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The wa eopeork has changed draatically, but fhe way their

companies are organised lags far behind, says Tim Hindle

FIFTY years ago William Whyte, an edi-
tor at Fortune magazine, wrote a book
called “The Organisation Man” that de-
fined the nature of corporate life for a gen-
eration. The book described how America
(whose people, he said, had “led in the
public worship of individualism”) had re-
cently turned into a nation of employees
who “take the vows of organisation life”
and who had become “the dominant
members of our society”.

Foremost among the organisations that
Whyte had in mind was the corporation,
which he thought rewarded long service,
obedience andloyalty quite as faithfully as
did any monastery or battalion. “Blood
brother to the business trainee off to join
DuPont is the seminary student who will
end up in the church hierarchy,” he wrote.
The New York Times praised Whyte for re-
cognising that “the entrepreneurial scram-
ble to success has been largely replaced by
the organisational crawl.”

Half a century on, organisation man
seems almost extinct, though occasionally
he can still be spotted in Hollywood. In
“The Hours”, a 2002 Oscar-winning film,
the actor John Reilly plays a character who
livesin a 19505 Los Angeles suburban bun-
galow, just as Whyte's organisation man
lived in “the new suburbia, the packaged
villages that have become the dormitory
of the new generation of organisation
men”. Mr Reilly is waved off to work every
morning by his young son and his faithful

wife, played by Julianne Moore. His shirtis
white and his suit and tie are dark, broken
only by the line of a white handkerchief in
his breast pocket. He spends all day in an
office with the same small group of people
and returns home each evening at the
same time. “This is perfect,” he says of his
life over dinner one evening.

The company that used to be most
closely identified with this way of life was
IBM. For many years its managers wore
only dark blue suits, white shirts and dark
ties, symbols of their lifetime allegiance to
Big Blue. It is some measure of the change
thathas taken place since Whyte’s day that
today 50% of 1BM’s employees have
worked for the company for under five
years; 40% of its 320,000 employees are
“mobile”, meaning that they do not report
daily to an 18M site; and about 30% ate
women. An organisation that was once
dominated by lifetime employees selling
computer products has been transformed
into a conglomeration of transient suppli-
ers of services. Organisation man has been
replaced by a set of managers much more
given to entrepreneurial scramble than to
organisational crawl.

This transformation has been brought
about by a variety of changes in the envi-
ronment in which businesses operate, par-
ticularly in communications technology,
in the globalisation of production and
sales, and in the large-scale shift of respon-
sibility to outsiders for what were once »




» considered a company’s core functions—
via outsourcing, joint-ventures and other

sorts of alliances that involve a loosening

of control over vital inputs.

Whyte, who died in 1999, would have
enjoyed witnessing organisation man’s
metamorphosis into “networked person”,
a species that can now be observed in air-
portlounges, on fast inter-city trains and at
motorway service stations. Networked
person is always on the move, juggling
with a laptop computer, a mobile phone
and a BlackBerry for e-mails, keeping in
electronic touch with people he (and
increasingly she) no longer regularly
bumps into in a corridor. Indeed, there
may be no corridor. These days, many em-
ployees besides 1BMers no longer have a
physical home base in a building provided
by their employer.

Organisation man did bump into peo-
plein corridors, but he was cautious about
networking. In his world, knowledge was
power, and he needed to be careful about
sharing out his particular store of it. He
found comfort in hierarchy, which obvi-
ated the need to be self-motivating and
take risks. He lived in a highly structured
world where lines of authority were
clearly drawn on charts, decisions were

made on high, and knowledge resided in
manuals.
Networked person, by contrast, takes

" decisions all the time, guided by the

knowledge base she has access to, the cor-
porate culture she has embraced, and the

colleagues with whom she is constantly

communicating. She interacts with a far
greater number of people than her father
did. A famous 1967 study by Stanley Mil-
gram (which later became the basis for a
film) suggested that there were at most “six
degrees of separation” between any two
peoplein America, meaning that the chain
of acquaintances between them never had
more than six links. According to more re-
cent work along similar lines, that number
hasnow fallento 4.6, despite the growthin
America’s population since Milgram’s
study. Being able to keep in touch with a
much wider range of people through tech-
nologies such as e-mail has brought every-
one closer. .

And yet despite the dramatic changes
in the way people work, the organisations
in which they carry out that work have
changed much less than might be ex-
pected. In an article in the McKinsey Quar-
terly last year, Lowell Bryan and Claudia
Joyce, two of the firm’s consultants, argued
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that “today’s big companies do very little
to enhance the productivity of their pro-
fessionals. In fact, their vertically oriented
organisational structures, retrofitted with
ad hoc and matrix overlays, nearly always
make professional work more complex
and inefficient.” In other words, 21st-cen-
tury organisations are not fit for 21st-cen-
tury workers. '

Mercer Delta, a consulting firm that spe-
cialises in “organisational architecture”, re-
cently observed that “the models and
frameworks that shaped our leading orga-
nisations from the end of the second
world war through the conclusion of the
cold war are clearly obsolete in this new
era of e-business, perpetual innovation
and global competition.” The design of to-
day's complex enterprises, says Mercer
Delta, requires an entirely new way of
thinking about organisations.

The classic structure in which organisa-
tion man felt comfortable consisted of a
number of business units that operated
similarly but separately. They were con-
trolled by a head office that determined
strategy and watched over itsimplementa-
tion.It was a system of command and con-
trol in which everybody knew his place,
made visible in the organisation charts »




» thatlaid down the corporate hierarchy.

A surprising number of companies to-
day still have much the same command-
and-control structure that they had s0
years ago. According to the Boston Con-
sulting Group, whatit calls “the imperialist
corporate centre” is still the most common
type of headquarters. And companies that
do decentralise decision-making and
accountability often recentralise it again
when they run into trouble.

Twenty years ago, Motorola, a co-in-
ventor of the mobile phone, was a tightly
centralised business. Three men in its
headquarters at Schaumburg, lllinois (in-
cluding Bob Galvin, the founder's son),
were in control of almost everything that
went on. As the company grew, they de-
cided to decentralise. But by the mid-1990s
the company’s mobile-phone business
was growing so fast that decentralisation
made it impossible to control. “While the
numbers are getting better, an organisa-
tion can be falling apart,” says Pat Cana-
van, Motorola’s chief governance officer.
In 1998 the company laid off 25,000 peo-
ple and repatriated control to the Schaum-
burg headquarters.

The trouble with silos

The main failing of the classic structure
was that it impeded the spread of knowl-
edge and limited the economies of scale
that could be reaped. Ideas and com-
mands moved up and down from head-
quarters to the units, leading to the cre-
ation of vertical “silos” with very little
communication between them. Financial-
service institutions were notorious for not
knowing whether customers who sigried

up for one sexvice were already customers
for other services being provided by the
same institution.

As firms became more global, they
added what McKinsey called a “matrix
overlay” to this structure. Most famously
associated with Philips, a Dutch electrical
and electronics giant (see box, previous
page), this attempted to take more account
of the different national markets in which
a company was operating by superimpos-
ing geographical silos that cut across the
traditional business units.

