


Advance praise for Strategic Execution

“Having the best strategy is for naught if you can’t execute—and then con-
stantly adapt it. Carrig and Snell have provided an invaluable service by provid-
ing business leaders with a framework to develop, execute, and then adapt any
strategy”

—Jim Barber, chief operating officer, UPS

“In a crowded landscape of books on strategy and execution, Ken Carrig and
Scott Snell find a sweet spot that focuses on real-world examples and practical
tools and advice for leaders to have an immediate impact”

—Daniel Marsili, SVP and CHRO, Colgate-Palmolive Company

“Ken and Scott have laid out a compelling framework for simplifying strategy
and turning ideas into action. Strategic Execution clearly shows that the right
simplified plan, organizational structure, and team, along with embracing the
need to move quickly, are the all-critical components to delivering results”
—Greg Brenneman, chairman of CCMP Capital and lead board director of
Home Depot

“Execution is key to organizational performance, and Strategic Execution
presents insightful and implementable ideas to improve every organization’s
execution capabilities. Filled with practical examples and evidence, this is a su-
premely useful and readable book”

—Jeffrey Pfeffer, Stanford Business School, and coauthor of The Knowing-Doing
Gap: How Smart Companies Turn Knowledge into Action

“The biggest challenge for any leader is twofold: setting direction and ‘GSD’
(getting stuff done). Carrig and Snell have laid out a comprehensive and prag-
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Never mistake motion for action.
—Ernest Hemingway
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THE CEO’'STOP CHALLENGE

EVERY GOOD BOOK begins with a compelling premise. Here’s ours:
The greatest challenge of CEOs and top management teams is help-
ing their organizations execute better. This challenge either supersedes
or is instrumental to most any other issue these executive teams face,
whether it’s achieving better financial performance, market growth, sus-
tainability, innovation, or leading through disruption. To achieve any of
those outcomes, we know they first need to crack the code on execution.

It's not as easy as it might sound. As we began discussing the is-
sues with a broad group of colleagues and business leaders, their inter-
est in the topic was overwhelming. They were searching for answers.
And what surprised us is that they weren't sure if they were framing the
question the right way. So we've been on a quest to better understand
the challenge of execution, and find the best ways to address it.

Here’s how it all began: A few years ago, during a strategy review
process at SunTrust, our analysis of the banking financial services in-
dustry revealed something interesting. Strategy alone did not differen-
tiate high- from low-performing firms. Instead, the true differentiator
between winners and losers turned out to be how well the strategy was
executed. The data on this were pretty compelling, and the fact is we
weren't doing all that we should.
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Although the financial services industry has always been competi-
tive, the financial crisis of 2008 and the years of the Great Recession
placed unprecedented pressure on traditional players, including Sun-
Trust. A confluence of legislative, regulatory, economic, and techno-
logical changes—as well as continued consolidation—drove mounting
challenges to profitable growth. During the crisis, as revenues declined
and the costs of meeting regulatory requirements rose, many banks ex-
perienced a spike in their efficiency ratios (a critical measure of perfor-
mance defined as noninterest costs divided by gross revenue). A high
ratio is a bad thing, and SunTrust’s was among the worst in the industry.

Despite improvements in subsequent years, SunTrust still lagged be-
hind other competitors. The bank’s regional scale alone was not enough
to explain its disadvantage. Compared to competitors of similar revenue
and headcount, SunTrust fell in the lowest quartile in efficiency. The
bank’s strategy wasn’t to blame either. If anything, SunTrust had some
strategic advantages in terms of its reputation and the markets it served.
That bank simply wasn't as productive as its peers. And wasn't executing
like it should.

Bill Rogers became CEO in 2011, and immediately brought the lead-
ership team together in a three-day offsite to undertake a comprehen-
sive review of the bank to determine the best path forward for SunTrust.
The team used the time—away from the daily whirlwind—to do a frank
self-evaluation and thorough investigation of the underlying causes of
the performance gap. At first, the temptation was to rebalance the strat-
egy and business mix—after all, the financial crisis exposed some deep
concerns in industry fundamentals.

But the team ultimately had an epiphany of sorts, and we learned
some important lessons in the process that changed the way SunTrust
approached strategic reviews from then on. SunTrust needed to pick a
place in the market where it could win, and then focus intensely on be-
coming the best at that.

Period.

Like many companies, SunTrust had been spending too much time
analyzing the “what” of strategy—the goals, targets, objectives, and
metrics of the business. Nothing wrong with that, of course, but by
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comparison, there wasn’t enough time spent on the “how” of the busi-
ness. Not enough time on the “who,” the “when,” and ultimately, the
“why” Collectively, these questions define the domain of execution.

And that’s where SunTrust was missing the mark. Over several years,
Rogers and team refined the bank’s approach to strategy execution to
integrate and balance these priorities for execution excellence. The ap-
proach became essentially an operating framework for the strategy ses-
sions. And more than that, it became a key approach to running the
business every day, baked into the culture.

SunTrust’s results were impressive. The company’s overall perfor-
mance improved from last quartile to median performance or better
in all key indicators. It achieved a substantial improvement in its effi-
ciency ratio, decreased costs, and enhanced customer value. As a result,
SunTrust achieved market-leading performance in shareholder value
among the top ten banks.

But even with this progress, there was less celebration than you
might imagine. Why? Because the job is never done. As SunTrust im-
proved, it continued to look for additional performance breakthroughs.
As Rogers put it, “From a performance standpoint, we've clearly outper-
formed. You know, we’re not there [yet]. I want to be best. You know,
we're not best. We are really better. We're a lot better”

THE BIGGER STORY

In this book, wed like to tell more of SunTrust’s story. And of other com-
panies like it. The reality is that SunTrust’s journey is not particularly
unique. Winning in business and sustaining success is complicated and
difficult. Nobody is immune from the challenges of execution. Even pe-
rennial powerhouses like General Electric, Boeing, or even Apple stum-
ble from time to time. The key is how they respond.

How pervasive is the execution challenge? A recent Conference
Board Survey of CEOs identified execution capability as the number
one concern facing today’s business leaders. The joke was that execution
is so important, it was ranked number one AND number two in the
survey. Another study found virtually the same thing. More than four
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hundred global CEOs in Asia, Europe, and the U.S. ranked executional
excellence at the top of the list of some eighty different challenges, sur-
passing innovation, geopolitical instability, and top-line growth.!

The data on this are fairly compelling, and there is good reason for
concern. Here are just a few more data points:

o Morgan, Levitt, and Malek reported that “90% of companies consis-
tently fail to execute strategies effectively.”

« Kotter reported that 70 percent of all strategic initiatives fail because
of poor execution.’

o A Booz and Company study found that employees in three out of every
five companies rated their organization weak at execution because stra-
tegic and operational decisions are not quickly translated into action.*

o A study by Bain found that only 15 percent of companies have truly
high performance organizations (another 62 percent were adequate,
and in 23 percent of the cases, the organization actually depresses per-
formance).’

Add it all up, and the conclusion seems to be glaringly obvious:
(1) execution is important both strategically and operationally, (2) many
of us, regardless of industry sector, need to be better at it, and (3) poor
execution is a leading cause for concern among CEOs.

But rather than fall into the trap of “admiring the problem” and not
addressing the solution, we followed up on these studies with our own
investigations. We convened a series of C-suite roundtables with senior
executives from a variety of companies. American Express hosted one
roundtable in New York City; Marriott hosted one in Washington, DC;
McDonalds hosted one in Chicago; Hewlett Packard hosted one in Palo
Alto; and SunTrust hosted one in Atlanta (see the list of participating
companies in Table 1.1).

We invited executives from a range of industries to get a cross-sec-
tion of perspectives from manufacturing, service, technology, health
care, government, etc. Most of the participating companies were fairly
large (Fortune 500) and recognized for success in their industries, so
our sample was skewed a little bit by that. But we made no effort to sim-
ply select and benchmark top firms, even though many were the best at
what they do. Rather, we wanted a diverse set of companies with a range
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of experiences, who could share their successes and struggles, what they
had tried, what had worked, and what they continue to learn.

WHY SO MUCH INTEREST?

The roundtables generated a lot of interest and enthusiastic participa-
tion from senior executives. It became clear to us that the goal of ex-
ecution excellence was something most organizations were trying to
achieve, and something few believed they had truly mastered.

In part we wanted to use these forums to road-test our ideas, as a
sort of reality check. But generally we just listened. We had learned a
lot from the SunTrust experience, but we wanted to absorb how others
saw the problem and how they approached the challenges of execution.

Many participated because they wanted to learn as well, and they
came with more questions than answers. The groups were kept small,
and everything was confidential, not for attribution beyond the room.
Because of those stipulations, the conversations were frank, unvar-
nished, confronting at times, and honest. These were smart people
with vast experience and enormous responsibility, who took the time
to share with one another and offer their insights. Perhaps most telling,
there was less “advice giving” than one might have imagined. No one
claimed to have all the answers.

The session discussions centered on three primary issues with regard
to execution capability: (1) Business Context and Challenge—what were
their priorities for execution, and why did it matter in their business?
(2) Framing and Capability—what were the critical drivers of execution
capability, and how did they determine which elements mattered most
for improving performance? (3) Action—how did they sequence their ac-
tions and investments to improve execution capability and performance?

We invited participants to first engage in a divergent process, laying
out the many factors underlying execution successes and failures. Then
we moved toward convergence, urging the participants to combine and
compartmentalize related factors to consolidate and synthesize their
lists to the most important drivers of execution excellence.

And we learned a ton.
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TABLE 1.1 Participating Companies

Abbott Ericsson McGraw-Hill Companies
Accenture General Dynamics McKesson

Ally Financial General Electric Microsoft

American Express Gilead Moody’s Corporation
BAE Systems Hewlett Packard Motorola

Blackstone Group Hyatt Hotels Munich RE

Bloomin’ Brands IBM Newell Rubbermaid
Boeing Intel Northern Trust
Broadridge Financial ITW Pfizer

Carter’s Kaiser Permanente Safe-Guard Products
CDW Kelly Services Sears

ChangAn Motors Laureate SunTrust

Chick fil-A LinkedIn Symantec

Citigroup Lockheed Martin UPS

Coca-Cola Marriott US. Army

Delta Airlines Maximus Vail Resorts

Equifax McDonalds Workday

WHAT HAVE WE LEARNED?

We learned a number of things from these roundtables, and heard sev-
eral common themes repeated from one session to another. Subsequent
to that, we created an online diagnostic survey, and have since worked
with a broader set of executive teams in Europe, Asia, and North Amer-
ica to help them work through the execution challenge. And we have
taken a deeper dive into five “spotlight” companies to learn from their
experiences, to ground our research in practice, and to shine a light on
the perspective from their CEOs and leadership teams.

“Execution Is Absolutely Critical.”

OK, not exactly an earth-shattering insight. The problem isn’t that
executives fail to recognize the importance of execution; they do.
And they echoed what we had seen in the banking industry. One
executive observed, “Five percent of the challenge is strategy; 95 per-
cent is the execution” Others seemed to think that proportion was
about right.

Why? Because strategy is only an idea, a hypothesis, until it is ac-
tualized. And in many industries, there is actually minimal differentia-
tion in the strategies firms pursue. Think about your own industry. Our
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bet is that your competitors know what you and others are doing, and
can replicate (at least in principle) many elements. Academic theories of
“sustainable” competitive advantage are waning, because the evidence is
clear that advantage based only on strategy is usually temporary.

In our experience there are two primary reasons why execution is
recognized as the bigger challenge. First, execution includes myriad
elements that need to occur in practice, coming together in real time,
not just in theory or an analyst’s report. The complexity and contempo-
raneous nature of the job make execution more difficult. Second, and
related, it simply takes more time. Adjustment, iteration, and constant
attention, refining and building capability, drives results.

Senior executives often want to delegate execution to others, while
they attend to bigger issues. Don’t make that mistake. The truth is, ex-
ecution is the big issue.

Now, two minutes for rebuttal by the opposing bench: One CEO in
our roundtables admonished the group that it’s not all about execution.
He had been recently hired to turn around a foundering company in
a tough retail market, and we understood where he was coming from.
“If you have a bad strategy, it doesn’t matter how well you execute,” he
argued. Fair enough, and we wouldn’t disagree. A bad strategy is equally
fatal.

But a good strategy without execution is no better. As Procter and
Gamble’s CEO, A. G. Lafley, put it, “The only strategy your customer
or competitor ever sees is the one you execute” We suspect that part of
the reason why execs are so emphatic about the importance of execu-
tion is they live with the very tangible consequences of a gap between
aspiration and reality, between strategy and performance. Performance
is their report card.

“The Approach Is Elusive.”

Although we can easily find agreement that execution is critical, there’s
far less agreement on what is required to achieve it. Former Honey-
well CEO Larry Bossidy noted that people believe they understand
execution—“It’s about getting things done,” they said. But when
asked how they get things done, “the dialogue goes rapidly downhill”
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Researchers at McKinsey found similar divergence; they asked senior
executives, academics, and colleagues in the consulting world for their
insights, finding no agreement about the keys to execution.

That’s a puzzle. Why are the requirements for execution so elusive?
Why is it that so many executives sense whats missing but are unsure
of what to put in its place? They see the hole, but not the fill. They feel
the pressure to close the gap between strategy and performance. They
know they need to make a change and deliver results, but are not clear
on what changes are needed most. Or which ones will have the biggest
effect.

Execution is elusive because it has so many moving parts. There’s a
significant gap between the intuitive idea of “getting [stuff] done” and
the realities of many interlinked and mutually dependent elements. In
our roundtables, wed begin by asking executives to list just the most im-
portant drivers of execution. Within minutes they would generate lists
of a couple of dozen factors, all of which are “critical” Timelines, goals,
metrics, processes, leadership, culture, communication, deliverables,
etc.—the lists go on.

The truth is that there are probably a thousand things that need to
be attended to. But if there are too many variables to consider, too much
to synthesize, too many prescriptions, execution gets bogged down in
its complexity. Mark Morgan and his colleagues at Stanford cautioned
that complexity has to be managed or strategic execution will deterio-
rate into a game of “whack-a-mole” where organizations respond to one
urgent problem after another as they each raise their ugly head.”

Execution is elusive because some of its key requirements are in-
tangible. Leaders of high-performing organizations understand the pal-
pable yet almost ethereal nature of execution excellence. “You can feel
it"—you can feel it when it’s there, and you can feel it when it’s not.
Great execution has energy. It generates momentum, it’s accelerating,
empowering. It’s even fun. Poor execution is frustrating, confusing, cha-
otic, deflating. You can feel the drag on the organization. And that kills
performance.

Getting it right is a little like harnessing the aerodynamics of flight.
The Wright brothers’ most difficult challenge at Kitty Hawk was not
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getting their “flyer” up in the air. That actually was the easy part. It was
getting the right balance of lift, drag, propulsion, pitch, roll, and yaw.
They had to control the combination of those intangibles by changing
things that were, in fact, very tangible. The design of the wing, the en-
gine mount, the steering mechanism, and so on. Same goes for strategy
execution. Leaders need to control the flight in their organizations by
affecting a complex of intangibles such as culture, commitment, align-
ment, and purpose. And they need to do it by redesigning tangible fac-
tors including structure, processes, technology, talent, and their own
behavior. Lots of pieces that all need to be in sync. Not an easy task.

“Execution Is Not Just Implementing a Plan.”

Curiously, many of our discussions with business leaders about the re-
quirements for execution begin with their circling the issue, explain-
ing what execution excellence is NOT. Part of the reason they do this,
we guess, is that over time they’ve learned that traditional assumptions
about what’s required for execution have been challenged or refuted.

Among the first things they note is that execution is not simply im-
plementing a plan. The world is not neat and linear; it’s messy and de-
viating. In a rational world, we want to logically equate execution and
strategy implementation. It only makes sense. Frankly, we expected that
most of our conversations would start there. But they didn’t.

There are important management tools that make execution more
systematic and methodical. “But it's not simply project management,’
they say. When talking about what needs to go right—and what often
goes wrong—participants in our roundtables tended to emphasize a
much broader scope of interacting challenges related to blending orga-
nizational design, culture, operations, technologies, and human resource
management. They also talked about their fledgling efforts to build a
metrics model in order to calibrate how all these elements come together.

In a related way, execs also remind us that execution is not a “once
and done.” It is continuous and unending, not a discrete or episodic
event. It manifests from a complex of interactive decisions, investments,
and actions over time. It becomes, in the best cases, an enduring way of
working, baked into the culture of the organization.
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As we were conducting the roundtables, one executive from Ameri-
can Express was adamant that we should avoid conceiving of execution
as “the Big Curtain Up,” where all the players know their lines, each part
is choreographed, the music starts, and the show begins. What he meant
by that is that too many organizations see execution as laying out a plan
(the script), assigning responsibilities (casting), allocating resources
(choreography), and launching the effort (curtain up). His point was
that American Express, like many other companies, faces a more dy-
namic world, and the key to execution is more capacity for adjustment
and change, flexibility, versatility, and agility.

“There Must Be A Better Way.”

Executives often reluctantly admit that they don't have a clear way for-
ward, and their frustration is evident. Even some of the very best com-
panies in our sample acknowledged that they don’t have a concise way
to frame the requirements of execution, a means for assessing it, or a
methodology to focus on its improvement. Without that, it’s difficult
to make progress. As James Richardson put it, “We have many useful
frameworks for formulating business strategy, i.e., devising theory of
how to compete. Frameworks for strategy execution are comparatively
fragmented and idiosyncratic”®

Yes, there is a better way. Our purpose in writing this book is to lay
out the requirements for execution excellence. For those in positions to
make a difference, this book frames an approach that focuses attention
on the key challenges as well as the principle considerations and prac-
tices that lead to breakthrough performance. It also provides a set of
invaluable tools for translating strategy into the realities of day-to-day
business performance.

Our journey to understand the phenomenon revealed dozens of
potential things to consider, and seemingly just as many people with
a point of view on the subject. To be sure, we are not presuming to
have all the right answers, or answers that are right all the time. How-
ever, based on our experience, we distilled the lessons learned from
senior executives to provide a succinct set of insights, practices, and
interventions.
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OURAPPROACH

When we began talking with our publisher about this book, we spent
time discussing what makes our approach different. What distinguishes
our work from others who speak to the same or similar issues? Since
Peters and Waterman’s classic work, In Search of Excellence, the vol-
umes of books sold on the topic of execution and performance has been
substantial. That’s good news—there’s a strong foundation on which to
build.?

Our approach is to focus on the things that matter most. While there
are many considerations that need to be attended to, the strong advice
we got was to derive an approach that is tight, highlighting the most
crucial elements, and robust with regard to impacting performance.
Don't try to boil the ocean. Think of this akin to the Pareto 8o/20 rule,
where 20 percent of the factors account for 8o percent of performance.

How can you narrow the aperture on execution excellence? The ap-
proach cannot be overly elaborate, or frankly no one will (be able to)
use it. One of the primary reasons that organizations fail to execute in
an integrated way is that they haven’t developed a truly transportable
rubric for action. As a practical matter, CEOs don't need or want “sixty-
eleven” things to attend to. As one exec reminded us, “CEOs have only
a few levers they can pull, but they are big levers.” In our experience,
winning organizations are more often those that focus on perfecting
those precious few elements that make the biggest difference in driving
performance.

Our approach is to focus on improvement, not perfection. Although
perfection may be the goal, it’s not a one-step hop to get there. We'll
highlight areas where companies have made the greatest gains and
found a step change in performance. We concentrate on lessons learned
and high-impact zones where companies have moved the needle in im-
proving their execution capability. We haven't sought to simply bench-
mark the most profitable, good-to-great companies and then provide
a post hoc prescription of how one might emulate them. Others have
done that, and the approach is compelling. But history suggests it
has a limited shelf life—five years from now, the list of best-in-breed
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companies may well have changed, and advice based only on their per-
formance will have lost some credibility. Instead, the companies we
highlight are interesting because they are world class, but not because
they are perfect. They have learned important lessons in their own jour-
ney of execution and have developed an approach that allows them to
continually improve. They acknowledge they have faltered at times, and
they have gotten better.

As an aside, have you ever noticed that coaches often have greater
fondness for their most improved players, even if the MVPs score more
points? And just as importantly, others often learn far more from the
most improved players in order to raise their own game.

None of the companies with which we have worked assert that they
have it all figured out, or that they have achieved a threshold of execu-
tion excellence (even if they have). The executives approached our dis-
cussions with great humility. Their reticence to prescribe is not born
of false modesty. These executives point to areas where their progress
is evident and where their investments pay dividends in terms of en-
hanced performance. Throughout the book, they share lessons learned
rather than claiming victory. We like their approach.

Our advice is to concentrate on ways to get better and better. Work
to close the gap between where you are and where you need and want
to be. In that regard, achieving execution excellence is much like devel-
oping your core capabilities. Work in a concerted way to strategically
upgrade the underlying skills, values, processes, and structures that un-
derlie those capabilities and combine to drive performance. That’s the
heart of where execution occurs, and that’s how organizations excel.

With these points in mind, our book is intentionally written to
achieve tripartite goals of simplicity, accuracy, and generalizability. In
science, researchers often make trade-offs among parsimony, internal
validity, and external validity. And although inevitably it is impossible to
have all three, we would observe that some competing volumes gave up
where we have not. Our work is grounded in research, giving us greater
confidence in the accuracy and internal validity of our observations.
We have reinforced those observations by taking a deeper dive into the
practical experiences of five spotlight firms. And we have included a
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broad array of firms and industries to improve the generalizable infer-
ences and external validity of our work. And perhaps most importantly,
we have kept you—the reader—foremost in mind. The value of our
work is inherently dependent on how usable it is to you.

GROUNDINGTHE IDEAS IN PRACTICE

To illustrate the principles and practices of execution excellence, we
share the experiences of CEOs and top leaders from our five “spotlight”
companies: Marriott, Microsoft, SunTrust, UPS, and Vail Resorts. These
executive teams have been generous with their time, giving us open ac-
cess and engaging in some very forthright discussions. They have agreed
to share their approaches to execution; what works, where they have
struggled, and what they continue to learn. Not only do these case stud-
ies enrich our understanding of the phenomena, but they also illustrate
how other organizations have made progress in their approach to the
challenges of execution. You won't just hear our ideas; you’ll hear theirs.

Marriott International

Marriott International is one of the most admired names in the hos-
pitality industry. The company’s roots go back to 1927, when J. Willard
Marriott and his wife, Alice, opened a nine-seat A&W root beer stand
in Washington, DC. Since that day, the company has grown to become
the largest hotel chain in the world, with a portfolio of more than 6,400
properties and over one million hotel rooms, spanning 126 countries
and territories. With the acquisition of Starwood Hotels and Resorts in
2016, the company includes among its 30 leading hotel brands Ritz Carl-
ton, St. Regis, JW Marriott, Westin, Sheraton, Courtyard, and Residence
Inn. The company has more than 140,000 employees and a market cap
over $50 billion, and is recognized for its excellent business operations,
standards of service, and reputation as a top employer. Imagine the chal-
lenge of providing premier hospitality services on that scale and scope.

Arne Sorenson is only the third CEO in Marriott’s history, and the first
who is not a Marriott family member. Prior to joining Marriott, Soren-
son was a partner with law firm Latham & Watkins in Washington, DC,



14 THE CEO’'S TOP CHALLENGE

and in the early 1990s was hired by Bill Marriott to be the corporate
attorney. “At some point I found myself listening to Arne’s ideas with
more than ordinary interest,” Marriott said. “He had a good grasp of the
company’s strengths and weaknesses, a feel for the future of the travel
industry and a sense of direction that impressed me and others. ... Arne
definitely stood out. He also seemed to ‘get” our values and culture—key
for anyone who might lead the company someday.” Sorenson took on
a number of different roles, broadening his experience across the en-
terprise by building relationships from the board to the rank and file,
which is critical in Marriott’s service-oriented culture. In 2009 he was
promoted to president and chief operating officer, and when Sorenson
became Marriott’s CEO in 2012, he not only inherited responsibility for
a global organization, but he also became a steward of Marriott’s legacy.

Marriott’s execution challenge: Integrate Starwood into its family
of hotels in order to create a unified portfolio. Sorenson and team are
very optimistic and see this as part of its strategy to innovate the cus-
tomer travel experience.

Microsoft

Microsoft was the brainchild of Bill Gates and Paul Allen. Founded in
1975, the company’s fortunes rose considerably in the 1980s through its
partnership with IBM, as its MS-DOS and later Windows operating sys-
tem soon dominated the PC industry. In 1990 the company released Mi-
crosoft Office, including Word, PowerPoint, Excel, Outlook, and more.
This suite of application software further solidified Microsoft’s position
as the standard bearer in personal computing. Since that time, the com-
pany has grown and diversified beyond the software market to include
hardware such as Xbox and Surface, and has made a number of acquisi-
tions including Skype for $8.5 billion in 2011, Nokia mobile for $7.2 bil-
lion in 2014, LinkedIn for $26 billion in 2016, and GitHub for $7.5 billion
in 2018. Today the company has over 135,000 employees and a market
cap of more than $800 billion.

Satya Nadella is only the third CEO of Microsoft, and has big ex-
pectations placed on his shoulders. During his short tenure, Nadella
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has made sweeping changes in the company to rekindle its spirit of in-
novation, learning, and growth in order to reinvigorate the company’s
passion for excellence in a new era of computing. Respected for his per-
sonal approach and insight, Nadella grew up in Hyderabad, India, and
emigrated to the U.S. to pursue a master’s degree in computer science
at the University of Wisconsin—-Milwaukee and then an MBA from the
University of Chicago. He joined Microsoft in 1992 after a short stint at
Sun Microsystems and rose through a series of key positions in both
consumer- and enterprise-focused business groups, before taking on
the leadership of Microsoft’s Cloud and Enterprise group. It was that
role that perhaps best prepared him to become CEO in 2014.

Microsoft’s execution challenge: Complete its metamorphosis
from a desktop software company to an experiences and services com-
pany. Nadella and team are working to transform the culture to inspire
innovation as they pursue their mission to “empower every person and
every organization on the planet to achieve more.” They see a unique
opportunity to do so in a cloud-first and mobile-first world.

SunTrust

You already know something of the SunTrust journey. The company’s
story began on September 21, 1891, when the Georgia General Assem-
bly granted a charter to the Commercial Travelers’ Savings Bank (later
renamed the Trust Company of Georgia). In 1919, the Trust Company’s
president, Ernest Woodruff, and W. C. Bradley led a group of investors
who bought Coca-Cola for $25 million, and the bank helped underwrite
Coca-Colas initial public offering. The bank grew through a series of ac-
quisitions, and in 1985 the Trust Company of Georgia and SunBanks of
Florida merged to form SunTrust Banks, Inc. Based in Atlanta, the com-
pany grew into one of the largest financial services companies in the U.S.,
with assets of $206 billion, serving 4.8 million households and business
clients, and providing deposit, credit, trust, investment, mortgage, asset
management, securities brokerage, and capital market services.

CEO Bill Rogers began his career in 1980, after graduating from
the University of North Carolina with a degree in business. Bill joined
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SunTrust’s commercial banking division, and over the years held a series
of positions in corporate and commercial banking, corporate finance,
retail banking, private wealth management, and mortgage loans, prior
to being named president in 2008 and chief operating officer in 2010.
After taking the CEO post in 2012, Rogers led a significant transforma-
tion of the company. His focus on execution was particularly signifi-
cant, and as part of that he built on SunTrust’s client-first culture and
increased focus on operating returns and efficiency. Under his leader-
ship, SunTrust became a more purpose-driven company, widely recog-
nized for its dedication to Lighting the Way to Financial Well-Being for
the people, businesses, and communities it serves. Bill continues to be a
champion for the company’s philanthropy and volunteerism and serves
on a number of local and national organizations.

SunTrust’s execution challenge: While the bank made great strides
in executing its strategy over the past decade, Rogers and the SunTrust
team faced a new challenge from larger banks (i.e., Bank of America,
Wells Fargo, JP Morgan, etc.) that have made substantial investments
in technology, ushering in a new era of mobile banking. To compete at
scale, and counter with its own technology investments, SunTrust re-
cently agreed to a merger of equals with BB&T, making it the sixth larg-
est U.S. Bank. Not coincidently, SunTrust’s superior execution capability
made them an attractive partner to BB&T, and increased the prospects
of a successful merger. The execution challenge now is to achieve align-
ment in this new enterprise, blend the organizations, access new talent,
build an integrated architecture, and achieve better agility through its
digital transformation.

United Parcel Service

United Parcel Service (UPS) delivers an average of 19 million pack-
ages each business day for 1.6 million shipping customers to 8.7 million
receivers. Just ponder that for a moment. Nineteen million packages
every business day. Back in 1907, James Casey and Claude Ryan bor-
rowed $100 to start a bicycle messenger and delivery service in Seattle,
Washington. Today, UPS is a global leader in logistics, offering a broad
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range of solutions including the transportation of packages and freight,
the facilitation of international trade, and the deployment of advanced
technology to more efficiently manage the world of business. It employs
more than 444,000 people and has a market cap over s$100 billion. Its
global transportation network serves more than 220 countries and terri-
tories, and includes a ground fleet of more than 108,000 vehicles and an
air fleet of more than 500 aircraft operating major air hubs in Louisville,
Kentucky; Cologne, Germany; and Shenzhen, China.

CEO and board chairman David Abney began his career in 1974 as
a part-time package loader in a small facility in Mississippi while work-
ing on his degree in business at Delta State University. Like many other
executives who thrived in the UPS promote-from-within culture, David
worked his way up to become president of UPS International, and then
chief operating officer, overseeing logistics, sustainability, engineering,
and all facets of the UPS transportation network, before assuming the
role of CEO in 2014. During his tenure, Abney has led a UPS transfor-
mation, expanding its global network, capabilities, and investments in
technology for a new era of business.

UPS’s execution challenge: Transform the organization through
technology investments in order to enhance its “smart logistics” net-
work. Abney and team are working to simultaneously achieve greater
efficiency in its global business model while taking advantage of new,
profitable growth markets.

Vail Resorts

Vail Resorts is the leading operator of world-class ski resorts and al-
pine hotels in the U.S., Canada, Australia, and throughout the world.
Its portfolio of 15 ski resorts includes Vail, Beaver Creek, Breckenridge,
Keystone, Park City, Heavenly, Northstar, Kirkwood, Stowe, Whistler
Blackcomb (Canada), Perisher (Australia), as well as the luxury hotel
chain RockResorts. In the early 1960s, Pete Seibert and Earl Eaton, both
ski patrol guides at Aspen, set off to pursue their dream of creating the
next great ski mountain, and in 1962 started Vail Associates. The com-
pany went public in 1997, and since 2010 has been growing significantly
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through acquisitions, transforming the nature of competition in the en-
tire ski industry.

Rob Katz became CEQO of Vail Resorts in 2006 (and Chairman in
2009). Prior to that he worked for Apollo Management, the private
equity firm that brought Vail out of bankruptcy and set it on its cur-
rent track. Rob’s passion and ambition for Vail is clear, and he has been
widely recognized as a Global Game Changer (Forbes 2017), one of Most
Creative People in Business (Fast Company 2017), and Transformational
Entrepreneur of the Year (Ernst & Young 2016). During his tenure, Vail
Resorts has been recognized as one of America’s Best Employers (Forbes
2016 and 2017), one of the World’s 50 Most Innovative Companies (Fast
Company 2016), and one of the World’s Most Innovative Companies in
Travel (Fast Company 2017). Throughout this book, we will share more
of the story of Rob’s impact on the company, and the industry.

Vail Resort’s execution challenge: Build a world-class organization
while redefining customer engagement and the face of competition in
the ski industry.

DOYOU SEEYOURSELF?

If you picked up this book, you probably have some responsibility for
executing strategy. Or soon will. Given the pervasiveness of the execu-
tion challenge, the audiences for this book are many and varied. Can
you see yourself in any of these stories?

For senior-level executives, we provide perspective from those at
the top of their firms. The case studies of Marriott, Microsoft, SunTrust,
UPS, and Vail Resorts are framed by their CEOs and leadership teams,
and we have used their priorities to help set our agenda. Our objective is
to channel their thinking and share their lessons learned.

CEOs and top leaders value the accessibility of our approach in that
it captures, in a concise way, the key priorities for addressing the execu-
tion challenge. We hope you do, too. In the next chapters, we introduce
an actionable model for excellent execution that we call the 4A frame-
work. We also explain how the four elements work together, reinforc-
ing and supporting one another. Although there is much complexity
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underlying the framework, we purposely designed it to capture the key
lessons in a way that emphasizes usability.

Throughout the book we introduce a set of self-assessments and a
template for developing more robust data analytics, to help you cali-
brate where you stand in the execution framework. We hope that you
use these diagnostics to engage in your organization and to work with
your colleagues to refine your priorities for improvement. When we
use these tools with management teams, it sparks a conversation—and
debate—and it helps them focus on the most important courses of ac-
tion. Where they disagree with one another, they confront the realities
of those differences. And where they agree, they move toward devising
a plan for improvement.

This book includes a set of application guidelines to ground the
ideas and establish a playbook for practical intervention. While the pro-
cess starts at the top of the organization, we know execution happens
at every level. Middle managers are often the ones most frustrated by
execution challenges, as they have the difficult task of translating stra-
tegic imperatives into operation actions. They are also the ones who
make it happen—and have responsibility to drive performance through
others. We often say to our students and clients, “Some of you may be
responsible for formulating strategy, but all of you are responsible for
executing it”

A word of caution: In an effort to find a better way, executives rou-
tinely hire consulting firms to evaluate their organization, diagnose
performance problems, recommend solutions, and devise a course of
action. There’s real value in that, because external advisors can provide a
different perspective, proffer new ideas, and generate loads of support-
ing data. But after making that investment (and enduring the invading
horde of experts), these companies discover that improvement can only
come from within. You can’'t farm it out. The CEO and leadership team
own execution, and while others have their roles, it cannot be simply
delegated. Success requires executives to stay engaged, leading the pro-
cess as a collaborative endeavor for which they are accountable.
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Focus Resources and Energy

FOUR PRIMARY FACTORS determine execution excellence. The
more we engage with companies on their own execution journeys, the

more our work has zeroed in on these four factors. Where companies

have problems, these are the most troublesome areas. And when they

achieve performance breakthroughs, these are the areas that drive im-

provement. We refer to them as the 4 As: Alignment, Ability, Architec-

ture, and Agility. Here is how we define them:

Alignment: Everyone is focused on the same strategic outcomes, with
shared understanding of their roles, commitment, and accountability
to deliver exceptional performance.

Ability: The organization has the leadership and talent needed to per-
form at a high level, as well as the ability to collaborate effectively
across the enterprise to achieve high-priority strategic outcomes.
Architecture: The organization’s design creates clear authority struc-
tures, supports efficient workflow, and enables effective decision mak-
ing to drive performance.

Agility: There is dynamic capability to respond quickly to emerging
opportunities, stay in front of change, reallocate resources, and foster
ongoing organizational learning.
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THE 4A FRAMEWORK

No matter the industry, organizational success depends on developing a
user-friendly framework to guide the firm’s collective efforts to achieve
strategic goals. The 4A model provides that framework, integrating
Alignment, Ability, Architecture, and Agility. We've seen the power of
the framework in numerous organizations.

For example, while UPS has an enviable reputation for operational
excellence, the company continually strives to get better, approaching
improvement as a disciplined process. “We have just really started to put
a rigor to [our journey],” said UPS International president Jim Barber.
“Linking the four As in UPS has a firm process built around it, as strong
and as robust as the way we take business models to the world” As he
explained, “The ability to launch [our] strategy, move it into the field,
execute it . . . ask yourself how good and how robust a process you have
around that. Because the four As work on the development of strategy,
and they work on the execution of strategy.”

Throughout the book, we'll discuss how the 4A framework can help
you see your business through the lens of execution requirements and how
it can serve as a platform for engaging others in important discussions to
prioritize action and intervention. This framework is especially important
as companies grow and evolve. The practices may change, but the princi-
ples remain the same. Marriotts CEO Arne Sorenson put it this way, “You
know, thirty years ago, Bill Marriott could virtually visit every hotel. He
could review every hotel’s budget in the entire company one at a time.” But
as the company has grown, that is just not possible. Marriott developed a
framework to execute strategy at every level. “We've become very good at
using these different channels to communicate and much more structured
in communicating well-defined priorities, and these get communicated
from the top all the way to the bottom,” Sorenson explained.

Now we must offer one proviso. Frameworks are useful, but they can
become sterile if they remove leaders from the real work of execution.
Vail Resorts CEO Rob Katz reminded us that execution occurs mano a
mano. “This happens one person to one person.” he said. “It’s not that
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I've come up with a policy or best practice. Every company has that.
Where the difference shows up is how each leader actually drives these
points home to their people and that is one to one.”

With the challenges of execution as backdrop, and the real interest
among CEOs and executive teams to make a difference, let’s take a quick
look at how we organize this book. Chapters 3-6 are deep dives on each
element in the 4A framework: Alignment, Ability, Architecture, and
Agility. Each chapter covers the key questions that executives ask, barri-
ers to execution, and the focus areas to guide action and improvement.
These points are summarized below in Table 2.1. In addition, we also
highlight the key points of each chapter.

Alignment

Alignment conveys the deceptively simple notion that execution de-
pends on everyone working together toward the same goal. In our
meetings with CEOs and leadership teams, they consistently and em-
phatically stress that alignment is both the most important factor in
execution, and the first that needs to be addressed in order to improve
performance. It is the sine qua non of execution; without it, they say,
nothing else much matters.

Why? Just think about it. Organizations exist only because peo-
ple can accomplish more working together than on their own. When
aligned, organizations bring disparate elements together into a unified
whole. Just like a laser that concentrates energy to amplify the intensity
of light, alignment channels effort and resources toward key outcomes.
It provides clarity of purpose and direction, momentum to overcome
inertia, a focus for decisions and actions, and resilience in the face of
change or disruption.

However, in large and complex organizations, where managers and
employees often work in silos, their attention becomes compartmental-
ized, or rather “departmentalized” As you might expect, they often lose
perspective on how their efforts work in service of the whole. When we
ask them about their company’s strategy, they often give us only gen-
eralities or platitudes. When we push a little more to be concrete, they
default to “This is what I do, this is my job” There’s often a substantial
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Key Questions

Barriers

Focus Areas

ALIGNMENT

ABILITY

ARCHITECTURE

AGILITY

How do you ensure that

everyone is focused on the same

strategic intent?

Have you built a high perform-

ance culture with shared

aspirations and expectations?
How do you instill a sense
of mutual accountability for

results?

Do you have the right leadership
team, working as a strong unit?
If talent is your most important
asset, what does your invest-

ment portfolio look like?

Where is collaborative capability

needed?

How well understood is your
organization’s operating model?

How do you ensure your

infrastructure propels perfor-
mance rather than impedes it?
Do processes and systems enable
or inhibit workflow and strategy

execution?

Is your organization able to
respond quickly, or are you

blindsided by change?

How do you support organiza-
tion learning to drive innova-
tion and knowledge sharing?
How well have you developed
ability to redeploy resources

quickly?

Distraction, diversion
of attention away from
goals

Dispersed resources
that diminish impact
Flagging engagement

Chronic talent shortage
Reactive approach and
short-termism
Insufficient talent
needed to pursue
growth goals

Repeatedly letting the
customer down
Working in silos or poor
decision structures
Flying blind without
required information

Chin-down manage-
ment

Threat-rigidity

Inertia and momentum

« Strategic intent

o Shared performance
expectations

« Accountability for
results

o Strong leadership
bench

« Talent capacity

« Collabrative
capability

o Clear operating
model

« Streamlined organi-
zation

« Intelligent systems
support

« Situational awareness

« Organizational
learning

« Dynamic capability

gap between their understanding of the requirements of strategy and

their own work. Misalignment becomes the norm, not the exception.

It is therefore a constant challenge to emphasize the mission-critical

elements that unite the organization toward its strategic purpose and

to work across the enterprise to achieve those outcomes. An important

part of alignment is clarifying with others how work for which they are

accountable leads to those strategic outcomes, how overall success is at-
tributable to them.
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In Chapter 3, we lay out the serious threats to alignment—what
pulls organizations apart, diverting collective effort and traction. Then
we tackle the most important practices and approaches for achieving
alignment. This includes clarifying the overall strategic intent of the or-
ganization: its purpose, identity, and direction. We then share the ap-
proaches CEOs use to elevate shared expectations for performance, or
what Doug Ready and Emily Truelove refer to as “collective ambition,”
rooted in the culture of the organization. And we provide guidance for
helping you ensure that your organization builds a system of mutual ac-
countability that is both explicit with regard to performance outcomes
and implicit in the shared values and standards of your organization.'

Ability
The second element in the 4A framework is Ability.

In any endeavor, whether business, sports, or the arts, great ex-
ecution requires great skill. No matter how fine the composer or how
beautiful the score, the performance depends on the mastery of artists
working together to bring life to the music.

Have you ever noticed how many corporate annual reports begin
with a pro forma statement such as “People are our most important as-
set” As clichéd as that may sound, we don’t doubt the veracity of the
sentiment. Many of our discussions with CEOs begin with their sincere
recognition of the importance of leadership and talent, and a reminder
that every single employee makes a difference when it comes to execu-
tion. It’s where they spend a preponderance of time, and it’s one of the
areas they, frankly, worry about the most.

