experience
Companies must review their successes and 
failures, assess them systematically, and record 
the lessons in a form that employees find open 
and accessible. One expert has called this 
process the “Santayana Review,” citing the 
famous philosopher George Santayana, who 
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Customers can provide 
competitive comparisons 
and immediate feedback 

about service. And 
companies need these 
insights at all levels, 

from the executive suite 
to the shop floor.

coined the phrase “Those who cannot 
remember the past are condemned to repeat 
it.” Unfortunately, too many managers today 
are indifferent, even hostile, to the past, and by 
failing to reflect on it, they let valuable 
knowledge escape.

A study of  more than 150 new products 
concluded that “the knowledge gained from 
failures [is] often instrumental in achieving 
subsequent successes… In the simplest terms, 

4
failure is the ultimate teacher.”  IBM's 360 
computer series, for example, one of  the most 
popular and profitable ever built, was based 
on the technology of  the failed Stretch 
computer that preceded it. In this case, as in 
many others, learning occurred by chance 
rather than by careful planning. A few 
companies, however, have established 
processes that require their managers to 
periodically think about the past and learn 
from their mistakes.

Boeing did so immediately after its difficulties 
with the 737 and 747 plane programs. Both 
planes were introduced with much fanfare and 
also with serious problems. To ensure that the 
problems were not repeated, senior managers 
commissioned a high-level employee group, 
called Project Homework, to compare the 
development processes of  the 737 and 747 
with those of  the 707 and 727, two of  the 
company's most profitable planes. The group 
was asked to develop a set of  “lessons 
learned” that could be used on future projects. 
After working for three years, they produced 
hundreds of  recommendations and an inch-
thick booklet. Several members of  the team 
were then transferred to the 757 and 767 start-
ups, and guided by experience, they produced 
the most successful, error-free launches in 
Boeing's history.

Other companies have used a similar 
retrospective approach. Like Boeing, Xerox 
studied its product development process, 
examining three troubled products in an 
effort to understand why the company's new 
business initiatives failed so often. Arthur D. 
Little, the consulting company, focused on its 
past successes. Senior management invited 

ADL consultants from around the world to a 
two-day “jamboree,” featuring booths and 
presentations documenting a wide range of  
the company's most successful practices, 
publications, and techniques. British 
Petroleum went even further and established 
the post-project appraisal unit to review 
major investment projects, write up case 
studies, and derive lessons for planners that 
were then incorporated into revisions of  the 
company's planning guidelines. A five-
person unit reported to the board of  
directors and reviewed six projects annually. 
The bulk of  the time was spent in the field 

5
interviewing managers.  This type of  review 
is now conducted regularly at the project 
level.

At the heart of  this approach, one expert has 
observed, “is a mind-set that…enables 
companies to recognize the value of  
productive failure as contrasted with 
unproductive success. A productive failure is 
one that leads to insight, understanding, and 
thus an addition to the commonly held 
w i s d o m  o f  t h e  o r g a n i z a t i o n .  A n 
unproduct ive  success  occurs  when 
something goes well, but nobody knows how 

6or why.”  IBM's legendary founder, Thomas 
Watson, Sr., apparently understood the 
distinction well. Company lore has it that a 
young manager, after losing $10 million in a 
risky venture, was called into Watson's office. 

Decision Review Issue 10, Mar - Apr., 2018



29

The young man, thoroughly intimidated, 
began by saying, “I guess you want my 
resignation.” Watson replied, “You can't be 
serious. We just spent $10 million educating 
you.”

Fortunately, the learning process need not be 
so expensive. Case studies and post-project 
reviews like those of  Xerox and British 
Petroleum can be performed with little cost 
other than managers' time. Companies can 
also enlist the help of  faculty and students at 
local colleges or universities; they bring fresh 
perspectives and view internships and case 
studies as opportunities to gain experience 
and increase their own learning. A few 
companies have established computerized 
data banks to speed up the learning process. 
At Paul Revere Life Insurance, management 
requires all problem-solving teams to 
complete short registration forms describing 
their proposed projects if  they hope to qualify 
for the company's award program. The 
company then enters the forms into its 
computer system and can immediately 
retrieve a listing of  other groups of  people 
who have worked or are working on the topic, 
along with a contact person. Relevant 
experience is then just a telephone call away.

4. Learning from others
Of  course, not all learning comes from 
reflection and self-analysis. Sometimes the 
most powerful insights come from looking 
outside one's immediate environment to gain 
a new perspective. Enlightened managers 
know that even companies in completely 
different businesses can be fertile sources of  
ideas and catalysts for creative thinking. At 
these organizations, enthusiastic borrowing is 
replacing the “not invented here” syndrome. 
Milliken calls the process SIS, for “Steal Ideas 
Shamelessly”; the broader term for it is 
benchmarking.

According to one expert, “benchmarking is an 
ongoing investigation and learning experience 
that ensures that best industry practices are 
uncovered ,  ana l yzed ,  adopted ,  and 

7
implemented.”  The greatest benefits come 
from studying practices, the way that work gets 

done, rather than results, and from involving 
line managers in the process. Almost anything 
can be benchmarked. Xerox, the concept's 
creator, has applied it to billing, warehousing, 
and automated manufacturing. Milliken has 
been even more creative: in an inspired 
moment, it benchmarked Xerox's approach to 
benchmarking.

Unfortunately, there is still considerable 
confusion about the requirements for 
successful benchmarking. Benchmarking is 
not “industrial tourism,” a series of  ad hoc 
visits to companies that have received 
favorable publicity or won quality awards. 
Rather, it is a disciplined process that begins 
with a thorough search to identify best-
practice organizations, continues with careful 
study of  one's own practices and performance, 
progresses through systematic site visits and 
interviews, and concludes with an analysis of  
results, development of  recommendations, 
and implementation. While time-consuming, 
the process need not be terribly expensive. 
AT&T's Benchmarking Group estimates that a 
moderate-sized project takes four to six 
months and incurs out-of-pocket costs of  
$20,000 (when personnel costs are included, 
the figure is three to four times higher).

Benchmarking is one way of  gaining an 
outside perspective; another, equally fertile 
source of  ideas is customers. Conversations 
with customers invariably stimulate learning; 
they are, after all, experts in what they do. 
Customers can provide up-to-date product 
information, competitive comparisons, 
insights into changing preferences, and 
immediate feedback about service and 
patterns of  use. And companies need these 
insights at all levels, from the executive suite to 
the shop floor. At Motorola, members of  the 
Operating and Policy Committee, including 
the CEO, meet personally and on a regular 
basis with customers. At Worthington Steel, all 
machine operators make periodic, unescorted 
trips to customers' factories to discuss their 
needs.

Sometimes customers can't articulate their 
needs or remember even the most recent 
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problems they have had with a product or 
service. If  that's the case, managers must 
observe them in action. Xerox employs a 
number of  anthropologists at its Palo Alto 
Research Center to observe users of  new 
document products in their offices. Digital 
Equipment has developed an interactive 
process called “contextual inquiry” that is 
used by software engineers to observe users 
of  new technologies as they go about their 
work. Milliken has created “first-delivery 
teams” that accompany the first shipment of  
all products; team members follow the 
product through the customer's production 
process to see how it is used and then develop 
ideas for further improvement.

Whatever the source of  outside ideas, learning 
will only occur in a receptive environment. 
Managers can't be defensive and must be open 
to criticism or bad news. This is a difficult 
challenge, but it is essential for success. 
Companies that approach customers 
assuming that “we must be right, they have to 
be wrong” or visit other organizations certain 
that “they can't teach us anything” seldom 
learn very much. Learning organizations, by 
contrast, cultivate the art of  open, attentive 
listening.

5. Transferring knowledge
For learning to be more than a local affair, 
knowledge must spread quickly and efficiently 
throughout the organization. Ideas carry 
maximum impact when they are shared 
broadly rather than held in a few hands. A 
variety of  mechanisms spur this process, 
including written, oral, and visual reports, site 
visits and tours, personnel rotation programs, 
education and training programs, and 
standardizat ion programs.  Each has 
distinctive strengths and weaknesses.

Reports and tours are by far the most popular 
mediums. Reports serve many purposes: they 
summarize findings, provide checklists of  dos 
and don'ts, and describe important processes 
and events. They cover a multitude of  topics, 
from benchmarking studies to accounting 
conventions to newly discovered marketing 
techniques. Today written reports are often 
supplemented by videotapes, which offer 
greater immediacy and fidelity.