Such organisations have not com-
manded universal admiration. In 1990, in
a paper published by the Harvard Business
Review, Sumantra Ghoshal and Christo-
pher Bartlett, two academics, reported that
matrix structures “led to conflict and con-
fusion; the proliferation of channels
created informational logjams as a prolif-
eration of committees and reports bogged
down the organisation; and overlapping

responsibilities produced turf battles and
a loss of accountability.” Nigel Nicholson,
a professor of organisational behaviour at
the London Business School, called the
matrix structure “one of the most difficult
and least successful organisational forms.”

Messrs Ghoshal and Bartlett wrote in
the past tense, suggesting that companies
had escaped from the matrix corset. But 15
years after the article was published, many
are still trying to struggle free.

Gerard Fairtlough, a former ceo of
Shell Chemicals and the founder of Cell-
tech, a British biotechnology company,
also suggests that companies are still being
held back by their addiction to hierarchy.
In a recent book, “The Three Ways of Get-
ting Things Done”, he points to alterna-
tives to the hierarchical structure that
many companies see as their only option.

“You can’thave a bunch of hippies run-
ning a plant full of explosive hydrocar-
bons,” he says. “But would you rather have
the plant operated by trained profes-
sionals, for whom pride in safe working is
part of their personal identity, or by peo-
ple who only work safely because they are
afraid of the boss? The identification of
discipline with hierarchy is a dangerous
mistake.” Mr Fairtlough’s preferred alter-
native is something he calls “responsible
autonomy”, a form of organisation in
which groups of workers decide for them-
selves what to do, but are accountable for
the outcome.

Clearly there is a need for new kinds of
organisation that are more appropriate to
modern working methods. But there are
many reasons why companies are notin a
hurry to adopt them. m

ONE reason why so many companies
stuck to their old organisational struc-
tures for so long is that they still seemed to
be working. General Electric under Jack
Welch was one example. Emerson, an elec-
tric and electronics business based in St
Louis, was another.

Emerson’s story was recounted last
year in “Performance without Compro-
mise”, a book written by Charles “Chuck”
Knight, the man who led the company
through most of an unbroken run of
continually rising earnings per share be-

tween 1957 and 2000. At first sight, Emer-
son looks like a company in which orga-
nisation man would feel at home.
“Planning and control are central to the
way Emerson works,” according to Mr
Knight. More than half his time was taken
up with planning, much of it spentinlong,
confrontational meetings with the com-
pany's division heads, where budgets and
projections were torn apart and redrawn.
This compelled the company to maintain a
relatively large number of staff at its head-
quarters in St Louis.

Emerson’s employees are Joyal. The av-
erage length of service of its top 15 manag-
ers is a hefty 26 years, and promotion
tends to be from within. Communication,
says Mr Knight, is kept to aminimum: “Our
planning and control cycle provides ample
opportunity to communicate the most im-
portant business issues...we don't burden
our system with non-essential communi-
cations and information.”

The company’s success was, on Mr
Knight's own admission, the fruit of a
long, hard slog. A little light relief was pro- pp
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Oneroad to riches
Emerson’s sales
Néw praducts as % of tota

» vided by an annual golf tournament for
top executives and important custom-
ers—“a great way for our people to bond
with each other,” according to Mr Knight.
Not surprisingly, the Emerson story fea-
tures very few women. All in all, the com-
pany sounds like the sort of command-
and-control organisation that has outlived
its effectiveness.

Yet Emerson continues to be successful.
Its secret seems to be that, notwithstand-
ing the title of Mr Knight's book, it has in
fact been prepared to compromise. In the
1990s, for example, the company set up ac-
count teams to deal with big customers
who bought from several of its divisions.
The teams cut across the company’s long-
standing organisational boundaries. The

purpose, says Mr Knight, “was to allow the

customer to see Emerson as a single inte-
grated supplier rather than a collection of
independent divisions.”

The company has also set up a design-
engineering centre in. India, invested
heavily in China and hired some of the

most progressive advisers on strategy and’

leadership development. Its current CEO,
David Farr, spends more time with cus-
tomers than did his predecessor. In short,
Emerson, despite first impressions to the
contrary, has changed quite a lot over the
years. As Mr Knight puts it: “We succeeded
in combining impressive consistency and
fundamental change” (his emphasis).

The uses of adversity

By and large, though, successful compa-
nies find it a lot harder to restructure than
those that have less to lose. Organisations
are strongly inclined to carry on with “the
way things are done around here” unless
they have compelling reasons to stop. Itis
little wonder, therefore, that many of the
recent pioneers of new organisational
structures were in deep distress when they

introduced them.

One example is Bp, an international oil
giant that was close to bankruptcy in 1992
when Lord (John) Browne, then head of
the company’s oil-exploration division
(known as BPXx), set out to restructure his
fief. The choice was stark: radical change or
extermination. In the best recent book on
new corporate architecture, “The Modern
Firm”, John Roberts, an economist at Stan-
ford, describes the reorganisation at Bpx as
“disaggregation”.

Its key elements, he says, “involve re-
drawing the. horizontal and vertical

‘boundaries of the firm to increase strategic

focus; creating relatively small sub-units
within the organisation in which signifi-

_cant decision-rights are lodged; and de-

creasing the number of layers of manage-
ment and the extent of central staff.”
Accountability and responsibility for
performance at BPx were pushed down to
the level of the company’s individual oil
fields. Previously performance measures
had been aggregated by geographic region,
leaving managers further down the line
with little idea of how well they were do-
ing, and little incentive to do better. When
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early experiments with disaggregation
showed that it increased output and
brought down costs, it was introduced
across BPX, and then across the whole of
BP after Lord Browne became CEO of the
whole company in 199s.

The oil giant had traditionally had a
highly centralised hierarchical structure,
but Lord Browne cutits head-office staff by
some 80% and pushed decision-making
down to 90 newly established separate
business units. The hierarchy was flat-
tened so much that the head of each of the
90 unitsreported directly to the company’s
nine-man executive committee—though
as BP subsequently grew through take-
over, some intermediate layers were intro-
duced again. Individual managers also
had much of their head-office support re-
moved. The top of their silo had suddenly
beenlopped off.

To discourage the silo mentality fur-
ther, horizontal links were set up between
the units. BPX’s assets were split into four
groups, roughly reflecting the stage they
had reached in their economic life. Mem-
bers of each group thus faced similar com-
mercial and technical issues, and were en-
couraged to support others in their group
and help solve each other’s problems.

Mr Roberts says that these changes in
“the architecture and routines eventually
led to fundamental cultural changes. Bp’s
people developed a deep, intrinsic dedica-
tion to delivering ever-improving perfor-
mance. Strong norms emerged of mutual
trust, of admitting early when one faced
difficulties and seeking assistance when
needed, of responding positively to re-
quests for help, of keeping promises about
performance.”

As part of the reorganisation, some as-
sets were sold off and Bp’s total staff was
cutfrom 97,600in 1992 to justover 50,000
three years later. Over the past decade the »




¥ company’s stock has performed excep-
tionally well.