Interestingly, what begins with a discussion of alignment, and the
goal of everyone pulling together, often evolves to a deeper discussion
of leadership ability and talent. When it comes to strategy execution, the
challenge is to get the most out of their human assets. This isn’t just a
focus on productivity but also attracting, developing, and deploying the
best human capital; raising skill levels; and making sure that the types of
knowledge, skills, and abilities are appropriate for the task.

And as you might imagine, great talent is in short supply. In Chap-
ter 4, we'll address some of the reasons why firms come up short when



THE 4A FRAMEWORK 25

it comes to talent and ability, a characteristic we refer to as the “talent
syndrome” that plagues a lot of firms and prevents them from execut-
ing as they could. We'll also share some of the key lessons for boost-
ing talent capacity, beginning with the importance of getting the right
CEO and senior leadership team. From there we will share some of the
insights about building a differentiated talent model, identifying criti-
cal positions, and the key approaches for developing a robust pool of
talent. Like any capital investment, the “make or buy” decisions for tal-
ent require tough choices about where payofts will be greatest. Because
HR budgets are often the first to be cut in difficult times, fewer dollars
means more scrutinized investment. The priority with regard to execu-
tion is generating more high performers, particularly in critical roles.

We also see collaborative capability as an important “talent multi-
plier” leveraging the knowledge and skills of each person to help others
perform more effectively. In this regard, collaborative capability is es-
sential for execution. In our discussions with leadership teams, they em-
phasize the importance of teamwork and the willingness to collaborate
(an element of alignment). But they quickly move beyond that point
alone and emphasize the ability to collaborate effectively, which is itself
a skill particularly in broader networked organizations.

Improving collaborative capability is not an easy undertaking, but
can be crucial for achieving execution excellence. We look at this on
three levels. First, there are structural elements that either bring people
together or make collaboration more difficult. These need to be identified
and addressed. Second, there are cognitive elements that either create
mutual understanding and knowledge sharing or impose an intellectual
divide. These need to be attended to as well. And third, there are dispo-
sitional or affective elements that either engender trust and reciprocity
or provoke the tendency toward office politics and division. These need
to be surfaced and addressed. We'll share some of the ways executives
have worked to build their collaborative capability, why it is important
to them, and the effect it has had on their strategy execution and perfor-
mance. Along the way, we'll note the connections that collaboration has
to our prior discussion of Alignment, and we'll also use this to introduce
the next section on the design of the organization, Architecture.
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Architecture

The third element of the 4A framework is Architecture. The design and
configuration of your organization, as well as its underlying infrastruc-
ture, processes, technologies, and controls constitutes the domain of
organization architecture. Your organization’s design makes a big dif-
ference in terms of reliability, scalability, and continuity of performance.
In terms of strategy execution, the organizational architecture is critical
for managing communication, resource flows, information availability,
decision making, and processes that propel the organization forward.
Getting the design right, and ensuring good alignment and ability, can
transform organizations and lead to breakthrough performance.

Unfortunately, we have found that organization architecture often
does just the opposite. Harvard Business Review’s Advisory Council
of senior executives agreed that organization architecture is often their
biggest obstacle to strategic execution. The very structures, processes,
and systems that are supposed to enable work often are the most entan-
gling impediments to effective execution. Poor architecture slows down
decision making in a morass of reporting relationships, regulations, ap-
provals, and other bureaucratic tendrils. It confuses and impedes prog-
ress through ineflicient resource flows, process inefliciencies, conflicting
priorities, and finger pointing. And it obfuscates rather than elucidates
decision making with incomplete or distorted information.?

In our experience, the effect of organizational architecture on strat-
egy execution can be positive or negative, but it is rarely neutral. Why?
Because architecture represents the synchronization of many elements
of the organization. Structures, processes, systems, and controls need
to work together as a mutually reinforcing system. When they do, that
system hums, and performance gets better. When they don’t, things
can quickly bind up as though gears in a motor were grinding with one
another.

When the elements of architecture all come together, it can literally
change the game. Here’s an example. In the 2013 America’s Cup sail-
boat race, Larry Ellison and Team Oracle USA changed the architec-
ture and design parameters of the sailboat, and it transformed the entire
sport. Rather than using the traditional mono-hull sloop with canvas



THE 4A FRAMEWORK 27

sails, Ellison’s design team created the AC72-class wing-sail catamarans.
These 86-foot leviathans had a solid wing-sail that worked much like
an airplane wing, giving the boats new capability. The combination of
the wing-sail, the multihull design, and two carbon-fiber dagger boards
under each hull enabled the boats to hydrofoil—completely lifting the
boats out of the water so they could literally fly above the surface at
speeds reaching 50 mph (45 knots). Ironically, Oracle Team USA was
not as proficient with the AC72 design as Team New Zealand, who for
generations had been masters of competitive sailing. Oracle fell behind
8-1, but the team collected and analyzed race data every night and made
design changes, process changes, and tactical changes to improve its ex-
ecution. In one of the great comebacks in sailing history, Oracle won the
final series 9—-8 by mastering the new way of sailing. The new architec-
ture had redefined America’s Cup sailing.

You may not think of your organization as an America’s Cup race.
But you can see the analogy. In a very real sense, your organization’s
architecture places an upper limit on execution capability, performance,
and how you are able to compete. In Chapter 5, we'll discuss some of
the chief concerns you may have with regard to your own organiza-
tion’s architecture, and you may see symptoms you have in common
with other firms. More importantly, we also address what you can do
about it. Some of the biggest derailers of strategy execution are inherent
in the design of the system. But the good news is that many firms have
achieved breakthrough performance by modifying their organization
architecture.

We begin by discussing ways to clarify your operating model—the
set of end-to-end core capabilities that drive customer value, as well
as the processes, systems, skills, and structures that comprise it. Your
operating model serves as an architectural blueprint for performance
and helps make priorities for execution more explicit. Then we focus on
ways to streamline your organization’s architecture, simplifying struc-
tures, improving processes, as well as clarifying roles, responsibilities,
decision rights, and authority. This includes building lateral connections
across the enterprise to improve collaboration and joint decision mak-
ing. And importantly, there is a social architecture that coevolves with



28 THE 4A FRAMEWORK

the formal architecture. Informal relationships, interaction patterns,
and cultural norms can support or subvert the goals of execution. Fi-
nally, we'll provide some examples of ways that top management teams
have invested in technology, data analytics, and artificial intelligence to
aid problem solving and decision support.

Architecture not only can be powerful and enabling, it can be beau-
tiful and inspiring. In many cases, architecture determines how high
we can go, how far, and how fast. Keeping in mind it’s only one of our
four execution factors, its importance for strategy execution cannot be
overstated.

Agility

There is an apocryphal story of Albert Einstein giving his assistant an
exam to distribute to graduate students. “But Professor Einstein,” she
said, “these are the same questions as last year.” Einstein allegedly re-
plied, “It’s all right, the questions are the same, but the answers are
different”

The same can be true for strategy execution. In high-velocity en-
vironments, questions about growth, profitability, innovation, and ex-
ecution may remain the same. But the answers about how to achieve
them are changing rapidly. In such a dynamic environment, the ability
to respond and adapt is critical for achieving organizational goals. Or as
our friends in the military often remind us, “No plan survives first con-
tact with the enemy.” Agility is important because the battlefield keeps
changing. The key to execution increasingly depends on being agile,
nimble, and responsive in the face of change and discontinuity.

Agility has both reactive and proactive connotations. From a reac-
tive standpoint, agility is the capacity to respond quickly and adjust to
external disruption, to cope with exogenous change, and to adapt to po-
tentially unforeseen circumstances. In these instances, companies are
forced to play defense, and execution is focused on urgent, sometimes
difficult change. For example, when U.S. auto companies were caught
off guard by the popularity of Japanese hybrids, they had to scramble to
introduce models that could compete with the likes of Toyota, Nissan,
and others. Some companies respond better than others, and building
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the capacity for reactive change is an important aspect of organizational
agility.

But agile execution also has a more proactive connotation. Compa-
nies work to get out in front of change, to create disruption for others,
to build an organization that is capable of continuous learning and in-
novation. The same car companies that found themselves playing catch
up with hybrid technology are now investing ahead of the curve to drive
the future adoption of all-electric and self-driving vehicles. General
Motors, for example, has emerged as a top leader in autonomous vehicle
development and announced plans in 2017 to launch more than twenty
new all-electric, zero-emission vehicles by 2023. GM CEO Mary Barra
has invested significant time and resources to build a culture capable of
embracing and driving this change. “It’s about creating an environment
for collaboration and giving people tools they need to work effectively.
How can we make sure you really have a work environment that’s en-
abling and empowering, instead of constricting?”™

At about the same time, Bill Ford Jr., Ford’s executive chairman, an-
nounced the creation of Team Edison, a special unit that combines tech-
nology, product development, marketing, and advanced manufacturing
to accelerate the company’s “clock speed” in developing electric and au-
tonomous vehicles. To further accelerate change, Ford decided to carve
out its autonomous-vehicle program into a separate wholly owned com-
pany, unencumbered by the larger organization. As Sherif Marakby, chief
executive of Ford’s Autonomous Vehicles, said, “What’s important is hav-
ing the focus of this team to think big, move fast and in a very agile way*

Despite these efforts, Tesla passed both Ford and GM to become the
most highly valued car company in the U.S. (market cap over $60 bil-
lion). Its top position was not because of the number of cars Elon Musk’s
company was selling, which was substantially less than traditional com-
petitors, but because investors at the time saw Tesla as better positioned
to drive innovation and change. Still, there were lingering concerns
about Tesla’s ability to deliver on that potential. The challenges of execu-
tion never go away.’

There are a few important lessons we've learned about agile execu-
tion. Remember our colleague at American Express who warned that
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execution today is not just a “Big Curtain Up.” He was right. In Chap-
ter 6, we focus on ways to help your organization respond better, adapt
more quickly, and redeploy assets to drive performance. Ironically, one
of the most common inhibitors of agility is our own approach to execu-
tion, a phenomenon we call the “Execution Paradox” In an attempt to
drive better performance and maximize efficiency, many organizations
create a situation where change and adjustment are more difficult. The
harder they work, it seems, the more challenging it is for them to see the
need for change, to flex, adapt, and adjust appropriately. Does that ever
happen to you? Do you find yourself blindsided by change, flatfooted,
and unable to stay out in front?

Part of the challenge is creating the capacity to see what’s coming,
or what’s possible. Some of the most agile organizations have developed
situational awareness that gives them deep insights to customer needs,
and broader peripheral vision of what’s happening in the marketplace
and external environment. We'll cover some of the ways you can build
situational awareness in your organization by empowering others to
help surface potential opportunities and leveraging the collective wis-
dom of those around you.

Agile organizations are consummate learners. They are less likely
to “bet the farm” on big gambles, but continually undertake a series of
small wagers, recoverable investments that help them learn, explore,
and influence the future. What they learn, they share broadly within
the organization, rather than falling into the trap of hoarding knowl-
edge or compartmentalizing information. Finally, we’ll cover some of
the key lessons learned about building “dynamic capability,” and share
approaches you can use to increase your capacity to reallocate and re-
deploy resources in ways that strengthen the core of your organization
while investing in the future.

Although experience suggests that agility is a bigger priority for
some firms than others, no one is ignoring it. In even the most tra-
ditional industries (as we saw with U.S. car companies) building the
capacity to respond quickly and consistently is a requirement for execu-
tion excellence.



THE 4A FRAMEWORK 31

One last point; of all the elements in the 4A framework, agility is
the newest and least well understood. Organizations who for years tried
to create stability and eliminate variation as a precondition for execu-
tion excellence are having to rethink their approach. The change has not
come naturally. More on that in Chapter 6.

THE INTERACTIVESYSTEM

Each of the four elements of execution is important in its own right.
Alignment, Ability, Architecture, and Agility are the drivers of break-
through performance. However, to function effectively, they need to
work together as a system, supporting and reinforcing one another to
strengthen their overall impact. Because of their nature, they will influ-
ence one another on their own, but for maximum effect they need to be
managed jointly. This is perhaps an intuitive idea and consistent with your
own experience, but also worth making explicit before we go forward.

For example, strong alignment and purpose make it easier to attract
and develop talent, build a top-notch leadership team, and focus col-
laborative capability (Alignment — Ability). Conversely, when align-
ment decays, talent scatters and collaboration dies. In just the same way,
strong alignment helps establish priorities for the organization architec-
ture and even compensate in places where/if that architecture may fall
short (Alignment — Architecture). For example, if your executive team
galvanizes action around the organization’s strategic intent, it has the
effect of anchoring your operating model, helping to clarify authority
structures, roles, and decision rights. It also gives a focal point for pro-
cess (re)design, systems reengineering, information access, etc. Finally,
alignment helps to reinforce agility, providing a source of integration
and stability in the face of change (Alignment — Agility). It not only
gives the organization its core foundation for springing to action but
it also serves to unite the organization in those inevitable cases where
agility leads to temporary divergence and variation.

Take a moment to think about how the other elements of the 4A
framework interact with one another in your organization. Ability,
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Architecture, and Agility all have those potentially synergistic effects.
Taken together, they can strengthen each other. Just as importantly, if
managed poorly they can eliminate or diminish the effects of the other
three. We've seen some deadly combinations, say for example where poor
Architecture fractures Alignment, or where Ability gaps hamstring Agil-
ity. You see our point—it’s an interactive system. Throughout the rest of
the book, and particularly in Chapter 7, we focus on both the independent
effects of the four As, and also discuss their interactive impact as well.

Now let’s step back from the framework for just a moment. There are
a couple dimensions that distinguish the four As from one another, and
at the same time bind them together. We find it useful to think of execu-
tion excellence fundamentally as leveraging the firm’s resource base to en-
ergize performance. As shown in Figure 2.1, the 4A framework combines
two categories of resources, human capital and organizational capital,
and two types of energy, potential and kinetic. Let’s take some time to
consider each dimension.

TYPE OF RESOURCE

Human Capital Organization Capital

Al ALIGNMENT AGILITY

FIGURE 2.1 The 4A Framework
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Resources: Human and Organizational

Strategy execution is inherently a process of developing and deploying
resources in service of key organizational outcomes (i.e., growth, profit-
ability). Some of those resources are obviously human, and some are
organizational. For example, firms use technology, processes, systems,
information, as well as financial resources. Throughout the book, we
emphasize that achieving executional excellence depends on identify-
ing, investing in, and allocating resources that will have the greatest ef-
fect on performance.

Of the many, find the few. And focus there. That axiom is going to
ring true in our discussion of Alignment, Ability, Architecture, and
Agility. As management guru and professor Michael Porter so famously
said, “Strategy is about making choices.” The same can be said of strat-
egy execution.

During the 1990s, New York City police commissioner Bill Bratton
was able to achieve a dramatic turnaround and breakthrough perfor-
mance of the New York City Police Department by focusing critical re-
sources on those key areas that would drive out crime. With limited
manpower and resources and budget cuts, Bratton resisted the normal
temptation to scale back his aspirations. Instead he concentrated on
specific crime zones and felonies that could achieve the greatest mar-
ginal improvement. In addition, he focused on key human resources—
his precinct commanders—and held them publicly accountable for
delivering results and sharing their approach with others. He focused
on political resources the same way, identifying key constituencies who
might be the greatest supporters and those who might be the strongest
detractors. Within two years, and without any budget increase, Brat-
ton transformed New York City into the safest metro area in the U.S,,
decreasing felony crime by 39 percent, murders by 50 percent, and theft
by 35 percent.”

There’s a two-part lesson here. On the one hand, improving your
organization’s ability to execute depends on finding those potentially
limited resources that will give you most leverage. Where’s the biggest
bang for your buck? On the other hand, or the other side of your hand,
we would suggest that resource allocation be directed at those few areas
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that are holding you back the most, what Eliyahu Goldratt referred to as
“theory of constraints.” In his book The Goal, Goldratt posited that any
manageable system is limited in achieving its goals by a very small num-
ber of constraints. By identifying the constraint and restructuring the
rest of the organization around it, redeploying resources, you improve
throughput capacity, and elevate performance.®

Energy: Potential and Kinetic

The second dimension underlying the 4A framework is energy. Al-
though you likely refer to people and organizations as “resources,” wed
guess that you're less likely to see them as sources of energy. But ask any
leader with responsibility for strategy execution, and he or she will tell
you, “Resources are important; managing energy is essential” During
one of our roundtables, one executive advised us, “There’s perhaps no
asset more critical to execution, nor more undervalued, than the man-
agement of energy” Organizations are systems, and like any system it
must generate more energy than it expends in order to survive. In his
work with senior teams, Jim Clawson emphasized that “leadership is
about managing energy, first in yourself and then in those around you?”
Rob Cross and colleagues found through their research that some of the
highest performers in organizations are what they called “energizers,”
individuals who communicate a compelling vision, create opportunities
for others to contribute, actively seek input, and facilitate progress to-
ward goals. Energy is contagious and affects everyone around us. In the
best cases, the entire organization can be affected positively.’

In Chapter 1 we noted that execution is made more difficult by the
fact that some of its requirements are intangible. This is especially true
of energy. How do you manage it? Let’s start with the concepts of poten-
tial and kinetic energy. Potential energy is stored energy, latent within
an object, based on its makeup and design, as well as its relationship to
other objects. Think about a set of pool balls, carefully racked together
on the table prior to a game. If you've seen what’s possible, you know the
enormous potential energy stored in that composition. Kinetic energy
is energy released and put into motion. This energy can be transferred
from one object to another, much the way energy passes from the pool
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stick, to the cue ball, to the set of racked balls as they expand outward.
It can be startling. (Ken often demonstrates this principle to Scott when
we play a game of pool, and typically exacts a small fee for the trouble.)

How does that apply to business? Organizations are powered by the
potential energy of leadership, talent, structure, and processes. They also
deploy the kinetic energy of having everyone aligned and able to flex,
respond, and evolve. Let’s look at this in the context of the 4A frame-
work. Ability and Architecture are sources of potential energy—the hu-
man and organizational capacity to achieve more. Execution excellence
is latent in both these resources. At the same time, organizations lever-
age Alignment and Agility as sources of kinetic energy—vitality that
activates and propels your organization forward. Alignment energizes
commitment, momentum, and enthusiasm through a shared sense of
purpose and strategic intent. Agility energizes discovery, learning, and
innovation releasing energy from the core. Of course, the distinctions
between potential and kinetic energy are not as discrete as they might
appear in the 2x2 square in Figure 2.1. Just as the four elements interact,
the flow of energy intermingles among them as well.

To see how this looks in practice, consider DuPont’s development
and commercialization of nylon. DuPont began research on nylon
back in 1930. Its genesis came out of a company redesign, restructur-
ing the chemical department into several small research teams to focus
on pure science that might eventually have industrial application. This
was important for generating the autonomy to pursue new innovation.
One team, headed by Wallace Carothers, worked on polymer research
combining chemical compounds into new synthetic materials. His team
worked for over nine years on nylon prototypes, repeatedly testing new
possibilities, deepening their expertise, honing their process, and mas-
tering a steep learning curve with colleagues across other departments.

Think of these investments as building future capability—potential
energy that would power subsequent performance. Producing nylon re-
quired a complex manufacturing process, using high-pressure chemis-
try, which ultimately became the foundation for industrial production
still used today. DuPont’s production facilities eventually were capable
of spinning up to 12 billion pounds of nylon annually. Even before the
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product was available to the public, nylon fiber was marketed to con-
sumers, building excitement and demand for the first manmade tex-
tile fiber. It was first used during World War II to make parachutes and
tents. And then, postwar, when it finally became widely available to
the public, demand skyrocketed and nylon revolutionized the hosiery
industry.”

The DuPont example helps to illustrate the role of potential and
kinetic energy in strategy execution. Building capacity, expertise, and
organizational capability are critical for increasing the upside potential
for excellence. And then leveraging that potential through the power
of shared purpose, collective ambition, and organizational learning
helps to accelerate momentum, responsiveness, and breakthrough
performance.

A LOOKAHEAD: HOWTO USETHIS BOOK

With the 4A framework as background, we use the next four chapters to
go deeper into Alignment, Ability, Architecture, and Agility and the role
each plays in addressing execution challenges.

Each chapter is written using a similar format. First, we begin each
chapter with a set of scenarios that give you a quick glimpse into specific
execution challenges of Marriott, Microsoft, UPS, SunTrust, and/or Vail
Resorts. These scenarios help ground the key elements of the 4A frame-
work in their experience.

Next, we detail some of the symptoms of poor execution; places
where organizations get hung up with Alignment, Ability, Architecture,
and Agility. The point is to give you a sense of how these challenges may
manifest in your own organization, and how to diagnose underlying
performance problems. These symptoms help tee up the next section
called “What Can You Do?”

Each chapter contains three main priorities or principles for improv-
ing execution that have been derived from research, executive roundta-
bles, and company case studies. For each of these three main priorities,
we give a few more recommended actions, and we include extensive
examples and advice from executives at Marriott, Microsoft, UPS,
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SunTrust, and Vail Resorts to illustrate the concepts and practices. Each
company and leadership team has its own approach for addressing the
execution challenges. Our goal is to show that while the requirements
and principles of execution are common, how they are applied can be
different. Indeed they must be different to meet the specific strategy,
culture, and competitive environment of each organization. While you
can learn a good deal from the company examples, your approach may
be somewhat different, too.

At the end of each chapter, we include a section called “Where Do
You Stand?” This provides a quick self-assessment that summarizes the
key takeaways from the chapter, and helps you calibrate where your or-
ganization is on that dimension. (As a cheat sheet, we also provide the
complete self-assessment diagnostic of all four As as an appendix at the
end of the book.)

Finally, in Chapter 7, we go into more depth about using the 4A
framework with your own team. The chapter outlines how to contex-
tualize the approach within a broader business review, providing advice
about how to assess your execution capabilities and how to build a play-
book for intervention and action planning.

Now let’s begin with our first deep dive in the 4A framework:
Alignment.



ALIGNMENT
The Imperative of Shared Intent

IN 2008, SunTrust CEO Bill Rogers regularly visited regional branches
of the bank to talk with employees, to hear what they were thinking
and how they were feeling. In his view, keeping in touch with front-line
“teammates” (the SunTrust term for its employees) was important to the
company’s client-first culture. As he recalled, during the height of the

financial crisis,

I was out at one of our branches, and a teammate whod been with us a long
time told me, “When I leave here, I take my name badge off when I stop at the
grocery store so people won’t know that I work at a bank”” This was more a func-
tion of what the industry was going through than our company. Nonetheless,
I never want teammates to feel that way—ever. I want them to be proud of the
company they work for, be purposeful in their work, and I want them to be able
to connect their work with the purpose and goals of the company. This is what

we're here to do.

The challenge for Rogers was one of accentuating SunTrust’s mission.
He had to elevate that purpose, to help employees connect with it, and
understand how they contribute to it. This inspired him to ensure his
executive team was aligned in their purpose and approach to get there.

Microsoft’s story was somewhat different. Some believed the com-
pany had lost its way when Satya Nadella became CEO in 2014.! The
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company had grown into a large and, some say, lumbering organization
that had trouble focusing. As Chief Human Resources Officer Kathleen
Hogan described, “We would go into meetings with so many things to
cover. . .. The company’s working on all these things.” With so many ini-
tiatives, everything became a priority. And as they say, when everything
is a priority, nothing is a priority. Nadella was called to craft a clearly
focused direction for the company, and an aligned, integrated strategy
to match.

When Rob Katz became CEO of Vail Resorts in 2006 he undertook
an acquisition strategy that grew the company from a handful of in-
dependent ski resorts in Colorado to a portfolio of more than twenty
resorts across three countries. Integrating all those parts into one enter-
prise was his challenge. Customers loved the idea that they could pay
one price for an Epic Pass and ski any of the company’s resorts around
the world. The problem was that Katz’s initial leadership team wasn’t
prepared to deliver on this vision. As Katz put it, “Even when everyone
has the best of intent, there are different perspectives on how to actually
get from point A to point B. And it’s very easy to quickly find yourself
out of alignment where people are spending time and effort on things
that are not actually helping the company succeed. In a competitive en-
vironment, that is a huge disadvantage.”

These stories reveal different facets of the alignment challenge, and
how they are critical to firm performance. As we noted in Chapter 1,
CEOs see alignment as both the most important factor in execution and
the first that needs to be addressed. When organizations are aligned, the
rich diversity of talents, resources, experiences, and opportunities can
come together with focused intensity to achieve greater performance.

Yet in our experience, many companies fail to follow through deeply
enough to ensure that total alignment actually occurs. It's a classic case
of “easier said than done”” It takes serious work to get there. And most
CEOs acknowledge that alignment is never fully achieved—it is an on-
going challenge. Worse, misalignment feeds on itself in a vicious cycle
where distractions lead to more disintegration. Misalignment can kill
an organization because of divergent actions and interests, conflict and
dispersion, diffusion of effort, and waste and frustration at every level.
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To explain this, refer to your high school physics book and the law
of entropy. All systems are predisposed toward disarray and random-
ness, giving off or dissipating energy along the way. It takes far more
energy to keep a system together, aligned and organized, than to have
it disperse. Think about how quickly and effortlessly a set of dominoes
falls versus the time it takes to stack them. Think about the rapid demise
of the Roman Empire or the Soviet Union. Think about how easily your
closet becomes disheveled versus the effort to keep it neat. Each of these
examples, big and small, illustrates the pull of entropy. Organizations
are no different.? And the more complex the system, the more the ten-
dency toward dispersion and misalignment.

What might this look like in your organization, and what can you
do about it? The first step is to identify the potential signs or sources
of misalignment and their underlying causes. Perhaps you’ll recognize
some of the following common symptoms.

SYMPTOMS OF MISALIGNMENT

Let’s start with a simple analogy. Have you ever driven a car that’s out of
alignment? It’s no thrill ride, right? The car pulls to the left or right, the
steering wheel vibrates, the tires squeal. You grip the steering wheel, try-
ing to keep things going straight, manage the resistance, and decrease
the wear and tear on your vehicle. It’s frustrating and exhausting. And
dangerous.

While it may be more subtle at first, organizational misalignment is
just as debilitating. Employees at all levels must overcompensate, over-
steer, and often decelerate to cope. While not as obvious as a shaking
steering wheel, there are some recognizable symptoms when an organi-
zation lacks alignment. Let’s look at this and dig deeper.

Symptom #1: Do You Get Sidetracked, Distracted,
and Diverted?

Does your organization get distracted and diverted from priorities that
matter most? Instead of focusing on mission-critical objectives and goals,
organizations often get sidetracked, sometimes by very attractive “shiny
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objects” This tendency came up often in our senior executive roundtables.
Many leaders acknowledge the gravitational pull of the latest industry
trend, their reactionary response to competitor dynamics, their compul-
sive fixation on monthly sales or quarterly earnings reports, all divert-
ing attention from long-term priorities and strategic investments. In their
book, Strategy That Works, Paul Leinwand and Cesare Mainardi reinforce
the importance of addressing such diversions in order to build better stra-
tegic alignment: “It is all too easy to continually shift your focus—to deal
with exigencies and never quite build the capabilities you need.”

Some would argue that McDonalds was distracted for several years
in its fruitless efforts to woo health-conscious customers (who almost
never ate there). In the process of trying to broaden its base by expand-
ing its menu to salads, wraps, and the like, McDonalds neglected its
core—making great burgers. New, “better burger” chains began pulling
in customers with gourmet, made-to-order burgers and quick, casual
service. After losing an estimated 500 million U.S. orders over a five-
year period, the company announced it would get back to basics, reem-
brace its identity as a fast-food chain, and worry less about appealing to
a customer group they were never likely to win over. The lesson learned?
According to Lucy Brady, SVP of corporate strategy, “We don’t need to
be a different McDonald’s, but a better McDonald’s.”*

Disciplined alignment toward what is truly most important acts as
a guardrail from getting sidetracked. In racing, they say “the car goes
where your eyes go.” If your organization chases one fad after another
or can’t help lurching toward some new opportunity, those diversions
may be a symptom of misalignment. That can hurt execution.

Symptom #2: Are Your Priorities and Resources Too
Dispersed?

A related symptom of misalignment is if your organization is trying to
do too many things at once. The dispersion of priorities, and the scat-
tering of resources, can lead to diffused impact. When senior leaders
are unable to align around a few key priorities, they often take a “peanut
butter approach” and spread their resources too thin. The effect of this
is to accomplish many things with little impact. Lots of motion, but not
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much progress. In their book, aptly named Execution: The Discipline of
Getting Things Done, Bossidy and Charan cautioned, “A leader who says
‘Tve got ten priorities’ doesn't know what he’s talking about—he doesn't
know himself what the most important things are. You've got to have
these few, clearly realistic goals and priorities, which will influence the
overall performance of the company.”®

Having too many priorities is like a stream of light that is broadly
diffused: it may provide no useful illumination. Managers will often ra-
tionalize that their pursuits are justifiably important (divisional sales,
operational targets, etc.), but the organization will have lost its focus. As
one executive told us, “There are always good initiatives and business
opportunities that pop up—and they may make sense in themselves.
But the organization gets too complicated.” A critical task of the senior
leadership team is to eliminate these otherwise good opportunities that
would dilute the organization from its core focus.

A decade ago, AstraZeneca was lagging the pharmaceutical industry
in R&D productivity. Its investment in research was high, but its record
of bringing new drugs to market wasn’t. CEO David Brennan and his
team concluded the company was trying to compete in too many dif-
ferent therapeutic areas, the effect being too many development priori-
ties, dispersed resource allocation, and limited impact. After a thorough
portfolio review, the company decided to focus on unmet medical needs
that had highest prevalence and matched AstraZeneca’s capabilities. An-
ders Ekblom, head of global medicines development, said, “We had to
make some tough choices. My analogy is a bit like a freeway. When you
have a freeway which is in a traffic jam, if you add more cars into it, it
just slows down even more. If you take a number of the cars away, sud-
denly the traffic flows freely” After the company trimmed its develop-
ment portfolio, resources were allocated more effectively, collaboration
across projects improved, and R&D productivity jumped. AstraZeneca’s
success at bringing new drugs to market rose, and revenue more than
doubled.”

The lesson here? By focusing on less and avoiding dilution, your or-
ganization can achieve more. As Stephen Covey put it, “You have to de-
cide what your highest priorities are and have the courage—pleasantly,
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smilingly, unapologetically—to say no to other things. And the way you
do that is by having a bigger ‘yes’ burning inside.”®

Making the tough strategic calls and aligning around a few key pri-
orities prevents managers from making endless tradeoffs and compro-
mises. It also helps prevent silos—a major challenge in a multitude of
organizations. Without a clear, aligned mission, departments and busi-
ness units often fill in the blanks, defining their own priorities and al-
locating scarce resources to work that may not serve the best interests
of the enterprise. At an operational level, these silos result in unhealthy
internal competition and conflicting interests. At best, they work well
independently and generate pride only within each team. At worst, they
create fierce rivalries that suboptimize performance. Perhaps you've
seen instances where employees develop more loyalty to their team than
their customers and the overall organization.

And while silos and resource allocation problems have been a docu-
mented difficulty for decades, the challenge is still vexing—especially in
large, complex companies.

Symptom #3: Is Engagement Flagging?

Still a third symptom that your organization may have an alignment
problem is if it is losing traction, spinning its wheels, losing drive and
forward momentum. The disconnect between leaders and the led is of-
ten glaringly apparent, and when it happens employees may become
frustrated, discouraged, even cynical, and start to disengage.’ If they
begin to believe the organization has lost its way, its sense of purpose or
direction, they may get disheartened.

If employees observe a lack of clarity or authenticity among senior
leaders who don’t tackle the big issues, they may become skeptical and
“dial it back,” simply doing their job in a pro forma manner. And if they
believe that their views are inconsistent with leaders, they may avoid
confrontation and just keep their heads down, hoping that this too shall
pass. When that happens, organizations can quickly lose momentum,
dissipate energy, lose capability, and start to decay.

Take the example of Nissan Motors. During the 1990s, Nissan went
through a decade-long decline that seemed irreversible. A series of three
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CEOs tried in vain to increase productivity, eliminate waste, improve
quality, and boost financial performance. But nothing seemed to work.
Nissan’s slide continued, and employees seemed resigned to the company’s
fate. There was a growing disconnect between what the CEOs wanted and
what the employees would deliver. Enter Carlos Ghosn, the new CEO who
came over from Renault. He took three key steps to reengage his organiza-
tion. He reduced his leadership team from forty-three to nine to get tighter
alignment, eliminated entitlements like lifetime employment, and created
cross-functional teams to identify and solve key business challenges.

Ghosn’s actions addressed Symptoms 1 and 2 by driving focus and
collaboration. But he really sought engagement, challenging the cross-
functional teams to focus on becoming “a world-class automotive com-
pany.” Instead of dictating a turnaround strategy, he empowered his
organization to devise one.

Ironically, their solutions were not dramatically different from the
previous CEOs. But the effect was different. Within two years, Nissan
was profitable again and back on a growth trajectory. Allowing the en-
terprise to develop and own their solutions was key to executing them.

WHAT CANYOU DO?

If you recognize any of these symptoms, or aspects of your organization
in these vignettes of McDonalds, AstraZeneca, or Nissan, you may have
an alignment problem. But, you needn’t wring your hands. As they say,
recognizing the problem is the first step toward a solution. The good
news is that despite the many challenges of alignment, real gains can
be made. We saw this at Marriott, Microsoft, SunTrust, UPS, and Vail
Resorts.

Our research and their examples demonstrate alignment can be im-
proved when organizations do three things:

o Establish a clear strategic intent (the “why” of their existence)

» Generate shared expectations for high performance (the “what” they’re
aiming for)

o Instill mutual accountability for results (the “how” they know they are
doing it)
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These bullet points may make the ideas seem deceptively simple, but
they can be quite challenging to enact. Let’s take a deeper look at how
you can enact these three “to dos” in order to make a difference.

ESTABLISH ACLEARSTRATEGICINTENT

Step one to gain better alignment is to get everyone on board through
a compelling focus on strategic intent. Why? A clearly articulated stra-
tegic intent can energize your organization around an ambitious vision
of the future. Interestingly, evidence suggests that it often inspires the
organization to set off toward a goal that, at the time, they may not
be fully capable of achieving. But it engages collective ambition and
higher aspiration. It can be a stretch experience for sure, but one that
provides the “emotional and intellectual energy for the journey to the
future” In fact, McKinsey research has shown that the financial per-
formance (EBITA) of firms was almost twice as likely to be above the
industry median when people were clear and excited by the company’s
direction."

When done well, the process of defining the organizational purpose
actively engages leaders and others to focus on the essence of their suc-
cess, energizing and clarifying the value of their collective vision. It em-
powers everyone to recognize their own contributions to that vision. A
clear strategic intent helps to orient the organization, providing what we
might call a “shared dominant logic” for sensing, framing, and respond-
ing to the world. It answers the big question of “why?”

Does your organization have a clear strategic intent? Is it understood
and embraced by everyone from the CEO to the rank and file? Achiev-
ing this clarity is more difficult than many imagine. Two decades ago,
Michael Traecy and Fred Wiersema wrote their book, The Discipline of
Market Leaders. Their findings were sobering: the vast majority of ex-
ecutive teams they studied were unable to articulate their value proposi-
tion succinctly.? Our experience is that the same is true today. Without
a clear strategic intent, it’s difficult to establish a focal point for collective
action and performance.

Check yourself on the following questions:
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o How well is our strategy understood and supported by all managers?

o Are our strategic goals clearly prioritized by our leaders and regularly
communicated throughout the enterprise?

o Does our executive team model all the behaviors necessary to translate
strategy into performance?

The CEOs in our profile companies routinely ask themselves these
questions. When they don’t like their answers, they engage their leader-
ship team to make the changes required to improve across their com-
pany—enabling both horizontal and vertical alignment.

Does Strategic Intent Unify Your Team?

In complex organizations, the day-to-day operations of independent
business units and corporate functions often lead to competing priori-
ties and fragmentation. To be fair, our narrow, siloed perspective is not
necessarily wrong, but incomplete. Truth as we know it can eventually
become biases inviting disagreement and conflict across departments,
staffs, and regions.

Individual managers often pursue ends within their staffs or oper-
ating units that are both worthy and relevant to the organization. But
without integration across their effort, to reconcile different capabilities,
perspectives, and priorities, the opportunity for greater achievement
is lost.

But please don’t miss the point here—the goal is to integrate, not
eliminate, the differences. Each unit brings something unique and im-
portant. The confluence of ideas and experience is critical. Ultimately,
the focus must be on connecting all departments, regions, etc. to a
shared vision—an enterprise perspective—so they don't suboptimize
performance.

SunTrust: Clarify your purpose—Why are we here, whom do we
serve? Let’s return to Bill Rogers’s priority at SunTrust. He wanted to
align everyone in the entire company behind a shared purpose. Here’s
how he described his challenge. “Early in my career, a colleague told me
the CEO has two jobs: to bring clarity from complexity, and to bring
purpose to the work. If you keep those two things in mind, the doors
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open. . .. Particularly for our industry, it’s critically important to explain
the ‘why’ to our teammates. We want them to feel proud.”

In 2012, Rogers convened a taskforce of teammates (employees)
company-wide to formally capture SunTrust’s shared purpose, values,
and guiding principles. The team’s objective: define the company’s pur-
pose (i.e., Why are we here?) as the thread that binds everyone together.
The group landed on a simple phrase: Lighting the way to financial
well-being.

“We decided we really wanted purpose to underpin what we did,
as well as how we did it,” Rogers explained. “We drove that stake really
hard into the ground, and everything had to anchor on that point. So,
if [what we are offering a client] doesn’t connect with purpose, if it isn’t
oriented toward lighting the way to financial well-being, then were go-
ing to challenge it”

But the process didn't stop there. While the purpose and strategic
vision became clearer at the corporate level, it did not translate clearly
across the bank’s varied lines of business. Rogers said this stemmed
from the complexity of the bank and its history of growth through
acquisition.

“We were run more from a geographic basis,” he said. “In 2011, twelve
area heads reported directly to me.” The result was a degree of fragmen-
tation where business leads were working in geographic regional silos,
each with a high degree of autonomy in terms of purpose, strategy, and
operations. The limited coordination created unintended consequences.
For example, at times sales teams from two different regions unknow-
ingly competed for the same contract with a prospective national client.

As a result, Rogers started executive team alignment sessions to
drive cross-functional dialogue and discovery. The sessions enabled ro-
bust discussion of the company-wide strategy to deliver the whole bank.
Rather than continue having separate geographies or business units (e.g.,
commercial, consumer, wholesale) work in isolation to one another, the
executive team devoted time to work across divisions to meet a broader
range of client needs in an integrated way. This strategy bridged the seg-
ments’ approaches, creating pathways to serve clients with a more di-
verse set of consumer and commercial banking solutions that plugged
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them into multiple product lines. The approach also helped clarify how
each SunTrust business unit and function fit into the entire enterprise.

Rogers’ efforts helped to improve alignment in two ways. First, it
improved coordination across the enterprise as a whole, and second, it
also helped specific units recognize their unique contributions to the
broader strategy. Both work hand-in-hand to improve execution and
performance within the bank.

Vail Resorts: Focus on your core identity—who are we? Rob Katz
had a slightly different alignment challenge. He found that Vail Resorts
needed to create alignment around the identity of the business. After all
the acquisitions, and the stitching together of former competitors, who
really was Vail Resorts? What was its core identity? Katz approached
the challenge by emphasizing simplicity, and borrowing from Jim Col-
lins’s lessons in Good to Great.” He focused on the core of the business
as “something that our people are passionate about, something that we
can do better than anyone else in the world, and something that we can
make money at” He explained, “When you can focus all of your energy
on that core, that’s your best chance. And if you can’t do that for the
company, and be clear on what your core is, and how you drive that
core, then the rest of the alignment doesn't really matter all that much.”

Working with his leadership team, Katz realized that Vail Resorts’
success depended not only on what they would do but on what they
would not do. They determined that their core was running mountain
resorts—ski vacation destinations and alpine properties. Based on that,
the company, which also owns RockResorts, divested its Caribbean
properties. They also drove discipline in their leadership team discus-
sions to only consider ideas that supported their core businesses. “Like
anything with alignment . . . coming to that conclusion is about saying
no to lots and lots of things . . . there’s a tension between wanting to
inspire people to come up with new ideas, but not letting the company
run in twenty-five different directions at once.”

What can we take away from these stories? Each leadership team
devoted time to come to agreement on the strategic intent for their or-
ganization, and they established processes and discipline to maintain
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alignment horizontally across their company. Now let’s look at how or-
ganizations drive alignment vertically, from the CEO to the front line.

Do You Translate Alignment Through the Entire
Organization?

Clarifying the strategic intent within your top leadership team is one
thing, but translating it through the entire organization is another.
Communicating and actualizing the strategy across all functions, re-
gions, and levels of hierarchy is a complex challenge, but a primary re-
quirement for alignment. Our research and lots of anecdotal evidence
indicates most company leaders overestimate the level of alignment.

What’s the solution? Go vertical. A clearly articulated strategic in-
tent gives the organization its “north star” (or “moon shot” if you’ll for-
give a mixed metaphor). But employees throughout the organization,
from middle managers to rank and file, need to understand how their
work helps the organization get there. Unfortunately, as we alluded to in
Chapter 2, that connection is all too rare.

Why? There are a couple of reasons. One is cognitive and one is
emotional. Cognitively, can they connect the dots between what they do
and the company’s purpose and performance? Do they have clear line
of sight between operational activities and strategic outcomes? Do they
know their role in all that? In our experience, the answer is unfortu-
nately “no” And as a consequence, employees don’'t understand the key
connections that drive performance.

