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Introduction

This book focuses on actions, strategies, opportunities. It focuses on what managers can do, should do, must do. The one certainty about the times ahead, the times in which managers will have to work and perform, is that they will be turbulent times. And in turbulent times, the first task of management is to make sure of the institution’s capacity for survival, to make sure of its structural strength and soundness, of its capacity to survive a blow, to adapt to sudden change, and to avail itself of new opportunities.

“May you live in interesting times” says an ancient Chinese curse. There have never been more “interesting times” than the closing years of the twentieth century. This is what this book anticipated when I first wrote it, fifteen years ago. But the times since have been even more interesting—and therefore even more turbulent—than anyone then could have expected. Then the Berlin Wall was still standing and the Soviet empire looked like a solid monolith. The European Economic Community was still political manifesto more than economic reality. Not even a lunatic could have predicted then that Mexico would jettison its hundred and fifty years of isolationism and would decide to integrate itself into the economy of the heated and feared “Yangis” to the north. Japan, though already an economic colossus, still had a substantial trade deficit with the U.S. and Japanese-made automobile exports barely had begun. And while quite a few of us then foresaw the economic collapse of Spanish America’s economies after two decades of gross misgovernment and reckless foreign borrowing, no one could have possibly foreseen that long-term economic drunkards such as Argentina would suddenly sober up, let alone how incredibly fast their turnaround would be.

Surely we are still very far from any “settling down” of world polity, world economy, or technology. Indeed, as I explained in my most recent (1993) book Post-Capitalist Society, we are at best only halfway through one of the major transformations in world history. It is thus imperative today for managers and executives of all organizations—businesses, universities, hospitals, government agencies, labor unions—to know how to manage in turbulent times. This book is therefore perhaps even more appropriate now than it was when it first appeared.

There is one overall “text” on which this book preaches. It is

 

“Don’t be clever, be conscientious.”

 

Predicting the future can only get you into trouble. The task is to manage what there is and to work to create what could and should be. There are no miracle cures in this book, no quick fixes. Indeed, this book asks what work must be done. The controlling word is “must.” Executives are not in control of the universe any more than other mortals are. But executives are accountable for the survival of the organization in their keeping, for its ability to perform, for its results.

While we cannot foretell the future, we can identify important developments that already have happened and will have major—and predictable—future impacts. Any attempt to manage in turbulent times must start with the most predictable of all developments: demographics. Anyone in the workforce of a developed country by the year 2010 is already born. And the single most important development of this century will surely not be reversed: the shift from manual work to knowledge work as the central resource of a developed economy and to knowledge workers as the central work force. The work force that today’s and tomorrow’s executives have to manage and have to make productive is very different indeed from the work force in which today’s executives began their careers themselves twenty or twenty-five years ago.

But so is the economy. Not only has the center of gravity shifted from mechanical industries to knowledge-based industries, but it has shifted altogether from industries that make or move things to services of all kinds. And it has shifted from national to regional economies and to transnational economies, with money and information having become truly transnational. As everybody knows, we are in the midst of as great a technical transformation as was the first industrial revolution two hundred years ago and the second one—the one ushering in steel, chemicals, and electricity—a hundred and fifty years ago.

To manage in turbulent times, therefore, means to face up to the new realities. It means starting out with the question: What is the world really like? rather than with assertions and assumptions that made sense only a few years ago.

In the twenty-five years after World War II planning became fashionable. But planning, as commonly practiced, assumes a high degree of continuity. Planning starts out, as a rule, with the trends of yesterday and projects them into the future—using a different “mix” perhaps, but with very much the same elements and the same configuration. This is no longer going to work. The most probable assumption in a period of turbulence is the unique event that changes the configuration—and unique events cannot, by definition, be planned. But they can often be foreseen. This requires strategies for tomorrow, strategies that anticipate where the greatest changes are likely to occur and what they are likely to be, strategies that enable a business—or a hospital, a school, a university—to take advantage of new realities and to convert turbulence into opportunity.