Like BP, Philips was in deep financial
trouble when at last it began to take down
its long-standing matrix structure in 1991
(seebox, previousarticle). And iBMin 1992
recorded the biggest loss to date in cor-
porate history, which prepared the ground
for Lou Gerstner to give Big Blue a new
strategy—to concentrate on services—and a
new structure to go with it. Likewise, No-
kia in 1992 was a hotch-potch conglomer-
ate, with products ranging from rubber

HY would a healthy and successful
company want to subject itself to a
long and painful process of restructuring?
In telling Emerson’s story, Mr Knight hints
at an answer. In the early 1990s, the com-
pany decided to separate its “planning for
profit” from its “planning for growth”. Pre-
viously its management's efforts had been
concentrated mainly on paring costs and
improving margins. But Emerson realised
that it was time to “emphasise new pro-
ducts, new markets and new customers”.
Many companies today are in the same

position. They are emerging from a long

period when their main concern was to cut
costs and improve their balance sheets
after the dotcom bust. Squeezing costs has
dramatically improved profits: in each of
the last three quarters of 2005, earnings
per share of companies in the s& 500 in-
dex were around 20% up on the same per-
iodin the previous year.

Now firms are trying to expand and
find new customers. They are beginning to
pay less attention to their bottom-line pro-
fits and more to their top-line revenues. A
recent survey by the Conference Board, an
association of American businesspeople,
puts “sustained and steady top-line
growth” at the top of the list of American
CEOS’ concerns.

The fun of the new

Pushing up revenues is more fun than cut-
ting costs, It involves doing or buying new
things, and the temptation is always to do
thistoo soon and too enthusiastically. A.T.
Kearney, a consulting firm, argues that
growth of revenue and of profits are inter-
related. In studying the performance of a

boots to television sets, and going no-
where. It switched its strategy to specialise
in telecommunications and built a new
structure to go with it. Today Nokia and Bp
are two of Europe’s most valuable compa-
nies, and IBM is once again one of the
world’s most admired companies.

“Organisational innovations, when

properly applied, do lead to better econ-
omic performance, affecting the material
well-being of the people of the world,”
says Mr Roberts. “Moreover, they alter the
ways work is done, changing people’s

group of big global banks between 1996
and 2003, it found that very few of them
were able to increase shareholder value by
more than 15% per annum without in-
creasing their top-line revenues to match.
A recent study by McKinsey came up with
a similar finding: that a company “whose
revenue increased more slowly than cpr
did was five times more likely to succumb,
usually through acquisition, than a com-
pany that expanded more rapidly.” The
choice for corporate bosses seems to be:
grow or be gobbled.

In essence, there are two ways of
achieving top-line growth: companies can
buy it through mergers or acquisitions, or
they can generate it internally. To do the
second, they need to innovate.

In an American magazine-editors’ poll
last year to find the 40 best covers of the
past 40 years, the single example from The
Economist, dating from 1994, was headed
“The trouble with mergers” and featured
two camels coupling awkwardly. The arti-
cle that went with it explained why most
mergers go wrong. But mergers have be-
come no more extinct than camels. Last
yearwas a bumper one for cross-border ac-
quisitions in Europe, and in America the
value of telecoms deals alone was over
$100 billion. Nevertheless, it remains ex-
tremely difficult to make mergers work.

There is some evidence to suggest that
companies are becoming better atit. Some
of them have set up special mergers-and-
acquisitions units, manned by experts in
the skill of post-merger integration. Moto-
rola has introduced a systematic review of
every acquisition three years after the
event to see what lessons can be learnt.
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lives.” Structure matters. Much of the large
increase in the ratio of firms’ stockmarket
value to their book value since the early
1990s is due to the market’s growing
awareness of the role of human and orga-
nisational capital in the creation of value.
For companies such as Wal-Mart and Dell,
their structure is their main source of com-
petitive advantage. For companies cur-
rently in difficulty, such as General Motors
and the big American airlines, structural
reorganisation will be a necessary part of
any recovery. @

Whatmay also have helped is that with
money relatively cheap, more deals today
are being financed with cash than with the
buyer’s stocks and shares (the method fa-
voured during the stockmarket bubble at
the beginning of this decade). Thistends to
concentrate buyers’ minds more sharply
on the value of their acquisition.

Go organic

Yet there is alimit to the amount of top-line
growth that can be bought. A recent report
from A.T. Kearney says that “in some
industries, significant growth is still possi-
ble through acquisitions. But the unavoid-
able reality is that long-term advantage
also requires skills at creating organic
growth.” This need to create internal
growth is driving companies to search for
ways of making their people more creative
and more productive. .

The problem is particularly pressing for
the big oil companies. Unless they merge
with one of their own number, whichmay
well be ruled out by antitrust consider-
ations, no acquisition can make more than
a marginal difference to their top line.
Some other industries, such as food retail-
ing in Britain, face the same dilemma. For
Tesco, as for BP, the only real option for
growth s organic.

Atthe heart of organic growth liesinno-
vation: new ideas to develop new pro-
ducts and new markets. In the past, inno-
vation took place mostly in the rR&D
department.In a paper written in 2001, Ba-
ruch Lev, a professor of accounting and fi-
nance at New York University, wrote:
“Much of the research in the field of intan-
gibles deals with R&D, which is just one—




» albeitimportant—form of intangibles. The
reason for the R&D focus of researchers is
simple: R&D is the only intangible asset
that is reported separately in corporate fi-
nancial statements.”

In fact, the men in white coats have not
been doing very well with their new pills
and gadgets in recent years. A study in
2005 by consultants at Booz Allen Hamil-
ton, the most comprehensive effort to date
to assess the influence of R&p on cor-
porate performance, concluded that “there
is no relationship between r&D spending
and the primary measures of economic or
corporate success.” What matters is not
how many r&p dollars you spend, say the
authors, but how you spend them.

Mostof the innovation in pharmaceuti-
cals these days is coming from small new

firms. Big Pharma’s R&D activity is now
concentrated as much on identifying and
doing deals with small, innovative firms as
it is on trying to discover its own block-
buster drugs.

Traditionally, innovation has taken
place either in the laboratory orin the mar-
keting department. The laboratory may
have proved sterile in recent years, but the
marketing department has been a hive of
creative activity, with endless new pro-
ducts and product extensions pouring out.
The iPod digital music player, for instance,
was quickly followed by the even smaller
iPod nano; the Kit Kat chunky chocolate
bar by the caramel Kit Kat chunky bar.

Yet there is a limit to this process too. In
an article last year in the Journal of Eco-
nomics and Managementi Strategy, Dipak
Jain, dean of the Kellogg business school,
and Michaela Draganska, an academic at
Stanford, claimed that too many product
extensions can have an adverse effect on
overall market share and push up costs.
Producers as well as consumers, it seems,
can have too much of a good thing.

Look high and low

Where else, then, can companies turn for
innovation? Many of them are now for-
mally looking outside their own organisa-
tions. Joint-ventures and in-house ven-
ture-capital funds enable them to take a
stake in potentially interesting ideas with-
out the full risk of developing them. Moto-
rola has four main outside sources from
which it hopes to draw new ideas: univer-
sities, where it funds research in areas of
interest to it; government bodies, to which
it applies for research grants; small and
medium-sized enterprises, from which it
licenses or buys new ideas; and its own in-

house venture-capital fund, some of
whose investments may come up trumps.