Tours are an equally popular means of  
transferring knowledge, especially for large, 
multidivisional organizations with multiple 
sites. The most effective tours are tailored to 
different audiences and needs. To introduce 
its managers to the distinctive manufacturing 
p r a c t i c e s  o f  N e w  U n i t e d  M o t o r 
Manufacturing Inc. (NUMMI), its joint 
venture with Toyota, General Motors 
developed a series of  specialized tours. Some 
were geared to upper and middle managers, 
while others were aimed at lower ranks. Each 
tour described the policies, practices, and 
systems that were most relevant to that level 
of  management.

Despite their popularity, reports and tours are 
relatively cumbersome ways of  transferring 
knowledge. The gritty details that lie behind 
complex management concepts are difficult 
to communicate secondhand. Absorbing facts 
by reading them or seeing them demonstrated 
is one thing; experiencing them personally is 
quite another. As a leading cognitive scientist 
has observed, “It is very difficult to become 
knowledgeable in a passive way. Actively 
experiencing something is considerably more 

8
valuable than having it described.”  For this 
reason, personnel rotation programs are one 
of  the most powerful methods of  transferring 
knowledge.

Whatever the source of outside ideas, learning will 
only occur in a receptive environment. Managers can't 

be defensive and must be open to criticism or bad 
news. This is a difficult challenge, but it is essential for 

success.

Decision Review Issue 10, Mar - Apr., 2018

DECISION FEATURE 3



31

In many organizations, expertise is held 
locally: in a particularly skilled computer 
technician, perhaps, a savvy global brand 
manager, or a division head with a track record 
of  successful joint ventures. Those in daily 
contact with these experts benefit enormously 
from their skills, but their field of  influence is 
relatively narrow. Transferring them to 
different parts of  the organization helps share 
the wealth. Transfers may be from division to 
division, department to department, or facility 
to facility; they may involve senior, middle, or 
f i r s t - l eve l  manag e r s.  A  supe r v i so r 
experienced in just-in-time production, for 
example, might move to another factory to 
apply the methods there, or a successful 
division manager might transfer to a lagging 
division to invigorate it with already proven 
ideas. The CEO of  Time Life used the latter 
approach when he shifted the president of  the 
company's  music divis ion,  who had 
orchestrated several years of  rapid growth and 
high profits through innovative marketing, to 
the presidency of  the book division, where 
profits were flat because of  continued reliance 
on traditional marketing concepts.

Line to staff  transfers are another option. 
These are most effective when they allow 
experienced managers to distill what they have 
learned and diffuse it across the company in 
the form of  new standards, policies, or 
training programs. Consider how PPG used 
just such a transfer to advance its human 
resource practices around the concept of  
high-commitment work systems. In 1986, 
PPG constructed a new float-glass plant in 
Chehalis, Washington; it employed a radically 
new technology as well as innovations in 
human resource management that were 
developed by the plant manager and his staff. 
All workers were organized into small, self-
managing teams with responsibility for work 
assignments, scheduling, problem solving and 
improvement, and peer review. After several 
years running the factory, the plant manager 
was promoted to director of  human resources 
for the entire glass group. Drawing on his 
experiences at Chehalis, he developed a 
training program geared toward first-level 
supervisors that taught the behaviors needed 

to manage employees in a participative, self-
managing environment.

As the PPG example suggests, education and 
training programs are powerful tools for 
transferring knowledge. But for maximum 
effectiveness, they must be linked explicitly to 
implementation. All too often, trainers 
assume that new knowledge will be applied 
without taking concrete steps to ensure that 
trainees actually follow through. Seldom do 
trainers provide opportunities for practice, 
and few programs consciously promote the 
application of  their teachings after employees 
have returned to their jobs.

Xerox and GTE are exceptions. As noted 
earlier, when Xerox introduced problem-
solving techniques to its employees in the 
1980s, everyone, from the top to the bottom 
of  the organization, was taught in small 
departmental or divisional groups led by their 
immediate superior. After an introduction to 
concepts and techniques, each group applied 
what they learned to a real-life work problem. 
In a similar spirit, GTE's Quality: The 
Competitive Edge program was offered to 
teams of  business-unit presidents and the 
managers reporting to them. At the beginning 
of  the 3-day course, each team received a 
request from a company officer to prepare a 
complete quality plan for their unit, based on 
the course concepts, within 60 days. 
Discussion periods of  two to three hours were 
set aside during the program so that teams 
could begin working on their plans. After the 
teams submitted their reports, the company 
officers studied them, and then the teams 
implemented them. This GTE program 
produced dramatic improvements in quality, 
including a recent semifinalist spot in the 
Baldrige Awards.

The GTE example suggests another 
important guideline: knowledge is more likely 
to be transferred effectively when the right 
incentives are in place. If  employees know 
that their plans will be evaluated and 
implemented—in other words, that their 
learning will be applied—progress is far more 
likely. At most companies, the status quo is 
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well entrenched; only if  managers and 
employees see new ideas as being in their own 
best interest will they accept them gracefully. 
AT&T has developed a creative approach that 
combines strong incentives with information 
sharing. Called the Chairman's Quality Award 
(CQA), it is an internal quality competition 
modeled on the Baldrige prize but with an 
important twist: awards are given not only for 
absolute performance (using the same 1,000-
point scoring system as Baldrige) but also for 
improvements in scoring from the previous 
year. Gold, silver, and bronze Improvement 
Awards are given to units that have improved 
their scores 200, 150, and 100 points, 
respectively. These awards provide the 
incentive for change. An accompanying 
Pockets of  Excellence program simplifies 
knowledge transfer. Every year, it identifies 
every unit within the company that has scored 
at least 60% of  the possible points in each 
award category and then publicizes the names 
of  these units using written reports and 
electronic mail.

Measuring Learning
Managers have long known that “if  you can't 
measure it, you can't manage it.” This maxim 
is as true of  learning as it is of  any other 
corporate objective. Traditionally, the solution 
h a s  b e e n  “ l e a r n i n g  c u r v e s ”  a n d 

“manufacturing progress functions.” Both 
concepts date back to the discovery, during 
the 1920s and 1930s, that the costs of  airframe 
manufacturing fell predictably with increases 
in cumulative volume. These increases were 
viewed as proxies for greater manufacturing 
knowledge, and most early studies examined 
their impact on the costs of  direct labor. Later 
studies expanded the focus, looking at total 
manufacturing costs and the impact of  
experience in other industries, including 
shipbuilding, oil refining, and consumer 
electronics. Typically, learning rates were in 
the 80% to 85% range (meaning that with a 
doubling of  cumulative production, costs fell 
to 80% to 85% of  their previous level), 
although there was wide variation.

Firms like the Boston Consulting Group 
raised these ideas to a higher level in the 1970s. 
Drawing on the logic of  learning curves, they 
argued that industries as a whole faced 
“experience curves,” costs and prices that fell 
by predictable amounts as industries grew and 
their total production increased. With this 
observation, consultants suggested, came an 
iron law of  competition. To enjoy the benefits 
of  experience, companies would have to 
rapidly increase their production ahead of  
competitors to lower prices and gain market 
share.
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Both learning and experience 
curves are sti l l  widely used, 
especially in the aerospace, defense, 
and electronics industries. Boeing, 
for instance, has established 
learning curves for every work 
station in its assembly plant; they 
assist in monitoring productivity, 
determining work f lows and 
staffing levels, and setting prices 
and prof i t  marg ins  on new 
airplanes. Experience curves are 
common in semiconductors and 
consumer electronics, where they 
are used to forecast industry costs 
and prices.

For companies hoping to become learning 
organizations, however, these measures are 
incomplete. They focus on only a single 
measure of  output (cost or price) and ignore 
learning that affects other competitive 
variables, like quality, delivery, or new product 
introductions. They suggest only one possible 
learning driver (total production volumes) and 
ignore both the possibility of  learning in 
mature industries, where output is flat, and the 
possibility that learning might be driven by 
other sources, such as new technology or the 
challenge posed by competing products. 
Perhaps most important, they tell us little 
about the sources of  learning or the levers of  
change.

Another measure has emerged in response to 
these concerns. Called the “half-life” curve, it 
was originally developed by Analog Devices, a 
leading semiconductor manufacturer, as a way 
of  comparing internal improvement rates. A 
half-life curve measures the time it takes to 
achieve a 50% improvement in a specified 
performance measure. When represented 
graphically, the performance measure (defect 
rates, on-time delivery, time to market) is 
plotted on the vertical axis, using a logarithmic 
scale, and the time scale (days, months, years) is 
plotted horizontally. Steeper slopes then 
represent faster learning (see the insert “The 
Half-Life Curve” for an illustration).
The Half-Life Curve Analog Devices has used 
half-life curves to compare the performance 

of  its divisions. Here monthly data on 
customer service are graphed for seven 
divisions. Division C is the clear winner: even 
though it started with a high proportion of  
late deliveries, its rapid learning rate led 
eventually to the best absolute performance. 
Divisions D, E, and G have been far less 
successful, with little or no improvement in 
on-time service over the period. Source: Ray 
Stata, “Organizational Learning—The Key to 
M a n a g e m e n t  I n n o v a t i o n , ”  S l o a n 
Management Review, Spring 1989, p. 72.