Even if they can draw that line, you have to ask: Do they care? Do
employees internalize the ambitions of the organization into their own
personal values? Too often, senior executives fail to inspire and/or mo-
tivate employees to act and advocate on behalf of the company. We of-
ten hear managers talk about getting “buy-in” or winning the “hearts
and minds” of employees, but the effects of these tactics are too often
superficial. The real power of a compelling strategic intent is that it can
inspire employees to want to see themselves in the company’s story, or
better still, to help write the story.

So how do we tackle these challenges?



50 ALIGNMENT

First, strategic priorities need to be translated into operational terms
so your employees can more tangibly understand their roles. What do
terms like “market leader” or “preferred provider” mean to someone
working in an operational role? This isn’t just a communication issue;
it’s a translation process. And the translation-interpretation process
goes two ways. Your leadership team needs to convey the strategic in-
tent, and they need to engage with others to allow open dialogue. En-
roll employees themselves in the translation process. What do the goals
mean to them? The iterative, back-and-forth process helps operational-
ize the strategic intent throughout the organization. The CEO plays an
instrumental role in this, along with leaders, managers, and employees
at every level. It requires time, deliberate discussion, and a willingness
to question, clarify, and respond.

But it’s not just about generating dialogue. Translation is one of
the most critical roles leaders play in creating aligned organizations.
It’s their responsibility to help connect their team’s work to the firm’s
strategic intent—as a group, and as individuals. They also must con-
nect their group’s work to other functions, encouraging cross-enterprise
collaboration.

There is more to this than meets the eye. Leaders must find the sweet
spot of conveying enough information without drowning employees in
details or dumbing down the message. Also, leaders must be disciplined
to eliminate noise. It requires discernment to say “no” to sharing infor-
mation that is not needed, particularly in organizations where functions
or regions presume everyone needs to know what they are working on.

The organizations we profile all tackled this in different ways, with
similar outcomes: alignment up and down the organization behind a
shared purpose. At SunTrust, Rogers and team leveraged “realization
team” sessions. At UPS, Abney and team used strategy maps. And at Mi-
crosoft, Nadella and team used timely, disciplined dialogue in monthly
all-employee meetings, executive briefings, and Yammer sessions. The
examples below detail what they did more deeply, demonstrating there
are multiple ways to generate alignment.
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SunTrust: Translate your why, what, and how. Bill Rogers and his
team worked to create touch points for aligning purpose and perfor-
mance at every level of the bank. They instituted quarterly “realization
team” sessions with the top 250 leaders to make certain that they un-
derstood and embraced strategic priorities. Equally important, these
sessions were designed to collectively engage the organization in ongo-
ing conversations that connect why the enterprise exists, what the goals
are for the bank and each teammate, and how to execute against these
goals. Through this process, purpose and performance were inextrica-
bly linked in a very concrete way. It also helped guide decision making
and set guardrails for acceptable behavior.

Beyond the realization teams, SunTrust also implemented quarterly
town halls for every business segment and function, ensuring full com-
pany alignment to the strategic priorities and allowing two-way interac-
tion on both shared and specific objectives.

UPS: Engage others to keep “Eyes on the Enterprise.” David Ab-
ney, CEO of UPS, formalized the process of communicating and align-
ing the company’s strategic intent with everyone in the organization
through strategy maps and a game.

In 2014, UPS surveyed managers to see what they knew about the
UPS strategy and how connected they felt to it. The results were trou-
bling because the data suggested their knowledge was low. But the good
news was that managers and supervisors felt accountable and had a
strong sense of responsibility to understand the strategy and commu-
nicate it to their teams. They wanted to learn more about where the
company was headed, and they wanted to learn it by working together,
face-to-face, with their peers and partners. UPS’s solution was to cre-
ate a strategy map that illustrated the key elements of the strategy, and
a collaborative game experience called “Eyes on the Enterprise” that
put UPSers together to learn the strategy by assuming the role of de-
cision makers. By making choices about which strategic areas require
people, time, and investment, and then debriefing the implications of
those choices, the players came away with a richer, more grounded, and
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more actionable knowledge of what the strategy means to customers,
the company, and to themselves.

The UPS leadership team defined the strategic purpose, then worked
with the communications group to design visual maps as discussion
starters (see Table 3.1 for an example). In the map’s images and expla-
nations, the UPS vision and strategy are brought to life. According to
Abney, the strategy map discussions helped the employees “navigate to-
ward their destination” and generate “boundless opportunities to learn,
share, and live the strategy.” The process helped employees at all levels
understand how they contribute to the strategy, own it, and invest in it.

“Eyes on the Enterprise” is a cascading process, and one that UPS
views as absolutely necessary as it expands globally. Jim Barber, presi-
dent of UPS International, sees the power of the strategic map discus-
sions in driving alignment through every level of the team. “We are
giving regional managers today at UPS actually more insights into the
business than we gave the management committee ten to fifteen years
ago,” Barber says. “So we're stretching that rubber band a bit”

The process engages managers in conversations with their direct
reports to help them better understand, own, and demonstrate the
strategy in their daily actions and decisions. And although the tool of
strategy maps has been around for some time, it’s core to vertical align-
ment at UPS. The maps help people to not only learn the strategy but
also find themselves and the work they do represented in it. In effect, it
helps them to operationalize the strategy and own it.

Microsoft: Create a multilevel dialogue. Satya Nadella’s priorities
for alignment led to relentlessly communicating a clear, concise, repeat-
able connection between Microsoft’s mission, strategy, ambitions, lead-
ership principles, and culture (see Figure 3.1).

On his first day as CEO, Nadella sent an email to employees that
read in part, “Make no mistake, we are headed for greater places—as
technology evolves and we evolve with and ahead of it. Our job is to
ensure that Microsoft thrives in a mobile and cloud-first world. . . . As
we look forward, we must zero in on what Microsoft can uniquely con-
tribute to the world. The opportunity ahead will require us to reimagine



TABLE 3.1 UPS Strategy Mapping

Key Elements of the Map

Description

Discover and Discuss

VISION

VALUE STACK

ENTERPRISE STRATEGY

KEY CAPABILITY AREAS FOR
INVESTMENT

ONE UPS

VALUES

CREATING THE FUTURE:

Connecting a global community through intelligent logistics networks
helps to inspire engagement in the company and ideals.

(a) sophisticated high-value solutions, (b) our broad portfolio of prod-
ucts and capabilities, (c) our efficient global network, and (d) delivered
by expert people and partners

(a) create value for customers (shippers and receivers), (b) transform to
strengthen its leadership position, and (c) invest to accelerate and grow

(a) customer solutions, (b) targeted industries, (c) global markets/trade,
(d) the everything-economy, and (e) integrated technologies

(1) Operate with energy, agility, and customer centricity to make it easi-
er for more customers to use UPS’s products and solutions, (2) Evaluate
every aspect of the business and collaborate across units and functions
to reduce organizational friction, (3) Offer and develop innovative ideas
to help ease customer pain points, (4) Support our Marketing, Sales, and
Solutions teams as they position the right products and services for our
customer, (5) Solve problems and work together to provide seamless,
customer-centric experiences.

Our granite foundation of enduring beliefs that define UPS people, the
company, and our brand.

Empowering, innovating, and growing together

What does the vision statement say about UPS’s future
direction?

What is the value stack? How does each layer help dif-
ferentiate UPS? Think about what your local custom-
ers value from UPS. How do you and your team help
deliver that value? How can you increase it?

Describe how your team supports UPS’s strategy.

Why do you think the Five Strategic Area Medallions
at the top of the map are key investment areas of the
enterprise strategy?

How can we work together across the enterprise to
best present One UPS to our customers? Why is this
so important?

How do our values help UPS people deliver an excep-
tional customer experience?

How does “empowering together” enable customers
to view UPS as a trusted advisor? How can we better
empower those we lead? What enhancements has “In-
novating Together” created for today’s shippers and
receivers? On a local level, how can we better innovate
to meet the future needs of our customers? Besides
adding customers, and growing revenue and volume,
what does “Growing Together” mean to us?

Source: United Parcel Service of America, Inc. Reprinted with permission.



54  ALIGNMENT

a lot of what we have done in the past for a mobile and cloud-first world,
and do new things.”* Nadella worked with his senior leadership team to
create tighter focus, alignment, and direction.

By all accounts, a key inflection point was when the senior leaders
were standing together at their global summit, the entire team came out
on stage to kick off a new era of integrated leadership. Hogan reflected
on the significance. “T can’t tell you how much positive feedback we've
gotten on that,” she explains. “It was five minutes, but it was symbolic,
and I think it goes to this alignment point. People want to see that the
leadership team is aligned. They're in it together. And if you can create
that, it can be a huge accelerator”

To keep the message consistent and flowing, Nadella built a steady
cadence of meetings and forums to test and reinforce alignment. Nadella
established a standing meeting with his team every Friday, with one ob-
jective—to reinforce alignment on the three ambitions at the time: build
the intelligent cloud platform, create more personal computing, and re-
invent productivity and business processes. Not only does Nadella’s team
meet every Friday, but each of those leaders met with their respective

Empower every person and every organization
on the planet to achieve more

Our mission

Build best-in-class platforms and productivity services
for a mobile-first, cloud-first world

Strategy

Ambitions
¥
Leadership Create clarity
inciol Generate energy
principles Deliver success
Culture Growth mindset Customer obsessed Make a difference

Diverse & inclusive
One Microsoft

FIGURE 3.1 Microsoft Alignment
Source: Microsoft Corporation. Reprinted with permission.
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groups each week as well. These cascading meetings continued further
into the Microsoft organization over and over (and over).

While such meeting structures are not particularly unique, what’s
different at Microsoft is their steady cadence. Leaders never go more
than a week without the organization iterating on points that are most
critical.

These meetings are also a way to surface issues upward, and bring
information to the senior leadership team. It’s Microsoft, so Nadella
uses the company’s social media platform to keep the conversation go-
ing. He has a monthly, in-person, live Q&A that also utilizes Yammer
(Microsoft’s enterprise social networking platform), open to all employ-
ees regardless of geography. They ask everything from deep questions
on strategy to technical questions on products.

Hogan says the sessions help drive alignment because “everyone’s
voice matters, and anyone can ask a question.” She believes the payoft
has been clear. “Satya did a great job creating clarity around our focus
on personal computing, on the cloud and productivity, and again that
clarity then allows people to drive alignment around it”

Do people in your organization understand how their work aligns
with your strategic intent? These examples illustrate just a few ways to
engage employees cognitively and emotionally to improve alignment. In
all cases, the senior leadership teams need to define the strategic intent,
engage each level of managers to translate and operationalize the mis-
sion, and create opportunities for dialogue all the way to the front lines.
How you do this must fit your organization’s challenges, culture, and ca-
pabilities. But we're confident these examples give you some good ideas.

RAISE SHARED EXPECTATIONS

As much as clarifying strategic intent is critical for achieving alignment,
it is only the first step. There’s more to the process. The companies we've
worked with emphasize that you need to bring the strategic intent to
life, give it energy, and build collective ambition and aspiration. The key
is to convert energy from the top leadership to the rest of the organiza-
tion through shared expectations for excellence.
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“It’s all about managing expectations,” as one executive put it. Is ev-
eryone aiming high? Check yourself on the following questions:

« How do we establish and reinforce shared expectations for high perfor-
mance throughout our organization?

o Which values, behaviors, and norms of excellence are embedded in our
culture?

o In what ways does our culture encourage employees to challenge one
another and bring forth new ideas?

Aim High: What's Possible and What's Necessary?

The uncomfortable reality is that to achieve executional excellence,
senior leaders frequently need to recalibrate expectations about per-
formance. It’s somewhat surprising how often individuals and entire
organizations have become content to just lumber along. But it’s not
uncommon. Leaders need to continually renew their commitments to
excellence themselves and demonstrate that commitment to others.

Shared expectations for high performance do two key things. First,
they raise our ambitions for the organization, lifting a sense of what's
possible—what’s anticipated in the future. Second, they ground the or-
ganization by reflecting what’s required or necessary—the normative
behaviors, values, and standards of excellence to which we must adhere.
We found these fundamentals drove key initiatives in the companies
we profile here, but each followed a different path. As you’ll see in the
following examples, Vail Resorts, Microsoft, and SunTrust applied dif-
ferent practices to follow the “aim high” principle.”

Vail Resorts: Challenge old ways of thinking. For many years, Vail
Resorts enjoyed a cadre of dedicated, passionate employees in a busi-
ness that was somewhat of a cottage industry. Many were avid skiers,
rose through the ranks, and spent their entire careers in the ski busi-
ness. They knew the industry, they knew the company, and they revered
its culture.

Unfortunately, they didn’t know how to run a world-class corpora-
tion—nor did they have the will to make it happen. Early on, Katz real-
ized that success at Vail required a major transformation, raising the bar



ALIGNMENT 57

on performance expectations; he asked his team to function as a “world
class public company.” Employees did not reject the idea—many simply
didn’t see it. At least not at first.

To create a step change in performance expectations, Katz had to
challenge Vail’'s norms of polite engagement, replacing it with frank
feedback and candid debate on why, what, and how the organization
would operate differently. He had to create new rules of engagement,
spelling out expectations for excellence in concrete terms to drive
performance.

Some executives didn’t want the change. Others were not capable
of leading it. Within a couple of years, most of Katz’s original team had
moved on. But the leaders who remained, along with new members of
the Vail executive team, converged to recast the organization.

Someone once told us, “To transform an organization you either
have to change the people . . . or change the people” The reality of
achieving executional excellence is that some leaders like old, habitual
ways of doing things, and they either won’t change—or can't.

If members of your leadership team aren’t willing to accept and ex-
emplify high performance expectations, you have to make the tough call
and make changes on your team.

Microsoft: Learn to perfect your “swing.” Like Katz, Nadella had
high expectations for his senior leadership team, asking them to be “all in”
as they drove “clarity, alignment, and intensity all their work™¢ More im-
portant, several Microsoft leaders told us, Nadella set a personal example.

Fortunately, higher expectations were a welcome change for the
Microsoft team. In fact, employees had been waiting for them—really
wanted them. Scott Guthrie, executive VP of the Cloud and Enterprise
Group, explained, “There was sort of an existential angst inside the
company of are we past our prime? Can we compete? We've got a lot of
good people, a lot of type A people, and once you get them energized
and focused and raring to go, we were able to leverage that and really
apply that talent in some amazing ways.

Nadella likened Microsoft’s challenge to that of a high-performing
rowing team working in perfect synchronization. “Many crews, even
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winning crews, never really find it,” Nadella explained. “Others find it
but can’t sustain it. It’s called ‘swing It only happens when all eight oars-
men are rowing in such perfect unison that no single action by any one
is out of synch with those of all the others. . . . Poetry, that’s what a good
swing looks like. As a company;, as a leadership team, as individuals, that
is our goal—to find our swing”

Challenging high commitment and connecting the vision, tone, and
actions at the top with a ready and willing team allowed Microsoft to
not only raise their aspirations but also begin performing at a higher
level.

Is High Performance Embedded in Your Culture?

Although there are overt steps that leaders can take to raise and rein-
force shared performance expectations, the strongest and most endur-
ing lever is to embed it in the culture. Unfortunately, that isn’t so simple.

In the context of execution, Larry Bossidy, former CEO of Honey-
well, argued for demystifying the word culture. “Stripped to its essen-
tials, an organization’s culture is the sum of its shared values, beliefs,
and norms of behavior”” As the foundation of the organization’s cul-
ture, shared expectations serve both as points of normative behavior
and guardrails for acceptable action.

In his book, Who Says Elephants Can’t Dance, Lou Gerstner de-
scribes why execution needs to be embedded in the culture.

I came to see, in my time at IBM, that culture isn’t just one aspect of the game—
it is the game. In the end, an organization is nothing more than the collective
capacity of its people to create value. Vision, strategy, marketing, financial man-
agement—and management system, in fact—can set you on the right path and
can carry you for a while. But no enterprise—whether in business, government,
education, health care or any area of human endeavor—will succeed over the

long haul if those elements aren’t part of its DNA.'

So how do you embed “aim high” in your organization’s culture?
There is no one way to do it, but we can learn from how some compa-
nies are striving to make it part of their DNA.
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Marriott: Do unto others. . . . When Arne Sorenson talks about
the requirements of execution at Marriott, and the power of alignment,
he begins with a focus on culture. As he put it, “When we think about
execution, we think about culture. Because without culture, the execu-
tion might be done by rote, but it’s not going to be done with the kind
of pride that it must be done” Marriott associates take pride in high
levels of customer service—a reflection of how they themselves are
treated, leadership performance expectations, and the company’s busi-
ness model. As Sorenson put it, “The culture is . . . “Take care of the as-
sociate, and the associate will take care of the guest, and the guest will
come back again and again’” As simple as the concept seems, it is the
foundation of Marriott’s culture. “In this day and age, it sounds a little
trite maybe or almost a little soft and squishy. It’s really not. It’s about
how do you stay focused on building opportunity for folks . . . and hold
them on performance by all means.”

The notion of an “employee-customer-profit chain” has been around
for some time, and many organizations have tried to embed it in their
culture. Few have succeeded.” The simple idea that satisfied employees
create satisfied customers is intuitive and laudable, but the inevitable
push and shove of business realities often crowds out its philosophical
roots.

How does Marriott do it?

CHRO David Rodriguez explains it this way: “An important ingre-
dient to Marriott’s secret sauce is creating a caring and engaging work
environment that inspires associates to deliver exceptional customer
experiences. They come to see even the smallest of tasks as significant
components to the company’s vision to be the world’s favorite travel
company.’

Karl Fischer, chief HR officer for the Americas, reinforces the im-
portance of caring about the whole person so that they bring their
whole selves to the customer experience. He explains, “Between 85 and
90 percent of the work force is being paid by the hour to do jobs that
are in some cases routine . . . and so the first job is to really engage them
because they’re the front line with all of your guests.”
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Marriott’s approach is to show they care about employees twenty-
four hours a day. Supervisors are expected to go beyond first names to
know their team members’ families, dreams, and concerns. “You engage
the whole person, not just the eight hours that they hang out with you,”
Fischer said. “We try really hard to care about the whole person, and I
think that’s a different kind of experience when they come to Marriott
than they’ve had with other employers”

According to Sorenson, the payoft is that employees take ownership.

«c b33

I am the face of Marriott,” he explained.

1333

They believe I may be a
housekeeper who only has fifteen rooms on this floor, but I'm proud
of what I accomplish for Marriott. I'm proud to work for this company,
and I'm going to take my work seriously.”

When culture is the foundation for alignment, it can be a potent
element of execution. But it doesn’t happen overnight. Fischer joked,
“Companies call us and say, ‘Can you consult with us or teach us how to
create a culture like yours, and we say, ‘Do you have 70 years?”

The lesson from Marriott? Model your high standards for the cus-
tomer experience in how you treat your team. When that’s how you do

business, it takes root and becomes your culture.

Microsoft: Connect behavior to business outcomes. Nadella also
knew Microsoft’s culture had to change in order to reinvigorate a spirit
of excellence. His approach to change was very deliberate and thought-
tul, first engaging employees through surveys and roundtables to deter-
mine what culture elements to keep and where to evolve. “There’s a lot
about Microsoft’s culture and our heritage that we're proud of, that we
never want to change” Hogan explained. “But in our new world, how do
we need to evolve?”

Nadella’s leadership team took the feedback seriously, analyzing it
through a three-day executive offsite. They arrived at five key cultural at-
tributes to take Microsoft forward: growth mindset, customer obsessed,
diverse and inclusive, One Microsoft, and make a difference. These five
were derived from, and focused on, Microsoft’s strategic intent. That fo-
cus on strategic intent is a linchpin that may help ensure its success. As
Bossidy and Charan observed, “Most efforts at culture change fail because
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they are not linked to improving the business’s outcomes.”* To ensure
follow-through, Nadella formed a “culture cabinet” to hold the leadership
team accountable for results. There is a constant reminder at Microsoft
that these changes are a foundation for achieving greater capability.

Let’s take this one step further. Microsoft’s concept of a growth
mindset connects to its bold ambitions and is rooted in Carol Dwek’s
work that distinguishes growth versus fixed mindsets. “If you take two
people, one of them is a learn-it-all and the other one is a know-it-all,
the learn-it-all will always trump the know-it-all in the long run, even
if they start with less innate capability,” Nadella explained. “A growth
mindset emphasizes execution as learning, asking not telling, not be-
ing afraid to make mistakes but recognizing that learning fast requires
some risk. It embraces the idea of the uncertainty and ambiguity, giving
people a foundation for resilience in the face of change”

Because many at Microsoft were eager for—looking for—an aligned
team and culture change, Nadella’s efforts took root and inspired higher
expectations for the company. And they built momentum and behav-
ioral expectations to see it through.

UPS: Trust delivers. Recall from Chapter 1 that when Jim Casey and
Claude Ryan started UPS, their original idea was to create a small mes-
senger service with just a few people delivering messages in San Fran-
cisco. They convinced a few customers to trust that they would get the
job done reliably—to “deliver” on their promise. The company grew,
and some would say UPS was the original platform company. Buyers
and sellers (shippers and receivers) had confidence—and trust—that
UPS would help them complete their business transactions.

And to this day, UPS executives insist that trust is the foundation of
their business model. It is more than just core to their culture; it is the
heart of their value proposition. Violate trust and the company falters.
CEO David Abney put it this way: “I don’t think you can ever compro-
mise on your values. Any short-term gain comes at the risk of long-term
reputational harm?** Chief Human Resources Officer Teri McClure
added, “We have to maintain that level of trust because were stewards
on behalf of our customers of their valuable goods.”
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The UPS culture is based on shared expectations for performance
built on discipline, accountability, and respect for others. The founding
principles established by Jim Casey more than one hundred years ago
continue to guide the company today. “Literally we start off every meet-
ing with a policy book discussion,” McClure said. From David Abney
team on down, the UPS policy book is a constant reminder of their her-
itage, and the company’s culture and founding principles are frequently
discussed in daily meetings with employees.

As UPS has grown, its values-based model has been critical to the
company’s high performance. “We hire a lot of people;,” McClure said.
“People who gravitate toward the culture will feel comfortable here.
People who don’t gravitate toward the culture ultimately won’t enjoy
working in this environment.”

The company’s commitment to trust and execution translates to global
expansion decisions, including countries where they choose to operate.
Countries that share UPS’s high service standards get more investment
than those that don't. They've learned this the hard way at times, but UPS
is up front with prospective partners that doing business with them hinges
on alignment around shared values and expectations. As Jim Barber put it,
“You're bringing human beings and commerce together in a very unique
way, and in the middle is this word ‘trust’ In a business like ours that
works on trust, you just don’t go until the governance models right. .. ”

The bottom line: UPS aims high in their expectations for trust—
inside and outside the company. It’s the foundation of their pact with
customers, the privilege of working on their team and of decisions
about where they do business. It’s part of their DNA.

The UPS story, as well as that of Marriott and Microsoft, show there
is more than one way to instill shared expectations for performance into
a culture. And as we've seen, it takes work to make “aim high” central to
your business.

ENSURE MUTUAL ACCOUNTABILITY FOR RESULTS

If the first two steps toward better alignment are to create a clear strate-
gic intent and build shared expectations for high performance, the third
step is to close the loop through a system of mutual accountability.
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Most everyone would agree that accountability is important in prin-
ciple. But one executive team wanted us to elaborate on what we really
meant by it. They looked at each other and said, somewhat awkwardly,
“You mean with real consequences?” Yes, with real consequences. They
shook their heads. Apparently, managers in this organization often
went through the motions of setting goals, monitoring and measuring
progress, but did not take the next step. There were no traceable conse-
quences, either positive or negative, for performance.

You may have observed this phenomenon in your own organization.
And you wouldn't be alone. A whopping 65 percent of 12,000 teams in
a recent Table Group study scored in the “red zone” on accountability
(the lowest category). Why? Problems are all too prevalent in organiza-
tions that avoid confrontation, suppress conflict, or mistakenly believe
it is antithetical to enlightened management. But lack of accountability
compromises alignment and can be an execution killer.”?

In this next section as we discuss “consequence management,” re-
member that it is only one aspect of mutual accountability. The second
focuses on the shared part—what academics call reciprocal interdepen-
dence. To achieve better alignment, we need to acknowledge that we
depend on one another to get the work done, we are accountable to
each other, and the results are “ours” collectively. Mutual accountability
requires that we get clear not only on my results but also on how my
performance affects you, affects us, and affects the organization. Tra-
ditional performance management alone typically doesn’t achieve that.
There is more to it.

Check yourself against these questions:

o In what ways are managers held accountable for actions and achieving
results that support our strategy?

o How are rewards connected to both individual and team performance?

o To what extent do individuals hold themselves and others accountable
for results across the entire enterprise?

Is Accountability Explicit?

Larry Bossidy famously said, “When I see companies that don’t execute,
the chances are that they don’t measure, don't reward, and don’t promote
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people who know how to get things done.” Simple, straightforward. And
he’s probably right. “You don’t need a lot of complex theory or employee
surveys. . . . First, you tell people clearly what results youre looking for.
Then you discuss how to get those results. . . . Then you reward people
for producing the results.” You gotta love Bossidy’s clarity.

Many of those with whom we work assume that emphasis on ac-
countability is a response to employee shirking. At some level this might
be true at times, but we think of the term more literally as “account” and
“ability” combined. Without the ability to account for results toward a
goal, it is difficult to create much focus for action or to energize com-
mitment toward it.

Recall a point we made earlier: many employees know their jobs, but
they don’t know how their work ties to the company’s success. And even
when they are doing their level best to help the company hit its goals,
they don’t know which metrics matter and how—or if—their efforts are
paying off.

To give employees a fighting chance, we need to create better align-
ment by connecting performance objectives to organizational outcomes
and key metrics. On the front end, this is about setting shared goals and
performance criteria. On the back end, it’s about evaluating, reinforcing,
and rewarding shared successes. In between, it's a continual process of
shaping, coaching, and nurturing progress along the way. This is good
for the organization, good for employees, and it’s inseparable from the
concept of alignment.

Let’s look at some examples of shared accountability from our profile
companies.

SunTrust: Transparency and candor lights the way. Bill Rogers
recognized that strong alignment requires shared expectations for high
performance, and holding people accountable, beginning with his ex-
ecutive council level. But he also knew there is no magic formula for
doing so. SunTrusts approach was to reinforce transparency and have
candid conversations.

Rogers made it a priority to work with his executive leadership
team to agree on key business priorities, set expectations, communicate
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them openly, and engage in candid conversations to bring them to life.
If there were issues, they devoted time to raise concerns and address
them as a team. Full transparency is key to instilling this kind of shared
accountability:

We have a process from an incentive standpoint, but everybody on the execu-
tive team actually rates each other’s business performance. They come to me
and there’s a quantitative part, and everybody sees that. That’s not lost. I have a
strategy team and a finance team that make their assessments. But then there’s a
qualitative part, and they all get a shot at it. We go to each other and make our
assessments. So we're able to look across the aisle and say, “I don’t think you're

holding up your end of the bargain”

To reinforce transparency and candor, Rogers’s team took this one
step further by establishing “accountability partners.” The approach is
straightforward; execs pair off, partnering to hold each other to their
commitments, including those around nonfinancial objectives such as
diversity and inclusion initiatives. “Everybody sees everybody’s data,”
Rogers said. “And that’s not good for everybody in the room, but it’s
really good for the team.” The spirit is not to see who's doing better, but
how the team as a whole can do better. To reinforce this approach, Sun-
Trust developed a shared reward system.

But Rogers emphasized that timing and sequencing were key. The
extrinsic reward program was developed only after employees fully em-
braced the intrinsic value of their purpose—“lighting the way to finan-
cial well-being” and their strategic intent -“ensuring that leaders deliver
the whole bank to their clients” Doing it the other way around would
potentially lead to compliance, but not truly the culture of high perfor-
mance and alignment SunTrust was aiming for.

More broadly, SunTrust’s annual review of employee engagement
survey results soon became another tool for ensuring transparency
of alignment and shared accountability. On the front end, the execu-
tive team was expected to inspire and build a winning culture. On the
back end, executives were to review results as a team, discuss themes
in the feedback, and hold subsequent dialogue sessions throughout the
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company. These candid conversations—with full transparency—helped
to surface areas for improvement and inform concrete plans for action.

Vail Resorts: Shared discipline of performance management.
One of the standard tools for ensuring accountability is the perfor-
mance management system. When Rob Katz arrived at Vail Resorts,
the company had no enterprise-wide processes or systems for perfor-
mance management. So he worked with his team to build a very ex-
plicit process of setting shared goals and cascading them. The process
anchors on Vail’s strategic intent and then the leadership team works to
set long-term goals for the enterprise. To ensure they are fully aligned,
those goals are cascaded through the organization and used to establish
criteria for managing performance. Everyone does it every year.

It is a shared discipline to reinforce a clear connection back to stra-
tegic intent. CHRO Mark Gasta put it this way, “[We said,] you're going
to be held accountable for executing, and whatever we all signed up for
and stacked hands on, you're going to be asked, ‘Did you do that and did
it deliver what it was expected to deliver?”

(33

Katz emphasizes that Vail's system incorporates both the “what and
the how” of performance. He isn't just interested in what employees ac-
complish but also how they go about it. And how their actions affect
others. According to Gasta, collaboration and alignment are key—and
the leaders hold each other accountable for performance. “That has
been a core part of how Vail operates going forward.”

Their approach is not revolutionary, and many companies have
similar systems. But the impact for Vail has been substantial. The com-
pany has instilled a discipline toward shared goals, but it is still a work
in progress. “It’s still performance management,” Gasta said. “It’s a bit
painful, but at least it does accomplish what we set out to accomplish,
and are there rewards based on that? Yes, there are. Do we differentiate
performance enough? No, we don’t”

But don’t miss the point of the Vail story. Too many organizations
don’'t have a solid foundation for making accountability explicit. And
even fewer expect the collaboration and shared accountability that
drives alignment. In many organizations, performance management is
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perfunctory. Katz and his team take ownership for their performance
and share clear, candid feedback with each other. In our experience,
that’s what sets Vail apart and is an important part of what they've
learned in their execution journey.

Is Accountability Implicit?

As much as the formal elements of performance management can facili-
tate shared accountability and alignment, we offer one word of caution.
Traditional performance systems can backfire if they lead to fear, un-
healthy competition, or a sense of control and micromanagement. They
are only one piece of the puzzle.

The vast majority of CEOs we've talked to say shared accountability
needs to be internalized and implicit to the character of leadership. As
one executive told us, “It’s about holding yourself accountable, as well
as holding your people accountable. Ultimately shared accountability
comes down to the personal stake individuals have in the business.”

Marriott: Beyond scorecards. Marriott works to balance the for-
mality of metrics with the informality of personal touch. On the metrics
side of things, Marriott has its version of the balanced scorecard that
focuses on three stakeholder priorities: the guest, the associate, and the
hotel owner and the company shareholder (financial performance).” In
the back of the house of most Marriotts, there’s some sort of scoreboard.
Everyone knows it, and everyone in one form or fashion is working to
hit the shared goals and objectives that typically relate to those three
priorities.

Getting the balance right is a challenge, and one that Marriott takes
seriously. Fischer put it this way: “We certainly do attempt to pull it
through in a performance appraisal, through our bonus . . . what we
incent people around, but there’s this general understanding that there
are multiple stakeholders that play in those three general buckets,
and our job as leaders is to balance them to try to create win-win-win.
Three wins”

Just as no world-class athlete would want to play a sport without
keeping score, metrics help world-class organizations know how well
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they’re doing. “You're keeping score, and you want to win,” says Fischer.
“Most human beings want to win. So you play with that a little bit. So,
you know, how you keep score or accountability is important.”

But Fischer emphasized that these scorecards are merely tools for
reinforcing shared accountability and managing the business, not rules
that program behavior. “So when I think about what keeps them [as-
sociates] focused, it’s everyone just from a cultural perspective knows
that we as a company are trying to balance creating great experiences
for the guests, driving financial performance for our shareholders, many
of which are employees, and also having as engaged a work force as
possible”

Marriott is fervently focused on being an engagement leader. For
them, merely doing better than last year or better than the industry
norm is not good enough. They dig deeper, driving leadership account-
ability to a more granular level.

Vail Resorts: Tough love. As much as Vail has gotten lift from for-
malizing performance management to make accountability explicit,
the system is not a substitute for personal leadership. Effective leaders
are accountable for engaging in candid conversations with their teams.
CEO Katz recognizes that sometimes he needs to have difficult conver-
sations with people who love the business but need a dose of reality. “In
our company, because we have so much positive passion and emotion
around our sport, we self-select people who are here for a very aspira-
tional and higher minded purpose. . .. [But] on accountability, 99 times
out of 100 it’s because you don’t have the tough conversation with some-
body or make the tough decision. That is what accountability is.”

Does he risk damaging or demoralizing his organization with bru-
tal facts? It’s all in the delivery, and a risk worth taking. “I think one of
the biggest areas of misalignment in our company is thinking that I am
helping someone by making them feel good when that is not construc-
tive for the company, for them, or for the people who work for them.”

Katz believes in his leaders, expects more from his leaders, and is
getting more from his leaders. And he expects them to pass that on.
He puts it this way to his team: “If you are a leader here, and you’ve
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got direct reports, then you better be good at your job or those direct
reports are not going to be doing their job. So we need to hold you ac-
countable to hold them accountable, too.” Accountability—or lack
thereof—can be contagious. The benefits of his approach are paying oft.
By making accountability an implicit aspect of his leadership team, Katz
has elevated shared expectations and engendered personal accountabil-
ity into Vail’s culture.”

As with the other examples we have shared, this is not a cookie cutter
deal. There’s more than one way to approach accountability. From Mar-
riott, we learned to balance performance that benefits guests, associates,
and stockholders. From Vail, we learned to have ongoing, frank, and can-
did (even confrontational) discussions to prevent superficial alignment.
And from SunTrust, we learned the value of full transparency, with lead-
ers holding one other—and themselves—mutually accountable. These ex-
amples show the diversity of approaches that can prove useful, and while
they reinforce the same principles, they also make clear the importance
of choosing processes and solutions that work for your organization.

WHERE DOYOU STAND?

If you see yourself and your organization in some of these stories and
anecdotes, good. That helps ground your reflection in concrete experi-
ence and channel your attention about what you need to do next. In
some cases, you may be saying, “Yep, we're doing that” or maybe you're
out in front—ahead of the companies we’'ve mentioned. In other places,
you may have this sinking feeling, forced to acknowledge that while
you should be doing some of this, youre not. Or it’s not working (well
enough). You're in good company—as we've said repeatedly, executives
in some excellent organizations have the same twin response to our
questions: Yes, it’s critical, and no, we're not there yet.

But when it comes to improving execution, alignment is a great
place to start. As we said at the beginning of the chapter, alignment is an
imperative. Not only do many CEOs see alignment as the most impor-
tant enabler of execution, but it’s also the first to be addressed because
so much else hinges on it.
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The challenge is real, and the threshold is high. Some CEOs, such as
Terex’s John Garrison, argue that 100 percent alignment needs to be the
goal. Given his West Point roots, Garrison’s obsession with execution
may be self-evident. But his premise for 100 percent alignment is based
on simple math. If there are even small gaps between the executives,
those gaps get multiplied and compounded as you extend throughout
the hierarchy. Makes sense. What may begin as incidental differences
lead to greater confusion further into the organization. Garrison’ lead-
ership philosophy has become a corporate mantra. He ends all his strat-
egy alignment meetings with the following question to be answered by
each executive leadership team member: “Are you 100 percent com-
mitted to the strategy and 100% committed to your peers in executing
our strategy?” In order to achieve this lofty 100 percent goal, he applies
many of the principles and practices we've prescribed in this chapter.

Although we agree that 100 percent alignment is the ultimate goal,
our experience tells us that the goal is never fully achieved and the job
is never fully done. Despite its criticality, alignment is not a final desti-
nation, and you are never really quite there. It is either getting better or
worse, but it is never complete. It’s not a steady state. Organizations are
too dynamic.

So what can you do about it? Step one is to define your current state.
Where does your organization stand? Take a few minutes to evaluate
yourself on the following checklist (Table 3.2)—give yourself and your
organization a rating on a 1-5 scale, with 1 being unacceptable and 5 be-
ing exceptional.

Is one of the categories stronger or weaker than the others? Ask oth-
ers on your team as well. Compare your responses. We've found two
issues that come up when executives do these kinds of ratings. The first
is that there are typically stronger or weaker areas, suggesting some
problem areas where scores are lower. But there is an equally impor-
tant issue—executives within the same team often give different ratings,
sometimes markedly so. They see the issues and the organization differ-
ently. These are important areas for discussion as well. It’s the difference
between looking at the average rating, versus looking at the standard
deviation. When it comes to alignment, both are important.
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TaBLE 3.2 Alignment Checklist
ALIGNMENT CHECKLIST

Strategic Intent 1. Our strategy is clearly understood and supported by all
managers.
2. We have clear prioritized goals that our leaders regularly
communicate throughout the enterprise.
3. Our executive team models all the behaviors necessary to
translate our strategy into performance.

Shared Expectations 4. Norms and expectations for high performance are shared
throughout the organization.
5. Our culture is defined by values, behaviors, and expectations of
excellence.
6. Our culture encourages employees to challenge and bring forth
new ideas to peers and managers.

Accountability 7. Managers are held accountable for achieving results and actions
that support our strategy.
8. Rewards are connected to both individual and team perfor-
mance.
9. Individuals hold themselves accountable for results and execu-
tion of strategy across the entire enterprise.

© Scott A. Snell and Kenneth J. Carrig

After you've gone through this checklist, there are some signs of
progress to look for. You'll likely see fewer of the symptoms we talked
about at the beginning of the chapter: (1) getting diverted and side-
tracked, (2) focusing on too many things leading to resource dispersion
and firefights, and (3) flagging employee engagement, frustration, and
decline.

Acting with Clarity and Continuity

Beyond that, you'll likely see executives and employees throughout the
organization operating with more clarity and focus. Like there’s more
oxygen in the room—their eyes may even clear. Particularly during pe-
riods of disruption and change, they’ll have more resilience to stay the
course because that course is better defined with them, has more mean-
ing and purpose, and they know their roles. Not only is the strategic
intent clearer, the organization’s identity is likely to be sharper. You'll
see it first in the executive team interactions and collaboration, but our
experience is that it can quickly energize the rank and file.
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Engaging and Working in Harmony

Watch for more people working in harmony (if not unison). Harmony
has two meanings here. First, there’s the Zen-like quality of harmony—
less discord, disagreement, and conflict. Nice. This will likely show up
in morale and engagement surveys. It may even have a quick effect on
other metrics like absenteeism and turnover. But also look for harmony
in the sense that one player complements and enriches the other. This
isn’t just a passive form of support—you will likely see them pushing
one another toward excellence, getting more from them. You may see
evidence of knowledge sharing and voluntary prosocial behavior (aka
helping one another), and mutual learning.

Getting Out In Front

An outgrowth of alignment is initiative. Vail's Rob Katz argues that real
alignment enables his leaders to “get out front” to take initiative on behalf
of the organization. This is not possible without alignment, and in a rap-
idly evolving environment the organization would not succeed if managers
waited to be told what to do. We would emphasize that, done well, align-
ment empowers employees at all levels to do the right thing. It speeds and
improves the quality of decision making and frees managers to work on
more strategic things—employees make the right call on day-to-day and
other matters. Alignment in this sense goes beyond a shared understand-
ing and/or commitment, and includes some degree of discretion that em-
powers people with the latitude to execute within their roles. If execution is
viewed only as a top-down initiative, the organization will miss contempo-
raneous opportunities that drive performance excellence from the bottom
up. However, this is only possible because of alignment and accountability.

Capability Lifts Up

Begin to look for more organizational capability and lift in perfor-
mance. With better alignment, you’ll witness the release of energy that
can build momentum and boost capability and internal performance.
Look for changes in more proximate metrics like project management
(on time, on budget), customer service and engagement scores, expense
reductions, and the achievement of most critical operational objectives.
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Be careful to keep focused on those elements that are most controllable.
It would perhaps be unrealistic to expect significant changes in lagging
indicators such as profitability, market share, and the like. More useful is
to look at internal metrics such as time, quality, and costs.

External Validation

Finally, external stakeholders may notice as well. In addition to cus-
tomers, changes in alignment are observable, even palpable, to exter-
nal partners, suppliers, board members, and others. That's gratifying of
course, but the effect is to reinforce improvement and amplify progress.
That’s not just a nice thing, it’s a further catalyst for change.

(Many, many) years ago, when Ken was the head of HR at Conti-
nental Airlines, he was a key player in CEO Gordon Bethune’s team to
take the company from Worst to First.*® Their “Go Forward Plan” cre-
ated alignment in the entire organization, focusing first on taking care
of customers, being safe, and flying on time. The turnaround at Conti-
nental was remarkably fast, and customers noticed immediately, even
before the transformation was complete. When customers gave employ-
ees compliments, they beamed with pride, sometimes even tearing up
for what they were achieving together. That external validation helped
them calibrate their performance, and it galvanized alignment and ac-
celerated the change.

WHAT NEXT? BUILDINGTHETEAM: TALENT AND
ABILITY

Throughout this chapter, we’ve explained the importance of establishing
strategic intent, creating “aim high” expectations, and ensuring shared
accountability. All are key to alignment and will make a difference in
your organization’s ability to execute. But we also need to tackle the
other elements of our model: Ability, Architecture, and Agility.