Sometimes innovation can take un-
usual forms. Adrian Slywotzky, a consul-
tant at Mercer and author of a book enti-
tled “How to Grow When Markets Don't”,
tells the story of Air Liquide, a French man-
ufacturer of industrial gases that has been
innovative in an unconventional way and
has grown dramatically as a consequence.
The company found itself in a mature
business where it had little hope of com-
ing up with new products. So it turned it-
self from a simple maker of gas into a pro-
vider of energy services to its customers
(mainly large corporations), and managed
to persuade many of them to outsource all
their energy needs to it. For several years
thereafter, Air Liquide managed to chalk
up double-digit growth in both revenues
and profits.

The story is reminiscent of that of 18m,
which switched from being a provider of
hardware to being a supplier of services to
users of similar hardware. It built a new
business by supplying its existing custom-
ers with something different in which it
could reasonably claim expertise. Be-
tween 1994 and 2003, 18M notched up
mainly organic annual growth of 15-20% in
revenue from services. Over the same per-
iod, the proportion of the company’s total
revenues that came from services rose
from 25% to almost 50%.

All this goes to show that innovation
canbe a quite a simple thing. It does not re-
side only in the minds of brilliant but
nutty scientists, or of creative luvvies in
marketing departments and advertising
agencies. It can blossom almost anywhere
in an organisation that is properly struc-
tured to encourage it. &

ENTRAL to much thinking about how
organisations should be restructured
for the 215t century is the idea that innova-
tion and growth will depend more and
more on so-called knowledge workers, the
sort of people who, to quote the title of a
recent book by Thomas Davenport of Bab-
son College, Massachusetts, find them-
selves “Thinking for a Living”.
Lowell Bryan and Claudia Joyce at
McKinsey reckon that knowledge workers

(whom they prefer to call “professionals”)
“represent a large and growing percentage
of the employees of the world’s biggest
corporations”. In some industries, such as
financial services, media and pharma-
ceuticals, they think the share may already
be ashigh as 25%.

Others would put it much higher. One
of the secrets of Toyota’s success, says Ta-
kis Athanasopoulos, the chief executive of
the Japanese carmaker’s European opera-

tions, is that the company encourages ev-
ery worker, no matter how far down the
production line, to consider himself a
knowledge worker and to think creatively
about improving his particular corner of
the organisation (of which more later).

In one sense, the organisation in which
every member is a knowledge worker al-
ready exists: it is the professional-service
firm, the organisational structure favoured
by lawyers, accountants and consultants. »
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» Most such firms are organised as partner-
ships or quasi-partnerships, where strate-
gic decisions are made democratically at
regular get-togethers of the partners.

That is not a practical way to run a
multinational company with hundreds of
thousands of employees in dozens of
countries. Butin small ways, technology is
already helping big firms to treat their em-
ployees more like partners. 18m recently
held a 72-hour online chat session {which
it called a “jam”) among employees from
75 different countries to discuss the com-

pany’s values, and plans to hold more.

“Jams enable a kind of mass collaboration
and problem-solving that has simply
never before been possible on a global
scale,” says Irving Wladawsky-Berger, the
company’s vice-president of technical
strategy and innovation.

McKinsey's Mr Bryan soberly points
out that we are not all knowledge workers
yet. “Fifty per cent of workers are still mod-
ern versions of old-style factory workers,”
he says. They still live off their brawn
rather than their brain, and they may be
able to live happily with organisational
structures that are, as'Mr Bryan puts it,
“retrofitted with ad hoc and matrix over-
lays”, and that are ill-suited for knowledge
workers. Today’s complex firm may need a
new matrix, with one structure for its
knowledge workers and another for its
more traditional workforce.

However defined, the knowledge
worker is not exactly a new invention. In
one of his more prescient moments, Peter
Drucker, the great management thinker
who died last November, wrote: “To make
knowledge-work productive will be the
great management task of this century,

just as to make manual work productive
was the great management task of the last
century.” The date was 1969, and by “this
century” he meant the 20th.

Taylor-made

The task he referred to had been begun by
Frederick Winslow Taylor, an American
Quaker who had devised what he called
“a piece-rate system” while working for
the Bethlehem Iron Company in the late
19th century. Drucker said that Taylor was
the first man who “did not take work for

_granted, but looked at it and studied it.”

Through his study, he “sparked the revolu-
tion that allowed industrial workers to
earn middle-class wages and achieve mid-
dle-class status despite their lack of skill
and education”.

Drucker was calling for another revolu-
tion, one that would make knowledge
workers more productive, but he was still
waiting for it when he died. Mr Davenport
puts hisfinger on one of the key problems:
measuring the output of knowledge work-
ers. How, for instance, do you measure the
value of a string of ideas coming out of a
marketing department?

If knowledge worker A works for ten
hours and knowledge worker B for eight
hours, most people will assume that 8 has
the easier job, not that he is more efficient
atit. “Alas,” writes Mr Davenport, “there is
no Frederick Taylor equivalent for knowl-
edge work. As a result we lack measures,
methods and rules of thumb for improve-
ment. Exactly how to imprové knowledge-
work productivity...is one of the mostim-
portant economic issues of our time.”

One way, he suggests, might be to ex-
amine how different workers use know-
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ledge; to see which technologies best
gather and disseminate the information
that knowledge workers need; and to find
the workspace that is best suited to people
who are highly mobile and need to con-
centrate alot.

The sortof technologies he has in mind
are the sophisticated online directories
that companies have developed to help
employees identify expertise and know-
ledge held by others within the organisa-
tion. Examples include Hewlett-Packard’s
Connex, Motorola’s Compass and 1BM's
Blue Pages Plus. To some extent the effec-
tiveness of these systems can be measured
in a Taylor-like way. How many human
connections did they enable to take place
during a certain period? How valuable do
users find them, on a scale of one to ten?

Companies now are investing huge
sums in such systems of “knowledge man-
agement”, which include their intranets
and their internal databases. One com-
pany describes its intranet as “a vibrating
current of what is going on in the busi-
ness”. The challenge is to ensure that em-
ployees can plug into this vibrating current
as and when they need it.

There are three broad approaches to
knowledge management. One is to create
a system where all information goes to
everybody, which is hugely inefficient; the
second tells people what others think they
need to know, which may not match their
real needs; and the third enables them to
find for themselves whatever they want to
know. Companies like to say that they aim
for the third approach, but they do not al-
ways find it easy.

In the end, though, do knowledge
workers not always contribute something »




» that is unmeasurable? Yves Morieux, a
consultant in the Paris office of the Boston
Consulting Group, certainly thinks so.
“The most valuable human mechanisms
are not measurable,” he maintains. As an
example, he points to the fact that Olympic
relay races are often won by teams whose
members do not have the fastest aggregate
times. When Mr Morieux talked to mem-
bers of a French Olympic medal-winning
women’s relay team, he was told that at
some point you have to decide whether to
run your guts out and literally not be able
to see straight when you pass the baton; or
whether to hold something back to make a
better baton-change and enable your
team-mate to run a faster time. The value
of this sort of decision-making —each
individual’s contribution to the team-—is,
he says, beyond measure.