The logic is straightforward. Companies, 
divisions, or departments that take less time to 
improve must be learning faster than their 
peers. In the long run, their short learning 
c y c l e s  w i l l  t r an s l a t e  i n to  supe r i o r 
performance. The 50% target is a measure of  
convenience; it was derived empirically from 
studies of  successful improvement processes 
at a wide range of  companies. Half-life curves 
are also flexible. Unlike learning and 
experience curves, they work on any output 
measure, and they are not confined to costs or 
prices. In addition, they are easy to 
operationalize, they provide a simple 
measuring stick, and they allow for ready 
comparison among groups.

Yet even half-life curves have an important 
weakness: they focus solely on results. Some 
types of  knowledge take years to digest, with 
few visible changes in performance for long 
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periods. Creating a total quality culture, for 
instance, or developing new approaches to 
product development are difficult systemic 
changes. Because of  their long gestation 
periods, half-life curves or any other measures 
focused solely on results are unlikely to 
capture any short-run learning that has 
occurred. A more comprehensive framework 
is needed to track progress.

Organizational learning can usually be traced 
through three overlapping stages. The first 
s t ep  i s  cogn i t ive .  Members  o f  the 
organization are exposed to new ideas, expand 
their knowledge, and begin to think 
differently. The second step is behavioral. 
Employees begin to internalize new insights 
and alter their behavior. And the third step is 
performance improvement, with changes in 
b e h a v i o r  l e a d i n g  t o  m e a s u r a b l e 
improvements in results: superior quality, 
better delivery, increased market share, or 
other tangible gains. Because cognitive and 
behavioral changes typically precede 
improvements in performance, a complete 
learning audit must include all three.

Surveys, questionnaires, and interviews are 
useful for this purpose. At the cognitive level, 
they would focus on attitudes and depth of  
understanding. Have employees truly 
understood the meaning of  self-direction and 
teamwork, or are the terms still unclear? At 
PPG, a team of  human resource experts 
periodically audits every manufacturing plant, 
including extensive interviews with shop-
floor employees, to ensure that the concepts 
are well understood. Have new approaches to 
customer service been fully accepted? At its 
1989 Worldwide Marketing Managers' 
Meeting, Ford presented participants with a 
series of  hypothetical situations in which 
customer complaints were in conflict with 
short-term dealer or company profit goals and 
asked how they would respond. Surveys like 
these are the first step toward identifying 
changed attitudes and new ways of  thinking.

To assess behavioral changes, surveys and 
questionnaires must be supplemented by 
direct observation. Here the proof  is in the 

doing, and there is no substitute for seeing 
employees in action. Domino's Pizza uses 
“mystery shoppers” to assess managers' 
commitment to customer service at its 
individual stores; L.L. Bean places telephone 
orders with its own operators to assess service 
levels. Other companies invite outside 
consultants to visit, attend meetings, observe 
employees in action, and then report what 
they have learned. In many ways, this 
approach mirrors that of  examiners for the 
Baldrige Award, who make several-day site 
visits to semifinalists to see whether the 
companies' deeds match the words on their 
applications.

Finally, a comprehensive learning audit also 
measures performance. Half-life curves or 
other performance measures are essential for 
ensuring that cognitive and behavioral 
changes have actually produced results. 
Without them, companies would lack a 
rationale for investing in learning and the 
assurance that learning was serving the 
organization's ends.

First Steps
Learning organizations are not built 
overnight. Most successful examples are the 
products of  carefully cultivated attitudes, 
commitments, and management processes 
that have accrued slowly and steadily over 
time. Still, some changes can be made 
immediately. Any company that wishes to 
become a learning organization can begin by 
taking a few simple steps.

The first step is to foster an environment that 
is conducive to learning. There must be time 
for reflection and analysis, to think about 
strategic plans, dissect customer needs, assess 
current work systems, and invent new 
products. Learning is difficult when 
employees are harried or rushed; it tends to be 
driven out by the pressures of  the moment. 
Only if  top management explicitly frees up 
employees' time for the purpose does 
learning occur with any frequency. That time 
will be doubly productive if  employees 
possess the skills to use it wisely. Training in 
brainstorming, problem solving, evaluating 
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experiments, and other core learning skills is 
therefore essential.

Another powerful lever is to open up 
boundaries and stimulate the exchange of  
ideas. Boundaries inhibit the flow of  
information; they keep individuals and groups 
isolated and reinforce preconceptions. 
Opening up boundaries, with conferences, 
meetings, and project teams, which either 
cross organizational levels or link the 
company and its customers and suppliers, 
ensures a fresh flow of  ideas and the chance to 
consider competing perspectives. General 
Electric CEO Jack Welch considers this to be 
such a powerful stimulant of  change that he 
has made “boundarylessness” a cornerstone 
of  the company's strategy for the 1990s.

Once managers have established a more 
supportive, open environment, they can 
create learning forums. These are programs or 
events designed with explicit learning goals in 
mind, and they can take a variety of  forms: 
strategic reviews, which examine the changing 
competitive environment and the company's 
product portfolio, technology, and market 
positioning; systems audits, which review the 
health of  large, cross-functional processes 
and delivery systems; internal benchmarking 
reports, which identify and compare best-in-
class activities within the organization; study 
missions, which are dispatched to leading 
organizations around the world to better 
understand their performance and distinctive 
skills; and jamborees or symposiums, which 
bring together customers, suppliers, outside 
experts, or internal groups to share ideas and 
learn from one another. Each of  these 
activities fosters learning by requiring 
employees to wrestle with new knowledge and 
consider its implications. Each can also be 
tailored to business needs. A consumer goods 

company, for example, might sponsor a study 
mission to Europe to learn more about 
distribution methods within the newly unified 
Common Market, while a high-technology 
company might launch a systems audit to 
review its new product development process.

Together these efforts help to eliminate 
barriers that impede learning and begin to 
move learning higher on the organizational 
agenda. They also suggest a subtle shift in 
focus, away from continuous improvement 
and toward a commitment to learning. 
Coupled with a better understanding of  the 
“three Ms,” the meaning, management, and 
measurement of  learning, this shift provides a 
solid foundation for building learning 
organizations.
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Learning organizations 
cultivate the art of open, 

attentive listening. Managers 
must be open to criticism.
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LEADERSHIP THOUGHT 1

tartups are for the impatient, so 
conventional wisdom goes. As 
programmer and author Paul 
Graham wrote,  "Instead of  

working at an ordinary rate for 40 years, you 
work like hell for four" to "solve the money 
problem in one shot." Sounds pretty good, 
right?

While the quick wins do happen from time to 
time (people win the lottery, too), working 80-
hour weeks, starving relationships and 
pushing teammates to the limit is more likely 
to result in depression than a pot of  gold at the 
end of  the rainbow.

Experienced founders will tell you that the 
true path to success is long, winding and full 
of  ups and downs. It takes an average of  nine 
long years for a software-as-a-service 
company to go public. Nine years. Whether that 
is your goal or not, it's clear that building an 
exceptional company is a marathon and the 
journey should be optimized accordingly.

This is why delaying gratification is one of  the 
most important habits an entrepreneur can 
establish. When you consistently make 
decisions that set your business up to win in 
the long-term, rather than taking shortcuts 
that make life easier today, your business can 
reach its fullest potential.

I was lucky enough to learn this habit years ago 
from finance writer Dave Ramsey, a famous 
author and radio host who gives personal 
finance advice. There's a phrase he repeats 
daily on his show that has stuck with me: "Live 
like no one else, so later you can live like no 
one else."

If You Want Your Business to 
Win in the , Long-Term
Don't Take Shortcuts
Are you willing to invest time and money in things 

that won't pay off  for a year or more?

Great advice for managing money, but it also 
rings true with regard to building a company. 
Put in the time, dedicate yourself  to doing the 
common things uncommonly well for a 
sustained period of  time, and you can build an 
exceptional company. But, it takes daily 
commitment to delaying gratification.

Are you willing to invest time and money in 
things that won't pay off  for a year or more? 
Instead of  doing what feels good, are you 
willing to grind day after day, laying the 
groundwork for the future? Can you dedicate 
yourself  to business fundamentals even when 
the press and the market pundits ignore them? 
That's what it means to delay gratification.