In the next chapter, we cover the Ability element of the 4A frame-
work. We delve into leadership explicitly and address how organizations
are building effective leadership teams, ensuring a pipeline of key talent,
and improving collaborative capability across the enterprise.



ABILITY
The Power of Talent

WHEN SATYA NADELLA was promoted to CEO of Microsoft, he knew
that the company’s future depended on developing new capabilities and
new ways of working in a mobile- and cloud-first world of computing.
The importance of talent and human capital had always been central
to Microsoft’s success, but Nadella’s task was to build a leadership team
that could reconfigure Microsoft and realign its talent pool around a
culture of innovation, to take the company into new markets, with new
services, and new technologies. Strategic execution means not only de-
livering on today’s priorities, but also building the capacity to invent the
future. In that regard, Nadella believed that nothing was more impor-
tant than talent. How would Microsoft identify, acquire, develop, and
deploy that talent going forward?!

Arne Sorenson viewed Marriott’s challenge as somewhat different
but no less transformative, and equally rooted in culture. In its acquisi-
tion of Starwood, there were literally hundreds of thousands of emp-
loyees, managers, and executives who needed to come together under
the Marriott marquee to take the company forward. How would Soren-
son help these former competitors, with arguably very different cultures
and business practices, build an organization that was even better to-
gether than they were apart? This would mean uniting legions of man-
agers and employees, not just in the technical aspects of their work, but
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in their behavior toward guests and how they ran their hotels. Sorenson
saw the challenge not simply as implementing an integration plan. It
involved learning from one another, engaging the entire work force, to
build a better organization.

Like Microsoft and Marriott, David Abney’s team at UPS faced a
challenge of ability, albeit a unique one among these peers. UPS knew
that implementing its growth strategy in emerging markets meant re-
thinking some of its time-honored approaches to management. Its
proud tradition of growing managers from within would be tested as
the company pursued opportunities in new regions. How could they
find local partners and build a pool of managerial talent that was capa-
ble and accountable in very different environments around the world?
Where practices and work standards, values and ethics, were so dramat-
ically different, how could UPS transport its time-honored approach?
Executing its strategy depended on it.

Each of these stories shows the importance of “ability” writ large in
executing strategy—the importance of leadership, talent, culture, and
collaborative capability. In this chapter, we address the somewhat ob-
vious point that organizational performance depends on assembling,
developing, and deploying a talented group of leaders, managers, and
employees.

That fact alone may not have evaded you. We hope. However, the
growing strategic importance of human capital may be more surprising
than you currently reckon. Research evidence is clear that the economic
value of most organizations has shifted in a lopsided way from tangible
assets, such as plant and equipment, to intangible assets, including hu-
man capital. An annual study by Ocean Tomo reported the portion of
corporate market value attributable to intangible assets has grown from
17 percent in 1975 to a staggering 87 percent in 2015.% See the graphic
trend in Figure 4.1 below.

Are companies shifting to take advantage, or at least keep up with
these trends? The potential payoft is substantial. A recent study by the
Drucker Institute found that fifty companies with the largest five-year
gains in effectiveness also had the biggest increases in employee develop-
ment and engagement. Perhaps not surprisingly, companies suffering the
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FIGURE 4.1 Components of S&P 500 Market Value
Source: Annual Study of Intangible Asset Market Value from Ocean Tomo, LLC, 2015. Reprinted
with permission.

largest decreases in effectiveness also were off the most in employee de-
velopment. Related research by Bersen/Deloitte backs this up; companies
with an integrated talent strategy outperform their peers, generating more
than twice the revenue per employee, 40 percent lower turnover rates,
and 38 percent higher levels of employee engagement than their peers.
However, it is startling to note that only a measly 7 percent of companies
in that study had an integrated talent system (defined as a top-down-led
program for leadership development, succession, development of strate-
gic competencies, and continuous and structured reviews of talent).’
People are an organization’s greatest asset (there, we have promulgated
the platitude). But the fact is that many organizations, in an effort to drive
efficiencies, still work to diminish the role of people in the production
equation, preferring to invest in technologies as a substitute for humans.
There’s nothing inherently wrong with that. Except, in the contemporary
setting where knowledge and learning are vital for breakthrough perfor-
mance, human capital is an underlying fundamental for strategy execution.

SYMPTOMS OF THE TALENT SYNDROME

Unfortunately, many organizations suffer from what we call the “talent
syndrome”; a recurring pattern of symptoms that lead to decline. It has
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an all-too-familiar set of conditions: (1) the organization is chronically
short of talent, especially in key positions, (2) the company does not
make talent management a top priority, (3) senior leaders scramble to
fill key jobs, and (4) the company cannot execute against its business
opportunities.

Firms limit what’s possible when they suffer from the talent syn-
drome. It’s not that they don’t have good strategies. It’s that they don’t
have the human resources to seize market opportunities. They have
good ideas, capital, and market potential. But they haven't made the
investments—ahead of the curve—in critical human resources to drive
growth and profitability.

Why do we refer to this as a syndrome? It’s not just a euphemism—a
syndrome is a debilitating pattern of symptoms, recurring and consis-
tently associated with one another, emanating from a deeper underlying
cause. When we ask managers if they recognize symptoms of the talent
syndrome in their own organizations, they often say yes. When we ask
why, they scratch their heads. Let’s consider the symptoms and see if
you recognize any in your own organization. That can serve as a starting
point for side stepping this major execution trap.

Symptom #1: Are You Frozen By Indecision?

The truth is that the future is often uncertain. One executive recently
said in frustration “How do we prepare the organization for a future
that is unclear—and keeps changing?!” He works in an industry un-
dergoing rapid reinvention and disruption, so much disruption that it’s
nearly impossible to predict where it is going. He’s not alone. Managers
routinely tell us that it is difficult to make strategic investments in talent
because the future is unknown, if not unknowable. Even some of the
unknowns are unknown.

Although we sympathize with the situation, the response need not
be to do nothing. As a matter of fact, continuous learning and develop-
ment of talent and leadership may be the best remedy for an uncertain
future. We will discuss this more in Chapter 6 on Agility. In his book
Learn or Die, Ed Hess notes that, in dynamic environments, excellence
and innovation require constant learning as an individual and as part
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of a learning organization. In short, your ability to learn is you best de-

fense against an uncertain future.*

Symptom #2: Do You Default to Short-Termism?

Hockey legend Wayne Gretzky used to say, “A good hockey player skates
to where the puck is; but a great hockey player skates to where the puck
is going to be” We often ask managers whether their talent system is
skating to where the puck is right now, or where it’s going to be. Are
they reacting to today’s needs or investing for the future? They typically
shake their heads and admit they skate to where the puck is right now.
They are reactive. One manager once lamented, “We don’t know what
the puck we're doing.”

Why? Well the point from above applies. Tomorrow is uncertain,
so deal with what you can today. Fair enough, but that mindset can
become cynical or insidious. “Tomorrow never comes.” Or, “T'll worry
about that tomorrow—I'm rewarded for delivering results today.” These
are common explanations that managers give for why their colleagues
don’t approach talent management in a strategic way. The problem is
exacerbated when company profits are being squeezed.

In discussing short-termism, we'll scribble the following formula on
a flip chart: m = R - E. (Profit equals revenues minus expenses). We'll
ask managers, in the short term, how much can you increase revenues?
“Not much,” they say. So to boost profits in the short run, you're left
with the expense part of the equation, right? What is your number one,
most controllable expense? “People,” they say.

Short-term emphasis on execution can lead us to focus on people as
merely an expense. And so you're left in a quandary—you believe that
people are your most important asset, but you manage them as if they are
a cost to be reduced. Managers are smart, and they know their investment
in people drives revenue and growth in the long run. But they have a hard
time plugging that belief into the equation. And, with limited dollars to
spend and limited time to deliver results, they’ll regrettably make deci-
sions that run counter to their better selves. They lament this situation, but
admit that they often fail to muster a viable counterargument. In the ur-
gency of execution, short-termism can lead to bad decisions about talent.
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Symptom #3: Are You Spending Too Much Time
Playing Defense?

A related problem is that sometimes managers will tell us that they are
“too busy running the business” to spend so much time on talent. Many
years ago, one manager we talked with brazenly eschewed the whole
idea of needing a long-term view of talent. He was executing for to-
day, and viewed headcount as a commodity that could be purchased as/
when needed. “If I need engineers, I'll hire engineers,” he said. But, this
is a dangerous attitude. Contrast that with the CEO of a global energy
company who chided his team for being too reactionary when it came
to human capital. He said, “We need to think of talent management not
as filling jobs but as creating strategic capability for tomorrow.”

This CEO had it right and the other manager had it wrong: In our
experience, hiring only when things become urgent and otherwise dis-
regarding your talent pipeline keeps everyone playing defense, reacting
rather than getting out front to proactively craft a talent strategy. If tal-
ent management is de facto relegated to filling jobs, the organization
will ultimately fall short in execution.

The knee-jerk reaction to this situation might be to give HR more
authority to create a robust and proactive (rather than reactive) ap-
proach to talent management. This has some merit in that the HR team
can and should play a leadership role when it comes to talent. But line
executives and the CEO must “own” the talent system. Indeed, Doug
Ready and Jay Conger studied a number of top companies and found
that the vitality of the talent management system depends on alignment
and shared accountability with line executives (note the connection to
our previous chapter). Particularly when the CEO personally leads the
effort, the narrative within the organization is much different and the
approach has more traction.”

WHAT CANYOU DO?

If you recognize any of these symptoms in your organization, you're
not alone. The talent syndrome is as widespread as it is debilitating.
On top of the direct costs of poor performance, it’s also leads to higher



8o ABILITY

opportunity costs from forgone business prospects. That is why the Tal-
ent Syndrome is such a real threat to performance.

In the previous chapter, we noted that many CEOs believe alignment
is the most important factor and the one to address first to improve exe-
cution capability. CEOs would also hasten to add, “Ability takes the lon-
gest to curate.” It needs to be built up over time, and while you can make
strategic external hires, execution excellence is more broadly rooted in
the entire organization.

Our research shows that organizations can improve execution ability
when they do three things:

o Focus on leadership, starting at the top and grounding the leaders’ skill
set in your strategy and cultural values.

o Establish a leadership and talent pipeline, especially in key jobs, and
build talent capacity throughout your organization.

o Build collaborative capability internally and externally that acts as a
talent multiplier.

In other words, the “ability” requirement of execution takes time,
but with targeted investment you can build it up more swiftly. Address-
ing the challenge involves several related actions. Let’s take a closer look
at each one.

THERE'S NO SUBSTITUTE FOR LEADERSHIP

Especially in the context of strategic execution, leadership matters and
can manifest in many different places in myriad different ways. In the
previous chapter, we made a point to show how senior leaders must es-
tablish a clear strategic intent, build alignment horizontally and verti-
cally, raise shared expectations of performance, and imbed accountability
in the organization. But it goes beyond that. Leaders embody the strategy
of the organization. They are stewards of its culture. Without good lead-
ers, execution is unlikely. Check yourself on the following questions:

« In what ways do our leaders exhibit the breadth and depth of skills,
competencies, and experience needed for breakthrough performance?

o Do we have the right mix of leaders who bring out the best in one an-
other on behalf of the organization?
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« Do our leaders inspire and empower others to achieve organizational
goals?

Do Your Leaders Embody the Strategy?

Start at the top. If you don’t have the right leaders to lead the company,
it's hard to make up for it any other way. The CEO role is obviously both
distinctive and valuable in the organization. In our experience, much
is attributed to CEOs as they in some ways personify the organization,
its strategy, and its culture. This may be an oversimplification, but it is
most often the case. Both internally and externally, people look to the
CEO as the genesis of strategy execution. And their visibility amplifies
everything they do. We are not arguing for a “great wo/man” theory of
leaders. In fact, the evidence is pretty clear that some of the best CEOs
are very collaborative and humble, and let others share the limelight.®
They enact several key functions with and through others. Let’s look at
Microsoft’s Satya Nadella as an example.

Microsoft: The leader as role model. In many ways, Satya Nadella
personifies the transformation taking hold at Microsoft. He obviously
has had some big expectations foisted on him, and is inevitably com-
pared to both founder Bill Gates and his predecessor, Steve Ballmer.
And he has been expected to drive significant change to reinvigorate the
company’s leadership in a fiercely competitive industry.

Before choosing Nadella as CEO, Microsofts board first looked in-
side and outside the company for the best candidates. The board was
rumored to consider leaders such as Steven Elop (former Nokia CEO)
and Alan Mulally (former Ford CEO). In the end, the search commit-
tee picked Nadella because he was uniquely qualified for the job and
deemed to be a bright light for the company’s future.

Recall in Chapter 2 we noted that Nadella rose rapidly through the
company with key customer-facing, R&D, and technical solutions roles.
His development path helped him forge key relationships and gain a
perspective for both consumer and enterprise customers. He led some of
Microsoft’s most profitable and high-growth businesses and had shown
the courage and insight to break from the company’s characteristic pro-
prietary approach and support open sourcing. He also championed
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innovative versions of products and services at a time when Microsoft
was slow with updates. Perhaps most noteworthy, Nadella ran the Cloud
Computing business in the months immediately preceding his promo-
tion to CEO, giving him the gravitas to lead what would become a strat-
egy heavily centered in cloud services. When he asked for big changes,
he had the credibility to back it.

Many observe that Nadella reflects some of the attributes of his men-
tor, Bill Gates; his passion for learning and innovation, his deep tech-
nical skills and research acumen. He also reflects attributes of another
mentor, Steve Ballmer, demonstrating great business acumen as well,
positively impacting the diverse business units he led. And his track
record showed strong interpersonal skills—Nadella built robust rela-
tionships inside and outside the organization. As one executive put it,
“He’s a consummate insider with an outsider’s perspective” Especially
important was his relationship with Microsoft’s board of directors. In
selecting Nadella as CEO, the board showed confidence that he had
demonstrated ability to shift the organization’s direction and guide it
into areas others might not venture, given its legacy in traditional (desk-
top) software.

In a nutshell, Nadella embodies some of the most important aspects
of Microsoft’s strategy, combining their technical core, business vision,
and a focus on employees and customers. “Satya is a proven leader with
hard-core engineering skills, business vision, and the ability to bring
people together;” Bill Gates explained in an interview when Nadella was
named CEO. “His vision for how technology will be used and experi-
ence around the world is exactly what Microsoft needs as the company
enters its next chapter of expanded product innovation and growth.””

One more point about Nadella. His team regularly mentions how
he models the behavior change that he expects from others. Microsoft
has three primary leadership principles—create clarity, generate en-
ergy, and deliver success—and employees note that Nadella makes these
principles a priority in everything he does. People see in him what he
asks of them, and the effect is contagious. Kathleen Hogan sums it up
this way: “It’s what Satya tries to do, and therefore we're all trying to role
model”
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CEOs don’t always need to come from the inside. Indeed some of the
best are brought in from outside to shake things up. But, like Nadella,
they need to have the personal credibility and influence to take the or-
ganization forward. Strategic execution depends on their building an
energized organization with a clear vision and the capacity—rooted in
the qualities of its people—to drive breakthrough performance.

AreYou Playing the Best Team?

As important as the CEO is, the top management team are the ones
who initiate the game plan and have responsibilities for/to others who
will ultimately make strategy happen. They are that key point of trans-
lation from strategic intent to operational directives. From above and
below, we continually hear that it’s critical to get the team right. Yet it’s
often a challenge to get the right people in the right roles. There needs
to be a balance across the players in terms of knowledge of the busi-
ness, knowledge of their functions, and ability to collaborate across
the team.

Legendary UCLA basketball coach John Wooden used to say, “I
don’t play my five best; I play my best five” Too many CEOs ascribe to a
“best athlete” approach to their top teams, promoting high performers
into senior roles both as a reward for achievement and an incentive for
further contribution. In some cases, this creates an undeveloped “team
of rivals” that breeds unhealthy competition and power plays among the
most senior leaders. At a minimum, it can lead to those leaders devel-
oping fiefdoms, hoarding resources, and erecting silos. In addition to
a lack of alignment, this creates dysfunction throughout the organiza-
tion that impairs strategy execution. Better to find the right combina-
tion of leaders, even if this means not always promoting your stars. Ron
Wallace, former president of UPS International, reinforced why, saying,
“Nine times out of ten, teamwork trumps talent.”®

In our experience, where companies go wrong is simply assigning
people to teams or accepting the teams that exist and expecting them
to be ready, willing, and able to collaborate. This false belief is that any
group of people within the organization can be assembled into a team
where the whole is greater than the sum of its parts.
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Were not downplaying the importance of individual talent—it’s
crucial—but the collaborative effect is critical as well. Let’s look at a cou-
ple of examples from SunTrust and Marriott, to illustrate these points
and gain specific insights on how to groom the top team.

SunTrust: Start with the core players. Bill Rogers would fervently
agree with Coach Wooden’s advice about getting the best team in the
game. When he became CEO of SunTrust, one of his first questions was
“What and who do I need on my executive team?”

From a “what” standpoint, Rogers recognized that coming out of the
financial crisis his executive team needed both deep vertical and broad
horizontal competencies to compete and grow in the complex financial
services environment. So he took several immediate actions to make
that happen. He shifted a few of his most trusted direct reports into key
leadership roles that were critical to the enterprise going forward. For
example, he moved his then CFO, Mark Chancy, into a role leading the
wholesale business, taking advantage of his deep financial acumen and
experience. He promoted his treasurer to CFO. He moved his head of
capital markets, Jerome Lienhard, to run the mortgage division.

Each of these moves was focused on critical business units, central
to SunTrust’s growth strategy. And Rogers had great confidence in these
leaders, knowing the businesses would benefit from their deep func-
tional expertise. Not coincidentally, these moves were also broadening
roles for the leaders, which reinforced Rogers’s emphasis on building an
enterprise team who could deliver the whole bank. Moving functional
leaders into P&L roles had the added benefit of combining perspectives
that helped integrate line and staff priorities.

To round out his team, Rogers named a private wealth management
leader to the CMO position, brought in a new CIO from the outside to
strengthen SunTrust’s use of information technology, and hired a new
CHRO to reinforce the company’s culture and people management.
Finally, Rogers consolidated the previously segmented consumer busi-
nesses into one, and then recruited a new leader from an outside larger
banking institution. In all cases, Rogers looked for top functional exper-
tise and business acumen. But equally important, he sought true team
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players who would support and challenge each other on behalf of the
bank and its customers.

What was the effect of all these moves? In Rogers’s view, it created a
tighter leadership team with deeper professional expertise, whose mem-
bers would complement one another in taking the enterprise forward.
He recognized that these “Ability” composition decisions were critical
to SunTrust effectively executing its strategy in the short and long term.
And he expected and rewarded cross-functional teamwork. The strate-
gies worked: SunTrust’s performance over that six-year window resulted
in a significant improvement of its efficiency ratio (expense/revenue
management) from 72 percent to 62 percent or nearly $726 million in
savings while growing their market cap from $9.5 billion in 2011 to al-
most $27 billion in 2016.

How might you apply SunTrust’s experience to your own organi-
zation? First, place teamwork at the top of your priorities within your
C-suite. If it’s lacking, address it. Don’t hesitate to place some of your
most trusted and most promising executives into new stretch roles. Sec-
ond, build an effective support team around them and bring in others
with complementary skills to balance out the team.

Leaders must be both discerning and decisive in putting the right
people in the right roles to increase performance potential and take the
company forward. One of the things we hear most often from CEOs is
that they wish they had made personnel changes more quickly. While it
is important to let individuals and the team grow and develop, if you see
it's not working, make changes immediately. Execution depends on it.

Marriott: Know when to hold ’em. Sometimes you have to be smart
enough not to mess with success. When Marriott acquired Starwood,
one of the first orders of business was deciding who would take the
combined company forward. Marriott already had a high-performing
leadership team, and CHRO David Rodriguez was clear they were not
going to risk destabilizing it by blindly following typical merger pre-
scriptions. For example, Marriott did not place two executives in every
leadership role for a period of time before deciding who would lead—
a strategy that often contributes to internal conflict and poor merger
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performance. Marriott kept its leadership team intact, and selected only
one of the Starwood senior leadership team members who, based on
their assessment, brought unique incremental value to the combined
company. This enabled an already cohesive and focused management
team to get the newly combined company oft to a strong start.

Marriott did bring over key executives from Starwood to add new
roles to the team, including their head of loyalty programs. The Star-
wood Preferred Guest loyalty program was arguably the best in the in-
dustry, and one of the reasons that Marriott was initially interested in
the acquisition. “That [move] was to showcase some of the reasons we
did the deal,” said Ty Breland, Marriott global head of talent and orga-
nizational capability. “They had some really great talent as it relates to
loyalty and in the brand space . . . really brand-centric thinkers, they've
acclimated really well to the company”

And there were many other roles for Starwood leaders, just one level
down, in the thirty brands across five geographic segments. Three of
those segments are now run by Starwood executives, and two by
Marriott.

Sorenson said that, as CEO, he wanted to make the changes as
quickly as possible. “For this deal to be successful, we need it to be for
our shareholders, but we don't do that if it’s not successful for our three
principal communities: our associates, our guests, and our owners,” he
said. “We've always been associate focused, and we want them to feel
good about the direction of the company”

Marriott’s experience, while distinct from SunTrust’s, shares a few
common principles. First, at a strategic level, each CEO began with an
assessment of the organizational capabilities needed to execute against
the business’s strategic intent. At SunTrust it was a turnaround; at Mar-
riott it was a successful acquisition and integration with Starwood. De-
pending on that assessment, the CEO made two related decisions. First,
what are the qualities that individual leaders need in each role? Techni-
cal/functional, business, and interpersonal skills. And are those leaders
available in-house or is an external search needed? Related, and often
more important, is how the leaders work together. Sometimes, the an-
swer is simply to take the best-of-breed approach, the best individual
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athletes. But what we typically see, and these stories demonstrate, is that
CEOs are biased toward teams versus individuals. This is where Ability
meets Alignment in our 4A framework of strategic execution.

At SunTrust, Rogers ensured his C-suite had complementary talents
not only to manage existing business but to transform the enterprise.
And he placed equal weight on collaboration, ensuring each top leader
was a team player. At Marriott, Sorenson made only minor tweaks to
his high-performing senior leadership team. Rather than rock the boat,
Marriott steadied it with a couple of strategic resources from Starwood.

The requirements of strategy are reflected in the key decisions about
leadership team composition. Just as the CEO embodies the technical,
business, and cultural imperatives of the strategy, so does the leadership
team. Much is asked of them, and much is attributed to them.

INCREASEYOUR FIRM’S TALENT CAPACITY

As important as the CEO and leadership team are to strategy execution,
we hear over and over—and we agree—that those who really make ex-
ecution happen are deeper in the organization, the middle-level manag-
ers as well as rank-and-file employees. That's where real traction occurs.
Lack of horsepower there stops the organization in its tracks. Unfortu-
nately, as we noted at the outset of this chapter, too many organizations
have an underpowered talent engine.

How effective is your organization’s talent management system,
building capacity in terms of both the stock and flow of skilled individu-
als in key roles? Check yourself against these questions:

o Have we identified “mission-critical” positions and staffed them with
our top performers?

o Do we have a robust system for talent assessment to identify, develop,
and retain high-quality employees?

o Are we investing in a talent pipeline to ensure a continual flow of “next
generation” talent who are capable of leading us to the future?

o Do managers spend time coaching and developing employees and teams?

The experiences at Microsoft, SunTrust, Vail, Marriott, and UPS offer
approaches you may consider for your company. Let’s take a closer look.
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Where Are Your Mission-Critical Positions?

Like any strategic asset, some people have a bigger impact on perfor-
mance than others. But this impact is not necessarily associated with
position in the hierarchy. The priority with regard to execution is
generating more high performers, particularly in critical roles. An
internal study at IBM pinpointed “focal jobs” that make the clear-
est difference to success, and channeled time, energy, and resources
toward them.’

What are these pivotal jobs? Back when Ken was head of HR at Con-
tinental Airlines, CEO Gordon Bethune used to say, “If we don’t have
pilots, we're not in business.” Talk about mission-critical talent! But the
truth is that Continental’s baggage handlers were in some ways equally
crucial for creating customer value as the pilots. Yet in a different way.
The point is that companies need a differentiated—and balanced—
approach to talent management. One size does not fit all.

Which talent pools make the biggest difference in your organiza-
tion? Much has been written on this topic, and there is no shortage of
experts. But it’s still really difficult to manage talent strategically. To get
the process going, we often use a simple 2x2 matrix to map out the dif-
ferent talent pools of an organization. In the Figure 4.2 below, we've
shown the grid for a [disguised] biotech firm and the spread of skill
areas across two dimensions: strategic value and uniqueness.

In the upper right corner are “mission-critical” positions, central to
the company’s strategy and unique in some way (hard to find, hard to
replace). These are “A” positions vital to the future success of the com-
pany. In the bottom right quadrant are different roles, central to strate-
gic value, yes, but less unique and more generally available across other
firms. They tend to be managed differently but are no less important
to execution and value creation. In the top left quadrant are those with
skills that are unique and complementary assets, but not necessar-
ily central to the core strategy. In the bottom left are supporting roles
whose work is more operational.

In our experience, each company has its own unique map, and the
process of mapping gives executives insight into their talent configura-
tion. Roles in each of these quadrants contribute in different ways to
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strategy execution. They need to be managed somewhat differently, and
research backs this up.”

Executives who take a differentiated approach to talent manage-
ment tend to have a more complete view of their organization, and this
helps them avoid some of the symptoms of the talent syndrome. With
a clearer view of key positions and roles, they can make more strategic
investments as a result. Let’s look at two such examples at Microsoft and
SunTrust.

Microsoft: Create a differentiated talent model. In the tech sec-
tor—including Microsoft—some roles are very specialized. For ex-
ample, some are internally facing, with responsibility for innovating
and creating products and services, while others are externally facing,
working with customers and partners. The diversity of roles, skills, and
experiences requires a differentiated approach to talent. The highest pri-
ority tends to be placed on those whose skills are unique, specialized,
hard to find, and hard to keep because they are in such high demand.
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Microsoft’s transformation depends on first identifying these talent
pools, and then acquiring, developing, and managing them successfully.

At the same time, a differentiated approach to talent is needed be-
cause some work is focused on delivering today’s business results, while
others are critical for creating the future. Both today and tomorrow are
important, but they are not the same. They have different time horizons
when it comes to talent management and strategy execution. Microsofts
challenge is one of ambidexterity—how to deliver on today’s business
needs while simultaneously investing in tomorrow."

“There is work were doing today, whether it’s legacy or current
work that needs to continue to be done in an excellent way to advance.
You need talented people doing that work,” Joe Whittinghill, Micro-
soft’s head of talent management, explained. “But you also have work
that’s way out on the far horizon where you may say, ‘We need to get
someone to come in and help us think about what’s out there For ex-
ample, the HoloLens [Microsoft’s holographic computing platform],
the people working on quantum computing, and so on.” Key talent in
that space “can really be a game changer” for the company, Whittinghill
explained.

To initialize its talent management system, Microsoft develops a slate
of mission-critical roles and talent pools that warrant special attention
and priority. Each of the business leads does this for their own organiza-
tion, and they are accountable for establishing plans to ensure appropri-
ate talent against key business priorities. As the company looks to move
into emerging spaces, say artificial intelligence or neuro-technology,
they create a range of options for shoring up those skill pools.

Depending on the talent need, Microsoft deploys one of three so-
lutions: buy, borrow or build. Buying means external hires “where we
need fresh talent or strategic talent to serve a particular need,” Whit-
tinghill said. Borrow involves engaging vendors or partners to help get
projects done or contract with gig staff to take on projects through a
certain amount of time. And build “is your classic, we are going to need
to develop people into the work force we need for the future”

All three approaches have their merits, and Microsoft has learned
the value of developing a differentiated model for its varied talent pools.



ABILITY 91

Their approach ensures they are in a much better position to have the
right mix of skills available for today and tomorrow.

SunTrust: Be bullish on talent. In a related way, Bill Rogers faced
a situation at SunTrust where he needed to make a big bet on pivotal,
mission-critical talent. Recall, when he reconstituted his team, he placed
Jerome Lienhard in charge of the mortgage business. This was a key de-
cision because the mortgage division was an especially critical part of
SunTrust’s turnaround strategy. During the financial crisis, SunTrust
was hit especially hard by the collapse in the mortgage sector, and that
business had been hemorrhaging money. In 2010 alone, the mortgage
business had lost more than $700 million.

Rogers had confidence in Lienhard because he had demonstrated
exceptional personal and business leadership skills. But, ironically, Je-
rome had limited mortgage business experience, so he would need help.

The first order of business was to identify the most critical roles to
ensure a successful turnaround of the business. These jobs ranged from
capital markets to risk oversight and sales leadership. The lift needed was
substantial, and without a team of “heroes” who had the ability to turn
the mortgage business around, it would be an albatross, draining com-
pany resources and limiting the chances to go forward. In that event,
SunTrust would need to seriously rethink its position in mortgages.

“Go big or go home—swing for the bleachers, Jerome” Channeling
George Steinbrenner’s classic decision to hire great sluggers into the
New York Yankees ball club, Lienhard went out to find the best of the
best in the industry. Do whatever it takes. This was admittedly a calcu-
lated risk. But in the end, Rogers and team decided that getting (merely)
good people in those roles would not be enough—they needed great.
The process required a deliberate and clear people strategy. Lienhard
worked with his HR business partners to begin the search for the most
knowledgeable and capable in the industry. They found some stellar tal-
ent, and drew them from Wall Street and the Federal Reserve.

This deliberate approach worked, producing a high return on invest-
ment. Within two years, the new mortgage all-star team fixed the under-
performing problems and built a foundation for growth, transforming
substantial losses into net positive earnings in the following years.
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The Microsoft and SunTrust examples showcase the importance of
a differentiated approach to talent management. Each of our profile
companies makes similar distinctions among their portfolio of human
capital, recognizing that some positions are mission critical (although
they would also hasten to add that nobody is unimportant). For exam-
ple, UPS recognizes its district and regional managers are the backbone
of the company, but so are their drivers—nobody has more impact on
customers’ satisfaction and brand differentiation. Marriott sees general
managers of its hotels as pivotal positions, not because they are high
ranking, but because they are the center of the hub of the business.

Have you identified these mission-critical roles in your organiza-
tion? Is the norm for talent management to manage everyone the same?
Our stories show there are many different ways to tackle this challenge.
Some organizations start by analyzing the role and contribution of each
position in their firm. A 2X2 human capital map or other documenta-
tion makes mission-critical roles visible, the first step in developing a
strategic talent management process.

Other companies start by evaluating the strengths and weaknesses
in their business. Where are their biggest growth opportunities? Where
is the market moving? What must they do to leapfrog the competition?
Clearly defining your organization’s business needs and prospects, then
determining the critical talent required, is another effective approach.
No matter the path you take, the point is to delineate your talent man-
agement strategy. It takes time, critical thinking, and a willingness to
take risks. But the return on your investment in talent differentiation
will be consistently higher as a result.

How Are You Assessing Your Bench?

Once you have identified mission-critical roles for strategy execution,
do you have the bench of talent to take on those responsibilities? This
kind of talent review may seem like a pretty obvious one-two combina-
tion, but recall that the “talent syndrome” is characterized by a chronic
shortage of talent to meet business needs. And to sustain executional
excellence, organizations must assess not only the team in place but also
the bench for the future.
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Microsoft: Connect talent and business reviews. Microsoft has
made these kinds of talent reviews a high priority. They combine busi-
ness assessment and people assessment. “We ask ourselves, do we have
key talent in the most critical jobs and do we have the right talent?”
CHRO Kathleen Hogan explained. “We spend a lot of time on that. In
fact, Satya has often said, ‘It all comes down to talent.”

To make certain that Microsoft has a deep bench of up-and-coming
leaders to manage key projects and business opportunities, Nadella
and team conduct a series of talent reviews, or “Talent Talks” as they
call them. These reviews start within each of the businesses—at a local
level from engineering to sales to corporate functions—to review emp-
loyees, discuss opportunities to redeploy people up and across teams,
and develop growth experiences. As they roll up, the Talent Talks serve
as preparation for a final set of reviews with Nadella, his direct reports,
and their senior HR leader.

Talent Talks have been instrumental for several reasons. They give
Microsoft a window to its leadership capability and bench strength.
Does the available talent match the overall business needs? The sessions
also shine a light on diversity and inclusion and feed ongoing succession
plans.

But the reviews go beyond talent alone and underscore strategy ex-
ecution. It is a great time for the leader and the CEO to have a con-
versation about how their business strategy is translating into their
organization strategy. Rather than just an HR review, a people review,
Whittinghill said, “we feel that adding in the organizational and strategy
component—along with the talent review—allows Satya to get a much
more complete picture of what is happening in that organization.”

The tie-in to strategy and business reviews helps to sharpen priori-
ties. “We’'ve become more sophisticated in the talent management world
about focusing on what’s important versus everything,” Whittinghill
said. After each review, managers agree on a set of key time-dependent
actions that will be taken to drive talent management forward. (And,
because it’s Microsoft, there’s an online tracking system to support the
action/updates.) “That discipline of execution around documenting,
agreeing on, and follow-up on actions is just as important as everything
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else that we do,” he explained. The approach has the effect of keeping
the conversations continuous and evergreen. “We don’t see this as an
event. We see this as a review that happens during our year-long cycle of
executing talent management all the time”

Nadella spends more than a week on Talent Talks each year, along
with his fourteen direct reports. “That’s how important human capital
management is to us,” Whittinghill said, noting Nadella’s belief that “we
need to manage for today, but we need to keep our eye on the future
as well”

The takeaway: Integrating talent reviews with business reviews takes
time and discipline, but the payoft is a leadership bench that’s connected
into real-time and future business needs.

SunTrust: Focus on your top talent. To get to the next level of per-
formance, SunTrust made some difficult talent decisions. As CEO Rog-
ers noted:

It used to be that maybe if you were skilled at your craft and you were an okay
leader that might be enough to get by. But that’s just not acceptable anymore,
and the transparency shows it. We have augmented our ability to identify and
grow top talent. We conduct teammate engagement surveys. We complete talent
reviews and succession planning. As a result, there’s so much more informa-
tion. You can clearly see it—you can see “good” and you can see “average” We've
coined a phrase that “we’re going from better to best,” but the gold standard has
to be “best”

In 2012, Rogers and team implemented a new talent review system,
assessing managers on both current performance and their potential to
succeed at the next levels of leadership. The goal was to identify the next
cadre of future leaders, and also guide development of those suited for
their current role but not [yet] for the role three years out.

SunTrust’s talent review sessions focused on their priority attributes
of aleader. As noted earlier, Rogers recognized the importance of mod-
eling these behaviors with his team, and having candid discussions on an
ongoing basis with each of his direct reports. Rogers and the executive
team instituted quarterly half-day talent planning sessions dedicated to
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current and future talent needs. The design of these sessions empha-
sized open dialogue, and Rogers expected his ELT to hold similar ses-
sions with their direct reports. The sessions helped tee-up conversations
with managers to build the right capabilities over the available time
horizon. And the system was also used to reshuffle the lineup, placing
people in different roles that were most beneficial to them and to the
organization, and encouraging mobility across the bank.

Mark Chancy, then head of the Wholesale Bank, saw the payoft in
three ways. First, he transferred leaders into positions where SunTrust
could leverage their expertise in other areas of the business. This helped
close a talent gap in that line of business and reinforce the strategy to
“deliver the whole bank” Second, it provided leaders with opportunities
to broaden their skills and experience as general managers. Third, the
transferred leaders would serve as “culture carriers,” cross-pollinating
the values, expectations, and behaviors of SunTrust throughout the
bank. By executing a multitiered talent review process in this way, the
outcome helped the organization go from better to best.

As in the previous section on strategic talent management, the Mi-
crosoft and SunTrust examples show there is more than one way to ex-
ecute talent reviews. Microsoft overtly links its business, operational,
and talent reviews. This integrated approach allows the senior leader-
ship team to view their business prospects and challenges holistically.

SunTrust’s approach encourages comparisons between the current
state and future business need—where the bank and its bench is today
versus where it needs to be. Their process shines a light on develop-
ment, experience-broadening moves within the bank, and where they
may need to seek outside hires. By being honest with themselves about
what's required to be the best, they are strategically strengthening their
bench. Done well, talent reviews help organizations prepare for short-
and long-term success.

AreYou Keeping the Pipeline Full and Flowing?

Assembling a great leadership team, identifying critical roles, and lever-
aging strong talent review processes are key to building a strong bench.
But bringing people up and developing them for the future is essential
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to ensure that your talent pipeline is full and flowing. The best compa-
nies use a variety of methods to make sure the next generation of talent
is prepared to lead them into the future.

Research at the Center for Creative Leadership suggests that the pre-
ponderance of development and learning occurs through experience.
Conventional wisdom holds to a “70-20-10 rule” where the majority of
lessons learned occur through challenging work assignments. A smaller
but significant portion is through interactions with others, and only a
fraction via formal classroom learning. We won't take a strong position
on that formula, but agree with the premise that firms are wise to use a
mix of development and learning approaches. They each do something
different and can complement each other in many ways."

Vail Resorts: Take talent to higher ground. While Rob Katz has
worked hard to get the right mix of leaders at Vail, he and his team knew
they needed to do more. They had a rigorous process to identify their
talent pool and potential successors for key leadership positions. But
Jeff Klem, head of talent for Vail, said that’s where things initially had
stopped. “Where we weren't doing as good a job developing or ‘ready-
ing’ these potential successors to actually move into those roles,” Klem
explained. “We would assess readiness and say ‘Joe is ready in three to
five years! And then the next year wed come back to succession plan-
ning, and sure enough he was on the list again, and hed [still] be ‘ready
in three to five years. There had been very little progress.”

This challenge is not unusual. Without systemic solutions to develop
talent, many companies spin their wheels. Vail’s solution was to create
a development program based on leadership competencies required for
growth. Their multilevel “Higher Ground Series” enables Vail to engage
and develop employees and leaders at every level of the company. The
series begins at “Base Camp” with a half-day immersive experience that
exposes all employees, not just high potentials, to the six key leader-
ship competencies at Vail. From that point, individuals are nominated
for further development. Camp 1 is for high potential, first-level—and
first-time—leaders and supervisors, run locally at each resort. It’s
a three-day program that includes many tools such as 360 reviews,
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psychological testing, and team-based assessments to help participants
connect their skills to Vail’s leadership competencies. Camps 2, 3, and 4
continue this approach for midlevel managers on up to senior-level ex-
ecutives. The programs are progressively longer and more intense, and
reinforce continuity of learning through the organization. “This is not
just your ‘how-to-be-a-better-manager’ kind of stuft,” Klem said. “This
is deeper leadership, and it’s not easy, and it’s certainly not for everyone”

If you think back to Rob Katz’s ambitions to turn Vail Resorts into
a world-class organization, you can understand why the company has
invested in a development process that is so disciplined and integrated.
Their approach is very systematic. High-potential candidates are nomi-
nated by leaders, participate in the camps, and then are discussed in
talent reviews for possible leadership positions. And they take it one
step further with a Higher Ground alumni group that meets every other
month from across the company, across functions, across lines of busi-
ness. They spend a half day together: two hours with Katz discussing
company issues and the remainder working in small groups on how to
address challenges.

All of these elements together give us a comprehensive view of
Vail Resorts’ investment in developing a talent pipeline. It’s not just
one decision, one program, or one venture. It’s a series of investments
across time, geography, and function to create a rich cadre of up-and-
comers. And it includes more than just opportunities for participants to
learn—there are forums for Vail to learn from the participants as well.
It has become a well-run system of engagement, alignment, and talent
development.

Marriott: Learn from real-time experience. While Vail Resorts
has gained from formalizing its approach to learning and development,
Marriott is equally bullish on the value of informal development, coach-
ing, and real-time feedback. As Karl Fischer, chief HR officer for the
Americas, put it, “I'm one of those that believes most all training occurs
on the job, and having good bosses and good mentors and people devel-
oping you is probably as important, probably more important than any
leadership class I can send you to.”
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Obviously, a company that executes as well as Marriott has a strong
portfolio of formal training programs. The vast majority of Marriott
employees (around 85 percent) work in hotel operations, and they train
extensively on check-in processes, housekeeping, security, and other ar-
eas vital to creating a consistently superior customer experience.

Beyond that, what’s different at Marriott is their added focus on
real-time coaching and learning. Managers take time to pull employ-
ees aside to discuss situations in teachable moments—what happened,
what could have been done differently, and what needs to be done in
the future. The company also uses customer feedback every day to con-
tinuously learn and improve performance. Developmental feedback is
immediate and embedded in context, which gives it more meaning.
Marriott relies more on coaching than pure performance management.
Evaluation still has a role, but development and learning benefit from
immediacy. “In sports, a coach wouldn’t wait until the game was over
to give feedback,” Breland explained. “Youd call a time-out, discuss the
situation, and get back in the game.”

Marriott’s entire development model emphasizes experience. Their
promote-from-within approach moves people from smaller to larger
hotels and across brands. Leaders’ knowledge, judgment, and skills are
groomed by working in multiple roles across the company. This broad
experience helps them coach their teams. For example, the average Mar-
riott hotel general manager has more than twenty-five years’ experience.
They work closely with their teams, know the details of most departments
and take a hands-on approach. One common process involves “stand-up”
meetings every morning to set expectations and discuss upcoming events,
potentially sensitive situations, and how they can be ready. The philoso-
phy is that if employees know whats coming, they’ll be able to respond.