Mr Morieux concludes that companies

N AN organisation whose employees -
re sell-motivating and largely self-di-
recting;the compass that steers them in
the way the organisation wantsthémto
: | oyota has 580 different. -
companies around the world, 51 factories
outside Japan, and sells cars in more than
170 countries. What holds these opera-
tions together and makes them partof-a -

single éntity, says Takis Athanasopoulos, -
thehead of its European operationis,isthe

company’sstrorig corporaté culture. . -

essof cont vettient. Kaizen:
ismorea frame of mind than a business
process. Toyota employees come to work
each day determinedto become a little
better at whateveritis they are doing

should concentrate on designing the pro-
cesses that knowledge workers carry out,
rather than measuring their performance.
The key to the success of Ryanair and other
low-cost airlines, he says, lies in the way
they think about combining processes.
Ryanair’s cabin crews also do the cleaning
inside the aircraft, so if they make abad job
of it they have to face complaints from pas-
sengers. In more traditional airlines the
cleaners never see the passengers.

. Business, says Mr Morieux, is about the
sort of trade-offs that Ryanair stewards are
making all the time—between punctuality
and cleanliness, between service and
speed. In the organisation of the future, he
says, the main tasks of managers will be to
judge what are the most important trade-
offs for their particular business; then to
decide who is best placed to make deci-
sions about those trade-offs; and finally to

oyotaer _pldyeés,'are én »
eeproblemsnotas .

delegate responsibilities accordingly.

So what is required to build and main-
tain the kind of “new organisation” in
which knowledge workers will thrive?
The three words that most commonly crop
up in answers to this question are leader-
ship, talent and culture. To look at the
shelves of business books on leadership,
the visitor from Mars might imagine this
was something that the business commu-
nity on Earth had only just discovered. But
current interest in the subject has been
greatly stimulated by the spread of the
“disaggregated” organisation: with more
responsibility handed down to the work-
force at large, many more people than be-
fore are having to exercise leadership. The

- market for books on the subject has grown

by leaps and bounds.
The leaders who feature as role models
for businessmen these days have changed »

than they were the day before.

» Genchigenbutsu (GG), which roughly
translated means “go to the source®, Find
the facts and do notrely on hearsay, be-
cause itis easier to build consensus
around atguments that are well sup-
ported. And also go to the source of the
problem. Mr Athanasopoulos says that
western companies spend too little time
defining what business problem they are

* where théir behaviour i§ entitely ¢o

tent with the organisation’s culturé and -
beliefs. In the West, whete iridivid

terests tend to'be put beforetho
group, itismore difficult for-e
reach this state. It thay be §o
will give the “new organisation” in Japan
an intrinsic advantage overits incarna-
tions elsewhere.
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» as well. Few people are looking for lessons
in modern leadership from Alfred Sloan,
the legendary architect of the once-great
General Motors, or Thomas Watson, crea-
tor of the first great incarnation of 18Mm, or
indeed Bill Gates, founder of Microsoft. In-
stead, the most popular figures from his-
tory are probably Alexander the Great and
Ernest Shackleton.

Alexander is a perennial favourite,
given a boost in this era of globalisation by
his claim to be the first leader with a truly
global vision, the first great bridge be-
tween East and West (never mind that one
contemporary described him as “murder-

ous and melancholy mad”, and that he

died of alcohol poisoning at 32).

Shackleton failed to achieve the goals
of his polar expeditions, but saved all his
menby beating aretreat that required great
courage. His story strikes a chord with
members of the new organisation, where
looking after your team is valued more
highly than carrying on regardless in
search of some big strategic goal.

Which way up?
The flattening of the organisation has had
at least one unexpected consequence.
With fewer rungs on the ladder, there is
now less opportunity to make visible pro-
gress to the top: promotion within the
company has become rarer. Some people
worry that this will leave a dearth of peo-
ple with enough experience needed to run
an organisation. To counter this, Ge and
Procter & Gamble have developed a cadre
of three vice-chairmen with broad areas of
responsibility who are the heirs appar-
ent—-CEOsin training.

Young managers are frustrated by hav-
ing fewer opportunities for promotion; in
a recent poll of British managers, 38% said

that their company'’s flatter structure was a
barrier to their career. The temptation is to
move to another company that can offer
an intermediate rung on the ladder.

One of the main challenges for leaders
of the new organisation is to hold on to the
knowledge workers who are essential to
its operation. Some companies have been
re-examining the way they reward know-
ledge workers. Booz Allen Hamilton’s
Gary Neilson says that for talented people
in western companies today, financial in-
centives matter less than non-financial
ones—things such as esteem, a challenging
and varied job, and the chance to work in
teams. Knowledge workers get a lot more
out of corporate life than a pay cheque at
the end of the month. For many itis an im-
portant channel for meeting new people at
a time when traditional organisations
which served that purpose—such as
churches and clubs—are in decline.

According to Jay Lorsch, at Harvard
Business School, affluent societies often
assume, wrongly, that workers are moti-
vated only by money. Bostonians were as-
tonished late last year when Theo Epstein,
manager of the hugely successful Boston
Red Sox baseball team, walked away from
amulti-million dollar contract at the age of
31, saying that he was looking for a differ-
entkind of fulfilment.

Henry Ford is credited with a flash of
business genius when he doubled the pay
rate of manual workers on his assembly
lines in 1914. By putting the cars they were
making within their financial reach, the
story goes, he sharply increased the mar-
ket for his Model Ts. But there may have
been a more prosaic reason. Work on the
assembly line was so boring that Ford had
to provide his employees with large finan-
cial incentives to stop them moving back
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to more traditional manufacturers, where
they were responsible for a much larger
partof each vehicle.

Knowledge workers may not be
tempted by such bribes. Money remains
important, but it is being used to achieve
different objectives. At 1M, the emphasis
in the annual bonus schemes has shifted
away from the performance of the em-
ployee’s individual unit and towards that
of the company as a whole. Linda Sanford,
a senior vice-president at 1BMm, says it has
notmade a huge difference to the amounts
paid out, but it has sent a signal that the
company wants people to work together.

AtToyota, most of a manager’s bonus is
linked to the performance of the business
inthe whole of his region, and only a small
amount to his individual performance. pp
strips out changes in the price of oil and
foreign exchange from its profit-sharing
scheme because they are outside its em-
ployees’ control.

Some companies have discovered that
one way they can reduce the loss of talent
is by keeping their doors open. Tradition-
ally, once employees had left they were
not welcomed back. A senior executive
leaving a blue-chip investment bank, say,
would never return. Today the banks’ atti-
tudes are different. McKinsey too has be-
gun to re-recruit former employees. David
Thomas, a professor of business adminis-
tration at Harvard Business School, ex-
plains that companies need to accept that
they may not be able to excite all the tal-
ented people on their payroll all the time.
So let them go, he says, and try to entice
them back later.

Keeping the doors open will also help
women enter the higher echelons of man-
agement, where they have been persis-
tently under-represented. .They are far
more likely than men to leave an employer
in mid-career, if only to have children. Yet
few end up returning to their former em-
ployers, and those that do rarely return on
the same terms as they left. One survey in
America last year found that women re-
entering the workforce after an absence of
three years or more suffered an average re-
duction in salary of 37%.