Speed, quality and cost
When you build a product, the rule is that you 
can pick two of  these three options: speed, 
quality and cost. If  you pick speed and quality, 
it's going to cost you. If  you pick quality and 
cost, it's going to take longer. The challenge is 
that we live in a time when speed is valued 
much more highly than the other two options. 
Many businesses would pick speed twice if  
they could.

Speed is deeply gratifying, but the problem is 
that it almost always requires compromise. To 
grow fast, you have to ignore business 
fundamentals. To add a lot of  new features 
quickly, you build up long-term technical debt. 
To build an excellent team overnight, you have 
to raise a lot of  money (and keep raising it to 
make the numbers work).

Delaying gratification often means not 
choosing speed. Grow more slowly, add fewer 
features, raise less money. Stay under the radar. 

S
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Become what Foundry Group VC Brad Feld 
calls a silent killer.

A focus on quality
The reason most companies don't focus on 
quality above all else is because it doesn't 
seemingly have a good ROI. To get twice the 
quality you might have to put in five times the 
effort. The higher the quality, the greater the 
multiple of  effort.

Quality is a constant, excruciating exercise in 
delaying gratification.

We see it every day at Help Scout. Why put 20 
hours into a single blog post when we could 
put five hours each into four posts and get 
more eyeballs? Why spend 70 percent of  our 
time improving the quality of  the product 
instead of  adding shiny new features? The 
short answer is that we believe doing things 
right matters when it comes to building a 
strong brand.

Why is quality important to Help Scout? 
Frankly, it's the only way we can stand out. 
We're surrounded by companies that can and 
will outspend us everywhere, but lucky for us, 
quality can't be bought. Help Scout is far from 
perfect, but my hope is that people associate 
our brand with quality and with people that 
care deeply about their craft.

Investments in quality don't pay off  for years, 
which is why most companies don't put in the 
work. We're just now seeing some of  the 
return on investment from all the time we put 
in over the first four years of  the business. But, 
we're happy to wait.

Culture
Knowing what we've talked about here, that 
building a successful startup or company is a 
marathon in every sense, culture is extremely 
important. If  you are going to do things the 
hard way and delay gratification, a great 
culture is what makes it possible for you to 
enjoy the ride. It's also the only way that your 
core values as a founder or entrepreneur can 
scale as the company grows.

I've tried to emphasize sustainability as a 
cornerstone of  the Help Scout culture. Here 
are a few of  the tactical ways that we try to 
make that happen:

Flexible work days: People should be 
able to work whenever they can be most 
productive, whether they start work at 8 a.m. 
or 6 p.m. Working in a software company can 
be demanding, but we try really hard to 
encourage work-life balance by being flexible 
with people's time.

Pay market salaries: It's rare for us to 
grant stock options to an employee, which is a 
bit weird. Instead, we try to pay all positions at 
or above market salary so there's never any 
anxiety around some sort of  "exit."

Players first: All (servant) leaders are 
responsible to make it so that players 
(individual contributors) are celebrated, have 
autonomy/ownership and can take the time to 
do their best work. Retaining great players for 
the long-term is critical to our long-term 
sustainability.

We really try not to re-invent the wheel when it 
comes to building a company, but the single 
habit of  delaying gratification has motivated 
us to do things very differently in a few cases. 
Living like no one else is challenging, but very 
rewarding for everyone involved when you 
buy in. And we haven't even gotten to do the 
second live like no one else yet.

To get twice the quality 
you might have to put 
in five times the effort. 
The higher the quality, 
the greater the multiple 

of effort.
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The business world, sometimes 
contradictorily, seems obsessed 
with size: Is less really more, or is 
more more? Is it worth it to 
consider expansion? How will 

you know when?

These can be confusing questions for 
entrepreneurs. Back in the early 2000s, I was 
growing my creative agency, Cimaglia 
Productions, believing that sheer size 
mattered most, that a greater amount of  
clients meant a greater amount of  profit, and 
that exponentially rising overhead costs were 
simply a part of  that reality.

It took me more than a decade to realize that 
this obsession with business growth wasn't 
actually yielding me more personal income, 
nor was it representing higher profits for my 

 Isn't Growing Your Profits, 

Just like in exercise, sometimes working at twice the speed just isn't worth it.

 Business
It's Time to Stop

If Growing Your

company -- or, in fact, making me any happier.

In other words, growth didn't matter. 
Operating leverage did.

Your business's operating leverage is 
determined by how your income fluctuates 
depending on your rate of  sales. You might 
find, as I did, that increasing your annual sales 
after a certain point doesn't actually generate 
more income or it generates income 
disproportionately lower than it does 
overhead. That means you might simply be 
generating work for work's sake, increasing 
your need to add support and infrastructure, 
such as more staff  or a bigger office -- all 
necessar y  s teps  I  took a t  C imag l i a 
Productions.

Exercise makes for a good analogy. If  you 

T
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walk into an OrangeTheory fitness center, 
you'll find its mandate focuses less on pushing 
your body to its absolute limits than 
maintaining your heart rate in a precise range 
to maximize your results. Work out at your 
resting heart rate -- around 80 beats per 
minute -- and your metabolic efficiency will be 
at its lowest. But, regardless of  whether you 
start amping up your workout to 160 or 200 
beats per minute, you'll burn the same number 
of  calories per exercise. (You'll burn them 
faster, sure, but you'll also get tired faster and 
end up with the same result.) There's an 
optimal workout range where you're 
exercising intensely for the most efficient 
amount of  energy -- and it's different for 
every person.

Sound familiar?
A company's profits tend to work on a bell 
curve. When you first start growing your 
company, if  you're doing things right, you 
should earn more money and grow your 
reputation. You might add a few salespeople 
to sell more product or invest in new 
equipment to pitch for bigger clients. This is a 
typical growth period for entrepreneurs, and 
your instinct will tell you that you should keep 
building.

But, in reality, after a few years of  this growth, 
you might stop and take stock, as I did, of  
what all this actually means. At a certain point 
in the bell curve, your profits start to grow at a 
rate far outpaced by your company overhead. 
Your profits will likely hit a plateau. You might 
be running a $10-million dollar company 
that's netting the same as a more tightly run 
company worth $5 million.

Make data points your focal points.
There are a few steps to take if  you think your 
business growth has outpaced your profits. 
The first is to look at your data. 

In my case, I only noticed the plateau after 
analyzing over a decade of  Cimaglia 
Productions' consistent growth. There were 
telltale signs that things were off  -- some of  
my contractors were earning almost as much 
as I was, but working a fraction of  the hours. 
The absolute costs of  running my business 
had become paramount, but when I looked at 
how much more business we were bringing in, 
the numbers were shocking.

I analyzed my month-to-month profits and 
visualized the numbers in a way I'd never seen 
them before. I looked at how much I was 
paying my contractors -- people I'd hired 
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specifically to work on new, big-name clients -
- and found that their incomes and my office 
infrastructure totalled a number far greater 
than I realized. I knew I needed to make 
fundamental changes to the way things were 
going if  I wanted to keep my sanity and still 
run a successful business.

The solution: Have a goal in mind.
They say if  you want to walk away from a 
casino a winner, you have to go with a goal in 
mind. Say to yourself, “I'll leave when I have 
an extra $50 in my pocket,” and commit to 
that. If  you keep playing, you'll eventually 
start losing money, and could end up with 
nothing.

I've found having a target goal likewise helps 
in business. You can reverse engineer this 
number, as I did: When I discovered my 
business bell curve had already begun its 

decline, I analyzed which clients were 
requiring a disproportionately high amount 
of  overhead and which infrastructural 
elements I could do without. I began turning 
down new clients, tightening my business 
until we got back to our own sweet spot.

It wasn't easy, of  course, nor would it be for 
you. Wanting to strip down a business that's 
gotten too big -- especially when it's still 
visibly successful -- is, at best, an awkward 
situation to be in. You'll have to fire good 
employees and have difficult conversations. 
But, that's part of  doing business. Ultimately, 
the numbers should tell your story.

How will you know your optimal 
operating leverage?
There's no easy answer to this. The quickest 
sign: You'll start losing net profit. You can 
only really tell this by analyzing your profit 
margins on a monthly basis and noting the 
trend.

A common complaint I've heard from several 
business owners is about how much they're 
hiring. If  you're hiring more contractors or 
staff  specifically to work on a new major 
project, you could well be on the path to a 
lower operating leverage.

This advice won't apply to every company, of  
course. There are CEOs in the tech sector -- 
heads of  the Ubers and Snapchats of  the 
world -- who would roll their eyes at the idea 
of  minimizing a company with global 
ambitions.