One of the key career inflection points at Marriott is when someone
moves from working within the hotels to a corporate role (“above prop-
erty”) which requires different skills. The solution again is to learn from
experience and real-time coaching. They learn by doing, with support
from other leaders, and then progress over time into more responsibili-
ties. Marriott brings newcomers along by pairing them up with an expe-
rienced Marriott leader to help ensure their success.
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All in all, Marriott’s talent development process is a reflection of how
they run their business, supporting their associate-first culture.

SunTrust: Develop insights. In this chapter, we've discussed a num-
ber of effective talent management processes. Done well, they benefit
the companies and top talent that work there. One of the win-wins is
high-performer engagement and retention. Another is that the talent
will be ready when their time is needed. Let’s look at one more example
aimed at this kind of specific opportunity.

Several years ago, Rogers and SunTrust launched an innovative
process for high-potential Gen X and Millennial midlevel leaders.
“Insights” was established as a fifteen-month program to complement
SunTrust’s regular talent programs, with a few unique features. First, it
helped to shine a light on a team of thirty to thirty-five diverse, high-
potential young leaders across all disciplines and functions of the bank.
While most programs focus on individuals, Insights was designed to
take a cohort approach to development.

The process began with a set of criteria used by senior executives to
nominate and select individuals for the program. Once in the Insights
cohort, the members met with senior executives in small rotating groups.
The open discussions centered on different leadership responsibilities
and perspectives to help Insights members prepare and understand
the terrain of a senior leader. They got candid feedback (and provided
candid feedback to the senior leaders in return). The program blended
personal, team, thought, and business leadership development through
virtual, classroom, and mostly experiential learning. And it provided ex-
posure to all businesses, functions, executives, and board members.

Since 2012, more than ninety high-potential leaders have success-
fully completed the program. And in a highly competitive industry
where talented people have ample opportunity, more than 95 percent
of them stayed at SunTrust. “Just imagine seven to ten years from now
when there are over three hundred of these diverse, highly developed,
talented teams of leaders driving the business forward,” Rogers said.
“Given their deep understanding of SunTrust and the industry joined
together with the strong networks they’ve developed over the years, the
return on our investment should be significant and long lasting”
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There is a lot to learn from this program. When you engage high
potentials directly with the CEO and senior leadership team—and with
each other—you strengthen the individuals and your company. You are
building the base of talent, strengthening the culture, and building a
more solid foundation for future capability.

Let’s take a step back. We've tackled a lot in this section. The exam-
ples from Vail, Marriott, Microsoft, and SunTrust demonstrate there are
many different ways to produce and perpetuate your pipeline of talent.
While the solutions must be tailored to your organizations, the prin-
ciples are the same: pinpoint mission-critical positions, design a robust
talent review process, manage and create development programs that
reinforce your business needs and culture. And integrate these elements
so they work as a system.

We'll shift now to the third major “Ability” lever for execution: col-
laborative capability.

COLLABORATION IS ATALENT MULTIPLIER

Collaboration may be one of the most frequently used words in orga-
nizations today. And for good reason. In our increasingly connected
world, individual talent alone will not suffice. The time spent by manag-
ers and employees in collaborative activities has ballooned by more than
50 percent over the past two decades."

In the context of strategy execution, collaboration is a requirement
for joint decision making, pooling resources, and sequencing actions to
drive performance. And it’s the inability to collaborate effectively that
most often derails execution—a point we made in the previous chapter
on Alignment.

But collaborative capability is also a “talent multiplier” What does
that mean? Academics often refer to it as human capital leverage. Pro-
fessional service firms have long understood the power of collabora-
tion as the basis of their business model. Senior professionals with vast
experience partner with junior associates to spread their knowledge
over more projects, clients, and opportunities. Their clients win be-
cause they get better counsel at a lower cost. The firm wins because they
get the most out of their team. And the employees win because they
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maximize their contribution while growing and learning from others
across the firm.

Are You Connecting Your Power Source?

But collaboration as a talent multiplier is more than teamwork. It goes
beyond the willingness of individuals to cooperate. It depends crucially
on developing shared understanding and collective knowledge. Think
about the highest performing teams you've seen. Flight crews, firefight-
ers, ER units, and the like work together in a synchronized manner
seemingly with one mind, what scholars call transactive memory, based
on their deep understanding of the others’ expertise, both domain
knowledge and architectural knowledge (how they fit together).”

That’s the starting point for collaborative capability. More generally,
collaborative relationships like this can be conduits of mutual knowl-
edge sharing and learning. The capacity to leverage these networks
increases the knowledge base of individuals around the organization—
effectively multiplying their talent. Some evidence suggests that the
associated social capital may be as important as human capital for driv-
ing performance. You can again see the potential connections between
Ability and Alignment in this aspect of strategic execution.

As we go through the examples below, check yourself against these
questions:

o How well do managers and employees work together to make everyone
better?

o Do teams have discretion to make decisions and act using their best
judgement?

o Is there a spirit of collaboration that cuts across business units and
functions?

Marriott: Together We’re Better. When Marriott’s acquisition of
Starwood was announced, Sorenson championed the vision of “To-
gether We're Better” But achieving that ideal of corporate unity, postac-
quisition, is never easy. Most experts agree that when integration fails, it
fails because of people issues, typically around culture.'s

“I think when M&A deals fail culturally, it’s because companies don’t
take the time to listen to both sides and figure out what makes sense,”
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said CHRO David Rodriguez. He saw this an opportunity for Marriott
and Starwood to learn from one another to create a better overall com-
pany. “Sometimes it’s not going to be how Marriott does things that’s
going to be the best way. It’s going to be something that Starwood is
doing” For example, Starwood’s loyalty program was top-rated in the
hotel industry. The Marriott team embraced Starwood’s design-forward
approach and personalized mobile app experience, taking the best of
their program to up Marriott’s game overall.”

A little less talk, and a lot more action. To kick-start execution and
build momentum quickly, the integration team decided not to distract
the organization with abstract conceptual discussions about cultural
differences. Instead they focused on how best practices and innovations
from both companies could be deployed across the new enterprise. Se-
nior leaders hosted a series of three-day general manager conferences
in collaboration with each of the continent presidents. The conferences
were the first opportunity for Marriott and Starwood managers to come
together and take a hands-on approach to begin building a mutual net-
work. They emphasized “Together We're Better;” discussing integration
progress, challenges, business issues, and brand strategies. They encour-
aged information exchange and ways of working together.

They also created Gateway, an onboarding system for all employees.
More than just a class, notebook, or briefing, Gateway was launched as
a year-long experience that takes employees through aspects of culture,
teamwork, learning the craft, and building a future together. Not only
does the system facilitate accelerated engagement, it also provides con-
crete activities and resources to strengthen personal connections across
the organization. The goal was to bridge the cultures, enable better team
cohesion, and energize performance.

To further build collaboration, the integration team conducted in-
formal learning sessions in advance of formal training with all Star-
wood and Marriott employees in locations such as New York, London,
or Shanghai. The goal was to allow team members in different geogra-
phies to form personal bonds and begin working together early. Instead
of asking the employees from the two companies to just “get along,” the
sessions provided a common experience of working together—learning
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from each other—from which they could build. Following these inter-
actions, Marriott rolled out operating systems training in areas such as
guest registration, revenue management, and the like.

Ultimately, these initiatives helped create enterprise-wide engage-
ment around the newly integrated Marriott family of brands. This has
been an important challenge. In interviews with general managers about
their work, virtually all Marriott GMs—regardless of brand—mentioned
Marriott International or the Marriott family. Whether they came from
Ritz Carlton, JW Marriott, or Renaissance—all brands within Marriott
International—the GMs felt a strong connection to the overall moth-
ership. That wasn't the case with Starwood managers, whose affinities
were more with the former Starwood brands such as Westin, Sheraton,
and St. Regis. For those leaders, building a connected perspective with
the Marriott enterprise—or any enterprise—was not second nature. But
Sorenson and team felt that such a connection was critical to their “To-
gether We're Better” vision.

Technology has also played a role. In addition to creating face-to-
face opportunities for leaders and employees to build collaborative
capability as a team, Marriott created an online integration hub, infor-
mation repository, and collaboration portal to support the newly com-
bined work force. The Marriott Platform was based on feedback from
employee pulse surveys, which showed separation in pockets of the or-
ganization: places where networks were not developing. The Platform
includes updates on the Marriott-Starwood integration, basic company
information, success stories, messages from senior leaders, and other
helpful material for employees. Accessible via mobile devices, the Plat-
form is a timely tool that has improved communication consistency.
GMs have found it particularly useful for keeping in touch with em-
ployees in their hotels.

Marriott executives recognized that it takes time to get everyone
working together and truly maximize the potential ability of the two
combined organizations. What can we learn from their journey? First,
the intangible elements of culture integration and collaborative capa-
bility come about by managing the very tangible aspects of work. In
that regard, it is important to be concrete and direct, not abstract and
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theoretical. Second, create multiple forums for overt collaboration—
in person, across the global leadership team, at the local level. Third,
where possible, leverage technology as a go-to resource to allow shared
learnings and timely, consistent communication. Marriott has been very
purposeful with a long-term view of capability development. Their in-
vestment in better strategic execution is paying off.

UPS: Collaboration is our business. Like Marriott, collaboration
is an integral part of the UPS business model. The company has always
been an integrator of buyers and sellers, shippers and receivers, creat-
ing shared value through supply chain logistics. As the company has
grown globally, particularly in emerging markets, the importance of
collaboration with external partners has become both important and
more challenging.

Because UPS is a network of shipping outlets and services, every
node in the network is connected to all the others. That added com-
plexity makes collaboration more difficult. Any change in one node has
a potential ripple affect multiplied exponentially across the entire net-
work, with a profound impact on the ability to execute. Those nodes
consist of people who need to know the UPS system and how to make it
work in different environments.

In emerging markets particularly, UPS has to find the right external
partners to help them apply their processes, procedures, and rigorous
customer standards in the context of local and regional country, govern-
ment, and business challenges, norms, and requirements. Consistency
is key. “When we go into a country and have a partnership relationship,
were running a network business where one of the paramount value
adds of our business is that it should look and feel the same way across
the entire network no matter where it is,” said Jim Barber, president of
UPS International. It’s not an easy task, and it has to be right from the
get-go to execute their strategy. “Usually when something goes wrong,
it has to do with the initial steps of the relationships being out of kilter;’
Barber said. Governance, contractual constraints, and legal systems is-
sues can hamstring the situation, making relationships difficult. Secu-
rity and compliance are also problematic at times.
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So how does UPS forge its partnerships? It starts with being gra-
cious and respectful—especially in the local environment. Barber said
the UPS team respects the fact that they are a guest in each country, and
maintains that respect. They listen, they learn, and they look for oppor-
tunities to collaborate. But they also are clear where no compromises
will be made. “In many emerging markets, what is normal in those mar-
kets can be abnormal all the way up to illegal in the markets that we
come from,” Barber explained.

Finding areas of common ground and getting partners to focus on de-
livering high UPS standards is key. Their operating model helps make that
happen. The Emerging Markets team includes the local management team
who runs the business on a day-to-day basis, plus a SWOT (strengths,
weaknesses, opportunities, threats) team they can call on when needed.
If there is a situation the local team can’t handle, the SWOT team goes
in, collaborating with the local partner to determine the root cause and
fix the problem. The bias is to help the local team so they can continue as
a high-performing node. But if that can’t happen, the SWOT team may
recommend removal of the node, or replacement of the local team.

A lot rides on having the right leadership team—at the local level
and as UPS partners. They must work together to create a successful
node that can deliver UPS standards and serve customers in very di-
verse environments. That responsibility typically falls to a district man-
ager and a country manager. Barber said that “they are the jobs,” noting
these leaders collaborate to teach the UPS way and determine how
to apply it in that market. He further explained they “put very skilled
UPSers who have a background and know what ‘greatness’ looks like to
convert that new team [and bring them] on board into the fold.” Lever-
aging the local partnership, they work closely to create the collaborative
system required for success. When that happens, Barber said “we leave a
team of UPSers in there that will have a place forever”

Creating teams of local talent that partner with strong UPS leaders
has allowed UPS to grow successfully around the world. Their system
of collaboration has multiplied talent in every market, generating great
returns for the company. In their view, there is perhaps no more impor-
tant lesson for strategy execution.
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This example from UPS and the one from Marriott both reveal a
couple of important takeaways. First, it’s not just that collaboration is
important. Virtually no one would disagree with that in principle. It’s
that collaborative capability is best developed and reinforced in situ, in
practice, in the context of where the work is happening.

Second, it’s not merely a matter of establishing good will or positive
intent. Just as with prioritizing investments in mission-critical positions,
it's important to identify where the critical connections are needed in
your business and focus collaboration there. In the Marriott example,
it was the point of integration for the Starwood acquisition. In the UPS
example, it was with external partners. Although their approaches are
different, the lesson learned is the same.

WHERE DOYOU STAND?

Just like in the previous chapter on Alignment, we hope you do two
things at the end of this chapter. First, assess yourself on the key ele-
ments of Ability. But second, remember that the Ability factors are only
one part of the ecosystem of the 4A framework.

Take a few minutes to do a realistic self-assessment, using the check-
list below (Table 4.1). Compare yourself to the examples we shared. In
some cases, you may be ahead of the game. In places where you're be-
hind, or God forbid not even in the game, use the lessons learned by
these companies to begin a dialogue with others in your organization
about the causes and consequences of Ability gaps. Then start to iden-
tify the best path forward to improvement.

Leadership

What is the state of leadership in your organization? In this chapter,
we didn’t simply extol the virtues of leadership. Platitudes, even good
ones, won't move the needle on executional excellence. From the top
down, leadership needs to embody the key elements of strategy; the
technical and functional requirements, the business imperatives, as well
as the cultural and personal qualities of the organization. These leaders
are the outward and visible signs of the company’s internal execution
capability.
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TaBLE 4.1 Ability Checklist
ABILITY CHECKLIST

Leadership 1. Our leaders have the skills, competencies, and experience needed
for breakthrough performance.
2. We develop a continual flow of “next generation” leaders who are
capable of leading us to the future.
3. Our leaders inspire and empower others to achieve organizational
goals.

Talent 4. We have a robust talent management system to identify, develop,
and retain high-quality employees.
5. High-priority, “mission-critical” positions are filled by our top
performers.
6. Managers spend time coaching and developing their employees
and teams.

Collaboration 7. Managers and employees work well together to make everyone
better.
8. Teams have discretion to make decisions and act using their best
judgement.
9. There is a spirit of collaboration that cuts across business units
and functions.

© Scott A. Snell and Kenneth J. Carrig

How well does the team operate? In complex companies, the team
often supplants the individual because no one person can carry the or-
ganization. Execution is a collective sport, and the ability of team mem-
bers to support one another and bring out the best is a prerequisite for
aligned performance. The best companies are constantly assessing their
leadership talent to ensure the right combinations.

Talent Pipeline

There is a wonderful quote attributed to Abraham Lincoln: “Give me
six hours to chop down a tree and I will spend the first four sharpening
the axe” His point is that execution depends on preparation. To execute
well today, you have to have prepared yesterday.

How robust is your talent pipeline? We are continually amazed when
companies fall victim to the talent syndrome because they haven't done
the very reasonable work necessary to build a talent pipeline. They need
to make sure their best people are in the most critical jobs. And they
need to focus on the future, the needs of the business going forward.
Your talent pipeline will shape what’s possible and what’s not.
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Remember, there are a variety of ways to help people develop, some
formal and some informal. We have found that helping people develop
is a real-time, never-ending duty of leaders as coaches. Does your orga-
nization have an integrated learning and development strategy?

Collaborative Capability

The twin sister of Alignment is collaboration. One is required for the
other. And companies continue to struggle. There are powerful forces
pulling away Alignment and defeating collaboration. Good intentions
are not sufficient. Have you hardwired collaborative capability at the
most critical junctions required for your strategy? Often it is cross-
functional collaboration that stymies organizations. Other times it’s
partners in a value stream. The point is to identify which connections
are most important and make it easy for the collaboration to take place.

WHAT NEXT? BUILDING ORGANIZATIONAL
CAPABILITY: ARCHITECTURE

Remember, the 4A model is a system of interrelated and interdependent
factors. By design, we've echoed several points about Alignment in this
chapter on Ability. But as you know, executional capability is more than
just about Alignment and Ability. It also requires infrastructure, pro-
cesses, structure, and systems to make things scalable and repeatable.
In the next chapter, we cover the Architecture element of the 4A frame-
work, delving into aspects of organizational design.



ARCHITECTURE
The Clarity of Design and Process

WE'VE DISCUSSED the strategic opportunities of Marriott’s integra-
tion with Starwood and the challenges of marrying up the two organiza-
tions. We've highlighted the importance of combined leadership, talent,
cultures, and collaborative capability. But equally important, and per-
haps more vexing in the short term, is the task of harmonizing its dif-
ferent operating systems, technologies, structures, and processes. Arne
Sorenson sees the Starwood acquisition as an opportunity to transform
Marriott, and has repeatedly noted that if the merger only creates a big-
ger hotel chain, that will be a disappointment to everyone. His goal is a
better Marriott, a company that operates differently, creating more value
for customers by developing better capabilities, more choices, more
touch points, and a richer connection that can evolve with loyal custom-
ers. What's the right organizational design to achieve those objectives?
SunTrust, too, worked through its own integration of businesses ac-
quired over the years into a unified portfolio. Bill Rogers had the chal-
lenge of blending separate geographic regions, lines of business, and
functions into a unified whole. One important lesson learned along the
way was that as circumstances change, the organization architecture
may need to change, too. What worked well in the past may not work
for the future, and SunTrust’s architecture prior to the financial crisis
would not be adequate as the bank came out of it. Rogers’s goal was
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to streamline SunTrust’s organization, strip away inefficiencies, reduce
costs, and create a more finely tuned operation. And going forward,
what would be the best way to organize SunTrust to simultaneously cre-
ate more efficiency and more value for clients?

UPS has faced somewhat different architectural challenges. As the
company grew internationally and faced the complexities of global mar-
kets, it needed a broader network that included comprehensive logistics
and supply chain capabilities as well as traditional package delivery. At
the same time, UPS’s economic model has shifted as e-commerce altered
the balance from traditional business-to-business (B2B) transactions to
business-to-consumers (B2C). In the past, when the bulk of UPS deliv-
eries were large-volume B2B, the margins and network requirements for
that business model were more manageable. As more consumers began
ordering from Amazon and other online retailers, the network require-
ments expanded, and the margins on smaller deliveries were smaller.
Alan Gershenhorn, the company’s chief commercial officer, described it
this way: “The economics of shipping to homes is not as good as ship-
ping to businesses. But there’s unlimited opportunity. It’s a challenge
because we know it’s the future” UPS had always been an organization
focused on efficiency, and now the requirements were increasing.

The management teams at Marriott, SunTrust, and UPS—indeed
all of the organizations in our research—recognize that organization
architecture has a profound impact on execution. The design of infra-
structure, processes, systems, and controls directly shapes behavior and
performance. In the best of cases, that impact is extremely positive, and
the organization architecture aids efficiency, clarity, and ease of opera-
tions. The appropriate design can effectively propel performance by
channeling resources, informing better decisions, and supporting col-
lective action.

And, unfortunately, the impact of architecture can be negative,
where bureaucracy, inefficient processes, and cumbersome systems im-
pede performance. In Chapter 2 we cautioned that the impact of orga-
nization architecture can be positive or negative, but it is rarely neutral.
We would reinforce that point again here.
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In this chapter, we'll cover some of the key priorities in managing an
organization’s architecture, what can go wrong, and what needs to go
right. We'll diagnose some of the causes and effects of poor architecture,
reasons why people end up working in silos, disconnected from others,
impairing decisions and dragging performance. We also address ways
to clean up the organization architecture, creating better efficiency of
operations, streamlining processes, and using intelligent systems to sup-
port better decision making and behavior.

As legendary architect Frank Lloyd Wright once observed, “We cre-
ate our buildings and then they create us” The same is true of organi-
zation architecture. The design of your organization is one of the key
determinants of organizational behavior, how people engage one an-
other, and what they are able to accomplish together. In that regard, ar-
chitecture influences what organizations are capable of achieving, what’s
actually possible with regard to strategy execution.

Throughout this book, we've emphasized that the challenges of ex-
ecution are multifaceted and interconnected. Perhaps nowhere is that
more obvious than in how the organization architecture affects per-
formance. Because the design of the organization influences authority
structures and information flows, its impact on decision making, behav-
ior, and performance is substantial. The form and configuration of that
Architecture either supports or impedes Alignment, Ability, and Agility.

SYMPTOMS OF POOR FORM AND FUNCTION

We've often heard the axiom “Form follows function,” meaning that the
shape or design of your architecture will—or should—be based on its
intended purpose or function. In theory, an architectural design incor-
porates everything it needs to support its purpose with no waste or extra-
neous elements to detract from it. Form follows function. In reality, the
opposite is also true—“Function follows form.” The organization operates
the way it is designed. And, as they say, every organization is perfectly
designed to get the results it is now getting. If we want different results,
we may need a different architecture. Unfortunately, many of the perfor-
mance problems we see in organizations stem from its architecture.!
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What are some of the symptoms of a dysfunctional architecture?
And what can you do about it? Let’s start with three biggies.

Symptom #1: Are You Repeatedly Letting
Your Customer Down?

Does your organization consistently come up short in its promises to
customers? We're not talking about customers who want something
you don't offer. If you run a diner and customers ask for chateaubriand,
that’s a strategic choice, not an execution failing. We’re talking about
situations where you've ostensibly offered something to customers but
don’t deliver—or can't deliver. When this happens repeatedly, there may
be an architectural problem.

Imagine an airline that frequently loses luggage, oversells flights, or
has chronic delays and mechanical and safety problems. Or a medical
center with poor clinical procedures, medical malpractice, lost patient
data, or repeated administrative and billing errors. We can probably all
tell our sordid experiences where organizations destroy value this way,
and as customers of those organizations we may have gotten miffed at
the people involved. But the reality is that these performance problems
were probably not just the result of disaffected employees, although
there may be a contributing factor. More than likely there was some-
thing systemically wrong in the organization architecture.

W. Edwards Deming famously estimated that 94 percent of perfor-
mance problems are systems problems, not people problems. And, “A
bad system will beat a good person, every time.” The reality is that mo-
tivated and talented people can compensate for bad organization archi-
tecture in the short run, but not for long. Why? Because the architecture
ultimately determines how the work gets done. The structures, processes,
systems, and controls are the tools we use to drive organizational per-
formance. Nothing much good comes out of a bad system. If we want
different results, we need to fix the underlying system.?

Symptom #2: Are You Working in Silos?

One of the frustrations we hear most from managers and employees
is that their organizations are siloed and executives operate in their
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own fiefdoms. These little islands of power can grow into pretty big
landmasses, bloated with headcount, duplicated functions, duplicated
resources, and added cost. And as leaders try to optimize their own op-
erations, the overall enterprise can suffer.

We touched on this in the chapter on Alignment, but the crux of
the problem here is that the alignment problems are typically rooted in
and reinforced by poor organizational architecture. Here’s how: every
structure creates demarcations and separations; lines in the organiza-
tion that can become cracks, fissures, or fault lines, especially when they
are reinforced by internal processes, systems, and budgetary controls.
Organizational design choices are often driven by very rational consid-
erations of scale and efficiency, which is all well and good. We're all for
efficiency—specialized division of labor is one of the most important
principles of formal organization.?

Execution problems occur when decisions and workflow need to
transcend across those organizational boundaries, but don’t. The reality
is that most of the critical execution problems require cross-functional
solutions. Product development, for example, requires input from R&D,
operations, finance, marketing, and so on. Customer service requires
the interface of sales, accounting, supply, and distribution. When the or-
ganizational design makes collective decision making and coordination
difficult, the organization gets stymied. You've likely seen it yourself.

There are two related problems here. First, when coordination breaks
down, duplication builds up. Have you ever noticed that organizational
inefficiencies tend to grow at the spaces between organizational units?
Administrative tasks get duplicated, resources are hoarded, information
flows break down, communication falters, and interests diverge. Creeping
bureaucracy is an artifact of using policy to deal with these uncertainties
of ineflicient operations. Second, when coordination breaks down, isola-
tion leads to territorial declarations of “That’s not my job,” “Thats not your
call’ and so forth. If roles and responsibilities are unclear, then decision
authority and accountabilities become uncertain. The result is organiza-
tional slippage. Have you ever experienced a situation where a critical issue
in your organization was left unattended because nobody owned it or took
responsibility? Opportunities can slip by you, or problems go unresolved.
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Throughout this book, we've continued to come back to the impor-
tance of collaboration for execution: not just the willingness to work
together, but the ability to jointly identify and solve problems. But align-
ment and good intentions are not enough. Even when individuals re-
solve to work collaboratively, the wrong organization architecture can
make their efforts seem like an unnatural act. Managers routinely tell us
that despite their best efforts, execution gets entangled or bogged down
in the organization’s outdated bureaucracy. Reporting requirements, de-
cision rights, processes, resource allocation, workflows, and informa-
tion systems appropriate for a different purpose or a different time can
seem like a morass of rules, policies, and administrative sludge that ob-
viate performance. And when processes and systems are antiquated or
confounding, the problems multiply. What’s your experience?

Symptom #3: Are You Flying Blind?

The third symptom of a dysfunctional architecture has to do with in-
formation availability. Here’s a quick analogy: When a pilot flies in
good weather, s/he can operate under what’s called VFR (visual flight
rules), meaning the pilot can see where the plane is going relative to
the ground and other planes. In that instance, the pilot has all the in-
formation needed to simply execute the flight plan as submitted before
take-off. However, when the weather is poor, the pilot needs to switch
to IFR (instrument flight rules), where onboard avionics provide real-
time information about weather systems, air traffic, and other hazards
to compensation for poor visibility. Under IFR, the pilot needs constant
information and support to make adjustments in the flight plan. With-
out it, the pilot—and others—are in danger.

Is the parallel to organizations obvious? We often hear from manag-
ers and employees that one of their biggest execution challenges is that
they don’t have adequate information they need to carry out the plan or
adjust the plan as needed. “We're flying blind,” they say. They’re commit-
ted to the mission and have all the skills and experience necessary, but
often don’t have the latest information needed to act.

Has this ever happened to you? There are three chief reasons for this
lapse. First, as situations change, hierarchical structures and authority
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systems often require that individuals go up the chain of command for
approval. That can take time and can be slowed when higher-ups don’t
have the information they need as well. Or when decision rights are not
clear, the process can bog down. Second, broken or inefficient processes
leave gaps in information flows and communication, resulting in one
person having critical resources another needs, but no obvious way to
connect the dots. Third, information systems, despite their name, often
don’t provide the information or data support people need to make de-
cisions. There is broad frustration among those on the front line that
these systems are designed for reporting, not informing. In other words,
the flow of information goes to the bosses, but not to those on the front
line who are responsible for executing the strategy.

There’s one other cause for concern, and it has as much to do with
alignment as it does architecture. When senior leaders make opera-
tional changes, budget adjustments, personnel changes, and the like, it
may not necessarily change the strategy, but it can affect the way the
strategy needs to be carried out. When this happens, and others are not
fully informed, things break down. Who hasn’t experienced a situation
where individuals plead, “I wasn't in the loop!” Research by Booz and
Company found that information flows and decision rights were the
two most fundamental causes of breakdown in strategy execution. And
that breakdown can be traced back to the organization architecture.
The consensus from executives in our research supports this conclusion
as well.*

WHAT CANYOU DO?

Each of these symptoms emanates from the fact that organizational ar-
chitectures are complex systems, and any approach to strategy execution
has to take that complexity into account. Dealing with organizational
complexity is challenging because, while it may make things difficult, we
don’t want to eliminate complexity per se. Some complexity is the result
of inefficiencies and waste. Let’s agree to find the best ways to remove
those excesses. But some complexity is inevitable—even necessary—for
organizations to operate in complex environments. Systems theorists
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refer to this as the “law of requisite variety”” Every system needs to re-
flect the complexity of the environment in which it operates. Otherwise,
it cannot respond to the diversity of problems and opportunities it faces.
At the same time, we want to reduce the confusion and uncertainty that
arises from complexity.’

So as we go through the chapter, our goal is not so much to convince
you to eliminate organization complexity—it’s not that simple. Rather,
the organization architecture helps you manage that complexity in your
organization by putting guardrails on things so they don’t get out of
hand. Our experience, research, executive roundtables, and company
case studies all suggests that there are three key levers, and the right
interventions can set the organization in a positive direction:

« Clarify your operating model.
« Streamline your organizational design.
o Create an intelligent architecture that enables better decision making.

Each of these points requires further elaboration, and not only do they
combine together, they are intertwined with the other elements of the
4A model. Let’s dig into each.

CLARIFYYOUR OPERATING MODEL

In our Alignment chapter, we emphasized the criticality of clarifying
the strategic intent of your organization; its purpose, core identity, and
direction. Doing so helps the executive team achieve horizontal align-
ment and sets the stage to strengthen vertical alignment by translating
strategy into operational priorities. Even as companies take these steps,
it’s surprising how many still struggle to clarify their operating model—
that is, identifying the set of core capabilities that drive value, and the
underlying processes, systems, skills, and structures that support it.

As we noted in Chapter 2, we think of the operating model as an
architectural blueprint for strategy execution. Take for example when
Tom Monaghan created Domino’s Pizza. He didn’t just have a different
strategy for pizza delivery (thirty minutes or it’s free); he had a different
operating model. Instead of using chefs to lovingly knead the dough
by hand and carefully apply the toppings, he borrowed assembly line
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processes to construct pizzas in advance. And instead of using tradi-
tional wood-fired brick ovens to bake the pizza, he used conveyer tech-
nology that kept the temperature uniform and reduced baking time to
around six minutes. Instead of building restaurants for in-store dining,
he stamped out smaller shops and incentivized drivers to deliver pizzas
to customers at home. Did Monaghan make a better pizza? No way—
that wasn't the goal. Did he change the pizza industry? Most certainly.

In many organizations, perhaps including yours, the operating
model is more elaborate than Domino’s original design. And most of
the companies with which we have worked have multifaceted business
models. It can get confusing trying to sort out the combination of ca-
pabilities, processes, systems, structures, and skills that all contribute to
value creation. We understand. And that’s why it’s so important to clar-
ify your operating model to focus execution. In a recent study by Bain &
Company only 20 percent of executives felt their operating models pro-
vided them a competitive advantage. It stands to reason that most con-
sider evolving their operating model as a top priority. The payoft can be
substantial —the Bain study found that companies with a clear, robust
operating model had better revenue growth and operating margins than
those that did not.

Why? There are three reasons. First, clarifying your operating model
helps delineate the boundaries of the organization and strategy. You
can’t execute to achieve breakthrough performance without it. As we'll
illustrate below with Marriott and UPS, these companies consciously
evaluate the scope and composition of the business to determine which
activities are most critical for value creation (and which are not). Sec-
ond, your operating model sets conditions for the design of organi-
zational architecture. It shines a light on the characteristics of your
current organization that are critical for strategy execution, and there-
fore should be reinforced or enhanced with the appropriate infrastruc-
ture. It also reveals those elements of the architecture that might impede
strategy execution and need to be fixed or eliminated. Third, a clear
operating model helps prioritize execution. Instead of using a “peanut
butter” approach to allocate resources, spreading too little investment
over too many priorities, a focused operating model helps to crystalize
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which initiatives will have the biggest impact on performance. Strategy
is about making choices, and a clear operating model helps to prioritize
which decisions and which investments matter most.

As we go through this section, ask yourself the following questions:

o Is our operating model clear so that we know which core capabilities
drive the most value to customers?

o For each capability, have we identified the underlying processes, sys-
tems, skills, and structures that are critical to drive performance?

o Have we prioritized key areas for investment to enhance our capability
system for the future?

These questions all center on clarifying your operating model as a first
step in designing the organization architecture. And they tie directly
back to our prior discussions about organization alignment. That’s the
reality of execution—each aspect of the 4A framework is interconnected
and mutually supportive.

Which Capabilities Matter Most—and Which Don't?

Here’s an exercise you might try with your management team. Ask them:
“Five years into the future, what will our customers require of us; that
is, how will our value proposition change?” (You might be surprised by
how hard it is to get agreement on this.) Then ask, “What set of four to
six core capabilities will be required to deliver on this value proposi-
tion, and to what extent are they new?” Finally ask, “What processes,
systems, skills, and structures are critical for building an architecture to
support these capabilities?”

A simple set of questions, and a surprisingly difficult task to find the
answers. What makes the task so difficult? Each of the questions rep-
resents a different part of your operating model. What’s difficult is not
deciding what to include; it’s what to exclude or at least deemphasize.
Every capability, process, structure, system, and so on is a candidate for
inclusion, because at some level each may matter to the business. But,
as they say, if everything is a priority, then nothing is a priority. The
truth is that not every capability is equally critical to value creation. And
not every process, system, or structural element is equally important for
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moving the needle on performance. As we said in Chapter 2, to focus re-
sources on execution, it is important to clarify which ones matter most
and which ones do not.

How do you do this? Begin with the customer value proposition.
You may find it useful to initially focus on three generic dimensions:
product leadership, operational excellence, and customer intimacy. In-
evitably, most organizations land on some combination of these three. It
is very difficult to deliver all three at a world-class level, but it is difficult
to survive if you're not proficient at each.”

Next, identify the capabilities that make up your value chain, or
value network. Separate out those capabilities that are “table stakes”
in your industry: necessary but not sufficient to excel. Work to win-
now down the list to a small number that are most crucial. Most ex-
perts agree that organizations benefit by focusing on a small number
of capabilities. The Federal Emergency Management Agency (FEMA)
lists thirty-two on its website.® We find that number to be excessive, not
because it wouldn’t be good to excel at all those things, but because the
sheer scope makes it difficult to focus execution priorities. Has FEMA
had difficulties executing in the past?

Which metrics are most useful for assessing how well you are per-
forming each capability, and the degree to which you have created
customer value? Do these metrics comprise your strategy dashboard?
Again, don't proliferate your scorecard with myriad metrics. Like every
other aspect of this exercise, the challenge is to rein in complexity by
prioritizing only those that are most critical.

Marriott: Evolve the customer value proposition. In Figure 5.1,
we show a simplified depiction of Marriott’s operating model. Over the
years, Marriott has adapted its operating model to emphasize what it
has seen as the most critical drivers of customer value. It divested its
business interests in restaurants, airline catering, amusement parks,
cruise lines, vacation clubs, and the like to focus on hotel management,
franchising, and customer relationships. Marriott even spun off its real
estate business (splitting with Host-Marriott in 1993) and actually owns
very few of its hotel properties.
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Why? Because the key to Marriott’s success is not the physical assets,
but the intangible assets of service and customer care. As Ty Breland put
it, “Our business is managing and relationships. It’s not real estate.” Mar-
riott works with hotel property owners in two principal ways: either it
has management contracts to develop and run the hotels or it franchises
to hotel developers who then license Marriott brands, processes, and
systems. In the cases where Marriott manages the properties, it employs
all the personnel. In cases where it franchises to others, the franchisees
must adhere to very strict standards of conduct and performance. Either
way, Marriott builds its architecture around the key elements of execu-
tion and maintains almost total control over the look and feel of hotel
operations and customer experience. It does this without incurring the
risks of hotel ownership. And the fact that the company has a steady
stream of franchise fees and management contracts helps it smooth out
exposure to economic cycles.

Take a look at Marriott’s operating model over the years, and you
might say the company has evolved from a hotel company to an op-
erations company, and now to a “branding and loyalty” company. Arne
Sorenson and team believe the opportunity today is to partner with cus-
tomers as they plan—and dream about—travel, creating a more inti-
mate relationship with them while providing vastly more choices when
they’re away from home. Much of the emphasis since the Starwood
acquisition has centered on creating this closer relationship with cus-
tomers, embedding the brand in a continuous and customized engage-
ment through its customer insights and loyalty programs. Among other
changes, the company has now merged three loyalty programs (Marri-
ott Rewards, Starwood Preferred Guest, and Ritz-Carlton Rewards) into
a single unified platform called Bonvoy to engage with customers.

The integration of processes, structures, and technologies that un-
derpin these capabilities are critical to Marriott’s execution. Shannon
Patterson, who has responsibility for connecting and managing Mar-
riott’s twenty-four customer engagement centers around the globe,
described it this way: “The rewards program is an enabler. Part of
the power of Marriott is that [the loyalty platform] runs underneath
commercial services, reservations and distribution, and operations.
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Especially as we evolve to a branding focus, we'll use the rewards and
loyalty platform as an integrator to power these other capabilities. It's a
key piece of the evolution here at Marriott over the past couple years”

To execute well, Marriott continues to clarify its operating model
and refine the organization architecture around achieving a step-change
in capability to build customer engagement. As Sorenson reminded us,
if all the Starwood acquisition did was create a bigger hotel chain, Mar-
riott would be disappointed. “That’s not enough. How do customers
benefit? That's the extra”

Where Are Your Best Bets to Excel?

The Marriott example illustrates the importance of continually refin-
ing and evolving your operating model to stay up with—or ahead of—
changing customer expectations. Your operating model will help you
identify and chart capabilities that are particularly strong and need to be
leveraged. And it also reveals those areas where your organization may
be vulnerable and needs to be strengthened.

At times, the changes may be incremental, representing continuous
improvement within your existing operating model. At other times, just
getting better may not be enough. Like the Red Queen in Alice in Won-
derland, who had to run very fast just to stay in the same place, incre-
mental improvements that make you better may still leave you behind
competitors. Getting ahead and not falling behind may require you to
innovate your operating model, investing in new capabilities and a new
value proposition to achieve a step change in performance. And execu-
tional excellence may require charting your course in advance so that
you can invest ahead of the curve.’

UPS: Turbocharge your strategic capability. David Abney recently
described UPS strategy as providing customers with “advanced logistics
solutions made possible by a broad portfolio of differentiated services
and capabilities expertly assembled and integrated into our customers’
businesses.”™ In recent years, the company’s portfolio of services and
capabilities has grown exponentially. As Theron Colvin, UPS strategy
manager, described it,
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Thirty years ago, we were a very simple company that was operating with high
repetition, very refined processes, all streamlined toward operational efficiency.
That was the company. Over the years, the company has become immeasurably
more complicated. Not only have we gone to different geographies, but we've ex-
panded our services. What started as two basic products and services has grown
to more than 350 capabilities. And we stitch them together in millions of different

ways for our customers, which makes today’s business extraordinarily complex.

Because UPS runs one of the most sophisticated logistics operations
in the world, it not only needs to deal with the scale and complexities of
running its own network, but it also needs to incorporate the nuances
of many different companies’ logistics networks, each with their own
specific needs. As Colvin put it, “We are dealing with everyone else’s
complexities along with our own.”

The task can be daunting. How does a company like UPS continue
to execute well as it continues to raise the bar on operational capabil-
ity? The company takes a disciplined approach in identifying key areas
for investment to develop the most critical capabilities in its operating
model. It could easily get sidetracked or diverted, but as David Abney
noted, “Companies today must constantly assess everything they do to
ensure they’re keeping pace. UPS has been doing that and we will con-
tinue to optimize every element of our business.” The following are a
few of the key investment areas.

Integrated customer solutions. Dealing with the complexity in UPS’s
customer base requires a capacity for customization. Creating inte-
grated customer solutions is one of its biggest executional challenges,
so the company has invested in more than 1,500 industry and supply
chain experts who help customers analyze their supply chains and, in
many instances, rethink their approach to logistics. Given its opera-
tional bent, UPS has formulated a repeatable process that helps custom-
ers identify areas for improvement, quantify the value to the business,
and execute the changes. Its solutions often require multiple services
and modes of transport (e.g., freight, logistics, express, etc.), so the
company also has been enhancing its “One UPS” capability to make
the whole process seamless for customers. As Alan Gershenhorn put
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it, “We white board with them to help them stop thinking in terms of
forwarding, package, distribution, etc. but thinking in terms of their
value chain and what they’re trying to accomplish and then overlay the
necessary capabilities.”

Targeted industries. To distinguish itself, UPS has been concentrat-
ing on the toughest supply chain challenges in the most demanding in-
dustries. Although it serves customers across a broad array of sectors,
UPS has been focusing on four: healthcare, tech, retail, and industrial
manufacturing. Why? Put simply, sophisticated customers need sophis-
ticated solutions, and UPS is doubling down on building expertise in
industries that benefit most from UPS’s global network, technologies,
and portfolio of services.

E-commerce. The shift to online commerce is both exhilarating and
accelerating. Just as it has changed consumer expectations, ecommerce
has also changed procurement and customer expectations in the indus-
trial world. UPS has invested in a multiyear journey to “lean into the
future growth” of e-commerce, serving retailers, manufacturers, and the
many other businesses looking to build direct distribution channels.

Global markets and trade. Abney is quick to point out that although
e-commerce grabs much of the headlines, international markets remain
the company’s best long-term opportunity. Investing in infrastructure
is vital if UPS is to continue its pace of international growth. As we've
noted throughout the book, expanding its global network puts a strain
on UPS’s operating model. Its core customers increasingly need to ship
globally as new markets emerge, grow, and connect with each other. To
keep pace, UPS continues to expand its cross-border network of facili-
ties, equipment, and infrastructure to more than 220 countries. Scope
and flexibility are key as the company employs a variety of business
models including outside service providers, agents, acquisitions, part-
nerships, and the like that give customers access to global markets.