But re-entry problems are not encoun-
tered only by women. On the beaches of
California, a lot of male business-school
graduates walk around with surfboards
under their arms. They have worked for a
time, earned some money and decided to
do something different. One day they may
want to return to work. Companies that
are not prepared to welcome such people
back willlose out. m
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C OMPANIES are eager these days to em-
phasise that they are organised
around teams. A recent series of advertise-
ments for Microsoft featured teams of em-
ployees from the giant software company
getting excited about the various projects
on which they were working together.

Headhunters are increasingly being
asked to assemble teams of top executives,
not merely to find a single high-perform-
ing CEO. And the bosses themselves are
expected to be good at putting together
teams. David Nadler, the founder and
head of Mercer Delta, has recently pub-
lished a book called “Building Better
Boards” arguing that it is time for the cor-
porate board to reinvent itself “and be-
come a high-performing team offering real
value to the company”.

The speed and efficiency with which
effective teams can be brought together to
resolve problems is crucial to success in
the modern organisation. In a recent Har-

.vard Business Review, Philip Evans and Bob

Wolf, who work for the Boston Consulting
Group, explained how teamwork within
Linux, the open-source software “commu-

nity”, managed to build a barrage to pro--

tect the system against a virus that had
breached a vulnerable spot: “Despite the

need for the highest security, a group of
some 20 people, scarcely any of whom
had ever met, employed by a dozen differ-
ent companies, living in as many time
zones and straying far from their job de-
scriptions, accomplished in about 29
hours what might have taken colleaguesin
adjacent cubicles weeks or months.”

The authors argue that Linux was more
successful at resolving the problem than ts
more conventionally structured rival Mi-
crosoft would have been. The article holds
up the Linux crowd as the “virtuoso practi-
tioners of new work principles that pro-
duce energised teams and lower costs.”

Butitisnotjust geeks in the software in-
dustry who have learnt to work in this
way. Messrs Evans and Wolf say that the
management methods of Toyota, the com-
pany that invented “lean manufacturing”
(the remorseless elimination of waste) re-
semble, “in a number of their funda-
mentals, the workings of the Linux com-
munity”. One stroke of genius of the
so-called Toyota Production System was to
apply the principles of lean manufactur-
ing to inventory. What could be more
wasteful than having shelves piled high
with supplies that were not going to be
used for weeks or months?
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This gave rise to the famous “just-in-
time” method of stock control. Toyota real-
ised that the best way to make this system
work was to allow the workers on the fac-
tory floor to control the flow of supplies,
because they had the information that
would keep stocks at their lowest. This
forced Toyota to decentralise decision-
making and, unlike most Japanese compa-
nies, empower its shop-floor workers.

In recent years Japanese companies
have swung from being undisputed stars
of management practice to being mere
organisational mortals. The controls and
formal hierarchies that made them such
formidable production machines in the
1980s are no longer seen as a big competi-
tive advantage; indeed rather the opposite.

However, Messrs Evans and Wolf argue
that Toyota has now moved beyond lean.
“In the Linux and Toyota communities,”
they say, “leading is not treated as a disci-
pline distinct from doing. Rather, the au-
thority of leaders derives from their profi-
ciency as practitioners.”

In its latest annual report, Toyota de-
scribes a significant new feature of its
management system: “Senior managing
directors do not focus exclusively on man-
agement. They also serve as the highest au-
thorities in the specific operational func-
tions.” In other words, specialists have
becomeleaders. This system, saysthe com-
pany, “helps closely co-ordinate decision-
making with actual operations”. Itis no co-
incidence that Toyota’s new president was
previously the head of its supply-chain
management.

Clusters, mules and brokers

To see how they might make teams work
better, companies have begun to look at
the informal networks that employees
create outside their organisation’s formal
structure. Mapping of such networks
shows that most people stick together in
clusters of eight to ten like-minded souls, a

. group with whom they undertake the vast

majority of their communications and
with whom they feel “safe”.

There is, however, a certain sort of
individual who moves across different
clusters. He or she is likely to take part in
lots of activities and associate with people »
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» from other departments. He is not neces-
sarily the most charismatic person in a
group, but by acting as a “knowledge
mule”-someone who carries ideas from

one corporate silo to another and thereby

sparks off new i —he js a key figyre:
Brian Uzzi, a sociologist at Kellogg busi-
ness school, part of Northwestern Univer-
sity just outside Chicago, has looked at
ways in which companies can make use of
such mules, whom he calls “brokers”.
Some law firms, for example, try to iden-
tify them and reward them differently, be-
cause their value lies in bringing ideas to-
gether within the firm, not in bagging new
clients, which in the legal profession is the
more usual yardstick for rewards. Mr Uzzi
thinks that companies should try to iden-
tify brokers and make it their business to

e more that workers interact with
each other, the more likely they are to
solve the problems of complexity that are
a feature of modern organisations. “The
value of interactions is rising”, says the
Boston Consulting Group’s Mr Morieux,
“because their generative function [mean-
ing their ability to generate new ideas] has
become the solution to increasingly chal-
lenging  organisational  problems.”

in mid-2003 decidéd thatthe company.-
‘needed to rethink arid réstate its values. .-
When employeesare reléased from cen-
tral control, the strongest glue holding
them together is the set of values em-
braced by the organisation they work for.
Following a 72-hoirr online real-time
chat session with'its employees, 18Mm
came up withitsthree-valuesfor the 21st
century: “dedication to every client’s suc-
cess”; “innovation that matters, for our
company and for the world”; and “trust

MBWA—Management by  Walking
Around, a style championed by Bill Hew-
lett and David Packard in the 1960s and
1970s as they built up their company, had
the boss leaving the rarefied atmosphere
of his executive suite and wandering
around to see what the troops were up to.
The modern-day version of thisis MBTA—
Management by Talking Around.

It also matters how you talk. Face-to-
face or over the phone? By voicemail or by
texting? The rapid development of tele-
communications has opened up all sorts
of new options, yetlittle research has been
done into the relative effectiveness of new
ways of communicating.

Itseems to make a difference whether a
communication is synchronous (eg, the
telephone, where you get an immediate
answer to your question) or asynchronous
(eg, e-mail, where you send a message and
then wait for the answer). Research indi-
cates that a complicated sales pitch is less
likely to succeed using asynchronous
methods. If you want to escape from a
predatory salesman, ask him to make his
pitchin an e-mail.

The Boston Consulting Group’s Mr Ev-
ans says that face-to-face contact is valu-
able for establishing trustbetween people,

cationssystem. Like others; itis trying to
charige the system from being a mete
means of distributing messagestobe-
coming a lure that brings together seekers
of knowledge and collaborators. Identify-
ing employees with particular expertise
within the company has become easier.
“We have toletgo of the old com-

mand-and-control structure if we're go-
ing to grow,” says Ms Sanford. In a book
published last month, “Let Go to Grow”,

but once that has been done, it does not
need to be repeated very often. People will
happily deal at a distance with parties they
have come to trust. Mr Evans also points to
the growing sophistication of virtual envi-
ronments (as seen in electronic games
such as “Second Life”, in which players in-
teract online with as many as 70,000 other
players around the world). He believes
these will cause people to rethink what
they can do together without actually get-
ting together physically.