If  you sincerely believe you can steer that 
ship, all the power to you. But, for me, 
working in a creative industry, working 80-
hour weeks meant less time doing what I 
loved. Now, after having revamped my 
company into a tighter boutique agency, I'm 
working more efficiently for my preferred 
clients, and with half  the stress. Just like in 
exercise, sometimes working at twice the 
speed just isn't worth it.

It wasn't easy, of course, nor would it be for you. 
Wanting to strip down a business that's gotten too 

big -- especially when it's still visibly successful -- is, 
at best, an awkward situation to be in. You'll have 

to fire good employees and have difficult 
conversations. But, that's part of doing business.
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s an entrepreneur, I am 
attracted to new. I love speed 
and growth. I am drawn to 
the shiny object.

I see friends of  mine with 
really cool software-as-a-

service (SaaS) companies that are growing at 
rapid rates, albeit typically with low profits. I 
see the insane multiple the market applies to 
the resale valuation of  these companies, and it 
makes me want to be in the SaaS business.

I listen to people yell from the rooftops that 
mobile is going to take over the world and that 
pretty soon no one will buy anything or make a 
decision without first asking Siri. Hearing that 
makes me want to create an app.

Stop chasing every shiny object and focus on these key growth strategies.

 to Triple Your 3 Strategies

Company's Growth
Why am I telling you this? As entrepreneurs, 
we are nearly all attracted to new. Someone at 
some point even coined the term Shiny 
Object Syndrome to describe what ails us. In 
my 20s, I jumped from business idea to 
business idea; some worked and some didn't. 
But, the things I learned in that phase of  my 
life may have been my most valuable business 
lessons.

1. Marketing assets trump marketing 
tricks
In many cases, that shiny object is just crap in a 
shiny wrapper. The trick or tactic may work 
for a time, and trying it out may even be useful 
for a while (as long as you don't divert any 
other resources -- time, money, etc. -- from 
proven winners to make this new campaign 

A
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work), but soon enough, .the true colors show

If  you want to be more successful tomorrow 
than you are today, never stop a successful 
campaign to test a new idea -- no matter how 
bored you are with the old strategy. If  you want 
to test a new idea, allocate additional marketing 
dollars to do it. Don't pull the budget from 
something that is working; that's how an 
amateur operates.

2. Retention is king
Big business gets this, but so few of  us small 
business owners get how important retention is 
to growth and profitability. Retention is simply 
basic math, which I get isn't sexy, but it is 
profitable. A percentage of  annual sales needs to 
go toward customer retention. If  you can 
decrease customer churn, you will massively 
increase growth and profits.

Let me give you a simplified explanation. Have 
you ever heard the media talk about the average 
American's tax freedom date? It's the date that 
the average American has to work up to before 
they actually earn any money for the year. 

Similar to your personal taxes, your business 
has a churn freedom date. It's different for 
every customer, but it's the date upon which 
that person's business actually helps your 
company grow.

In the end, churn is a real problem, and the 
solution for nearly all businesses starts with 
building a relationship. You need to be your 
customer's friend in the business. Here at The 
Newsletter Pro, we're experts at building 
relationships, and if  you want our help, we'd be 
happy to chat with you and give you a solution 
that will help you get the best results for your 
business.

3. A process for everything.
I am surprised by the number of  businesses 
that are simply winging it -- no structure, no 
process, no systems. When I tell entrepreneurs 
they need to add processes into their business, 
they often say things like “My business is too 
difficult or different,” which, quite frankly, I'm 
going to call BS on.

I'm sorry to break this to you, but your 
company is no different than six dozen other 
businesses like yours. You need to have a 
system, and once you create that system, you 
need to give it time to work; then, you make 
tweaks to the system to improve it.

At the end of  the day, business is business 
99.99 percent of  the time. Unless you're 
blazing trails in a brand-new industry like 
asteroid mining, your business needs just a 
few basic things to grow, succeed and profit. I 
may not be in the business of  drilling teeth, 
but give me 12 months as the CEO of  any 
dental office in America, and we'd be well on 
our way to doubling the size of  the practice. 
That sounds like an incredibly cocky 
statement, but my point isn't to say I'm great -- 
my point is that your business does not need 
to have today's shiny object.  

So what does it need?                                                                                                                                               

Your business needs three things:
1. Marketing assets you use over, and 

over, and over again -- don't get 
bored with tactics that make you 
money.

2. A focus on decreasing customer 
churn.

3. Systems and processes to keep things 
running.

And that's it. There's your foundation for 
long-term success.

If you want to be more 
successful tomorrow 
than you are today, 

never stop a successful 
campaign to test a new 
idea -- no matter how 

bored you are with the 
old strategy.
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STRATEGIC REPOSITIONING

“Growing a small business is hard. If  it were easy, 
everyone would have a business,” says Tom 
Tarasiuk, who knows firsthand the difficulties 
that small businesses go through when they try 
to succeed at online marketing.

As president and owner of  Discount Water 
Softeners, Tarasiuk has helped his company 
streamline its efforts to provide an outstanding 
user experience and increase sales. This 
undeviating focus on the customer and a 
willingness to take risks have enabled the 
business to grow. Here are those all-important 
strategies he's used:

Customer-centric product development
Tarasiuk says that a key tactic in his company's 
growth has been the work by leadership to keep 
overhead costs low. One way that's been done is 
by eliminating the usual middle men and 
purchasing water systems directly from the 
manufacturer.
But even more important has been the 
company's customer-focused philosophy. The 
company keeps its overall inventory minimal and 
develops products and features that will meet the 
needs of  its clients. It's done this by avoiding 

How a water softener company boosted sales with moves as simple 
as changing its ecommerce platform and hiring an AdWords advisor.

How to Increase Profits by 
Focusing on the 

Needs of Customers

stocking merchandise that won't sell because 
people don't need it.

As Tarasiuk told me: “Happy customers are a 
critical part of  our growth. We base our 
additional or new products on what customers 
are requesting or what areas of  the market need 
a void filled.”

Improving the user experience
The company's emphasis on the customer plays 
out in its online marketing strategy. Case in 
point is when managers decided in 2013 to 
switch ecommerce platforms. They had been 
using Volusion and transitioned to Magento.

Tarasiuk says they wanted a framework that 
would allow them to customize various types of  
content (images, videos, etc.) on any of  their 
pages. Their goal was to improve the user 
experience and increase conversions. They did 
have some concerns about the switch, he says. 
They feared Magento would be less user-
friendly on the back end. But without taking 
risks, an organization cannot grow. The result? 
After changing to Magento, the company's sales 
nearly doubled.
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And it saw its organic SEO increase noticeably 
with almost no additional effort. At that time, the 
company completely redesigned its website. 
Again, prioritizing the customer was key. The 
location of  optional items and upgrades on the 
site was improved, for instance. This allowed 
customers, Tarasiuk says, to “customize their 
orders and learn what upgrades would benefit 
them the most for their needs.” The site redesign, 
he says, increased company sales by as much as 
15 percent.

Saving time with email
Another major part of  refining the user 
experience and cutting costs at Discount Water 
Softeners entailed enabling customers to resolve 
some of  their issues through emailinstead of  
over the phone. At one point, customer service 
reps were taking 45 minutes to handle each call 
that came through. Tarasiuk says he didn't have 
enough employees to handle the volume of  the 
calls. And hiring more workers would mean 
increasing overhead costs.

Instead, he solved the problem by allowing 
people to ask their most common questions 
through email. Through Magento, the company 
added PHP forms for people to fill out and used 
Crazy Egg to determine the best places on the 
site to put the forms. The company also 
increased sales by driving traffic to the forms by 
using Google AdWords. This solution cut, by 30 
minutes, the time that its reps spent on each call, 
Tarasiuk says. It allowed the reps to handle a 
higher volume of  calls without adding more 
employees.

Google AdWords has been crucial to 
growth.
Google AdWords has been crucial to the growth 
of  Discount Water Softeners. In fact, Tarasiuk 
goes so so far as to call AdWords “essential to 
efficient performance and high ROI for sales.” 
He says he believes every company should have 
someone who is skilled at leveraging AdWords to 
its full potential.

Tarasiuk's business has been using Google 
AdWords for over 10 years, and he describes 
learning how to leverage this tool as “pivotal in 
our growth.”

When the company first started using AdWords, 
it wasn't selling much and was spending only $20 

per day on the tool. But then Tarasiuk found 
Gail Gardner, an AdWords advisor teaching pay 
per click strategies at the now-defunct 
SearchEngineForums, and the situation 
changed. The advisor told him that if  he wanted 
his company to be "discovered," he should be 
spending at least $70 to $80 on AdWords per 
day.