Integrated technologies. Finally, technology serves as the backbone
of UPS’s operating model and organizational architecture. To transform
and grow, UPS must continually innovate using advanced technologies
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and more data to drive sophisticated processes and faster decision mak-
ing. Executives in the company repeatedly told us that in many cases,
information is as important as the shipment itself, which is why vis-
ibility and control provided by UPS systems are essential to shippers
and receivers. As Gershenhorn reminded us, “We’re a technology com-
pany. That’s how we need to be thinking because the technology and
the business processes that are running your model, your network, your
platform are where the true value is” UPS invests in excess of $1 bil-
lion a year in both customer-facing technologies (software that provides
customers better visibility and control of their shipments) and opera-
tional technologies that automate and optimize internal processes and
decision making. Of course, the goal is to develop a virtuous cycle of
innovation: As UPS analyzes customers’ supply chains and builds cus-
tomized solutions for their toughest challenges, their systems capture
data and new insights that lead to continuous learning and process im-
provement from each situation. The results are a deeper knowledge of
the customer, a higher level of performance, and a capability that others
can't easily replicate.

A couple of things to note about UPS’s efforts to turbocharge its op-
erating model: First, the investments fuel better execution by focusing
on key value-added services that customers need/want most. So even as
the company’s portfolio increases in complexity, there is clarity about
what matters most. Second, UPS’s investments aren't single purpose or
isolated to a particular part of the business; they can be leveraged across
its entire portfolio of services. As Gershenhorn described it, “One of
the big opportunities we have is to build offerings that combine the ca-
pabilities of all these business units to create something more powerful
than the sum of the parts” That not only improves return on investment
but it also strengthens the operating model because it combines invest-
ments in people, processes, and technologies that underlie the entire
organization architecture.

Before moving on, there are a couple other points worth emphasiz-
ing about the Marriott and UPS examples. Each example illustrates the
idea that in complex organizations you need to clarify your operating
model first as a foundation for prioritizing key elements of execution.
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But they also convey the idea that your operating model may need to
evolve over time—or change dramatically—as the relationship between
customer value and capabilities changes. To perform well, the organiza-
tion architecture needs to be adjusted to support these changes, too. As
we've noted, when the adjustments are not done, execution falters.

STREAMLINEYOUR ARCHITECTURE

After clarifying your operating model, you have a workable blueprint
for refining your architecture to bridge strategy and performance. But
“structure follows strategy” doesn't just happen automatically. There are
two underlying causes for a mismatch of your organization architecture.

First, too often organizations are de facto designed to do yester-
day’s work. What does that mean? Over time, when companies go after
emerging opportunities, their strategy morphs but they frequently don’t
adjust their architecture in concert. Structures, processes, and systems
are notoriously intractable and stay in place while the organization goes
after new opportunities. So while the strategy has adapted, the architec-
ture hasn't.

To cope with the mismatch, managers devise workarounds or ad-
ministrative add-ons that address problems in the short run (perhaps)
but don’t provide the fundamental fix required. In time, the organization
grows in complexity and the architecture may no longer be appropriate.
As UPS’s Jim Barber put it, “As youre growing and finding success, you
always should challenge yourself by asking, “‘What’s the next architec-
ture?” Our architecture that was set up probably twenty years ago had
matured to a place where it had us handcuffed. And if we didn’t change
the architecture, wed never grow””

The second cause for a strategy-architecture mismatch is that com-
panies adjust their structures reactively without using the operating
model as a blueprint for change. Companies with performance prob-
lems often reorganize, addressing the symptoms of poor performance
modifying reporting relationships, altering decision authority, perhaps
even adhering to generally good advice about best practices. But if the
changes don't address the underlying root cause of performance, the
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design choices may not be appropriate. And if the architecture isn't ap-
propriate, managers will continue to devise quick fixes, duplicating ef-
fort, adding back layers, increasing complexity, and bureaucracy comes
creeping back. This leads to vexing problems as the organization be-
comes increasingly unwieldy.

Not surprisingly, a Bain study found that when companies cease
to create value and performance declines, the vast majority of CEOs
(85 percent) blamed the problem on internal factors such as complexity,
resources, and lack of focus."

What's the solution? As we go through the next section, ask yourself
these questions:

o Have we streamlined the organization structure to enable the key driv-
ers of customer value?

o Are roles and responsibilities well defined, with clear decision rights
and authorities?

o Have we created lateral connections across our structures to improve
collaboration and joint decision making?

Can You Make It Simpler, Cleaner, Flatter?

One of our colleagues is fond of saying, “The two biggest deterrents to
growth and success are . . . growth and success.” Ironic, but true. As
businesses excel, success reinforces existing ways of doing things and
the natural tendency to obviate change. And in the context of organiza-
tion architecture, growth and success also lead to increased complexity.
Successful businesses inevitably expand their reach, scope, and scale,
resulting in a larger, more sophisticated business. That complexity leads
to a host of coordination problems, which can entangle performance
and constrain further growth. The experiences of Microsoft, Marriott,
UPS, and others all show us that growth, globalization, technology dis-
ruption, digital connectivity, and the like all compound the complexities
of the organizational architectures.

Complexity begets complexity. And complexity is the enemy of ex-
ecution. Amy Kates and Greg Kesler argued, “Excess hierarchical layers
and duplicated work make the organization slow and internally fo-
cused”” The bloated organization also increases costs and inefficiencies.
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Overly complicated structures, inefficient processes, and weak account-
abilities are more likely to increase power struggles, communication
gaps, and fractionalized work. Execution suffers.

So what’s the solution? You can make progress in managing com-
plexity by doing three things. First, identify those intersections where
decisions, resources flows, and accountabilities get held up. As we noted
at the outset of this chapter, these tend to proliferate in the gaps be-
tween organizational units where collaborative work needs to happen
but doesn’t. Streamline the organization to make the bridges easier to
cross. Simplify decision-making processes by clarifying roles and re-
sponsibilities, establishing decision rights, and making accountabilities
explicit. Doing so at these particular points is especially important. Take
a minute to think, where are these in your organization?

Second, determine which processes are most visible to customers and
critical for delivering on your value proposition. There may be literally
thousands of processes in your organization—but which few are most
critical? Here again, your operating model serves as a blueprint. Stream-
lining these processes will go a long way toward helping the organization
operate more efficiently, increasing speed to market, reducing defects and
rework, increasing the quality of output, eliminating waste, and reducing
cost. The good news is that when you streamline your core processes, you
deliver better for customers and decrease costs at the same time.

Third, flatten your structure as much as possible, eliminating super-
fluous hierarchy. We frequently hear executives talk about their latest
“spans and layers” initiatives. One study found that while an average
business has 8-9 layers, best-in-class companies try to limit the number
to 7. Similarly, while the average span of control runs around 6-7 direct
reports, the best-in-class companies extend to around 10-15.” But the
search for such a magical number probably misses the point. The key
is to assiduously push to eliminate layers that are not value-adding, and
expand the scope of leadership to empower employees.

Other things being equal, minimizing complexity in these three
spots helps improve decision making, resource sharing, and coordina-
tion. Like Occam’s razor and the principle of parsimony, the simplest
solution in organization design is often the best."
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As the example from SunTrust illustrates below, perhaps the most
important principle is to build an architecture that supports the critical
priorities of your strategy. What we've learned from executives in our
research is that they work to protect their core from the proliferation of
complexities, to simplify work flows and line of sight to customers.

SunTrust: Design around key value drivers. Early in Bill Rogers’s
tenure as CEO, he identified a new architectural design to improve its
execution capability. Even though SunTrust had undertaken major re-
source reductions in 2010, the bank needed to improve its targeted ef-
ficiency ratio.

Under the company’s old geographic structure in 2011, many of
Rogers’s direct reports were independent area heads overseeing all op-
erations in their regions, ranging from the retail banking businesses to
commercial and business banking. In other words, they had big, diverse
portfolios and lots of autonomy. These leaders each had their own sup-
port infrastructure and dedicated marketing, finance, and HR functions.
The structure was in part based on the legacy of prior acquisitions, and
while it had worked in the past, it became suboptimal for the bank’s
revenue potential and cost position. It also limited cross-company coor-
dination and enterprise-wide alignment.

Rogers’s team saw an opportunity to improve clarity, efficiency, and
ultimately, effectiveness, by shifting the organizational structure from a
geographically led to a business unit- or segment-led model. As Mark
Chancy explained: “Two years in as CEO, Bill made the second of what
was a critical set of alignment decisions, which was to break down that
geographic organizational structure by putting the retail branches into
the Consumer segment and the Commercial Banking leadership and
teams into the Wholesale segment. That allowed for complete realign-
ment of what was happening in the field”

It also simplified the architecture. The company migrated to three
business segments in 2012: Wholesale Banking, Consumer Banking and
Private Wealth Management, and Mortgage Banking. Further in 2017,
SunTrust aligned its Mortgage business within the Consumer Segment.
Instead of regional presidents making strategic decisions regarding all
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types of business in their geographies, the segment leadership teams di-
rected and coordinated the strategy across geographies.

The changes didn’t stop there. As the bank went through its struc-
tural change, it also took a hard look at its core processes and systems.
To streamline operations and clarify best practice, SunTrust mapped
out, evaluated, and subsequently reengineered several of its core busi-
ness processes. It became obvious during this same time period that
SunTrust’s technology architecture needed a boost. Underinvestment
during the financial crisis made this the opportune time to update
and integrate the IT infrastructure, and to do so to complement key
processes and capabilities. Investments were evaluated by their ability
to improve client experience, increase productivity, reduce operating
costs, and enhance revenue. By making the IT and process changes at
the same time SunTrust was restructuring, the team was able to simul-
taneously identify appropriate staffing levels within the new operating
model. In so doing, they discovered opportunities to increase efficiency
by redeploying human capital expense to areas of greatest need.

The new organizational architecture complemented the strategy that
Rogers put in place to diversify the business mix and invest in growth
opportunities, improve efficiency, and increase shareholder returns. It
also provided a number of other benefits. First, it delivered an improved
experience and value to clients. Also, investments in geography-agnostic
industry specialists augmented the capabilities of local commercial rela-
tionship managers, allowing SunTrust to bring clients the broadest and
most relevant solution set available.

Second, the new architecture ultimately resulted in a smaller chassis
for the bank. One of the drivers of efficiency was the move of support
services such as human resources and finance out of the fragmented
structure in which they were organized and dedicated to a single region.
Centralizing these functions unlocked cost savings through scale bene-
fits, while also improving capability and the quality of services provided.

Finally, the new architecture accelerated the path to building align-
ment. The segments translated corporate strategy into goals and plans
that were coordinated across geographies, while the lines of business
began to break down silo walls and operate in an integrated way with a
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shared purpose and principles. As Chancy noted, “Our ability to influ-
ence, engage, and align strategy across product, process and technology
initiatives was impeded by not having that alignment.”

Organize One Way and Manage the Other

The SunTrust experience provides some important lessons about recon-
figuring the organization in order to streamline operations and clarify-
ing authority structures in order to create more value enterprise wide.
There are inevitable tradeoffs, of course, and Rogers and team would
readily acknowledge that there is no perfect solution. They emphasized
the importance of designing an approach that was best for the company
at the time, and to always be aware of what’s coming next.

One of the safeguards we recommend is to “organize one way and
manage the other” In other words, as senior executives make design
choices, they should acknowledge the inherent tensions and tradeoffs,
make them explicit, and attend to the structural gaps they create as well
as those they fill. So for example, if your architecture gives more au-
thority to lines of business, the way SunTrust did, you would be well
advised to stay close to the needs of geographic regions and manage
those explicitly.

To some degree, most any large organization lives within a ma-
trix of business units, geographies, and functions. As Marriott’s David
Rodriguez told us, “You don’t choose whether you have a matrix or not
in your organization. Saying that you're in a matrix environment is just
recognizing the fact that people have multiple influences on them all the
time. The only choice you really have is to recognize those relationships
exist, and then decide how you’re going to manage them.”

Lets look at the experience of Microsoft and how they balance com-
peting organizational needs.

Microsoft: Create “one” enterprise. Satya Nadella inherited an or-
ganization from his predecessor, Steve Ballmer, that had been reorga-
nized eleven times during his tenure. Some observed that it had almost
become an annual ritual. However, Ballmer’s last reorg—dubbed “One
Microsoft”—was dramatic and fundamentally shifted the architectural
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design of the company to enable better collaboration and agility around
common goals within Microsoft necessary to “enable innovation at a
greater speed.”

For prior decades, the company had been organized around sepa-
rate product groups, each operating with relative autonomy to respond
to their respective markets. But that led to an overly fragmented face to
customers and to some unintended competition within the organization.
In order to strive for success, Microsoft needed “better execution from
product conceptualization and innovation right through to marketing
and sales” The One Microsoft initiative was an effort to reinvigorate col-
laboration, break down barriers and silos, and really execute as a team. As
Ballmer described it in a memo to all employees: “We are rallying behind
a single strategy as one company—not a collection of divisional strate-
gies. . . . We will see our product line holistically, not as a set of islands.
We will allocate resources and build devices and services that provide
compelling, integrated experiences across the many screens in our lives”™

Microsoft restructured from a product organization to a functional
organization, joining together teams within engineering, business de-
velopment, research, marketing, finance, human resources, legal, and
operations. Within this structure, engineering had four subgroups that
led the four key areas of the newly envisioned “devices and services”
company: operating systems, applications, cloud, and devices. (These
groups replaced eight separate product teams.) Each major initiative
within Microsoft had a champion who organized to drive a cross-
company team for success, integrating these different areas with the
whole staff committed to the initiative’s success.

It is easy to see the logic: each function had to coordinate with ad-
jacent functions if it wanted its hard work to pay off and go to mar-
ket. When Nadella became CEO, he retained this new structure, only
making a few tweaks and some personnel changes but leaving the fun-
damental architecture in place. One Microsoft as a key initiative was
dedicated to the idea of working across business units to achieve the
company’s mission.

To galvanize the approach, Nadella recruited company founder Bill
Gates to spend time focusing on products and technology. Nadella’s
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instinct was that no one had as much influence as Bill Gates within
Microsoft, and he could be instrumental in ensuring collaboration
among the different teams on projects of strategic product or technol-
ogy development.

Still, the process hasn’t necessarily been easy. As one executive ob-
served, “One Microsoft is working to overcome years of a legacy where
we had strong decentralization and strong organic divisions. Some
would argue we took that too far, and there was a fear of certain groups
even competing with each other. [In our new way of working], this is
saying any solution or service that we have has to have One Microsoft
and an end-to-end solution for the customer’s benefit.”

In the end, the company’s performance breakthrough owes to three
big effects of One Microsoft: focusing the whole company on a single
integrated strategy, improving its capability in all functions and engi-
neering/technology areas, and working more collaboratively around
common goals.

What's the takeaway from the restructuring experiences of SunTrust
and Microsoft? First, as much as possible, simplify your structures to
clarify authority and decision rights in a way that aligns with the key
value drivers of the business. Too many layers, too many divisions, too
many gaps confound decision making and obscure line of sight to cus-
tomers. Overly elaborate structures result in conflicting priorities, du-
plicate communication flows, and slow decisions.

Second, create an organizational latticework that enables collabora-
tion across the formal structures. These can include cross-functional
teams, joint committees, communities of practice, collective rewards,
and shared governance. As we noted earlier, some elements of the archi-
tecture are hard-wired, while others are soft-wired. Both are important.

Finally, organize one way and manage the other. Be mindful of the
power and gravitational pull of the formal organization architecture.
Structure conveys authority, channels information, funnels resources,
and creates power differentials that need to be managed with a personal
touch. Executives and managers can be a countervailing force that bal-
ances the organizations and keeps design tradeoffs from disrupting the
organizational equilibrium.
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In the end, your organizational architecture has to manage two op-
posing forces. It needs to create separations that provide autonomy and
authority so your people can accomplish their most critical tasks unen-
cumbered. And then it simultaneously needs to create mechanisms for
facilitating communication, coordination, and joint decision making
that bind the organization back together. Long, long ago, Lawrence and
Lorsch referred to these as structural differentiation and integration.'s
Both are necessary, and the more complicated your organization envi-
ronment, the more of each you will need. More differentiation requires
more integration. The trick is to do it in the most simple and uncompli-
cated way possible.

BUILD AN INTELLIGENT ARCHITECTURE

Let’s pause for a second. There’s a lot here to take in. So far in the chapter,
we've emphasized the importance of clarifying your operating model as a
blueprint for organization architecture. Doing so helps you focus on the
main drivers of value, and the structures, processes, systems, and skills
that underlie your core capabilities. In a complicated world, that exercise
will help you identify the most important priorities for strategy execu-
tion and begin the process of designing an infrastructure that supports it.

Then we emphasized efforts to streamline your organization to re-
sist the forces of complexity, to get noise out of the system, and avoid
confusion that impedes decision making. Every design has tradeoffs,
and the key is to configure the organization in a way that channels in-
formation and resources most efficiently, while preserving enterprise
collaboration.

Now we’ll go one step further: A well-designed architecture can also
facilitate strategy execution by channeling data and information to in-
form better decisions. It all depends on the way you design your pro-
cesses and information systems.

Let’s start with processes. We can think of good processes as valuable
“recipes” for doing work, repeatable and scalable sequences of actions
that help streamline workflows. A whole cottage industry has arisen
around the principles of process improvement and execution. We would
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not try to duplicate that here, but rather only acknowledge the value of
interventions such as lean six sigma and business process reengineering
to help us eliminate variance, reduce waste (aka “muda”), improve qual-
ity, and enhance productivity. UPS’s success and reformulation of pack-
age delivery owes to doing just that. Similarly, SunTrust’s breakthrough
performance—with five consecutive years of earnings growth, tangible
efficiency improvement, and increased shareholder returns—came from
a fixation on purpose and performance with lean operations, delayer-
ing, and eliminating waste. At a minimum, execution is improved when
processes and standard work are clearly defined, process owners are
known and accountable, and measurement systems are used as a basis
for decision making.

Information technology also matters. We can think of it euphemisti-
cally as providing blood flow through the anatomy of process improve-
ment. Data and processes are complementary assets and increasingly
inseparable. Even a good process without good information is an empty
vessel, hollow and ineffectual. Technology investment without process
improvement is, as they say, merely “paving cow-paths,” reinforcing that
which is perhaps circuitous and inefficient.” It may come as no surprise
that executives view information access, utilization, and knowledge
management as the most important sources of potential productivity
gains over the next decade.”

We have found that information technology has three principle ef-
fects on execution: operational, relational, and transformational. At an
operational level, information systems help standardize data and au-
tomate lower-value transactional work, eliminating inefficiencies that
cripple decision making. Is your organization one of those still stymied
by databases that are incompatible and can’t talk to one another? Rela-
tionally, technologies also connect people in real time, providing them
with shared access to data and information and, more so, enabling syn-
chronous collaboration and real-time knowledge-sharing opportuni-
ties. At their best, technologies can transform processes by reducing or
eliminating the separation of time and distance, supporting decisions
that are both better and faster. We would emphasize again that our col-
leagues often lament that systems are more typically used for reporting
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(up) than informing (down). Don't overlook that point. The key for ex-
ecution is to balance the two to make information available for better
decision making.

Change is coming rapidly, and we may have reached an inflection
point. Consider the following questions for your own organization:

o What steps have we taken to streamline our core processes to improve
workflow, increase productivity, and eliminate waste?

o How well have we made information accessible and knowledge shared
throughout the organization?

o Do information systems inform and enable better decision making
with timely data?

Does Your Architecture Inform and Enable?

Digital transformation is accelerating and creating a paradigm shift for
strategy execution. Most executives realize—at least in principle—the
potential to use technology to better calibrate value streams and ana-
lyze data to respond faster to changing demand and external disrup-
tions. So-called smart operations is an emerging approach that marries
continuous improvement with real-time data analytics to transform the
organization architecture. Technology helps us achieve what process im-
provement alone may not. If overly optimized processes become inflex-
ible, they can leave the organization in a productivity “vice” unable to
rapidly adjust to change and adapt. Smart operations makes continuous
improvement practices more powerful by acquiring data in real time,
using advanced analytics and higher levels of process orchestration to
weave together separate workflows and decision streams in a faster and
more synchronized way.

Phew, that’s a lot to consider. Let’s look at a good example that shows
what UPS has been learning about smart operations.

UPS: Point your employees in the right direction. There is per-
haps no process more critical to UPS’s operating model than ensur-
ing the reliability and efficiency of the “last mile” of delivery—getting
the package to the customer’s loading dock or doorstep. UPS’s history
of process improvement and systems engineering have taken aim at
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driver procedures and decision making since the company’s inception.
As Chief Human Resources Officer Teri McClure reminded us, “We're
very execution focused, very much process driven. That’s how the com-
pany has grown over the years; execution around very defined and en-
gineered processes. We job measure everything” As the joke goes, UPS
has so compulsively mapped its processes that UPS trucks don’t make
left turns because they’re too ineflicient. It's no joke. UPS drivers assidu-
ously avoid left turns because they go against traffic, take longer, burn
more fuel while idling, and incur safety risks.

Beyond process optimization, we noted earlier in the chapter how
strategic UPS has been in developing advanced technologies that enable
better decisions. One of the places that UPS has focused its investment
is in its proprietary “On-Road Integrated Optimization and Navigation”
initiative, better known as ORION. Jack Levis, UPS’s senior director of
process management, and a team of engineers developed ORION to
give drivers real-time intelligence about the nature of routes, traffic, cus-
tomer requests, and the like (see Figure 5.2). The ORION software tells
them the most efficient route to deliver their packages.

Consider the mind-boggling complexity of decisions inherent in
route optimization. Each UPS driver makes an average of 120 stops per
day. What’s the best route connecting those stops? The number of alter-
natives is 6,689,502,913,449,135,000,000,000,000,000,000,000,000,00
0,000,000,000,000,000,000,000,000,000,000,000,000,000,000,000,
000,000,000,000,000,000,000,000,000,000,000,000,000,000,000,00
0,000,000,000,000,000,000,000,000,000,000,000,000,000,000,000,
000,000,000,000,000,000 (give or take). Talk about big data!

Ten years in the making, ORION has been reputed to be the world’s
largest operations research project. It uses package-level detail, custom-
ized online mapping data, fleet telematics, and advanced algorithms
to take route optimization to a whole new level. It is a powerful on-
board decision support for drivers, making their jobs potentially easier
and benefiting customers in the process with faster and customized
deliveries.

To be candid, driver reaction to ORION has been mixed. As Levis
recalled, “The project was nearly killed in 2007, because it kept spitting
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out answers that we couldn’t implement.” In the early stages, while
ORION gave the best mathematical result, it didn’t give sufficient regard
to the interests and experience of the driver. Some drivers found the
experience to be initially frustrating, especially if they needed to relin-
quish autonomy—and particularly if they didn’t understand ORION’s
logic. (For example, ORION might instruct them to deliver a package
in one neighborhood in the morning, and then come back to that same
neighborhood later in the day.) Telling a driver with years of experience
that an algorithm knew a better way to run their route didn’t go over
well at first.

So Levis’s team decided to change the approach and give drivers dis-
cretion and a challenge. In other words, “beat the computer” by com-
bining ORION’s insights with their own knowledge and experience.
Now drivers see ORION more as a coach—giving advice and support for
their decisions. But drivers are encouraged to use their own judgment.

e a— Annual Savings

Architecture : Traditional non-ORION route Miles: 100m

B2C vs. B2B Fuel:
10m gallons
Miles, fuel,

emissions COo2:
100mt
Package detail
Opex:
Custom maps $400m

Fleet telematics

Algorithms

Learn more at ups.com/sustainability

FIGURE 5.2 UPS Project ORION

Source: United Parcel Service of America, Inc. Reprinted with permission.



ARCHITECTURE 139

For example, if there is a traffic event that the system can’t factor, driv-
ers should override ORION (but document why). The goal is to create
a mindset that a driver supported by ORION is the best of all worlds.

The system is paying off substantially. ORION reduces the total dis-
tance driven by 100 million miles annually, saving drivers precious time.
It also helps get packages to customers sooner and generates more than
$400 million in annual cost savings and avoidance. In addition, ORION
has helped reduce fuel consumption by 10 million gallons, which cuts
100,000 metric tons of Co, a year (equivalent to taking 21,000 cars off
the road). The net result? Better execution on several dimensions—
customers are happy, employees are happy, shareholders are happy, and
the planet is better off.”

What are the key takeaways from UPS’s experience with ORION?
Research from International Data Corporation shows that most compa-
nies are still relatively immature in their efforts to transform their op-
erations. But progress is happening, and the pace is accelerating.” Still,
most organizations are not in a position to match the sophistication of
UPS’s systems.

First, like other examples from companies in this chapter, the key for
execution is to focus on your most critical drivers of performance. UPS
focused on ORION because it was essential to “delivering” customer
value. Find the most important processes and systems that support your
core capabilities and make certain that the organization architecture is
upgraded continuously to drive performance.

Second, what would drive better decisions? It’s not data for data’s
sake, but data that informs better decisions. What information sources
would lead to better and faster decisions? How can investment in better
systems and analytics help here? Part of the value of machine learning is
the capacity to support better decisions by humans and/or to automate
the decisions. Again, the key to execution is better decisions faster.

Third, who needs to share that information, both to make bet-
ter decisions and to orchestrate related processes in a multiplex value
stream? At the end of the day, the complications we noted with regard
to structure, processes, and systems need to be reconciled. The potential
of sophisticated technologies will not automatically make these other
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challenges go away. So we would reiterate that the goal is to create an or-
ganization architecture that is well integrated across the enterprise and
aligned with most important requirements of your operating model.

WHERE DOYOU STAND?

Just like in the previous chapters on Alignment and Ability, we hope you
do two things at the end of this chapter. First, assess yourself on the key
elements of Architecture in the checklist below (Table 5.1). But second,
reflect on how each of the elements of the 4A framework interact and
reinforce one another.

Take a few minutes to do a realistic self-assessment, using the ques-
tions above. Compare yourself to the examples we shared. In some
cases, you may be ahead of the game. In places where youre behind, use
the lessons learned by these companies to begin a dialogue with others
in your organization about the challenges and opportunities with your
organization architecture. Doing so will help you devise the first steps
forward.

TABLE 5.1 Architecture Checklist

ARCHITECTURE CHECKLIST

Clear Operating Model 1. We have clarified our operating model that connects core
capability to our customer value proposition.
2. For each capability, we know which processes, systems,
structures, and skills are most critical.
3. We have prioritized key areas for investment to enhance our
capability system for the future.

Streamlined Organization 4. We have streamlined the organization structure to facilitate the
key drivers of customer value.
5. Roles and responsibilities are well defined with clear decision
rights and authorities.
6. We have created lateral connections across our structure to
improve collaboration and joint decision making.

Intelligent Architecture 7. We have streamlined our core processes to improve workflow,
increase productivity, and eliminate waste.
8. Information is accessible and knowledge shared throughout
the organization.
9. Information systems inform and enable decision making with
timely data.

© Scott A. Snell and Kenneth J. Carrig
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Clarify Your Operating Model

In this chapter, we didn’t simply note the importance of streamlining
and clarifying your operating model; we gave you examples and ap-
proaches to consider. Your operating model depicts which capabilities
are most vital for creating value and is a blueprint for designing and
refining your organization architecture. This blueprint makes clear the
key priorities for execution and shines a light on the structures, pro-
cesses, systems, and skills that you may need to address first.

How clear is your operating model? Given the complexity of most
organizations, a clear operating model is especially important to help
focus your efforts. Also, that operating model helps you tie other ele-
ments of the 4A framework together. A clear articulation of your value
proposition and capabilities is important for achieving alignment in
the organization (Chapter 3), knowing which skills and talent pools are
most critical (Chapter 4), and which elements of the architecture need
to be reconfigured. The best companies are constantly reassessing their
operating model to bring these elements together to drive execution.

Streamline Your Architecture

Laurence Peter, author of The Peter Principle, jokingly said, “Bureau-
cracy defends the status quo long past the time when the quo has lost its
status.”* If your architecture has become too complicated, it probably is
slowing down decision making, disrupting collaboration, increasing in-
efficiencies, increasing costs, and stifling performance. Is this true? Not
only does it make execution more difficult, it tends to create organiza-
tion inertia that prevents rapid response and innovation. It's a common
complaint.

So the question is, have you done the work necessary to streamline
and simplify your architecture? As we noted at the beginning of the
chapter, one of the most frequent obstacles to execution is “silos, slip-
page, and sludge” In this chapter, we laid out some guiding principles
for streamlining your organization—clarifying roles and decision rights,
eliminating unproductive layers and hierarchy, and clustering work to-
gether where collaboration directs line of sight to customers. As with
our discussion of your operating model, the key is to home in on those
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elements that matter most and concentrate your investment there. The
reality is that complexity won’t go away, but a simplified architecture can
help guard against the inefficiencies that complexity may bring. More
importantly, it can facilitate decision making that clears the path for
execution.

Build an Intelligent Architecture

Part of the challenge in designing your architecture is clarifying who
has authority to make decisions. And part of the challenge is creating
an intelligent architecture that channels information to those decision
makers so they are more empowered. Advanced systems, data analyt-
ics, and other technologies are transforming the way work gets done
and the capacity to make better and faster decisions. It is a disruptive
force for sure, and represents a paradigm shift for operations and strat-
egy execution.
Is your organization asking these questions?

o Why do we need further investment in technology?

« How will it change our ability to execute, creating new and better capa-
bilities to deliver value?

o What specific decisions and actions would be improved along the way?

o Who needs to be involved?

World-class people, processes, systems, and structures underlie your
core capabilities. That’s the essence of organizational architecture.

WHAT'S NEXT? GET NIMBLE: AGILITY

As we've worked our way through the 4A framework, it's perhaps be-
come more obvious how Alignment, Agility, and Architecture are inter-
connected. Each plays a unique role in supporting execution capability,
and they complement one another in building a mutually reinforcing
system. In the next chapter, we address the requirements of Agility—the
responsiveness of the organization, its ability to shift rapidly to change,
and the capacity to learn, innovate, and thrive in a world of disruption.



AGILITY
The Speed of Change

MICROSOFT HAS BEEN a dominating force in the software industry
since the 1980s. With its Windows operating system and Office suite,
the company created a near monopoly in desktop computing. Between
2000 and 2014, Microsoft’s profits grew from $9.42 billion to over
$22 billion. But despite its financial success, the company was slow to
shift from desktop computing to mobile devices and cloud-based ser-
vices. It’s not that Microsoft didn’t see it coming. They did. They saw it
coming, but they prioritized other initiatives and didn’t act as quickly as
their competitors. A decade-long delay to properly address the market
potential of cloud computing caused Microsoft to trail behind Amazon’s
71 percent market share. By some accounts, the company consciously
sidelined mobile and cloud applications so they wouldn’t interfere with
Microsoft’s traditional products. When Satya Nadella became CEO, he
not only had to pivot Microsoft to a mobile-first, cloud-first strategy,
he also needed to create an organization that was nimble enough to re-
spond in the new era of rapidly evolving technology. What would it take
to create that kind of agility?

UPS has also recognized the importance of agility, the power of
disruption, and the need to build an organization with the capacity
for self-renewal. As Alan Gershenhorn described it, “Disruptions are
kind of messy, and the organizational construct you have in place may
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not be set up to handle the disruption. You need to recognize that and
then resource it appropriately” As evidence of this commitment, CEO
David Abney recently created a new senior position on his team, the
chief transformation officer, and recruited Scott Price, former CEO of
Walmart Asia, to help UPS accelerate organizational change, priori-
tize resources, and direct investments to untapped market segments.
The change may have come none too soon. Amazon, the largest cus-
tomer of UPS, recently announced it would become its newest com-
petitor. Amazon generates over a billion shipments each year and is
expanding its own delivery network and infrastructure. How will UPS
respond?

Marriott also has seen disruption in its industry, with nontradi-
tional competitors, online travel agencies, Airbnb, and the like. CEO
Arne Sorenson acknowledged the need for Marriott to work on agil-
ity in response. “I think when you look at our historic approach, we
elevated execution and culture way above agility. We sort of kept our
heads down and said, “Okay, what do we do to ‘block and tackle, drive
business into our hotels, and service that business?” Interesting, CHRO
David Rodriguez noted that as changes began to occur in the industry,
it was a wakeup call for everyone in the Marriott organization, not just
the executive team. “It’s fascinating to watch what that’s evoked in our
company. This focus on innovation and agility. That’s started to rival our
ability in just traditional execution.” With everyone energized, the ques-
tions now are: What can Marriott do to spur innovation and agility?
How might it change the company? What needs to change, and what
needs to stay the same?

In talking with executives from other companies about the impor-
tance of agility, they nod their heads knowingly. Who hasn't seen either
the potential profit or peril associated with managing rapid change? But
as we listen to these leaders, they aren't all saying the same thing. As we
alluded to in Chapter 2, some refer to agility in reactive terms; that is,
being quick enough to cope with changes in the industry. That’s fine,
because rapid reaction is an important aspect of agility. But others de-
scribe agility more proactively, opportunistically, sensing possibilities,
rapidly learning, and continuously innovating into new spaces. These
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executives see agility not just as a necessary organizational response, but
as part of their strategic posture to define the future.

In his book, Antifragile, Nassim Nicholas Taleb described a con-
tinuum between fragile systems that shatter under stress, and “anti-
fragile” (agile) systems that actually become better with stress, because
the stress, disruption, and disorder requires that they respond by trans-
forming themselves, improving functionality and adaptability to the
environment. Along the continuum from fragile to agile are two other
types: robust systems, those that are strong and stand like a monolith
under stress, and resilient systems, those that absorb shock but bounce
back to their original shapes.'

Each of these types is important to consider, because their differ-
ent features establish different priorities for organizations. They all exist
to some degree in organizations—including yours. In this chapter, we'll
lean more toward a discussion of agile systems, and how organizations
undertake proactive change, responding to outside pressures, and get-
ting better, increasing execution capability all the time.

Throughout this chapter, we’ll touch on ways that Agility builds on,
supports, and derives from other elements in the 4A framework. Nim-
ble organizations have developed a unique balance of Alignment, Abil-
ity, and Architecture that support agile execution. The combination of
all four is necessary for breakthrough performance.

THE EXECUTION PARADOX

What gets in the way of agile execution? Ironically, the answer often is
“We do.” Our approach to execution sometimes works against agility.
We refer to this as the “execution paradox” because the very things we
do to drive performance today can be contradictory to the requirements
for tomorrow. That is, especially if tomorrow is different from today.
There are some powerful self-imposed constraints, based on the way
we define our organizations, our plans and priorities, our routines, even
the business models we put in place. As our colleague Alec Horniman is
fond of saying, “People are not resistant to change, but their habits are”
Cognitive constraints, emotional ties, and political interests all work to
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protect the status quo and obviate change. Our preferences, passions,
power, and commitments may outweigh otherwise compelling argu-
ments to change direction. Still further, there are structural artifacts,
rooted in the organizational architecture, processes, systems, rewards,
and culture that make change difficult.

All of these factors derive from and may be reinforced by our ap-
proach to execution. Let’s look at a few of the symptoms of the execu-
tion paradox, and what to do about them.

Symptom #a: Does “Chin-Down” Management Hurt You?

Back in December 2006, Nokia’s president, Pekka-Ala Pietild, noted
the paradigm for strategy execution was changing and demanded more
agility. In an interview with the Financial Times, he observed: “Five to
ten years ago you would set your vision and strategy and then start fol-
lowing it. That does not work anymore. Now you have to be alert every
day, week and month to renew your strategy.”

Nokia was a clear leader in the mobile phone market at the time
with over a 50 percent share. And for good reason. The company had
industry-leading technology and a steady flow of innovation. Its prod-
ucts seemed to get better with every business cycle. Even the camera in
Nokias phones was arguably the best on the market.

Ironically, at about that same time, in June 2007 Apple released the
iPhone. In contrast to Nokia’s obsession with hardware, Steve Jobs at
Apple saw that all you needed was a rectangle with a screen, and the rest
was all about the software. Nokia missed the importance of apps. It con-
tinued to pursue better hardware, and it didn’t adapt. By 2013, Nokia’s
market share had fizzled to less than 3 percent, and eventually Microsoft
bought what remained of the business. In 2015, Microsoft had to write
down approximately $8 billion in losses on the Nokia acquisition.

What happened?

The Nokia story is symptomatic of what our colleague, Jay Bour-
geois, refers to as “chin-down” management. When organizations are so
preoccupied with today’s priorities, diligently working on what’s right
in front of them, they often miss what’s coming at them. As a result,
they don’t pull up their chins high enough to see over the horizon. As
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Bourgeois put it, “The job of CEO is to live in two time zones: the cur-
rent and the future. They need to be able to see down the road, around
corners, but this does not relieve them of the obligation to deliver re-
sults today”

Sometimes executives don't see what’s coming. But sometimes they
see it and ignore it, convinced their way is best. In our experience, com-
panies like Nokia often develop very strong mental models of their busi-
ness and their industries, conceptual representations of how the game
is played and how to win. And if they’re successful, those models get
reinforced and very strongly engrained. And sometimes those frames
become blinders.

In part this may feed what Clayton Christensen called the “inno-
vator’s dilemma.” Well-established firms have an incentive to stay the
course with their current strategy and portfolios, unwilling to pivot in
order to pursue new products and technologies, especially at their for-
mative stages. As we saw with the Nokia example above, sometimes the
more successful the firm, the more incentive it has to stay the course.’?

But this works to the organization’s detriment if executives don’t
consider alternatives. One of the primary causes of missed opportunity
is when executives fail to conduct comprehensive risk assessment, not
of change but of maintaining the status quo. Is standing still an option?
What's the potential cost of not responding? In our experience, organi-
zations falter when they don’t consider other alternatives and manage
risk appropriately.

One has to ask if Blockbuster executives did an appropriate risk as-
sessment when they had the opportunity to modify their business model
and acquire their competitor—Netflix—for a mere $50 million. Instead,
Blockbuster did neither, and meandered along not changing a thing for
four to five years while Netflix became more popular. Ultimately, Netflix
leveraged technology changes and shifted from a mail-order service to a
streaming one—resulting in Blockbuster filing for bankruptcy in 2010.

Of course, many other stories of leading companies who didn't
change with the times are well known. IBM found it difficult to shift
from mainframes to PCs and services. U.S. automakers found it difficult
to shift to fuel-efficient cars (in the 1970s) and hybrids (in the 1990s).
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Kodak couldn’t adjust to digital photography (which it invented). In vir-
tually every industry, in every era, we find examples of organizations
whose current approach to strategy execution restricted their agility.

Symptom #2: Is “Threat-Rigidity” Holding You Back?

Sometimes people just freeze under pressure. Surely you've seen it. Has
it ever happened to you? It’s not rational, but it is common. And there’s
a concept in psychology that explains why and how we tend to respond
poorly under stress. It’s called “threat-rigidity.™*

The idea is simple, but the response set is pretty complex. Research
suggests the following: When external threats create stress and anxiety,
we have a tendency to restrict the amount of information we take in, and
the range of possibilities we consider. Just the opposite of what we should
do. We get myopic, losing peripheral vision, and experience tunnel vi-
sion. We have a tendency to focus internally, paying attention to what’s
in our heads as opposed to whats going on around us, and constrict
control, repeating well-learned and well-worn behavioral responses. We
get energized, experiencing more physiological arousal and drive, trying
harder but using what often proves to be an ineffective approach. The
result is deteriorating performance, which increases stress, and the cycle
continues. More threat, more rigidity. Lather, rinse, and repeat.

And that’s just what’s happening at the individual level. At the or-
ganizational level, threat often leads to reduced group cohesiveness, so
that instead of sticking together, it’s “every man for himself” In such
cases, leadership positions and influence tend to erode, often result-
ing in increased pressures toward uniformity and conformity (there’s
a whole side trip to “groupthink” that we’ll save for another time). The
organizational response is to centralize authority and decision mak-
ing, reinforcing rules and policies, increasing standardization in order
to reduce unwanted variability, reducing discretion and empowerment,
reinforcing a narrow response set and a preoccupation with efficiency.

These aren’t inherently bad practices in themselves, but they hurt
agility.

In their research on strategy execution, Don Sull and colleagues
found pretty compelling evidence of threat rigidity:
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In the worst cases, companies slip into a dynamic we call the alignment
trap. When execution stalls, managers respond by tightening the screws on
alignment—tracking more performance metrics, for example, or demanding
more-frequent meetings to monitor progress and recommend what to do. This
kind of top-down scrutiny often deteriorates into micromanagement, which
stifles the experimentation required for agility and the peer-to-peer interactions
that drive coordination. Seeing execution suffer but not knowing why, managers
turn once more to the tool they know best and further tighten alignment. The
end result: Companies are trapped in a downward spiral in which more align-

ment leads to worse results.

Symptom #3: Is Inertia, Mass, and Momentum Overpowering?

Sometimes the ship is just too big to turn. Think of the RMS Titanic—
indeed an impressive ship by almost any measure. At 883 feet in length,
it was nearly the size of three football fields, had a displacement of 52,310
tons and passenger capacity of over 3,500. Its engines generated 46,000
horsepower, and it had a top speed of 24 mph. It was beautiful. No ship
was larger, none was faster, and ironically given the same circumstances,
perhaps no other ship would have hit the iceberg that night. Here’s why:

The Titanic was built for speed. It had three propellers, each 24 feet
in diameter, making it unique in its capacity for generate forward pro-
pulsion. But one can imagine the difficulty of quickly turning a ship
that size, going that fast. When First Officer William Murdoch spotted
the iceberg, it was actually two miles away. But an object with the mass
and velocity of the Titanic, once in motion, tends to stay in motion. By
all accounts, there were communication problems, and some say the
helmsman turned the wrong way. But the inertial forces of momentum
(mass x velocity) were in large part what doomed the ship.