The minutiae of meetings

For the moment, despite the growth of vir-
tual alternatives, the most efficient way to
get decisions made is often to sit people
round a table for a discussion. Indeed, the
virtual alternatives to such meetings are
becoming increasingly good at recreating
that environment. The latest videoconfe-
rencing equipment gives participants the
impression that they are facing a bunch of

- people sitting round a table.

Businessmen still go to great trouble
and expense to get together with other
businessmen and talk. Meetings may stick
more closely to the agenda than they used
to, and waste a little less time, but the for-
mal business meeting is far from extinct. »

people withinthe space of arnihouror & :
two, and had a wiki{a web page thatcah
be edited by anyornie with access] up-and
running. Using the wiki 45 a virtual meet-
ingroom, a team of 1Bmers from theus;
Germany and the Uk were able to offera
solution to the problem in thé space of

justa few days.” Itall sounds very:
centuty. But it will work onlyif the right: '
incentives are in place to persuade péople
to workin unconventional ways.
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b Indeed, as decision-making has been
spread more widely within business orga-
nisations, and as more people have be-
come involved in it, the number of busi-
nessmeetings has probably increased.

Some companies are attempting to get
more value out of this plethora of meet-
ings. Victoria Medvec at Kellogg business
school says that when people sit down to-
gether, there is a tendency to seek con-
firmation of what everyone already
knows. To avoid this, she suggests, partici-
pants should do two things before they
even start opening their mouths. They
should write down what they think about
particular items on the agenda, and they
should rate the strength of their views on a
scale of, say, one to ten. That way, she says,
participants will remember what they

HE new organisation contains a mass

of contradictions. Charles Knight, Em-
erson’s long-time boss, boasts that his
company combines consistency with fun-
damental change. Parts of Motorola are
centralised and parts are not, and those
parts change over time. The company’s

skunkworks, for example, are decentral-

ised to encourage innovation, but its ac-
countants are centralised. “We don’t want
highly innovative accountants,” says Mo-
torola’s Mr Canavan.

In a paper entitled “The Strategic Enter-
prise: Rethinking the Design of Complex
Organisations”, Mercer Delta describes its
vision of the organisational architecture of
the future, made up of a number of strate-
gically aligned businesses “linked closely
where there are opportunities to create
value by leveraging shared capabilities,
but only loosely where the greater value
lies in differentiated focus”. In other
words, close and loose relationships will
coexist within the same organisation.

In the traditional organisational struc-
ture, units were either within the organisa-
tion and, as Mercer Delta’s David Nadler
puts it, “densely connected”, or they were
outside the organisation and not con-
nected at all. Transactions with external
suppliers were at arm’s length. By contrast,
companies today cohabit with a vast num-
ber of joint-ventures and strategic alli-
ances, some more and some less con-

thought before their views were influ-
enced by others.

The emerging “new oOrganisation” pays
more attention than did its predecessors to
the environment in which people work.
Physical space matters, if only to the qual-
ity of communication. Some companies
are reinventing the “skunkworks”, groups
of people who work on a project outside
the company’s normal rules (and outside
its normal places of work) to help them
come up with extraordinary results. 18m
famously used this method in 1980 to in-
ventits personal computer.

The skunkworks concept fell into disre-
pute when it was seen as just another cost
centre, and one with attitude at that. Now
it is being revived, but in a different guise.
Much of Motorola’s Razr mobile phone,

nected. The line between what is inside

-and what outside the corporation, once so

clear,has become blurred.

One of the most contentious of these
new -relationships is outsourcing—the
handing over to others of what were once
considered to be core functions of the com-
pany. First to be transferred to more effi-
cient providers were companies’ manufac-
turing operations. Firms such as Nike have
stretched this idea to such an extent that
some of them now make nothing: all
Nike’s shoes, for instance, are manufac-
tured by subcontractors. Nike employs few
people directly. Such companies have be-
come the orchestrators of a brand. Their
baton has only limited control over the
musicians who play for them, but that
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currently a big market hit, was developed
in anew laboratory that the company has
set up in downtown Chicago, 50 miles
(80km) from its main r&p facility in subur-
banIllinois. The building and the design of
the workspace are very different from Mo-
torola’s main offices, with lots of bright
colours and no dividing walls.

In this type of skunkworks, geniuses
are notjust left to breathe pure intellectual
air, as they often were in previous incarna-
tions; they are also constantly broughtinto
contact with designers, marketing people,
production managers and accountants.
The idea is not that they emerge at the end
of the day with something that makes
their competitors say “wow”. Itis that they
come out with something that makes their
competitors’ customers say “wow”. m

does not prevent them from producing
greatmusic (or shoes).

Even such a quintessential manufac-
turer as Procter & Gamble has joined this
bandwagon. “Our core capability is to de-
velop and commercialise,” its chief execu-
tive, A.G. Lafley, has said. “We concluded
in alot of areas that manufacturing isn’t [a
core capability]l. Therefore I lét the busi-
nesses go domore outsourcing.”

The enthusiasm for outsourcing has re-
cently spread to service jobs such as ac-
counts and 1T. One of the fastest-growing
areas now is human resources (Hr). Ken-
nedy Information, a firm of analysts, esti-
mates that the global Hr outsourcing mar-
ket will grow by 25% a year for the next few
years. In November 2005, DuPont, a multi- »»
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its HR services, such as workforce plan-
ning and deployment, labour relations
and performance management, to Con-
vergys Corporation, a firm based in Cin-
cinnati. The 13-year contract covers 60,000
employees and 100,000 pensioners in 70
countries and is worth $1.1 billion.

But outsourcing is a fluid business.
Work that has been handed over to others
is sometimes “insourced” back, and not
necessarily because it was being done
badly outside. Some banks, for example,
are bringing the processing of payments
back in-house because they have realised
that the data they have been handing over
to others can become a platform for new
business. Software programs that mine
data in novel ways can throw up ideas for
new products and markets. Over the next
few years companies may well come to re-
assess the value of their Hr operations and
decide that workforce planning and per-
formance management have become
sources of competitive advantage over
which they wish to retain control.

The relationships within the new orga-
nisation, with their varying degrees of
connectedness, can be tricky. Along with
greater dependency among businesses,
they create new areas of uncertainty. How
does a bank protect itself from the risk that
employees of a company to which it out-
sources might steal its customers’ pPIN
numbers? And what happens if the
partner in a joint-venture goes bankrupt?