Following that advice, Tarsiuk says, has 
revolutionized his company's online presence 
and has been a decision he's never regretted. At 
one point, when Gardner changed her work and 
switched to managing PPC accounts, the 
company had to go without an advisor for a 
period and instead rely on Google support. That 
situation wasn't ideal because it wasn't clear 
whether Google was prioritizing the company's 
campaigns or focusing on its own interests, 
Tarasiuk says.

Google did help keep Discount Water Softeners 
going, but it also didn't see a marked 
improvement in its campaigns at the time. The 
assistance of  an advisor was what really made a 
difference in itsprofits. So Tarasiuk contacted 
Gardner and asked for a recommendation for a 
new AdWords manager. “That original 
AdWords advisor was essential at not only jump-
starting our internet presence, [but] she showed 
us how to use and manage AdWords," he says.

Bottom line
While there is no formula for growing a business 
successfully, there are principles that can guide 
you along that way. Take smart risks, and make 
your decisions based on what will help your 
customers. Because of  the time and money 
Discount Water Softeners saved on strategies it 
adopted, it has been able to use the extra 
resources it gained to launch a new line of  high-
efficiency water softeners.

The company has also been able to diversify its 
merchandise, improve its product and benefit 
the environment, Tarasiuk says. “You miss 100 
percent of  the shots you do not take,” he says, 
quoting hockey star Wayne Gretzky.

This doesn't mean you should be reckless. It 
means to get good advice, and then take a leap 
of  faith based on that information. If  you don't, 
you'll never know what you could be missing.
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hat you measure is what you 
get .  Senior execut ives 
unders tand tha t  the i r 
o r g a n i z a t i o n ' s 
m e a s u r e m e n t  s y s t e m 
s t r o n g l y  a f f e c t s  t h e 
behavior of  managers and 

employees. Executives also understand that 
traditional financial accounting measures like 
return-on-investment and earnings-per-share can 
g ive  mis lead ing  s igna l s  for  cont inuous 
improvement and innovation—activities today's 
competi t ive environment demands.  The 
traditional financial performance measures worked 
well for the industrial era, but they are out of  step 
with the skills and competencies companies are 
trying to master today.

As managers and academic researchers have tried 
to remedy the inadequacies  of  cur rent 
performance measurement systems, some have 
focused on making financial measures more 
relevant. Others have said, “Forget the financial 
measures. Improve operational measures like cycle 

— Measures that Drive Performance

The Balanced 
Scorecard

time and defect rates; the financial results will 
follow.” But managers should not have to choose 
between financial and operational measures. In 
observing and working with many companies, we 
have found that senior executives do not rely on 
one set of  measures to the exclusion of  the other. 
They realize that no single measure can provide a 
clear performance target or focus attention on the 
critical areas of  the business. Managers want a 
balanced presentation of  both financial and 
operational measures.

During a year-long research project with 12 
companies at the leading edge of  performance 
measurement ,  we  dev i sed  a  “ba lanced 
scorecard”—a set of  measures that gives top 
managers a fast but comprehensive view of  the 
business. The balanced scorecard includes 
financial measures that tell the results of  actions 
already taken. And it complements the financial 
measures with operational measures on customer 
satisfaction, internal processes, and the 
organization's innovation and improvement 

W
Robert S. Kaplan and David P. Norton
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activities—operational measures that are the 
drivers of  future financial performance.

Think of  the balanced scorecard as the dials and 
indicators in an airplane cockpit. For the complex 
task of  navigating and flying an airplane, pilots 
need detailed information about many aspects of  
the flight. They need information on fuel, air speed, 
altitude, bearing, destination, and other indicators 
that summarize the current and predicted 
environment. Reliance on one instrument can be 
fatal. Similarly, the complexity of  managing an 
organization today requires that managers be able 
t o  v i e w  p e r f o r m a n c e  i n  s e ve r a l  a r e a s 
simultaneously.

The balanced scorecard allows managers to look at 
the business from four important perspectives. (See 
the exhibit “The Balanced Scorecard Links 
Performance Measures.”) It provides answers to 
four basic questions:

The Balanced Scorecard Links Performance 
Measures

· How do customers see us? (customer 
perspective)

· What must we excel at? (internal 
perspective)

· Can we continue to improve and create 
va lue?  ( innovat ion  and lear n ing 
perspective)

· How do we look to shareholders? 
(financial perspective)

While giving senior managers information from 
four different perspectives, the balanced scorecard 

minimizes information overload by limiting the 
number of  measures used. Companies rarely 
suffer from having too few measures. More 
commonly, they keep adding new measures 
whenever an employee or a consultant makes a 
worthwhile suggestion. One manager described 
the proliferation of  new measures at his company 
as its “kill another tree program.” The balanced 
scorecard forces managers to focus on the handful 
of  measures that are most critical.

Several companies have already adopted the 
balanced scorecard. Their early experiences using 
the scorecard have demonstrated that it meets 
several managerial needs. First, the scorecard 
brings together, in a single management report, 
many of  the seemingly disparate elements of  a 
company's competitive agenda: becoming 
customer oriented, shortening response time, 
improving quality, emphasizing teamwork, 
reducing new product launch times, and managing 
for the long term.

Second ,  the  s co reca rd  gua rds  ag a in s t 
suboptimization. By forcing senior managers to 
consider all the important operational measures 
together, the balanced scorecard lets them see 
whether improvement in one area may have been 
achieved at the expense of  another. Even the best 
objective can be achieved badly. Companies can 
reduce time to market, for example, in two very 
different ways: by improving the management of  
new product introductions or by releasing only 
products that are incrementally different from 
existing products. Spending on setups can be cut 
either by reducing setup times or by increasing 
batch sizes. Similarly, production output and first-
pass yields can rise, but the increases may be due to 
a shift in the product mix to more standard, easy-
to-produce but lower-margin products.

We will illustrate how companies can create their 
own balanced scorecard with the experiences of  
one semiconductor company—let's call it 
Electronic Circuits Inc. ECI saw the scorecard as a 
way to clarify, simplify, and then operationalize the 
vision at the top of  the organization. The ECI 
scorecard was designed to focus the attention of  
its top executives on a short list of  critical 
indicators of  current and future performance.

Customer Perspective: How Do 
Customers See Us?
Many companies today have a corporate mission 
that focuses on the customer. “To be number one 
in delivering value to customers” is a typical 
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mission statement. How a company 
is performing from its customers' 
perspective has become, therefore, 
a priority for top management. The 
balanced scorecard demands that 
managers translate their general 
mission statement on customer 
service into specific measures that 
reflect the factors that really matter 
to customers.

Customers' concerns tend to fall 
into four categories: time, quality, 
performance and service, and cost. 
Lead time measures the time 
required for the company to meet 
its customers' needs. For existing 
products, lead time can be measured 
from the time the company receives 
an order to the time it actually 
delivers the product or service to 
the customer. For new products, 
lead time represents the time to 
market, or how long it takes to bring 
a new product from the product 
definition stage to the start of  
shipments. Quality measures the 
defect level of  incoming products 
as perceived and measured by the 
customer. Quality could also measure on-time 
delivery, the accuracy of  the company's delivery 
forecasts. The combination of  performance and 
service measures how the company's products or 
services contribute to creating value for its 
customers.

To put the balanced scorecard to work, companies 
should articulate goals for time, quality, and 
performance and service and then translate these 
goals into specific measures. Senior managers at 
ECI, for example, established general goals for 
customer performance: get standard products to 
market sooner, improve customers' time to market, 
become customers' supplier of  choice through 
partnerships with them, and develop innovative 
products tailored to customer needs. The 
managers translated these general goals into four 
specific goals and identified an appropriate 
measure for each. (See the exhibit “ECI's Balanced 
Scorecard.”)

ECI's Balanced Business Scorecard
To track the specific goal of  providing a 
continuous stream of  attractive solutions, ECI 
measured the percent of  sales from new products 
and the percent of  sales from proprietary products. 

That information was available internally. But 
certain other measures forced the company to get 
data from outside. To assess whether the company 
was achieving its goal of  providing reliable, 
responsive supply, ECI turned to its customers. 
When it found that each customer defined 
“reliable, responsive supply” differently, ECI 
created a database of  the factors as defined by each 
of  its major customers. 
The shift to external measures of  performance 
with customers led ECI to redefine “on time” so it 
matched customers'  expectat ions.  Some 
customers defined “on-time” as any shipment that 
arrived within five days of  scheduled delivery; 
others used a nine-day window. ECI itself  had 
been using a seven-day window, which meant that 
the company was not satisfying some of  its 
customers and overachieving at others. ECI also 
asked its top ten customers to rank the company as 
a supplier overall.