The same can be said about many organizations. Their agility prob-
lems are not due to inaction, but rather overcommitment and organiza-
tional momentum. Once under way, strategic initiatives are often very
difficult to change. Resource commitments, capital allocations, person-
nel assignments, and the like can all have the effect of reinforcing a “full
speed ahead” approach to execution.®

A recent study by CEB/Gartner found that when organizations fail
to mobilize, it’s because prior practices and systems used to execute the
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existing strategies have become “locked in,” and infrastructure (e.g.,
procedures, policies, processes, incentive systems) becomes notori-
ously intractable. As a result, companies struggle to repurpose, shift,
and redirect critical resources when dynamic new growth initiatives are
launched.”

WHAT CANYOU DO?

There are many potential causes for organizational inertia. Chin-down
management and threat-rigidity, mentioned above, are contributing
factors. But there are other elements of the organization’s architecture
that restrict responsiveness as well. Overemphasis on linear, efficiency-
oriented approaches can lead to organizational architectures that maxi-
mize fit and congruence, optimizing performance in the short run, but
one that is neither robust in the face of change nor effective for address-
ing the dynamic requirements of agile execution.

Our main points in this chapter are that execution as implementa-
tion, optimization, and simply avoiding error may be outdated thinking.
In today’s environment, long-term execution capability requires short-
term agility, innovation, and organizational learning. As never before,
this places a premium on recognizing the landscape of change and be-
ing ready and able to respond in a way that enhances performance.

There are a few key things senior executives tell us they’ve learned
about agile execution:

o Stay focused on your overarching purpose and strategic intent.

« Enrich your situational awareness of the external environment.

« Cultivate a climate that empowers manageable risk and organizational
learning.

o Accelerate responsiveness by strengthening the core.

KEEP A LEVEL HEAD

Many of the lessons of organizational agility involve managing
change; but the first one does not. It's about stability. Virtually every
executive we've worked with has emphasized that their organization
needs to stay focused on its mission, purpose, and strategic intent
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while simultaneously investing in its capacity to adapt and respond
organizationally.

We've joked with Rob Katz and his team at Vail Resorts that orga-
nizational agility is a lot like skiing moguls. And the first rule of ski-
ing moguls is to keep your head level and your chest pointed downbhill
toward your goal. Anyone who takes on each mogul one at a time,
wrenching their whole body back and forth to approach one bump after
another, will become unbalanced and probably fall. But by maintaining
a level head with constant orientation toward the goal, and then flexing
from the waist down, the skier has a better chance. “And you've got to be
three turns ahead,” Katz reminded us.

The analogy to organizations isn’t far off. Agility requires a clear di-
rection and strong core, while simultaneously building flexible behav-
iors and capabilities. Indeed a recent McKinsey study suggests that what
makes agile companies special is their ability to do both.?

As we discuss the ways that you can build flexibility and responsive-
ness in your organization, we'll also reinforce many of the lessons from
our chapter on Alignment. Articulating a clear strategic intent, purpose,
and identity; building shared expectations for high performance; and
instilling a culture of mutual accountability help you to maintain the
critical orientation of the organization while simultaneously building
the capacity for change. Alignment is not only complementary to agile
execution; it may be indispensable for it.

But don’'t miss the bigger point here. Alignment is necessary, but in-
sufficient for agile execution. As we noted at the beginning of the chap-
ter, alignment alone can facilitate execution in the short run, but blind
the organization and stifle needed change. Alignment AND the capacity
for adaptation is the key to agility.

DEVELOP SITUATIONAL AWARENESS

In working with the U.S. military, it has been interesting to observe how
frequently they refer to “situational awareness” as a prerequisite for agile
execution. The term is used by military personnel and others working
in dangerous occupations to convey the importance of staying alert to



152 AGILITY

your surroundings for potential changes in the environment. The rel-
evance of the concept extends to decision making in other areas as well.
In complex and dynamic environments, we need to be aware of how
elements and events are in play, interacting, reshaping context, and how
our actions may be impacted as a result.

Sometimes situational awareness involves paying attention to faint
signals, small cues that portend larger events, much the way an increase
or decrease in building permits is a leading indicator of a bigger shift in
the macroeconomy. But situational awareness goes beyond simply being
“aware” of what’s happening. It requires interpreting and understanding
the implications of those interconnected events as well. Ultimately, situ-
ational awareness involves evaluating the importance or value of some
information relative to others in order to project, anticipate, adjust,
and—just maybe—influence future events.’

In the context of agile execution, we've learned that situational
awareness is perhaps THE critical contingency variable that indicates
whether an organization is proactive, versatile, and responsive, or reac-
tive, scrambling, flailing—and failing—in crisis. As we go through this
section, ask yourself these questions:

« How thoroughly do we learn about our customers in order to foster
deeper relationships?

« How many points of contact have we created with external stakehold-
ers to ensure relevance and responsiveness?

o How do we recognize faint signals to stay ahead of emerging trends?

How Well Do You Know Your Customers, Really?

Situational awareness is strongest among those with great experience,
deep learning, and accumulated expertise. Wesley Cohen and Daniel
Levinthal’s concept of “absorptive capacity” builds on much of what we
have described above in terms of a firm’s ability to recognize and evalu-
ate external information, assimilate it, and apply it in ways that improve
its adaptive capabilities. Perhaps intuitively, the depth and breadth of a
firm’s prior related experience influences its ability to process new in-
formation and knowledge, and because of that, it is a prerequisite to
further organizational learning.”
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We focus here on deep knowledge of customers, not because they
are the only stakeholder in an organization’s environment, but because
they are in many ways the most important. As we emphasized in the
prior chapter on Architecture, customers are the focal point of the firm’s
operating model and the primary arbiter of value creation. At some
level what applies to learning about customers is relevant to learning
about other stakeholders as well, such as shareholders, employees, com-
petitors, suppliers, regulators, NGOs, and so forth.

Let’s take a look at what Vail Resorts has been doing to gain deep
learning about its customers.

Vail Resorts: Mine big mountains of data. Recall that Rob Katz’s
goal is to transform the ski industry: not just to respond to what others are
doing, but to drive change and innovation to which others must react. He
and his team have been working to build a strong portfolio of resorts and
invest in building organizational capability that is best in the world. He
is passionate about changing the relationship with customers, changing
the way they think about skiing, and changing the way they engage with
Vail. To do that, Katz and his team knew they had a lot of homework to
do, learning first about the people who do—and don’t—ski at Vail Resorts.

Customer data. Like other organizations in other industries, Katz
knew that Vail needed to mine the potential of big data, and doing so
involved blending information technology, market research, and cus-
tomer service. Vail launched Epic Pass, its new season pass that allowed
customers to pay one price and ski any of the company’s resorts around
the world. Customers loved it.

As Katz sees it, “Epic Pass was an innovation where we were able to
give our customers incredible value” But it also gave Vail much greater
insight to their customers; where they skied (which resorts, which
slopes, which lifts), how they skied (vertical descent, slope rating, fre-
quency), and even why they skied (interests, lifestyle, demographics).
Using a mobile app called EpicMix and RFID technology, customers
could track their vertical feet, earn pins, share action photos, challenge
friends, and connect via social media. Soon the data extended beyond
just season pass holders to everyone who bought a ticket.
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Generate insights. As shown in Figure 6.1, Vail Resorts developed
best-in-class data capture that provided transparency into guest be-
havior. The company has a growing database of more than 14 million
contractible guest records, giving them a chance to develop predictive
analytics of the likelihood customers would visit, purchase, repeat, and
so on. The company developed eighty distinct customer segments that
allowed them to personalize communication to each customer. It has
completely redefined customer engagement and loyalty.

Of course, the value of segmentation and personalization is that it
leads to a richer more customized engagement (and repeat business).
But Katz doesn't see it just as a tool for CRM and data-driven market-
ing, but more broadly as a foundation for deeper organizational learn-
ing and agility. The different resorts in Vail's portfolio can use the data to
experiment a bit in a very controlled way, try out new ideas in different
segments, test and evolve.

The lesson learned? The more you know, the more you can learn.
And the more you'll be able to leverage that knowledge to create new
ways of engaging customers. The Vail example really shows how deep
learning goes far beyond simply gauging customer satisfaction. It in-
volves getting to the foundation of what drives their decisions and be-
havior in order to gain better insights about what they might value, and
how you can respond accordingly.

What's Living (and Dying) in Your Ecosystem?

It’s not unusual for executives to begin drawing analogies to biology,
ecology, and the natural environment when talking about their ap-
proach to organizational agility. And for good reason. They construe the
challenges of agility not just as meeting customer needs but as attend-
ing to the larger context of a whole array of stakeholders in the broader
environments. These include shareholders, suppliers, distributors, com-
petitors, partners, and other diverse communities.

James E. Moore’s concept of the business ecosystem captures this
pretty well, where “organisms” compete, cooperate, exchange resources,
and coevolve, establishing a fairly stable community of symbiotic rela-
tionships over time. Innovation, change, or disruption in one part of
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the system can reverberate throughout the entire ecosystem, leading
to transformation, self-renewal, or sometimes even death. The chal-
lenge for leaders, those who establish prominent roles in the ecosys-
tem, is to collaborate with others to bring new ideas, innovation, and
a compelling vision of the current ecosystem, while competing against
those who would threaten the system or innovate to create an alterna-
tive ecosystem."

Ironically, a number of executives in our roundtables candidly ad-
mitted, given other dynamics in their industries, that they don’t spend a
lot of time worrying (just) about competitors. Not because competitors
are unimportant, but because the action-response sequences with their
rivals are fairly well established. More worrisome, they said, were the
unknowns, myriad possible events and conditions that were hard to pre-
dict, difficult to untangle, and yet had far-reaching consequences. These
executives had a clear sense that the rules were changing in their indus-
tries but not yet completely known. In that regard, agility for these com-
panies was about building the versatility to influence the change and to
thrive in a variety of future environments, not just the current one.

Marriott: Evolve the ecosystem. Marriott has recognized changes
occurring in its ecosystem, and the possibility for disruption by online
travel agencies (OTA), aggregators, and other hospitality platforms.
But rather than resist changes in the ecosystem, Sorenson and team are
working to understand the dynamics, the potential benefits to custom-
ers, and the ways in which Marriott can lead.

As he described the challenge: “With 30 brands and 6,000 hotels in
120 countries and loyalty programs, how do you create an ecosystem of
customers that basically say ‘I really don’'t need to go anywhere else? I
don’t need to go to Expedia. I don't need to go to Hilton. I don’t need to
go to Airbnb because no matter where I'm going, you're going to have
a range of choices for me, and I know you’re going to take care of me.”

Customer centric. How has Marriott been working to evolve that eco-
system? Like the Vail Resorts story above, Marriott keeps the interests
and loyalty of its customer front and center. Adam Malamut, Marriott’s
chief customer experience officer, noted, “Everything we do is oriented
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around deep customer knowledge and intelligence. That is where it all
starts. If you understand your customer needs today and have a mecha-
nism by which you are also exploring what their needs might be in the
future, that should always be your true north.”

Self-disrupt. Looking to the future, Marriott is actually disrupting
its own business model: “Organizations find their demise when they’re
hyperfocused on operating the business model that got them to where
they are versus creating mechanisms strategically to disrupt that busi-
ness model and open up the mindset around what could be.”

Identify emerging trends. To open up to new possibilities, Marriott
is generating lots of data about the external world. Some of it is tradi-
tional customer survey data. But increasingly the company is looking
for emergent patterns across diverse sets of unstructured data sources.
Malamut’s team leverages external networks for accelerating new ideas
and trends that could change the business:

My Innovation Team and my Insight Team do a lot of exploration, and part-
nerships, and codiscovery with other companies around what theyre doing.
Because all of that becomes very valuable information that we could apply to
transform our business in a noninsular way. We spend a lot of time every year
thinking about emerging trends and disruptions to society, economies, etc., be
it technology or regulations, whatever it might be, and that is a very powerful

insight generation.

Use broad external networks. Some of these external networks in-
clude peers in the hotel business, and they are important because they
are part of Marriott’s immediate ecosystem. But many are not. The com-
pany learns from a wide array of firms; tech startups, retail and service
entities, consultants, and futurists. Marriott recently established a joint
venture with e-commerce giant Alibaba to engage Chinese customers
in a different way, bring them into their loyalty program, and develop
more insights into that market.

Evolve. Where is it all heading? That’s confidential. And maybe a
little bit unknown. But Malamut suggests that Marriott sees the travel
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ecosystem evolving as the “nexus of design, technology, and the human
touch” In terms of design, Marriott sees its potential role as a partner
across the whole travel journey, from unique locations to customized
experiences, to special events—not just nice hotels. Its new “Marriott
Moments” is an online portal where the company curates and designs
possible travel experiences with customers. “The connective tissue is the
data we know about our customers so that we can personalize each of
those moments.”

According to CEO Sorenson, “To bring that ecosystem to life also
means you do not just have a transactional relationship with your hotel
guest, but you have a travel relationship with them where they are com-
municating with us about what they dream of for travel and where they
are co-creating with us” And Marriott is steadfast in its belief that its
staff is still the key differentiator around the world, building an emo-
tional connection with its customers. As the ecosystem evolves, Mar-
riott is learning to adapt and flex with its customers, bringing more
opportunities and reinforcing its role as a trusted partner.

Marriott’s experience reinforces three key elements that are foun-
dational for agility. First, the company has resolved to evolve its rela-
tionships with customers, a point that we highlighted in the chapter on
Architecture, enhancing its value proposition and capability sets that
support it. Second, this example reflects the reality that the broader
ecosystem is evolving as well, and Marriott is careful not only to stay
abreast of those changes but to help influence them. Instead of being
disrupted by new channels and technologies, it is leading the charge.
Third, Marriott’s experience reveals the importance of keeping fo-
cused while undergoing change. Although Sorenson team is adapting
to the current environment, it has not changed its essential culture of
customer-centricity and purpose.

Peripheral Vision: Can You See in All Directions?

To this point we've discussed the importance of developing deep cus-
tomer knowledge and a thorough understanding of the evolving eco-
system. One of the other keys to agile execution—and encompassed
within the general frame of situational awareness—is improving your
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peripheral vision; that is, being cognizant of events on the margins that
may not (yet) be in clear focus. There is very strong evidence that inno-
vation occurs at the boundaries within and between organizations. So
does disruption. And the more diverse the ecosystem, the more impor-
tant it is to manage these broad interfaces.

In their book, Peripheral Vision, George Day and Paul Schoemaker
reinforced the idea that opportunities and threats begin as weak sig-
nals from these boundary areas. And their research shows that less than
20 percent of firms have developed the capacity to be sufficiently vigi-
lant and constantly attuned. They argue that organizations can develop
early warning systems by doing five things: (1) scoping widely enough to
ask the right questions, (2) scanning actively in the right places, (3) in-
terpreting what the signals mean, (4) probing carefully for more infor-
mation, and (5) acting wisely on signals before others do. Let’s look at
how these take shape at UPS.

UPS: Look both ways. Given the complexity of UPS’s business
model, the broad set of technical capabilities it employs, and the variety
of industries from which its customers come, it may not be surprising to
learn that one of the company’s chief agility challenges is staying up on
what’s coming in the future.

The company needs to look down the road, and look both ways. As
Alan Gershenhorn put it, “There’s just so much opportunity out there,
and while we’re very technologically advanced, our people get con-
sumed in the near term. With all the greatest ambition and intent, you
want to look out long term. But you quickly get gobbled up with all the
short-term opportunity, and so your vision becomes very nearsighted.”

UPS has taken some distinct steps to improve environmental scan-
ning and engagement.

Scope broadly. First, the company scopes broadly, participating in a
wide range of governmental exchanges, NGOs, and industry associa-
tions. For example, UPS is a strategic partner with the World Economic
Forum based in Switzerland that convenes over 2,500 top business lead-
ers, international political leaders, and economists to discuss the most
pressing issues facing the world. Apart from UPS’s immediate interests
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in facilitating international trade, the company benefits by being in-
volved in broader conversations about economic development, science
and technology, sustainability, and the like.

Scan and interpret constantly. Second, the company’s business model
gives it a wide-angle lens to different industries. As Gershenhorn noted,
“One of our big advantages is the breadth and depth of our customer
base, from startups to the multinationals. Spending time with them, we
have a purview into everybody’s value chain and what they’re working
on. That’s also a tremendous source of opportunity” UPS has developed
a program where senior executives are attached to various companies as
relationship managers, providing a two-way exchange of knowledge and
information. It is also a way to improve the company’s signal detection,
early signs of change in the environment.

Probe the future. Third, like other companies, UPS has created a
Strategic Enterprise Fund to take a small stake in promising startup
ventures that focus on products, services, and technologies that may re-
shape industries. As shown in Figure 6.2, the portfolio has evolved over
time, but helps UPS collaborate with and learn from companies actively
developing new business models, promising market spaces, and emerg-
ing technologies. As Gershenhorn put it, “We can help them, and they
can help us”

Delve deeply. Finally, UPS has created some specialized units, Skunk
Works of sorts, which are concentrated areas of expertise given the au-
tonomy and resources—away from the confines of day-to-day opera-
tions, to probe more deeply into areas that are of special importance to
the company. For example, because emerging B2C market opportunities
are so critical and evolving, UPS created a special Global E-commerce
Group that operates “almost a shadow strategy group whose whole role
is just to focus on that” Similarly, the company recently announced the
creation of the Advance Technology group, and specialized groups in
key industry sectors such as health care.

The rationale is to combine the power of broad environmental scan-
ning with the leverage of deeper strategic investigation. As Gershenhorn
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FIGURE 6.2 UPS Strategic Enterprise Fund
Source: United Parcel Service of America, Inc. Reprinted with permission.

sees it, “Over the past twenty years, we've created a systematic scalable
way to study the market, look for opportunities, understand the issues
and then address them, whether it’s through new capabilities, new solu-
tions, or a change in the way we operate”

UPS, Marriott, and Vail give us a better understanding of the dif-
ferent ways organizations prepare themselves for agile execution. The
key is to develop better situational awareness of what might happen,
where possibilities exist, and how the organization can respond. First,
deep knowledge of—and empathy for—customer needs and interests
helps you focus not just on what customers want today, but what they
might value in the future. Second, understanding of the business eco-
system helps you interpret and influence the dynamics of all the in-
terrelated parties, how they are engaging with one another, and how
stable interaction patterns might be shifting. Finally, peripheral vision
is important to help you look for early signs that outlying events and
trends may impact your business. All of these approaches are helpful,
and together they will give you a more “heads-up” approach to agile
execution with a better field of vision, more acuity, and better able to
see what’s coming.
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EMPOWER ORGANIZATIONAL LEARNING

One of the important truths of agile execution is that organizations
adapt better—and faster—by taking smaller steps, questioning and
learning as they go, iterating with repeated tests of data, and validating
their progress. The approach sits in contrast to strategy execution as a
one-time megalaunch and is based on fundamentals of organizational
learning: the notion that an organization improves its ability to adapt
over time as it gains experience.

Agile companies place a premium on learning faster and translating
that learning into action. What we used to know isn’t nearly as impor-
tant as what we need to know. So the capacity to gather, interpret, create,
share, and apply new learning is the essence of agile execution.

Research suggests that there are four key requirements for organi-
zational learning: (1) openness to the outside world (what we have al-
ready described as situational awareness), (2) employees are empowered
to own and solve problems, (3) experimentation and small bets, and
(4) sharing knowledge throughout the organization.”

As we go through this section, consider the following questions in
terms of how well your organization does each:

o How well do we empower members of the organization to own and
solve problems, distribute decision making lower in the organization,
and gain from their collective knowledge?

o In what ways have we established the capacity to manage reasonable
risk by trying new things, prototyping, testing, and learning?

o How well do we share what we’ve learned in one part of the organiza-
tion with those in other parts?

How Can You Lower the Center of Gravity?

In order to improve their agility, athletes often try to create a lower cen-
ter of gravity, distributing their weight in order to achieve better bal-
ance and leverage. The parallel to organizations is not hard to imagine.
Lowering the center of gravity involves decentralizing authority, em-
powering decision making, distributing initiative and action, clarifying
decision rights, and building means for horizontal collaboration.
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The truth is that agile execution cannot be run solely from the
C-suite. Senior leaders don’t try to master mind and monitor all aspects
of the organization and the environment on their own. Even if they
could, response times in hierarchical organizations are too slow. Rather
than overspecify the details, senior leaders provide guidance to help
shape strategic initiatives as they emerge from within the organization.

In our chapter on Ability, we noted that executional excellence de-
pends on building great talent and collaboration down through the or-
ganization. Agile firms take advantage of the ability—coupled with clear
alignment—to empower the organization.

By lowering the center of gravity for decisions and strategic action,
senior executives aren’'t just empowering others to act on the strategy,
they are gaining more insight to what is occurring both inside and
outside the organization. In their book, The Agility Factor, Worley,
Williams, and Lawler argue that more points of contact with the envi-
ronment provide potentially more useful information. They refer to this
as maximizing the “surface area” of the organization to learn from the
environment."

Marriott has been taking a similar approach, and finding the payofts
to be significant.

Marriott: Learn and grow from the ground up. Arne Sorenson
and team recognize the power of harnessing the collective knowledge
and experience within its workforce to energize agility. And Marriott
has been working to shift the model to better enable that potential. But
it is not as easy as it sounds. “It’s still arguably our biggest challenge,
said Adam Malamut. “We are a hyper-consensus-driven organization
and top down in a lot of ways. So we continuously try interventions to
create degrees of freedom for employees to experiment and try things
in different ways.”

Empower the organization. Prior to the Starwood acquisition, Marri-
ott had already been making strides. As Sorenson said, “We were really
trying to ramp up the pace of innovation and change in the company,
and that to me was mostly about telling people (a) it was important and
(b) they had permission. It was not so much about directing, because
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we're blessed with lots and lots of great talent. ‘OK, you got it. Go—go
doit”

Does the rich heritage of Marriott perpetuate traditional ways of do-
ing things that can inhibit agility? “Oh, absolutely it does,” said Soren-
son. “The heritage of a culture of execution can be a culture of never
make a mistake” CHRO David Rodriguez added, “Yes, we're focused
on execution, but even more so on results. That’s why we've been able
to move away from the past, when it became clear wed better be more
innovative if we want to stay at the top of this industry”

Experiment locally. One of the great assets for collective knowledge
and innovation is Marriott’s network of hotels. “We have sort of a liv-
ing lab out there of six thousand operating tests,” Sorenson said. “Each
one is very much connected back to the platforms and the brands, but
they’re each independently operated businesses that are localized” By
empowering those businesses, with local food, local beverages, local de-
sign, and learning from their experience, Marriott has an opportunity to
“mine that living lab every day”

But the approach is not without risk. “There are a lot of things now
that happen that I never green light,” said Sorenson. “You still want peo-
ple to do their homework and try and understand why [a new idea] is
going to work, but you've got to let them experiment. You've got to let
them move. Occasionally somebody is going to make a bone-headed
move, and you can’t beat them up for it because if you do, you've basi-
cally thrown a wrench right back into the whole thing” By giving the
hotel staffs discretion to experiment and explore, Marriott fuels broader
organizational learning. The variation in local approaches and ideas
helps to create the potential for more organizational versatility. And that
versatility is a foundation for agility.

Leverage the collaborative network. Another way Marriott learned to
tap into the collective knowledge of its workforce is developing what it
calls Talent Network Teams. The effort is designed to let employees own
and solve problems by co-creating a communication network through-
out the company and a reciprocal feedback mechanism to share knowl-
edge. Here’s how it works: A business leader sets up a challenge they’re
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trying to resolve, and puts out a call to Marriott associates around the
world to join a virtual project team to address the challenge, leverage
the network, generate new ideas, and derive solutions. As Malumut de-
scribes it, the teams are “an incredible organizational learning mecha-
nism where it's almost like small pods of internal incubation.” The team
charter is essentially “Break a mold, let’s think of new solutions.” Any-
one can be involved from any discipline. “It’s a really interesting cultural
intervention to co-create with our staff;” said Malamut. The added ben-
efit, over and above the immediate problem solving and idea generation,
is that the teams are also an informal development mechanism, repre-
senting real-time learning, the chance to build out a network, and learn
from others in the business.

Seed new ideas. Finally, Marriott has been empowering new ideas
and new ways of working through its investment in the “Travel Expe-
rience Incubator” In partnership with Accenture Interactive and 1776,
an international business incubator, Marriott seeds startups that bring
innovation to the travel industry. “This is a mechanism by which we can
feed and curate startup companies that frankly are uninhibited by orga-
nizational prophecy;,” Malamut said. “Their whole mission is to discover
something that is inextricably new that does not exist. The incubation,
venturing, external networking approach is a structured external en-
trepreneurship type of model that feeds your business. It allows for a
greater freedom and flexibility of idea generation and boldness that can
feed back into your business in a more cost-effective way.”

Add it all up, and we can see how Marriott has been building a
broader base of idea generation, knowledge creation, and collaborative
learning. The company has been getting better and better at bringing
ideas from the field back to the center, and it’s opening up new possibili-
ties for innovation and agility.

CanYou Learn Faster By Getting More Reps?

In the fitness world, there is an adage: “Heavy lifting leads only to size
and bulk. If you want to improve agility, use lighter weights and do more
reps.” Organizations that “max out” and approach strategy execution
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only from the standpoint of resource optimization, scale-economies,
and efficiency maximization tend to become big, single-purpose ma-
chines. Their efforts to attempt agile response involves major muscle
movements that place a lot of strain on the organization. Truly agile or-
ganizations tend to make smaller investments, with more variety, spread
out over more repetitions.

Instead of running pilots before big launches, more and more com-
panies are moving in a very intentional way toward the agile principles
of design thinking, prototyping, and proof of concept. As depicted in
Figure 6.3, the change in mindset is getting the organization to let go of
impatience to scale and replacing it with an understanding of the value
of iterating on a smaller scale.

As Marriott’s Malamut described it,
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FIGURE 6.3 Fundamentals of Design Thinking

Adapted from: T. Brown, Change by Design: How Design Thinking Transforms Organizations and
Inspires Innovation (New York: HarperCollins, 2009); B. Burnett and D. Evans, Designing Your
Life: How to Build a Well-lived, Joyful Life (New York: Knopf, 2016); J. Liedtka and T. Ogilvie,
Designing for Growth: A Design Thinking Tool Kit for Managers (New York: Columbia Business
School, 2011).
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We get things ready in great partnership with all stakeholders to move quickly
and then experiment within the field, learn from it, and pivot. Within that pro-
cess, failing early on is acceptable because dying before we try to go to scale is
actually a good thing. I've been in instances where we didn’t know enough be-
fore we spent our money and built it out to scale. We didn’t spend enough time

kicking the tires with the users of the product or directly with the customers.

The more of these experiments, the more iterations, the more learn-
ing, the more the organization begins to resemble a mosaic of possible
alternative futures. Private equity firms, venture funds, biopharma, and
other organizations often operate this way, where the expected return
from any single investment may be lower, but the expected return of the
overall portfolio of investments is very high.

The key is to learn quickly from these smaller bets. By collecting
data, seeing what works and what doesn't, it is possible to test your as-
sumptions about the market and make adjustments more quickly. Your
management team needs to be aligned and ready to kill unpromising
projects, and reallocate resources (money, talent, time, and other re-
sources) to more promising alternatives.

Here’s an example from Microsoft that shows how they are embrac-
ing agile principles.

Microsoft: Learn quickly and respond better. Microsoft has shifted
the way it goes to market with new products, an approach that empha-
sizes rapid testing and learning. In the past, the company was guilty of
what some called “launch and leave,” meaning Microsoft would develop
a product based on their own internal expertise, make a big launch
to the market, and then move on to build the next thing. A success-
ful product was one that sold well, yes, but the feedback cycle was very
long, and often the company didn't have good data on how people used
the product. So it was difficult to learn quickly.

Today, Microsoft has a different, more agile process. As Scott Guth-
rie, EVP of the Cloud and Enterprise Group, described it, “One thing
that we have tried to change is how to get a minimum viable product
or strategy that we think is right, use data, and then course correct”
Instead of using revenue as the key data, Microsoft focuses on customer
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usage. “Revenue’s a trailing indicator;” said Guthrie. “Let’s be agile, and
let’s be data driven. The first thing I do in the morning isn’t check my
revenue. I check the usage for each of my core businesses.” Shorter feed-
back cycles, with faster accurate data, makes it easier to make adjust-
ments. And since so much more is on the cloud, updates can be almost
immediate. “It’s infinitely easier to move one degree at a time, 365 days
of the year, than it is to do one fell swoop.”

Hypothesis testing. Microsoft’s approach frames each iteration as a
form of hypothesis testing and using data to test those hypotheses. “If
something isn’t working, what are the hypotheses for how we fix it? And
then every time we try one of these hypotheses, did it actually move the
needle?” Learning in that sense is both systematic and incremental.

Embrace a growth mindset. Satya Nadella has emphasized that agil-
ity begins with a growth mindset, and he places this front and center
in virtually all of his communication about Microsoft’s culture change.
As CHRO Kathleen Hogan observed, “This notion of constantly being
curious and learning and open to feedback, and you don’t have all the
answers, breeds agility. If you have that fixed mindset, where you feel
you need to be the smartest person in the room, you have to have it all
figured out” A growth mindset embraces ambiguity and acknowledges
mistakes as an investment in learning.

Learn from mistakes. How open are people at Microsoft to really
making a mistake? “I think this alone was probably the biggest shift in
our company, said Chuck Edward, head of global talent. “We had a lot
of smart, passionate people, but when you remove this fear of judgment
or fear of mistakes and you allow people to try things, it was just cathar-
tic” In the end, Guthrie emphasizes that agility and “growth mindset
isn’t about being right. There’s no absolute, and if you think you're right,
and you think you're perfect, that’s a really dangerous place to be be-
cause the world’s constantly changing”

Evolve the performance system. Not surprisingly, Microsoft is one of a
growing number of companies rethinking its approach to performance
management, and its rationale ties directly to principles of agility. In
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2013, the company dramatically altered its performance review process,
eliminating traditional ratings and forced rankings. Gone is the one-
size-fits-all approach that had a fixed timeline for evaluations, usually
annually: now managers are encouraged to give feedback when and
where it makes sense given the cycles of the business. Goal setting has
shifted as well. The new system replaces “commitments,” which were
personal goals like sales quota or customer retention, with “core priori-
ties,” which can include commitments but also incorporate how well an
employee works as a team player.

Rather than a traditional stack ranking that required managers to
allocate ratings into a forced distribution, Microsoft has created a sys-
tem that gives managers more discretion to reward employees based
on the merit of their contributions. Instead of a fixed distribution of
bonuses, managers have more discretion to allocate rewards in a way
that better reflects overall impact (while still adhering to overall budget
parameters).”

It’s easy to see the elements of bureaucracy busting in Microsoft’s
new approach. The old approach tended to increase unhealthy competi-
tion, reinforcing silos and the outdated set of norms and expectations.
In a memo to employees, then CHRO Lisa Brummel explained, “This
is a fundamentally new approach to performance and development de-
signed to promote new levels of teamwork and agility for breakthrough
business impact.” The goal is to elevate teamwork and collaboration
with an emphasis on employee growth and development. Consider the
importance that Nadella and team have placed on a growth mindset
as a foundation to its new culture, and how this shared accountability
becomes an enabler.

How Can You Leverage What You Learn?

The Microsoft and Marriott examples reinforce the importance of gen-
erating new learning. As Satya Nadella has observed, “Industry does not
respect tradition—it only respects innovation”—and that requires con-
tinuous learning as the foundation for agile execution."
Experimentation and learning give you options. From those options
it’s possible for you to identify solutions that work best. Sometimes that’s
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a universal best practice that can be applied across the whole company,
but sometimes it’s finding different approaches that can be applied or
adapted locally. One size need not fit all. The important point is that
when you have access to the options and alternatives, you can increase
the repertoire and versatility of your organization.

One of the things that stops organizational learning in its tracks is
when knowledge gets bottled up, hoarded, or trapped in one location,
unavailable to others around the company. In their book If We Only
Knew What We Know, Carla O’Dell and C. Jackson Grayson recognized
that while companies invest significantly in developing new knowledge
and insights, they often fall short of leveraging that knowledge around
the organization. As one executive said, “We have no problem generat-
ing new ideas, but they don’t get shared, and they soon recede, and we’re
no better oft””

In turbulent environments where agility is paramount, no amount
of knowledge or insight can keep a company moving ahead if it is not
distributed where it’s needed. When companies don’t know what they
know, they hamstring the ability to be agile.

Vail Resorts: Accelerate learning across the enterprise. Like oth-
ers we have highlighted, Vail Resorts is working to constantly push the
frontier of learning to use agility as a competitive advantage. Like Mar-
riott, Vail’s diverse portfolio of resort properties gives it the opportunity
to experiment and search for new ideas. Because each of the resorts has
distinctive qualities, they have the opportunity to adapt to local situa-
tions, to test, learn, and evolve. Variation across the portfolio fuels in-
novation by providing Vail insights into possibilities and a potentially
richer set of practices. Because Rob Katz and team have invested in
best-in-class data analytics, the company can test its ideas and deter-
mine—empirically—which ones are most worthy, which ones deliver
results, and which do not.

Actively manage risk. Katz has been working to maintain a “can-do”
attitude of a startup, which means actively managing risk. “The goal
is constantly coming up with new ideas, knowing that most of them
will never get done”” In his view, the key is to embrace two somewhat
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opposing disciplines at the same time. “One is to take a risk, but the
other is to move on and realize not everything is going to go well. And
not to compound mistakes. . . . The agility piece is big,” said Katz. “You're
going to make a mistake. The question is what you do after that mistake.
How up front are you about it? What do you do afterwards?” Katz’s phi-
losophy is that when something doesn’t work out, incur the cost once
but then leverage the learning across the entire organization. And when
a new idea does work out, that’s where the company accelerates.

Share the learning. Sharing insights, innovations, and the occasional
misstep, Vail works to share knowledge broadly and rapidly. “We can
work together and benefit from one another’s knowledge and how we can
use data to assess our biggest challenges and then learn from one another,”
Mark Gasta said. The experience became formalized in a few best-practice
groups, and it has accelerated within the organization. “All of a sudden
now we have best-practice groups across all aspects of our business.”

Vail Resorts” approach to knowledge sharing balances global best
practice and local customization. “We have to be very responsive based
on what’s going on in those particular resorts,” said Gasta. “Leaders in-
side that resort location have that ability to move on the fly with whats
happening there, and benefit from the support of being a part of this
larger enterprise.”

Vail isn’t unique in its efforts to support knowledge sharing. And a
variety tools and technologies help facilitate the process. Like any ca-
pability, we can break it down into the people, processes, systems, and
structures that support knowledge transfer. After action reviews, for
example, were originally developed by the U.S. military to help struc-
ture a post-hoc debrief process to analyze why events occurred and how
things can be done better in the future. Communities of practice and
other affinity groups can help complement formal business structures
by creating horizontal networks of shared interest and exchange. Each
of these is supported by knowledge management portals, collaborative
software, groupware, and the like.

Quite likely your experience is like ours, in that the key challenge
is typically not the choice of methodologies per se, but how they are
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applied. Generally speaking, the first requirement is to scope the efforts
correctly, managing the balance between “push” (information sent out)
and “pull” (information brought in), and making it easy for others to ac-
cess the information they need. Perhaps most critical is helping others
to translate, refine, or adapt the knowledge to their circumstances where
appropriate. Sometimes knowledge and best practice can be simply rep-
licated in another setting. But often not. The excuse of “We're different”
isn’t just a cop-out. Vast repositories of valuable knowledge get stuck and
isolated, never making the successful transfer to new applications be-
cause they can’t be deciphered from the unique context of their origins.

That's why we would again (and again) emphasize the importance
of collaboration across the enterprise to help accelerate shared learning
and reintegrate it into other parts of the organization. With the right
support, it is possible to dramatically steepen learning curves to transfer
knowledge into new locations, situations, and applications.

BUILD DYNAMIC CAPABILITY

So far in this chapter, we've discussed two of the three major require-
ments for agility: situational awareness and organizational learning.
Situational awareness gives you deeper insights into your customers, a
better sense of the dynamic business ecosystem, and a wider view of pe-
ripheral concerns and opportunities. Better situational awareness helps
prepare the organization and mitigate blind spots.

Organizational learning helps you to generate, share, and apply new
knowledge and ways of working that give your organization more op-
tions, more alternatives, and a better repertoire for adapting quickly to
the environment. In that regard, organizational learning helps increase
the versatility of the organization.

Both are important. And the third requirement for agility is building
what academics call “dynamic capability,” that is, the ability to recon-
figure the organization’s’ resources—money, people, technology, and so
on—in order to orchestrate rapid change. In truth, dynamic capability
is not independent from situational awareness and organizational learn-
ing; in fact it depends on them. Without good situational awareness and
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the capacity for organizational learning, it is impossible to effectively
reshape the organization’s assets in ways that improve responsiveness. In
that regard, the capacity to bring about change is itself a capability. And
in agile environments, it is a core capability.’®

As we go through this section, add the following questions to the
ones you've asked previously:

o How “change ready” is our organization? Do we respond to change
well?

o What are the key levers we use to mobilize change? What leads, what
lags, and what drags?

« In what way do our core capabilities give us a foundation for respond-
ing quickly?

How Do You Rapidly Mobilize Your Organization?

A recent McKinsey study found that “dynamic resource reallocation”—
shifting money, talent, and management attention to where they will
deliver the most value—was the strongest predictor of total returns to
shareholders. This makes sense, and is especially important for agile ex-
ecution. Getting the necessary resources in place, in a timely manner,
can either make the organization nimble and productive or leave it lum-
bering and ineffectual. It is the essence of dynamic capability.

What was interesting about the McKinsey study was that compa-
nies in the sample weren't very good at dynamic reallocation. On av-
erage, firms reallocated only 8 percent of capital from one year to the
next. And a third only reallocated 1 percent. All the while, senior execu-
tives (83 percent) identified it as the top management lever for spurring
performance.”

The evidence is pretty clear. Sull and colleagues found less than one-
third of managers believe that their organizations reallocate funds to the
right places quickly enough to be effective. The reallocation of people is
even worse. Only 20 percent of managers say their organizations do a
good job of shifting people across units to support strategic priorities.
And as a result, resources are often trapped in unproductive uses.?

Part of the challenge is that reallocation is a two-sided process. Re-
sources have to be freed up from existing uses and then reallocated to
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new ones. Or, as CEB/Gartner sees it, companies have to practice both
addition and subtraction. While companies in turbulent environments
may have difficulty determining where to place their new bets, they
have a very difficult time giving up on old ones. Both are hard decisions.

Companies struggle to disinvest. And there are real costs as well as
opportunity costs for not doing so. Underinvesting in the future com-
promises the organization’s capability, which multiplies over time, put-
ting them potentially further behind and playing catch up. But failing
to disinvest also wastes resources on unproductive pursuits. When
does patience turn into the gambler’s fallacy of one more bet before the
payoff?*

Get the decision process right. Business and functional heads need
to make the hard calls about what initiatives to cut to free capacity. And
they need to have authority to make those decisions. Stated another way,
managers need a “hunting license” to track new promising ventures and
kill off the old ones. Because the recommendations are often proffered
bottom-up from the field (recall our point about lowering the center of
gravity), senior executives may not have the requisite information to
make the immediate call themselves. All the more reason why the deci-
sion needs to be based on data, sound logic, and a clear analysis of the
business case. Because collaboration is essential for a collective decision
in these cases, curbing the natural tendency to let passion, personality,
and politics influence the process is paramount.?

There are two more key considerations that help organizations mo-
bilize more quickly. First, agility requires human capital flexibility. There
are a couple of related approaches that help. Companies such as GE
pioneered talent management systems that developed cadres of general
management talent whose skills were fungible across businesses and ge-
ographies. The approach gives organizations more flexibility, especially
when combined with talent reviews that integrate business necessity
in the decisions (a point we'll reinforce below in our discussion of Mi-
crosoft). In addition, companies have been using contingency workers,
partnerships, alliances, BPO firms, and the like to manage uneven de-
mand and supply of human capital. The emergence of the “gig economy”
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is indicative of how much that has normalized as an approach for creat-
ing an agile workforce.”

Finally, we would again reiterate the importance of alignment
around strategic intent. Recall in our chapter on Alignment, we noted
that executives frequently tell us that one of their challenges is that good
opportunities and priorities continually pop up. All compelling, and
drawing attention—if not resources—away from the core initiatives to
execute strategy. That propensity is exponentially higher in turbulent
environments where agility is critical. Windows of opportunity open
and close quickly, recreating perceived urgency and diverting attention.
Strong alignment around a clear strategic intent helps to focus resource
allocations. As much as agility may require changing the means to
achieve desired ends, a clear strategic intent helps to stabilize the orga-
nization during change.

In all likelihood, organizations are faced with the challenges of or-
ganizational ambidexterity, that is, working to ensure profitable perfor-
mance in the current business while investing in growth prospects that
define a different future. Uncomfortable tradeoffs are inevitable, but re-
inforcing alignment in the leadership team helps to guide the organiza-
tion through the process.**

Microsoft: Improve your ambidexterity. Microsoft has been work-
ing to be more nimble in realigning its resources to drive execution.
And it faces the challenges of an “ambidextrous” approach to invest-
ment, making certain to continuously improve current products and
services that customers depend on today while also investing more in a
mobile-first and cloud-first future.