Howard Kunreuther, a business profes-
sor at the Wharton School in Philadelphia,
argues that this interdependency “is prob-
ably the most important issue to start
thinking about with regard to risk”. Ravi

Bl

inant academic discipline behind the
“science” of management has been engi-
neering. When Oxford University first al-
lowed management to be taught as an un-
dergraduate subject (as recently as the late
1970s), it was introduced as a combined
“engineering and management” degree.
Some of the most famous management
gurus, notably Michael Porter, Michael
Hammer and Tom Peters, trained as engi-
neers first. Many of the most influential

AMOST since the day it began, the dom-

» national chemicals company, outsourced  Aron, another Wharton professor, says

that companies need “an extended orga-
nisation form”, with one shape for the out-
sourced “market” operations, and another
for the in-house “hierarchy”. The focal
point of this extended organisation is a
“programme office” where the company
and its outsourcers collaborate on matters
of mutual interest, such as quality control
and performance. According to Jon Watts,
a consultant with Booz Allen Hamilton,
“it's got to the point where the outsourcing
provider and the client company may
form alliances and take financial stakes in
one another to make sure their interests
are aligned.”

Upinthe air
A good example of how corporate rela-
tionships have changed in recent years is
Boeing. The process for developing and
manufacturing the aircraft-maker’s cur-
rent 787 model has been totally different
from the one used for earlier models. Be-
fore the 787, Boeing did all the engineering
design work itself. The main reason to
change, says Mike Bair, head of the 787 de-
velopment team, was that the company re-
alisedithad to trawl the world and find the
best suppliers in order to compete with its
main rival in the market for commercial
aircraft, the increasingly successful Airbus.
Airbus, a joint European venture in-
volving French, German, British and Span-
ish partners, started from scratch. Almost
by accident it stumbled on an organisa-
tional architecture that, along with gener-
ous subsidies, helped it overtake the giant
of the business in less than two decades.
These days, Boeing is organising itself
more like Airbus. It scoured the globe for

business leaders were also engineers, in-
cluding Alfred Sloan, who built General
Motors, and Jack Welch of GE. Their train-
ing taught them to divide things up into
small pieces, make each piece better and
then put them all together again. It was a
bitlike Legoland.

Management science’s founding father
was yet another engineer: Frederick Wins-
low Taylor, who wandered round factories
with a stopwatch and a clipboard to mea-
sure workers’ productivity. It was the job

new partners and found some in Europe,
some in Japan and some not far from its
home base in the United States. Whereas
with the 777 aircraft the company worked
with 500-700 suppliers, for the 787 it has
chosen just under 100 “partners”.

The difference is not just in the num-
bers, butin the relationship. Suppliers pro-
vide what they are asked for; partners
share responsibility for a project. For over
six months in 2005, teams of people from
the various 787 partners met at Boeing's
base in Everett, north of Seattle, to work to-
gether on the configuration of the plane—
something that until then Boeing had al-
ways done by itself. Now the partners are
back at their own bases, responsible for all
aspects of their piece of the puzzle. The
partners are building their own produc-
tion facilities for their bits of the aircraft.
The first flight is scheduled for 2007, and
the 787 is due to come into service in 2008.
As Mr Bair says, “it puts a high premium on
the choice of partnersin the first place.”

Italso putsa high premium on the man-
agement of that network of partners. Boe-
ing holds a partners “council meeting” ev-
ery six weeks, and has set up a network to
facilitate global collaboration which
makes it possible for designers all over the
world to work on the same up-to-the-mi-
nute database.

The company is also putting great faith
in videoconferencing and has set up high-
bandwidth facilities that are in constant
use. People come into their offices in the
middle of the night to have virtual meet-
ings with colleagues in different time
zones. Technically, the 787 will be an
American plane; but in reality it will be a
global one.

of the managers, he told them, to improve
that productivity by refining the processes
the workers had to perform. In Taylor's
world, improvement was defined by time
and motion.

Just occasionally, different academic
disciplines would raise their heads and
suggest that they, too, might have some-
thing to add to the thinking on organisa-
tional improvement. The economist Ron-
ald Coase, forinstance, argued in the 1930s
that firms existed to reduce the transaction »»
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¥ costs involved in doing things—in particu-
lar, the cost of finding business partners,
making contracts with them and monitor-
ingthe contracts thereafter.

Faster, cheaper telecommunications
and the emergence of the internet have
dramatically reduced such transaction
costs. The advantages of a firm over a mar-
ketplace full of independent contractors
have been eroded. In consequence, firms
have outsourced many of their operations
intomarketplaces, or are trying to foster in-
ternal, in-house marketplaces.

Psychology too has had its moments.
Elton Mayo’s experiments at the Western
Electric Company’s Hawthorne plant near
Chicago in the late 1920s became a land-
mark, demonstrating that there was an as-
pect to productivity that transcended time
and motion. When the lightsin the factory
being monitored were made brighter, pro-
ductivity improved, as you might expect.
But when the lights were made dimmer,
productivity unexpectedly improved fur-
ther. As it turned out, it was not the dim-
ming or brightening of the lights that had
an effect, but the attention that the workers
were getting.

Beyond engineering

In the 1990s engineering enj oyed a renais-
sance, in the guise of Business Process Re-
engineering (8pRr), the dominant manage-
mentidea of that decade. PR involved re-
organising the company around processes
such as purchasing, marketing and distri-
bution, which cut across the traditional
corporate silos based on products and ge-
ography. This involved using different
building blocks, butit still treated the com-
pany as a series of pieces to be taken apart,
improved and put together again like Lego.

The “new organisation” breaks free of
this engineering heritage. In “Results”, a re-
cent book by two Booz Allen Hamilton
consultants, Gary Neilson and Bruce Pas-
ternak, the authors talk about “the DN A of
living organisations”. Corporate DNA,
they suggest, consists of “four basic build-
ing blocks: decision rights; information;
motivators; and structure”. These combine
in different ways to make more than the
sum of their parts, expressing distinct
identities or personalities. McKinsey’s
Lowell Bryan also talks about “the per-
sonality of the firm”.

This switch, from Lego to DN 4, echoes
one-of the best-known classifications of
corporate culture ever made. In “The Hu-
man Side of Enterprise”, originally pub-
lished in 1960, Douglas McGregor, a Har-
vard academic, divided management

stylesinto Theory x and Theory v. Theory
x was the classic command-and-control
type of management, the authoritarian
style which (McGregor wrote) “reflects an
underlying belief that management must
counteract an inherent human tendency
to avoid work.” This is the world that Fred-
erick Taylor observed, and the world that
organisation man was designed for.
Theory Y is the antithesis of x. It “as-
sumes that people will exercise self-direc-
tion and self-control in the achievement of
organisational objectives to the degree
that they are committed to those objec-
tives”. Theory X is bent on devising the
right sticks with which to prod work-shy
labour; Theory v looks for the carrots that
willinduce them to stay.
McGregor’s dichotomy has
hugely influential in management think-
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ing ever since his death in 1964. The new
organisation lies firmly at the Theory v
end of his spectrum. It challenges employ-
ees, in his words, “to innovate, to discover
new ways of organising and directing hu-
man effort, even though we recognise that
the perfect organisation, like the perfect
vacuum, is practically out of reach.”
McGregor himself came to believe that
neither management style in its pure form
could work successfully. Firms would find
a balance between the two that would
shift over time to fit new circumstances.
But the new organisation is beginning to
prove him wrong. Companies are coming
to realise that knowledge workers, who
have been identified as the creators of fu-
ture wealth, thrive only under Theory v.
Theory x is becoming extinct—just like
organisation man himself. m