Depending on customers' evaluations to define 
some of  a company's performance measures 
forces that company to view its performance 
through customers' eyes. Some companies hire 
third parties to perform anonymous customer 
surveys, resulting in a customer-driven report 
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card. The J.D. Powers quality survey, for example, 
has become the standard of  performance for the 
automobile industry, while the Department of  
Transportation's measurement of  on-time arrivals 
and lost baggage provides external standards for 
airlines. Benchmarking procedures are yet another 
technique companies use to compare their 
performance against competitors' best practice. 
Many companies have introduced “best of  breed” 
comparison programs: the company looks to one 
industry to find, say, the best distribution system, to 
another industry for the lowest cost payroll process, 
and then forms a composite of  those best practices 

to set objectives for its own performance.

In addition to measures of  time, quality, and 
performance and service, companies must remain 
sensitive to the cost of  their products. But 
customers see price as only one component of  the 
cost they incur when dealing with their suppliers. 
Other supplier-driven costs range from ordering, 
scheduling delivery, and paying for the materials; to 
receiving, inspecting, handling, and storing the 
materials; to the scrap, rework, and obsolescence 
caused by the materials; and schedule disruptions 
(expediting and value of  lost output) from 
incorrect deliveries. An excellent supplier may 
charge a higher unit price for products than other 
vendors but nonetheless be a lower cost supplier 
because it can deliver defect-free products in 
exactly the right quantities at exactly the right time 
directly to the production process and can 
minimize, through electronic data interchange, the 
administrative hassles of  ordering, invoicing, and 
paying for materials.

Internal Business Perspective: What Must 
We Excel at?
Customer-based measures are important, but they 
must be translated into measures of  what the 
company must do internally to meet its customers' 
expectations. After all, excellent customer 
performance derives from processes, decisions, 

and actions occurring throughout an organization. 
Managers need to focus on those critical internal 
operations that enable them to satisfy customer 
needs. The second part of  the balanced scorecard 
gives managers that internal perspective.

The internal measures for the balanced scorecard 
should stem from the business processes that have 
t h e  g r e a t e s t  i m p a c t  o n  c u s t o m e r 
satisfaction—factors that affect cycle time, quality, 
employee skills, and productivity, for example. 
Companies should also attempt to identify and 
measure their company's core competencies, the 

critical technologies needed to ensure continued 
market leadership. Companies should decide what 
processes and competencies they must excel at and 
specify measures for each.

Managers at ECI determined that submicron 
technology capability was critical to its market 
position. They also decided that they had to focus 
on manufacturing excellence, design productivity, 
and new product introduction. The company 
developed operational measures for each of  these 
four internal business goals.

To achieve goals on cycle time, quality, productivity, 
and cost, managers must devise measures that are 
influenced by employees' actions. Since much of  
the action takes place at the department and 
workstation levels, managers need to decompose 
overall cycle time, quality, product, and cost 
measures to local levels. That way, the measures link 
top management's judgment about key internal 
processes and competencies to the actions taken by 
individuals that affect overall corporate objectives. 

This linkage ensures that employees at lower levels 
in the organization have clear targets for actions, 
decisions, and improvement activities that will 
contribute to the company's overall mission.
Information systems play an invaluable role in 

Whatever the source of outside ideas, learning will 
only occur in a receptive environment. Managers 

can't be defensive and must be open to criticism or 
bad news. This is a difficult challenge, but it is 

essential for success.
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helping managers disaggregate the summary 
measures. When an unexpected signal appears on 
the balanced scorecard, executives can query their 
information system to find the source of  the 
trouble. If  the aggregate measure for on-time 
delivery is poor, for example, executives with a 
good information system can quickly look behind 
the aggregate measure until they can identify late 
deliveries, day by day, by a particular plant to an 
individual customer.

If  the information system is unresponsive, 
however, it can be the Achilles' heel of  
performance measurement. Managers at ECI are 
currently limited by the absence of  such an 
operational information system. Their greatest 
concern is that the scorecard information is not 
timely; reports are generally a week behind the 
company's routine management meetings, and the 
measures have yet to be linked to measures for 
managers and employees at lower levels of  the 
organization. The company is in the process of  
developing a more responsive information system 
to eliminate this constraint.

Innovation and Learning Perspective: Can 
We Continue to Improve and Create 
Value?
The customer-based and internal business process 
measures on the balanced scorecard identify the 
parameters that the company considers most 
important for competitive success. But the targets 
for success keep changing. Intense global 
competition requires that companies make 
continual improvements to their existingproducts 
and processes and have the ability to introduce 
entirely new products with expanded capabilities.

A company's ability to innovate, improve, and 
learn ties directly to the company's value. That is, 
only through the ability to launch new products, 

create more value for customers, and improve 
operating efficiencies continually can a company 
penetrate new markets and increase revenues and 
margins—in short, grow and thereby increase 
shareholder value.

ECI's innovation measures focus on the 
company's ability to develop and introduce 
standard products rapidly, products that the 
company expects will form the bulk of  its future 
sales. Its manufacturing improvement measure 
focuses on new products; the goal is to achieve 
stability in the manufacturing of  new products 
rather than to improve manufacturing of  existing 
products. Like many other companies, ECI uses 
the percent of  sales from new products as one of  
its innovation and improvement measures. If  sales 
from new products are trending downward, 
managers can explore whether problems have 
arisen in new product design or new product 
introduction.

In addition to measures on product and process 
innovation, some companies overlay specific 
improvement goals for their existing processes. 
For example, Analog Devices, a Massachusetts-
b a s e d  m a n u f a c t u r e r  o f  s p e c i a l i z e d 
semiconductors, expects managers to improve 
their customer and internal business process 
performance continuously. The company 
estimates specific rates of  improvement for on-
time delivery, cycle time, defect rate, and yield.

Other companies, like Milliken & Co., require that 
managers make improvements within a specific 
time period. Milliken did not want its “associates” 
(Milliken's word for employees) to rest on their 
laurels after winning the Baldridge Award. 
Chairman and CEO Roger Milliken asked each 
plant to implement a “ten-four” improvement 
program: measures of  process defects, missed 
deliveries, and scrap were to be reduced by a factor 
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of  ten over the next four years. These targets 
emphasize the role for continuous improvement in 
customer satisfaction and internal business 
processes.

Financial Perspective: How Do We Look to 
Shareholders?
Financial performance measures indicate whether 
the company's strategy, implementation, and 
execution are contributing to bottom-line 
improvement. Typical financial goals have to do 
with profitability, growth, and shareholder value. 
ECI stated its financial goals simply: to survive, to 
succeed, and to prosper. Survival was measured by 
cash flow, success by quarterly sales growth and 
operating income by division, and prosperity by 
increased market share by segment and return on 
equity.

But given today's business environment, should 
senior managers even look at the business from a 
financial perspective? Should they pay attention to 
short-term financial measures like quarterly sales 
and operating income? Many have criticized 
financial measures because of  their well-
documented inadequacies, their backward-looking 
focus, and their inability to reflect contemporary 
value-creating actions. Shareholder value analysis 
(SVA), which forecasts future cash flows and 
discounts them back to a rough estimate of  current 
value, is an attempt to make financial analysis more 
forward looking. But SVA still is based on cash flow 
rather than on the activities and processes that 
drive cash flow.

Some critics go much further in their indictment of  
financial measures. They argue that the terms of  
competition have changed and that traditional 
financial measures do not improve customer 
satisfaction, quality, cycle time, and employee 
motivation. In their view, financial performance is 
the result of  operational actions, and financial 
success should be the logical consequence of  doing 
the fundamentals well. In other words, companies 
should stop navigating by financial measures. By 
making fundamental improvements in their 
operations, the financial numbers will take care of  
themselves, the argument goes.

Assertions that financial measures are unnecessary 
are incorrect for at least two reasons. A well-
designed financial control system can actually 
enhance rather than inhibit an organization's total 
quality management program. (See the insert, 
“How One Company Used a Daily Financial 
Report to Improve Quality.”) More important, 

however, the alleged linkage between improved 
operating performance and financial success is 
actually quite tenuous and uncertain. Let us 
demonstrate rather than argue this point.