Financial resources. To ground this effort, the executive team did
a thorough analysis of the macro trends in the industry (e.g., shift to
the cloud, mobility) and the big opportunities ahead with each of those
trends. There was great consensus on each of the trends, but not great
alignment of financial investment. The key question, as Scott Guthrie
put it, was, “What percentage of our overall R&D investment is focused
on these trends that we all seem to agree 100 percent on?”
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To ensure agility, Microsoft has a number of touch points at differ-
ent intervals. The executive team combines its annual fiscal year plan-
ning process with quarterly and monthly forecasting, evaluating how
the company is against plan, just like any other company would do and
its shareholders would expect.

Decision making. Microsoft’s approach to decision making is based
on the premise that agility first depends on alignment, and then on
according some discretion to the business leads. Guthrie explained,
“We’ve got the areas that are aligned together, organized together, and
execute with a great deal of autonomy while at the same time contribut-
ing to the overall Microsoft strategy. But we try to make sure that not
every decision has to go through the Microsoft senior leadership team
because, just for the number of businesses we're in, there’s just no way
we can scale” To keep connections among the independent businesses,
recall from our chapter on Alignment that Nadella and team meet every
week to do strategy reviews, product reviews, and execution reviews, all
together as a group. In addition to helping to ensure ongoing (re)align-
ment, “We’ve been able to build agility into the system because we never
go more than six days from identifying an issue to figuring out what
were going to do about it”

Organization structure. Further into the organizations, Guthrie em-
phasized the benefit of using smaller teams in order to improve nimble-
ness. “Historically at Microsoft we often had teams that were very big
that would own many, many different businesses. Even the way some of
our senior leaders had grown up, you measured your success based on
revenue or overall business impact. That works really well when you're
in a mature business and your goal is to grow by some small percent-
age” But Guthrie knew that disruptive change, like a shift to the cloud,
required a different architecture. “After we got alignment, we moved
from very big teams managed by senior people to much smaller teams.”
He flattened out the structure and went from a handful of direct re-
ports to more than twenty-five at one point. Guthrie said, “Let’s create
some single-threaded teams, laser focused on a critical objective, and
put the best people—in some cases the most senior people—in some of
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the most strategic, important positions.” In some cases, it was challeng-
ing to get senior people to lead a smaller team, especially because they
were used to running very large organizations. But the new approach
took hold, and the growth trajectory reinforced the value of approach-
ing work in a different way.

Human capital. In addition to reassigning senior leaders to teams,
Microsoft also works to make certain that it has agility in deploying
other human capital as well. Recall in our chapter on Ability, we noted
that Microsoft combines its talent reviews with its business reviews. The
approach makes the reassignment process more logical and driven by
business necessity (it also benefits the development of the employees).
As Chuck Edward, Microsoft’s head of talent acquisition, said: “We see
the pace of technology changing and we know we have to continue to
evolve our technical skills and our technical talent. We recognize that
when you're adding Al, robotics, sensors, quantum computing, those
are just all happening so much faster”

All of these efforts have helped Microsoft improve its organizational
ambidexterity, managing performance in its traditional businesses while
quickly redeploying resources to create a more responsive organization
for the future. Its approach to financials, decision making, structure,
leadership, and talent all help to achieve these goals.

How Strong Is Your Core?

As much as agility involves experimentation, versatility, and change, it
also depends significantly on leveraging a strong core of the organiza-
tion that accelerates change. Any athlete will tell you that agility requires
core strength—the central musculature that powers a body’s movement
and change in position. The same is true of organizations. The core of
an organization, obviously, is the central capabilities for value creation.
Our discussions of Alignment, Ability, and Architecture all reinforce
the idea that a strong central core of the organization is important for
execution. They are also a prerequisite for Agility.

In our roundtables with executives, this duality came through very
clearly. Truly agile organizations build a strong core and then flex from
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this core. They build systematic learning routines and, through experi-
ence, adapt and improve the core over time, retaining and integrating
new approaches while continuing to try new things, to learn and re-
spond, and improve the core continuously. This is what Chris Argyris
and Donald Shon referred to as “double-loop learning”*

Conversely, no organization is agile without a strong core. It would
have no leverage for change, no stable basis from which to pivot, and
would be, as our colleague David Rom put it, “like a fish on a dock, flop-
ping this way and that, trying to find its way back into the water””

So what constitutes the stable core of the organization? Let’s go back
to the previous chapters on Alignment, Ability, and Architecture. We
have emphasized repeatedly (ad nauseam?) that alignment around a
shared purpose and strategic intent is unwavering. At SunTrust, CEO
Bill Rogers coined the term the “SunTrust flag” to signify that purpose
remains clearly visible while myriad activities go on below. It may also
be unwavering even during strong winds of change.

In our chapter on Ability, we noted that mission-critical positions,
central to value creation, are core to creating a differentiated talent
model. Perhaps equal to the senior management team, these talent
pools represent the most crucial foundation of an organization’s core
capabilities. They are the least likely to be outsourced and the most
likely to drive pivotal performance for the future. Even so, if the strategy
changes, those who are core may shift over time.

In our chapter on Architecture, we focused on the operating model
of the organization, the core capabilities in the value chain, and the peo-
ple, processes, systems, and structures that underlie them. In terms of
organizational structure, we noted the importance of simplifying, flat-
tening, and delayering to aid execution, and suggested that companies
“organize one way, and manage the other” The primary structure creates
line of sight to the customer and typically doesn’t change much even
under agility. But building more flexible and perhaps temporary means
of coordination and collaboration across organizational units increases
the adaptive nature of the organization. Stable and flexible.

In terms of governance and decision making, we emphasized that
general strategic intent and direction are driven from the top and
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remain fairly stable. Under this guidance, operational decisions mani-
fest strategic intent further into the organization. Clear roles, responsi-
bilities, decision rights, and accountabilities help drive faster decision
making. At the same time, given the ambiguities of agile environments,
flexibility is improved by fewer decision rules and more explicit hypoth-
esis testing using iterative tests of data.

Finally, core processes of the organization tend to be less changing,
even while constantly improving, and allowing room for modifications
around the margins. Even lean six sigma and reengineering, having
transformed organizational approaches to process improvement, incor-
porate the dual properties of stability and change.

So as we continue our discussion of dynamic capability and agility,
let’s not fall into a trap of seeing a false dichotomy between core stability
and agility. As we'll see, the best companies do both.

UPS: Learn to do both. In discussing potential tradeofts be-
tween creating a stable core versus flexible responsiveness, UPS’s Alan
Gershenhorn made it clear: “We do both. When it comes to delivering
on the service and the promise [to customers], we do that in a very scal-
able, systemic way that has strict governance around it.” To make cer-
tain that UPS achieves the service and the accuracy that its customers
enjoy, at a price point that is competitive (and a return that shareholders
expect), the company’s core is built on some very well-defined and scal-
able processes, structures, and systems.

“But at the same time,” Gershenhorn said, “we also have the infra-
structure in place to be flexible and know when to change. The beauty
of it is that when we decide to make a change, because the organization
is so modeled and mapped—and we know exactly what’s going on—it
makes it easier to make the change because we know exactly what we're
dealing with”

One small example of this in practice is UPS’s decision to expand
Saturday operations. “[In 2018] we decided that it was a great opportu-
nity to begin to pick up and deliver on Saturdays, and we’re expanding
that across the country as we speak,” Gershenhorn said. Within a few
months, UPS served half its customers on Saturdays. “And we were able
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to do that in a systematic way because of the strength of our engineering
and operations doing that that work Monday through Friday;” he noted.

Prior to that point, UPS had only been conducting Saturday opera-
tions for its air products. But by combining its core in regular ground
operations with its experience in the air, the company was able to rap-
idly create new opportunities to fully scale the organization to provide
better service to customers.

The story is only one example, but it shows how UPS, like other
firms, has learned to leverage its strong and stable core of excellence,
combined with more flexible adaptations, to drive agile execution. The
result is faster implementation of the change and more value creation
for their customers.

WHERE DOYOU STAND?

Just like in the previous chapters, we hope you do two things at the end
of this chapter. First, assess yourself on the key elements of Agility. Use
the checklist provided below (Table 6.1) as a starting point. But second,
reflect on how each of the elements of the 4A framework interact and
reinforce one another. At this point, you should see lots of overlap and
complementarity. In fact, it's almost impossible to talk about one as-
pect of the framework without alluding to the other parts. Alignment,
Ability, Architecture, and Agility all work hand in hand to reinforce one
another.

Take a few minutes to do a realistic self-assessment. Involve others
in your organization to get their perspective. Compare your organiza-
tion to the examples we shared. It's not so much that they’ve gotten
everything right. By their own admission, theyre on a journey. But
take advantage from what they’ve learned along the way. In some cases,
you may be ahead of the game. In places where you're behind, use the
lessons learned by these companies to begin a dialogue with others in
your organization about the challenges and opportunities with your or-
ganization architecture. Doing so will help you devise the first steps
forward.
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TaBLE 6.1 Agility Checklist
AGILITY CHECKLIST

Situational Awareness 1. We develop deep knowledge of our customers to anticipate their
future needs.
2. We thoroughly understand the ecosystem of our industry and
how the relationships are evolving.
3. We monitor peripheral events and signals in the remote environ-
ment to look for emerging trends.

Organizational Learning 4. We empower the organization to own and solve problems, take
manageable risk, and bring collective expertise.
5. We undertake many small experiments to learn quickly and
generate new avenues for growth and innovation.
6. We make sure that what we learn in one part of the organization is
shared broadly with others.

Dynamic Capability 7. We have developed very good “change readiness” to respond well
to the environment.
8. We have built a flexible organization that is able to reallocate
resources quickly.
9. We have a strong set of core capabilities that gives us the power to
accelerate change.

© Scott A. Snell and Kenneth J. Carrig

Develop Situational Awareness

How is your organization’s situational awareness? How deeply do you
know your customers so you can anticipate where their future needs
and desire may take you? How thoroughly do you understand the dy-
namics of your business ecosystem, particularly how they might be
changing? What are the faint signals, emerging trends in the periphery,
that might influence—even define—the future? When we ask executives
about what keeps them up at night, these are the questions they ask
themselves.

In this chapter we gave you some examples and approaches for
building better situational awareness, seeing with more acuity and with
a better field of vision. Attending to the future helps you prepare for
what might be, if not what will be. That’s a starting point, a prerequisite
for agility, giving you more degrees of freedom and a better prospect of
not being caught unawares.
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Empower Organizational Learning

Jack Welch, former CEO of GE, once said, “An organization’s ability
to learn, and translate that learning into action rapidly, is the ultimate
competitive advantage” In this chapter, we have hopefully given you a
better perspective of how organizations generate, share, and integrate
new knowledge that helps them respond more quickly and effectively
to the environment. We emphasize again that empowering a broad base
of the organization and lowering the center of gravity help you harness
the full potential of your organization in the learning process. Giving
employees an opportunity to try new things, to customize locally, to
have more cycles of improvement—even at the risk of an occasional
mistake—is an investment in learning. And that investment increases
both the portfolio of options from which the organization can consider,
as well as the versatility of the organization to respond in different ways.

So ask yourself, have you done enough to create an adaptive and
versatile learning organization? As we noted at the beginning of the
chapter, some of the symptoms of agility problems stem from being too
focused on what’s right in front of you and falling victim to “threat ri-
gidity” in the face of change. Organizations that invest in developing a
learning culture help to ameliorate these problems and set the course
for better agile execution.

Build Dynamic Capability
Finally, with good situational awareness and a versatile learning organi-
zation, can your business pivot quickly, reallocate resources, and focus
investment where it needs to go? Or is your story too reminiscent of the
tragedy of the Titanic?

Is your organization asking these questions?

o Are we change ready?

o Isour leadership and talent base capable of moving quickly to new ini-
tiatives?

o Have we developed the clarity of decision making to facilitate respon-
siveness?

« Isour organization architecture enabling decisions and resource flow?

o Do we have alignment that gives us stability in the midst of change?
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Dynamic capability requires that you reconfigure the organization’s
resources—money, people, technology, and so on—in order to orches-
trate rapid change. It is the culmination of the other elements of agile

execution.

WHAT NEXT? PUTTING ITALLTOGETHER

As we've worked our way through the 4A framework, it's perhaps be-
come more obvious how Alignment, Ability, Architecture, and Agility
are connected and mutually reinforcing. Each plays a unique role in
supporting execution capability, and they complement one another in
building an overall system. In the next chapter, we bring them all to-
gether, begin the process of helping you synthesize what you've learned
and start to set in place a plan to apply the learning to your organization.



USING THE 4A FRAMEWORK
A Guide for Action

THE 4A MODEL helps frame the challenges of execution and the most
important requirements for achieving breakthrough performance. Un-
packing Alignment, Ability, Architecture, and Agility in the preceding
chapters helped us delve more deeply into the underlying concepts and
practices that can lift an organization’s capacity. It also highlighted the
experience of executive teams, particularly the lessons learned along the
way to better performance. However, while executives often find the 4A
framework compelling, it is not uncommon for them to ask us how best
to put it into practice: “What can I do to apply this to my organization—
where do I start?”

The essence of execution is focused action. Much of what we've de-
scribed in this book is the effort of CEOs and their teams to wrestle with
complexity, clarify purpose, and focus energy on their firm’s top pri-
orities. Alignment rests on that principle. So does Ability, Architecture,
and Agility. Each in their own way depends on concentrating resources
in the places where it will be most useful to drive performance.

It is an unending process that requires constant attention. Larry
Bossidy and Ram Charan described execution as a discipline, and
we wholeheartedly agree. More than mere tactics, execution is the
fundamental bridge between strategy and performance. It must be
approached as a systematic process for rigorously reviewing and
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challenging strategic imperatives, operational directives, underlying ca-
pabilities, accountabilities, and performance outcomes. When managed
as a disciplined process, execution is an iterative, adaptive, and robust
method for running a business. Without this discipline—this systematic
process—the lessons of execution might remain only good ideas left sit-
ting on a bookshelf.!

In this chapter, we lay out a three-step approach for engaging oth-
ers to improve execution capability (shown in Figure 7.1 below). It has
been somewhat surprising how few organizations undertake the im-
portant work to clarify this sequence and to approach it methodically.
As we noted back in Chapter 1, most executives acknowledge that they
do not have a systematic approach for assessing their preparedness or
identifying key priorities for investing in execution capability. As one
senior executive noted, “We have no integrative process that ties the
4As together” Another observed, “I had no course, there is no book
that tells you how to do this. We had to learn it over time as we went
forward”

Our goal is to help you see the process more clearly so you can ap-
proach it in a more explicit way. Remember, execution is a collective
challenge, a form of organizational change, so don't try to mastermind
the design of the process by yourself in splendid isolation. Engage
others and develop the approach together. The first step is setting the
business context, ensuring clarity about your strategy, financial objec-
tives, competitive positioning, and operating plan. The second step is
an organizational capability assessment and deeper analysis of underly-
ing “enablers,” to help you see where execution strengths and potential
problems might lie. And then, finally, the third step is establishing a
game plan for taking concrete actions to improve execution.

Many leadership teams want to jump directly to the action-planning
phase. Don’t make that mistake. Investing time in each step provides
the foundation you need to create a truly robust approach to execution.

This chapter outlines each step and provides tools you can use to
create a customized action plan for your company. Recall that our over-
riding priorities are to profile the business context in ways that are us-
able by the CEO and other leadership teams, provide rapid diagnostics
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of execution capability, and prioritize targeted interventions to address
capability gaps.

STEP 1: USE BUSINESS REVIEWTO SET CONTEXT

To contextualize your efforts to improve execution and performance,
we recommend first engaging in a thorough assessment and review of
the business. Why? Because context matters. It’s a bit like talking with
someone about improving physical fitness. If you asked a friend the best
way to get in shape, they are likely to respond, “In order to do what?”
What sport are you playing? At what level? Who's your opponent? Your
best approach depends on what you want to achieve.

For that reason, our advice is to use the business review as a set of
lenses to see execution more clearly and make discussions about im-
proving capability and performance more real. As generalizable and
intuitive as the 4A framework might be, our experience is that the con-
cepts and practices have more utility when they are grounded in the
context of “where the organization is now, where it wants to go, and
what it needs to get there” The assessment of current and desired state
has as much to do with evaluating strategic goals as it does with perfor-
mance, and requires positioning within the competitive set.

Of course the “north star” in most all of these discussions is the
purpose and long-term mission of the enterprise. Underneath that is a
frank discussion of whether the organization is doing the right things
on behalf of shareholders and customers. To that end, most executive
teams tend to gravitate toward three key issues that are typically part of
their business reviews:

o What’s our economic imperative, that is, the organization’s financial
situation and longer-term aspirational targets?

o What’s our market position, relative to competitors, and the value we
bring to customers (and other stakeholders)?

o What are our current capabilities, and to what degree are they suffi-
cient to achieve our goals?

Reviewing each of these assessments gives you a running start at
evaluating the requirements for execution, hashing out any changes
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needed, and using this as an opportunity to reinforce your organization’s
near-term operational priorities, initiatives, resource requirements, and
performance metrics. Note that the goal here is not to change your strat-
egy, or even your operational plans, but to reconvene key players who
have a point of view on where the organization is and where it should
be headed. This type of “gap analysis” sets the context for execution
requirements.

What Is Your Economic Imperative?

Let’s dig a little deeper. How do you operationalize breakthrough per-
formance? What does success look like for shareholders? We emphasize
that the first step is making a realistic assessment of current and desired
financial performance for the business (or each business unit). Typi-
cally, we focus on two primary financial drivers: revenue growth and
operating margin (two key factors determining free cash flow and firm
valuation). These factors are inevitably compared over time and relative
to key competitors.

Focusing on growth and margin over time, but also relative to com-
petitors, helps frame a discussion that allows the organization to agree
on the path forward. Examining the competitive landscape in this fash-
ion will allow the organization’s leaders to engage in discussions that
will drive alignment on what the organization needs to achieve.

Executive teams vary in their approach to these decisions, striking
the balance between growth and margin. For example, following its ac-
quisition of Starwood, Marriott faced challenges of rapid growth as it
became the largest hotel chain in the world. But it also needed to focus
on finding synergies across the enterprise and taking cost out of the
business model. SunTrust’s execution story was different, following the
financial crisis of 2008. Rather than focusing on growth alone, CEO Bill
Rogers emphasized improving efficiencies, operating margins, and prof-
itability. Despite its smaller size compared to rivals, the bank achieved
market-leading performance in shareholder value over a five-year span.
Looking toward the future, and its merger with BB&T, growth may be-
come a higher priority.
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How Are You Positioned?

While the economics of the business and associated financial impera-
tives typically have primacy, strategy execution depends directly on
decisions about customer and competitive positioning, and potentially
decisions about other stakeholders as well. Whether in new or existing
markets, the positioning involves two fundamental considerations.

First, how are you going to win the game youre currently playing?
Enhanced positioning involves extending or expanding the current value
proposition for customers. For example, SunTrust redefined its value
proposition for customers, focusing on a broader purpose of financial
well-being and “bringing the whole bank” through cross-pollination
of its various channels. A variant of this approach is simply preserving
and reinforcing a valued position gained over time, in effect keeping
promises to customers, while pursuing more expansive financial goals.
For example, as UPS and Marriott executed their strategies for growth,
their executive teams took a series of precautions to avoid diluting the
brand, diminishing quality, and (unwittingly) destroying value. Execut-
ing against this position requires strengthening capabilities and build-
ing deeper expertise in existing domains.

Second, how are you going to change the game? Disruptive position-
ing involves changing whats possible and/or available to customers
relative to competitors. For example, some would say that Vail Resorts
redefined the ski industry with its Epic Pass, providing customers access
to a broad portfolio of ski resorts around the world and eclipsing what
any other competitor could provide. Executing against this position re-
quires leveraging existing capabilities but also developing expertise and
new capabilities in new domains. It involves, as Joseph Schumpeter put
it, “the doing of new things or doing of things that are already being
done in a new way.

These two positions are of course not mutually exclusive. In fact, we
have noted in our chapter on Agility that firms increasingly recognize
the need to do both simultaneously, and organizational “ambidexter-
ity” is often a requirement for execution. Recall how Microsoft, for ex-
ample, focuses on driving results in its current desktop businesses while
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making substantial investments in building capability in cloud comput-
ing and mobile services. Both are important and are no longer trad-
eoffs, but complementary elements of its portfolio. Nadella and team
are steadfast in their belief that Microsoft’s recent successes, and market
leading position, are the result of this approach.

In the end, the juxtaposition of current performance relative to fu-
ture goals is a starting point for execution. And two other points are
relevant here.

What Is Your Operating Model?

In our chapter on Architecture, we emphasized the importance of clari-
tying your business operating model in order to create a “blueprint” for
strategy execution. We won't repeat that discussion here. But we will re-
iterate that the underlying processes, structures, systems, and skills are
the foundation of your operating model. They help define the underly-
ing elements of your strategy and set the requirements for execution.

By devoting adequate time to this review, your team will have a
chance to reevaluate where operational priorities lie, how resources
should be allocated, and which decisions and investments matter
most. This effort is useful for three reasons. First, it is a reality check on
whether the business aspirations are realistic (in a given time frame).
Second, it helps to focus the agenda on which execution capabilities
might be missing, and sets the stage for further discussion about re-
quired investments. And third, it establishes context for all ongoing
discussions about execution. Don’t forget that business performance is
the goal. Execution capability and the 4A framework are a means to get
there.

In our experience, this business review leads to a robust exchange
within the management team, which is often necessary for establishing
the priorities for execution. Not surprisingly, the process both benefits
from—and improves—alignment within the organization. In those in-
stances where strong alignment already exists within the management
team, it is easier to establish consensus on key issues, direction, and
strategic intent, allowing the team to focus on the requirements for ex-
ecution. And where initial differences exist in the team, the process can



USING THE 4A FRAMEWORK 191

help to improve alignment by surfacing varying priorities, information,
assumptions, and perspectives. Debate is healthy and important for
confronting the realities of the business, its aspirations over time, and
associated risks. And the dialogue is key to generating a shared commit-
ment to move forward to ensure your firm’s success. If you think back to
our chapter on Alignment, this was one of our key messages.

STEP 2: ASSESSYOUR EXECUTION CAPABILITY

Once you've undertaken the business review, you’ll have a richer con-
text to evaluate the organization’s execution capability. The second step
is for the leadership team to assess the organization’s strengths and
weaknesses with regard to the four execution components (Alignment,
Ability, Architecture, and Agility) as well as the key drivers of each.

How can you determine where you stand with regard to execution
capability? There are a couple ways to approach this. One is through
a straightforward self-assessment using a checklist, and the other is
through use of a deeper set of data analytics.

Conduct an Organizational Self-Assessment

To help you assess your strengths and weaknesses across the four di-
mensions, we have developed a diagnostic survey that focuses on the
most important points and helps leaders move forward for developing
an action plan for improvement.

In the Appendix, you'll find the 36-item survey, the Execution Capa-
bility Diagnostic, with nine statements of key drivers that define what’s
required to excel in each 4A component of Alignment, Ability, Architec-
ture, and Agility. Figure 7.2 shows both the overall assessment for each
of the four As as well as scores for underlying enablers for each one.

The self-assessment can be undertaken at multiple levels.

First, the CEO and senior leadership team (SLT) conduct an assess-
ment, reconciling and debating their own personal perspectives on the
4As. Just as with the business review, the process of conducting the sur-
vey and comparing responses across executive teams is often as impor-
tant as the results themselves. However, instead of debating where the
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Strategic Execution Capability Profile

Alignment 3.44

Strategic Intent 233
] Shared Expectations
Alignment 344 Accountability

Architecture 2.77

Averages

Architecture

Clear Operating Model 333
Streamlined Organization

Intelligent Architecture

Ability 311

Agility 311

Ability
Leadership 2.66

Talent
Collaboration

Agility 3.11
Situational Awareness 5
Organizational Learning
Dynamic Capability

F1GURE 7.2 Organization Self-Assessment

organization is (or should be) going, the focus now is on preparedness
to get there.

Two types of discussion ensue: (1) Where members of the SLT dis-
agree with one another and have different assessments, they need to
discuss and reconcile those different priorities and perspectives; and
(2) Where teams agree, they can focus on the most important issues and
move to the next step of developing an action plan for improvement. We
have used these tools repeatedly with management teams, and it always
sparks a spirited discussion about the business. Again, the process ben-
efits from and reflects degree of alignment (disagreements usually occur
in part because execs have different information), and reconciling helps
to increase alignment. The differences need not be conflicts, but rather
diverse perspectives and views of the business.

Second, the analysis also can also be extended more broadly across
different business units and/or more deeply through multiple levels of
the organization. This is a more comprehensive undertaking, and we
generally recommend that the assessment survey be applied at multiple
levels throughout the organization. The rationale for this approach may
be obvious. The terrain changes just a few levels below the CEO.
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NOTE: Most company leaders assume they have better alignment
and preparedness at the top and throughout their organizations than
actually exists. For this reason, our advice is that in addition to the SLT,
a sample of other senior level managers take the survey, as well as mid-
level managers.

What Does Your Execution Capability Profile Reveal?

Once the diagnostic survey results have been aggregated, it’s possible to
have a more targeted discussion of current execution capabilities and
priorities for improvement. For each of the four execution dimensions,
you will receive a score that places your organization within three rat-
ing zones: “Exceptional,” “Qualified,” and “Disqualified” The target ex-
ecution profile is having at least a Qualified rating capability in ALL
four components, and having no Disqualified components. The ideal, of
course, is to achieve an Exceptional rating in all four areas.

The vast majority of organizations that use this survey have a range
of ratings—they are Exceptional in at least one area, Qualified in others,
but often Disqualified in at least one. That’s great to learn. It’s also a big
deal, requiring some type of intervention.

We find it useful to present the data graphically to show the organi-
zation’s overall profile. Figure 7.3 below, for example, illustrates (using a
radar graph) a business unit with considerable strengths and some de-
bilitating weaknesses. Specifically, the Alignment and Ability factors are
rated within the zone of Exceptional performance. The Architecture fac-
tor is supporting at a Qualified level, meaning that although improve-
ments are needed, concerns are not urgent. However, this business has
a rating for Agility that is in the Disqualified zone and needs immediate
attention. Without targeted interventions to improve capability on this
dimension, the impact of the other three will likely be compromised.
(NOTE: it may be worth noting that the CEO of this firm was taken
somewhat by surprise by the stark contrast in the graphic, not because
he was unaware of potential concerns, but because the data from other
executives showed the glaring disparity in execution preparedness.)

We have seen several important trends among firms when it comes to
these diagnostics. First, evidence suggests that low capability in any one
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of the four areas can be performance killer. Because the 4A model works
as a system, even Exceptional capability in three of the four components
cannot make up for Disqualified capability in in just one. On the other
hand, once execution capability falls within an acceptable zone across all
four factors, the model is actually “compensatory” in that strengths in one
area complement, strengthen, and can actually substitute for one another.

For example, high Ability can compensate for lower score on Ar-
chitecture. Particularly in smaller firms, we see instances where tal-
ent, dedication, and persistence can make up for ineflicient processes,
structures, and systems. It is not ideal of course, but the work gets
done. In other organizations, managers use process improvement and
best practice guidelines as a substitute for talent. One executive told us,

Execution Capability Profile

Clear strategic intent
Shared performance expectation/culture
Accountability for results

Allsnment 3.93

— e —

b Aglity 1.1s

/ | situational awareness
Organizational learning
Dynamic capability

I
4.46 Mailliy {\:
\

Leadership
Talent capacity \
Collaboration

< &0{\@ ~———" %,
° Arenitectivie 3 13

Clear operating model
Streamlined organization
Intelligent architecture

FIGURE 7.3 Execution Capability Profile
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“Great processes and average people will beat great people with me-
diocre processes—any day.” We think he might have been missing the
point. Improving Ability and Architecture could help turbocharge the
organization.

This brings up one other trend. When improvements occur among
the four dimensions, they can complement and strengthen one another.
For example, a streamlined Architecture frees up talent to focus on the
most important issues, leveraging their skills to more productive pur-
suits. Clarifying roles and decision rights helps to create a more efficient
Architecture and achieve better Alignment. All of these improve the
prospects that an organization can move with Agility. You get the point.
And we've said it before; Alignment, Ability, Architecture, and Agility
work as a system.

Based on this analysis and discussion of the Execution Capability
Profile for their organization, executives can gain insight into the fol-
lowing questions:

« In which of the four areas do we have significant capability? Can that
capability be used to help build areas where we don’t have as much
strength?

o Which areas do we need to monitor the most given that they could
slide into Disqualified?

o Which areas do we need to address right away? And what is the se-
quence of actions we should take?

Ken’s former boss at Continental Airlines, CEO Gordon Bethune,
said organizations are like watches. Each component must do its part to
deliver on the “one thing”; that is, telling time. If only one element fails,
the entire system fails. Decreased functionality can impair the entire
workings of the watch. Sometimes, even the tiniest screw that holds the
mainspring on or the escapement together can be that critical.

While organizational systems are probably not as fragile as a
watch, the analogy is apt. All the parts must work together for excel-
lent execution. This reality stood front and center as we developed the
4A Framework. Alignment, Architecture, Ability, and Agility are all
interconnected.
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So what's the point here? Unfortunately, many companies fail to “put
it all together” and take a balanced approach to executing strategy. In-
stead, they operate more like a whack-a-mole game, shifting resources
randomly to the most “urgent,” yet not necessarily most important ac-
tivities. At a time of unprecedented economic and market change, it is
easy to see how this can happen in organizations.

What Patterns Do You See in the Data?

While self-assessment is a valuable step in diagnosing execution capa-
bility, the approach can be supplemented with other supporting data
commonly available in your organization. In today’s environment, fairly
exploding with big data, many organizations are identifying metrics and
developing dashboards in an effort to use predictive analytics to gain
insight into the four dimensions of execution.

Although the survey data is often sufficient for diagnosing potential
priorities, executive teams often find it useful to review patterns in other
quantitative data supported by a set of more objective metrics. That’s a
good idea for two reasons. First, building a metrics model from targeted
data helps to operationalize the 4A framework. And when organizations
have multiple lines of business, they can compare and contrast indices
across those business units. Second, data analytics often can give you a
view into performance issues with more granularity. For example, your
assessment of Ability factors may include a concern about the leader-
ship pipeline or talent capacity. Objective data might not only back up
that conclusion; it also would give you more concrete evidence of the
scope or location of the problem.

We have found that, in many cases, these data already exist within
your organization. The challenge is that they typically are not aggre-
gated in one place, one function, one database, or even one information
system. For that reason, we advocate that executive teams devote time
needed to establish a platform that brings these related indicators of ex-
ecution capability together. Doing so provides a scorecard for evaluating
current capability as well as follow-on decisions and priorities for action.

It is often useful to create a composite of the data or a predictive ex-
ecution index (PEI) for your firm and/or business unit(s). As illustrated
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in Figure 7.4 below, each of the 4A enablers can be operationalized by a
set of common internal metrics, the specifics of which depend on your
business. Similar to the three rating zones for the self-assessment, your
PEI should establish an upper and lower bound on each of the metrics
(e.g., color coded as green, yellow, red). Aggregating across these met-
rics, each business receives a rating that is then conveyed as a PEI. The
value of this approach is that it provides a summary indicator of execu-
tion capability and a measure of how likely that business unit will be
able to achieve its goals. More prescriptively, your PEI also provides a
way to probe more deeply into the root causes of any performance gaps.

There is no silver bullet, no single index that works for every situa-
tion. However, there are several alternative ways to quantify where your
organization currently stands with regard to execution capability. At the
end of the day, this assessment is a critical midpoint in the process be-
tween the business review and action planning. It not only helps your
team assess where you are, but it will also help you establish alignment
on the key priorities for improvement.
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STEP 3: TAKING ACTION

The final step in implementing the 4A framework is establishing an ac-

tion plan for targeted interventions. When done right, these plans serve

as a “playbook” for the executive team to close the gap on execution ca-

pability. They also provide concrete guidance that allows others within

the organization to take action to implement planned interventions.

The challenge at this stage is to make these plans both holistic and

actionable. We recommend shining a consistent light on the following

principles:

Contextual: The key priorities of the plan must derive from and sup-
port your business review. It should clearly align with “where you are,
and where you want to go.”

Integrated: The plan must both take into consideration the business
plan and address each of the four A’s, individually and as an inte-
grated system. All metrics that tie performance to intervention areas
should be defined in a way that allows ongoing assessment and trend
analysis.

Sequenced: Remember to stage your interventions in a way that the
steps are additive and reinforce each other. Agree on timelines for ac-
tion and review. Make each step very clear, taking care of remedial is-
sues first, quickly, and addressing priority issues with highest impact.
The momentum will help carry subsequent interventions to get the
most from them as well.

Resourced: To achieve the lift you're looking for, identify owners of each
intervention or initiative. Then budget for all the required resources
(financial, human, information, time).

Disciplined: This is not merely a “once-and-done” planning process.
The key is to establish a methodical approach and cadence whereby
the leadership team applies, reviews, and adapts the action plans on an
ongoing basis.

Ensuring that these principles are met helps you establish a gover-

nance process that maximizes your chances for success and that your

interventions will have optimal impact. Our short-hand rubric for re-

view is to continually check the “why, what, how, who, when” questions.
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o Why? Your rationale for action and intervention needs to be clearly
connected to the business case for performance. Make sure the out-
comes needed are made clear.

o What? The priorities for actions, what you’ll do, and what difference it
will make need to be laid out in some detail. Connect actions to out-
comes.

o How? Be clear about how you’ll undertake these interventions. The ap-
proach needs to be laid out in detail, not just generalities.

o Who? Make certain that you clarify who will take action and who is
accountable.

o When? Short- and long-term timelines need to connect actions, out-
puts, and impact.

AreYour Priorities Clear?

Lewis Carrol once observed, “If you don’t know where you are going,
any road will take you there.” We would drive home the point that your
action plans not only need to make your priorities crystal clear, they
also need to connect actions to desired outcomes. Figure 7.5, for exam-
ple, shows priorities for action, targeted interventions, and timelines for
implementation. Priorities are driven by 4A scoring during the capabil-
ity assessment stage. Your organizational self-assessment and corrobo-
rating analytics will show which areas are most pressing.

Note in this example, the overall trouble spot is Agility. But beyond
that one dimension, your assessment also will show perhaps more
specific enablers underlying the capability that need to be addressed.
Understand the whole system. In areas where your organization is
Disqualified (red zone), taking remedial action is both urgent and im-
portant. Before planned interventions in other areas will likely pay off,
these trouble spots have priority. And we might also note that because
of the larger performance gap, the timeline for intervention likely will
be longer.

For each of the 4A dimensions and each underlying enabler, your
team will devise specific targeted actions to address the performance
issue. For example, in this case, focusing on customer relationship
management was seen as a key factor in developing better situational
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Action Plan: Interventions
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FIGURE 7.5 Action Plan Interventions (for illustration only)

awareness to support Agility. Your team will need to determine the
appropriate sequencing of these interventions, varying the length of
time, as well as initiation and delivery dates. Remember that Align-
ment, Agility, Architecture, and Ability are only conceptually distinct.
In practice, they reinforce one another and constitute an integrated
system.

Who Owns Execution?

The “why, what, and how” of these action plans is critical, but so is the
“who” Who is responsible? We continue to be perplexed that execution,
and interventions to improve it, are often rapidly delegated from the
leadership team to others in the organization.

That’s a mistake. Leaders need to own execution. We've asked se-
nior leaders, “Who is the chief execution officer?” and they often look
around. In some cases, it might be the COO. But more often, the answer
is “We are” At the end of the day, the overall leadership team is on the
hook to make sure the organization executes well and has the capacity
to drive performance breakthroughs. For that reason, they should also
own the action plan.
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But do they? Yes, others are surely involved, and much of the op-
erational elements will be directed to and implemented by others. For
each step and each intervention, it is important to clarify the individual
(or team) who has responsibility, authority, and accountability to ex-
ecute against the plan. But the ultimate governance, ownership, and ac-
countability belongs with the leadership team. They need to champion
the efforts, make certain those efforts are properly (and sufficiently) re-
sourced, and monitor progress toward the aspired goals.

Equally important, we would caution that the process must remain
fluid with multiple touch points for review, iteration, adjustment, and
course correction. Each of the CEOs we worked with in writing this
book emphasized that the annual review cycle is out. Rather than a
once-a-year review, they have found the need to circle back with their
teams intermittently, establishing feedback loops and multiple strategic
reviews throughout the year. Among other reasons, this helps to simul-
taneously reinforce Alignment and provide the foundation for inevi-
table adjustments.

CONCLUSION: THE DISCIPLINE OF EXECUTION

The bottom line is that when companies focus on key priorities, en-
gage their leadership and entire organization around that agenda, hone
the systems and culture to support it, and invest ahead of change, they
achieve a step change in performance. Executives who apply these prin-
ciples and practices, and are consistently vigilant in building better ca-
pability, move closer to the ideals of strategic execution.

You can do it, too. We've seen the evidence and are confident that the
successes are repeatable in your organization. Our original purpose for
this book—to share a useable approach that helps business leaders get a
firmer grasp on the levers of execution—was based on that belief.

By first framing the challenges of execution, embracing the underly-
ing logic of the 4A framework, and applying a set of actionable tools to
address performance gaps, you and your team will gain more traction
in your critical path forward. And just as important, by building a dis-
cipline around this approach and embedding it in the way you work,
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you will sustain positive momentum over time. In our experience, the
upside potential is significant.

Through our experience with these diverse companies and executive
teams, we have learned a good deal about how the components of the
4A framework combine to drive strategic execution. But, like the execu-
tives with whom we met, we recognize that tackling the execution chal-
lenge is a journey where continuous learning is paramount.

What’s your next step? That answer probably varies, but hopefully
the principles and practices in this book, and the stories from our five
companies, have inspired and enlightened your way forward. The key to
success doesn't reside with the tools. It depends on your desire to truth-
fully recognize your organization’s current state and your commitment
to drive excellence that delivers breakthrough performance. Good luck
in your endeavors, and in your own journey.
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Execution Capability Diagnostic Survey

Directions: Rate each item below from 1 (strongly disagree) to 5 (strongly agree)

Rating Comments

SAMPLE Our company is a good company. 3 Wedo well but there
is always room for
improvement.

ALIGNMENT

Strategic Intent . Our strategy is clearly understood and supported by all managers.

Shared Expectations

Accountability

1

2. We have clear prioritized goals that our leaders regularly communicate throughout the enterprise.

3. Our executive team models all the behaviors necessary to translate our strategy into performance.

4. Norms and expectations for high performance are shared throughout the organization.

5. Our culture is defined by values, behaviors, and expectations of excellence.

6. Our culture encourages employees to challenge and bring forth new ideas to peers and managers.

7. Managers are held accountable for achieving results and actions that support our strategy.

8. Rewards are connected to both individual and team performance.

9. Individuals hold themselves accountable for results and execution of strategy across the entire enterprise.

ABILITY

Leadership

Talent

Collaboration

10. Our leaders have the skills, competencies, and experience needed for breakthrough performance.
11. We develop a continual flow of “next generation” leaders who are capable of leading us to the future.
12. Our leaders inspire and empower others to achieve organizational goals.

13. We have a robust talent management system to identify, develop, and retain high-quality employees.
14. High-priority, “mission-critical” positions are filled by our top performers.

15. Managers spend time coaching and developing their employees and teams.

16. Managers and employees work well together to make everyone better.

17. Teams have discretion to make decisions and act using their best judgement.

18. There is a spirit of collaboration that cuts across business units and functions.
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Clear Operating Model ~ 19. We have clarified our operating model that connects core capability to our customer value proposition.

20. For each capability, we know which processes, systems, structures, and skills are most critical.

21. We have prioritized key areas for investment to enhance our capability system for the future.
Streamlined Organization 22. We have streamlined the organization structure to facilitate the key drivers of customer value.

23. Roles and responsibilities are well defined with clear decision rights and authorities.

24. We have created lateral connections across our structure to improve collaboration and joint decision making.
Intelligent Architecture ~ 25. We have streamlined our core processes to improve workflow, increase productivity, and eliminate waste.

26. Information is accessible and knowledge shared throughout the organization.

—_

27. Information systems inform and enable decision making with timely data.

AGILITY

Situational Awareness 28. We develop deep knowledge of our customers to anticipate their future needs.
29. We thoroughly understand the ecosystem of our industry and how the relationships are evolving.
30. We monitor peripheral events and signals in the remote environment to look for emerging trends.
Organizational Learning 31. We empower the organization to own and solve problems, take manageable risk, and bring collective exper-
tise.
32. We undertake many small experiments to learn quickly and generate new avenues for growth and innovation.
33. We make sure that what we learn in one part of the organization is shared broadly with others.
Dynamic Capability 34. We have developed very good “change readiness” to respond well to the environment.
35. We have built a flexible organization that is able to reallocate resources quickly.
36. We have a strong set of core capabilities that gives us the power to accelerate change.

© Scott A. Snell and Kenneth J. Carrig
NOTE: An online version of this diagnostic survey can be found on the Stanford University Press portal at http://bit.ly/executionsurvey. The online diagnostic will provide
you with customized feedback similar to Figure 7.2 on page 192.
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