Over the three-year period between 1987 and 
1990, a NYSE electronics company made an 
order-of-magnitude improvement in quality and 
on-time delivery performance. Outgoing defect 
rate dropped from 500 parts per million to 50, on-
time delivery improved from 70% to 96% and 
yield jumped from 26% to 51%. Did these 
breakthrough improvements in qual i ty, 
productivity, and customer service provide 
subs tan t i a l  benef i t s  to  the  company? 
Unfortunately not. During the same three-year 
period, the company's financial results showed 
little improvement, and its stock price plummeted 
to one-third of  its July 1987 value. The 
considerable improvements in manufacturing 
capabilities had not been translated into increased 
profitability. Slow releases of  new products and a 
failure to expand marketing to new and perhaps 
more demanding customers prevented the 
company from realizing the benefits of  its 
manufacturing achievements. The operational 
achievements were real, but the company had 

Typical financial goals 
have to do with 

profitability, growth, and 
shareholder value. ECI 
stated its financial goals 

simply: to survive, to 
succeed, and to prosper. 

Survival was measured by 
cash flow, success by 

quarterly sales growth and 
operating income by 

division, and prosperity 
by increased market share 
by segment and return on 

equity.
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failed to capitalize on them.

The disparity between improved operational 
performance and disappointing financial measures 
creates frustration for senior executives. This 
frustration is often vented at nameless Wall Street 
analysts who allegedly cannot see past quarterly 
blips in financial performance to the underlying 
long-term values these executives sincerely believe 
they are creating in their organizations. But the 
hard truth is that if  improved performance fails to 
be reflected in the bottom line, executives should 
reexamine the basic assumptions of  their strategy 
and mission. Not all long-term strategies are 
profitable strategies.

Measures of  customer satisfaction, internal 
business performance, and innovation and 
improvement are derived from the company's 
particular view of  the world and its perspective on 
key success factors. But that view is not necessarily 
correct. Even an excellent set of  balanced 
scorecard measures does not guarantee a winning 
strategy. The balanced scorecard can only translate 
a company's strategy into specific measurable 
objectives. A failure to convert improved 
operational performance, as measured in the 
scorecard, into improved financial performance 
should send executives back to their drawing 
boards to rethink the company's strategy or its 
implementation plans.

As one example, disappointing financial measures 
sometimes occur because companies don't follow 
up their operational improvements with another 
round of  actions. Quality and cycle-time 
improvements can create excess capacity. 
Managers should be prepared to either put the 
excess capacity to work or else get rid of  it. The 
excess capacity must be either used by boosting 
revenues or eliminated by reducing expenses if  
operational improvements are to be brought 
down to the bottom line.

As companies improve their quality and response 
time, they eliminate the need to build, inspect, and 
rework out-of-conformance products or to 
reschedule and expedite delayed orders. 
Eliminating these tasks means that some of  the 
people who perform them are no longer needed. 
Companies are understandably reluctant to lay off  
employees, especially since the employees may 
have been the source of  the ideas that produced 
the higher quality and reduced cycle time. Layoffs 
are a poor reward for past improvement and can 
damage the morale of  remaining workers, 
curtailing further improvement. But companies 
will not realize all the financial benefits of  their 
improvements until their employees and facilities 
are working to capacity—or the companies 
confront the pain of  downsizing to eliminate the 
expenses of  the newly created excess capacity.

If  executives fully understood the 
consequences of  their quality and cycle-
time improvement programs, they 
might be more aggressive about using 
the newly created capacity. To capitalize 
on this self-created new capacity, 
however, companies must expand sales 
to existing customers, market existing 
products to entirely new customers 
(who are now accessible because of  the 
improved  qua l i t y  and  de l ive r y 
performance), and increase the flow of  
new products to the market. These 
actions can generate added revenues 
with only modest increases in operating 
expenses. If  marketing and sales and 
R&D do not generate the increased 
volume, the operating improvements 
w i l l  s t and  a s  e xce s s  c apac i t y, 
redundancy, and untapped capabilities. 
Periodic financial statements remind 
executives that improved quality, 
response time, productivity, or new 
products benefit the company only 
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when they are translated into improved sales and 
market share, reduced operating expenses, or higher 
asset turnover.

Idea l l y,  compan ie s  shou ld  spec i f y  how 
improvements in quality, cycle time, quoted lead 
times, delivery, and new product introduction will 
lead to higher market share, operating margins, and 
asset turnover or to reduced operating expenses. 
The challenge is to learn how to make such explicit 
linkage between operations and finance. Exploring 
the complex dynamics will likely require simulation 
and cost modeling.

Measures that Move Companies Forward
As companies have applied the balanced scorecard, 
we have begun to recognize that the scorecard 
represents a fundamental change in the underlying 
assumptions about performance measurement. As 
the controllers and finance vice presidents involved 
in the research project took the concept back to 
their organizations, the project participants found 
that they could not implement the balanced 
scorecard without the involvement of  the senior 
managers who have the most complete picture of  
the company's vision and priorities. This was 
revealing because most existing performance 
measurement systems have been designed and 
overseen by financial experts. Rarely do controllers 
need to have senior managers so heavily involved.

Probably because traditional measurement systems 
have sprung from the finance function, the systems 
have a control bias. That is, traditional performance 
measurement systems specify the particular actions 
they want employees to take and then measure to 
see whether the employees have in fact taken those 
actions. In that way, the systems try to control 
behavior. Such measurement systems 
fit with the engineering mentality of  
the Industrial Age.

The balanced scorecard, on the other 
hand, is well suited to the kind of  
organization many companies are 
trying to become. The scorecard puts 
strategy and vision, not control, at the 
center. It establishes goals but 
assumes that people will adopt 
whatever  behav iors  and  take 
whatever actions are necessary to 
arrive at those goals. The measures 
are designed to pull people toward the 
overall vision. Senior managers may 
know what the end result should be, 
but they cannot tell employees exactly 

how to achieve that result, if  only because the 
conditions in which employees operate are 
constantly changing.

This new approach to performance measurement 
is consistent with the initiatives under way in many 
companies: cross-functional integration, 
customer-supplier partnerships, global scale, 
continuous improvement, and team rather than 
individual accountability. By combining the 
financial, customer, internal process and 
innovation, and organizational learning 
perspectives, the balanced scorecard helps 
managers understand, at least implicitly, many 
interrelationships. This understanding can help 
managers transcend traditional notions about 
functional barriers and ultimately lead to 
improved decision making and problem solving. 
The balanced scorecard keeps companies 
looking—and moving—forward instead of  
backward.

Robert S. Kaplan is a senior fellow and the Marvin 
Bower Professor of  Leadership Development, 
Emeritus, at Harvard Business School. He is a 
coauthor, with Michael E. Porter, of  “How to 
Solve the Cost Crisis in Health Care” (HBR, 
September 2011).

David P. Norton is a founder and director of  the 
Palladium Group and is co-author of  The Balanced 
Scorecard.
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BOOK SUMMARIES

Boook Summaries
The Age of Agile
How Smart Companies Are Transforming the Way Work Gets Done
by Stephen Denning

Companies that embrace Agile management learn to connect everyone and 
everything all the time. The Agile movement, started decades ago, is spreading. 
It enables a team, a unit or an enterprise to nimbly adapt and upgrade products 
and services to meet rapidly changing technology and customer needs. The Age 
of  Agile introduces the three laws of  Agile management: The Law of  the Small 
Team, The Law of  the Customer, and The Law of  the Network. With this 
approach, global giants can learn to act entrepreneurially.

The Future Workplace Experience

10 Rules for Mastering Disruption in Recruiting and Engaging Employees

by Jeanne C. Meister & Kevin J. Mulcahy

Jeanne Meister and Kevin Mulcahy, two of  today's leading voices on the future 
of  work, present an actionable framework for meeting today's toughest 
business disruptions head-on. The Future Workplace Experience provides 10 rules 
for rethinking, reimagining, and reinventing your organization including Make 
the Workplace an Experience, Be an Agile Leader, Consider Technology an 
Enabler and Disruptor, Embrace On-Demand learning, Tap the Power of  
Multiple Generations, and Plan for More Gig Economy Workers. You'll gain a 
step-by-step process of  recruiting top employees and building an engaged 
culture - one that will drive your company to long term success.

The 2020 Workplace

How Innovative Companies Attract, Develop and Keep Tomorrow's Employees Today

by Jeanne C. Meister & Karie Willyerd

The multi-generations that will make up the workforce in 2020 will place new 
demands on employers who will be challenged to manage employees who have 
vastly different values, beliefs and expectations. In this summary of  The 2020 
Workplace, Meister and Willyerd present a functional guide to help you and your 
organization create tomorrow's workplace of  choice.

Disciplined Entrepreneurship
24 Steps to a Successful Startup
by Bill Aulet

The need for entrepreneurs will only grow. The step-by-step approach in 
Disciplined Entrepreneurship will allow intrepid entrepreneurs to quickly and 
efficiently iterate their way toward the best solutions. Whether you are a first-
time or repeat entrepreneur, Bill Aulet offers the tools you need to improve 
your odds of  making a product people want – and need – to buy.
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