This book deals with the strategies needed to use rapid changes as opportunities, the strategies needed to convert the threat of change into opportunities for productive and profitable action, and for contribution alike to society, economy, and individual.

A time of turbulence is a dangerous time, but its greatest danger is a temptation to deny reality. The new realities fit neither the assumptions of the left nor those of the right. They do not mesh at all with “what everybody knows.” They differ even more from what everybody, regardless of political persuasion, still believes reality to be. “What is” totally differs from what both right and left believe “ought to be.” The greatest and most dangerous turbulence today results from the collision between the delusions of the decision makers—whether in governments, top managements of businesses, or union leadership—and the realities.

But a time of turbulence is also one of great opportunity for those who can understand, accept, and exploit the new realities. It is above all a time of opportunity for leadership. One constant theme of this book is therefore the need for the decision maker in the individual enterprise to face up to reality and to resist the temptation of “what everybody knows,” the temptation of the certainties of yesterday, which are about to become the deleterious superstitions of tomorrow.

This book discusses the new realities. But it is concerned with action rather than understanding, with decisions rather than analysis. It is not a “philosophical” book, nor does it ask “Where are we going?” It aims at being practical, a work for the decision maker in whatever field of management, public or private. It is not a “how to” book. Rather, it tries to tell executives what to do.
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May 3, 1993







    
1

Managing the Fundamentals

Adjusting for Inflation

Managing for Liquidity and Financial Strength

Managing Productivities

The Productivity of the Knowledge Worker

The Costs of Staying in Business v. the Delusion of Profit

 
Managing the Fundamentals

In turbulent times, an enterprise has to be managed both to withstand sudden blows and to avail itself of sudden unexpected opportunities. This means that in turbulent times the fundamentals have to be managed, and managed well.

In predictable times, such as we lived through in the twenty-five years between the Marshall Plan and the OPEC cartel, the fundamentals tend to be taken for granted. But the fundamentals deteriorate unless they are being managed carefully, consistently, conscientiously, and all the time. Indeed, the greatest danger to most enterprises today— businesses, non-businesses, and public service institutions alike—may not be public hostility to business, environmental constraints, over-zealous regulations, energy, or even inflation. It may be a hidden deterioration in the fundamentals. After a long period of relative tranquillity there is always the danger of unexpected and hidden weak spots in the areas everybody takes for granted, everybody considers boring routine.

Fundamentals do not change. But the specifics to manage them do change greatly with changes in internal and external conditions. Managing in turbulent times thus has to begin with a discussion of the new and different demands affecting the fundamentals of survival and success in the existing business. These are:

 

—liquidity,

—productivities, and

—the costs of the future.

 

To manage the present business is not enough; but it has to come first.





    
Adjusting for Inflation

Before one can manage successfully, it is necessary to know precisely what one is managing. But executives today—both in businesses and in non-business public service institutions—do not know the facts. What they think are facts are largely illusions and half-truths. The reality of their enterprise is hidden, distorted and deformed by inflation. Executives today have available to them many times the reports, information, and figures their predecessors had; they have become dependent on these figures and are thus endangered if the figures lie to them. During inflation, however, the figures lie. Money still tends to be considered the standard of value and to be a value in itself, but in inflation this is a delusion. Before the fundamentals can be managed, the facts about any business—its sales, its financial position, its assets and liabilities, and its earnings—must be adjusted for inflation.

In the Western countries and in Japan, business after business these last ten years has announced “record profits” year after year. In fact, very few businesses (if any) in these countries can have made a profit at all. Making a profit is by definition impossible in an inflationary period, because inflation is the systematic destruction of wealth by government. The public, it should be said, senses this even though it does not understand it. This explains why the announcement of these “record profits” is being greeted with such skepticism by the stock exchange and with hostility by the public at large. But the illusion of “record profits” also leads to the wrong actions, the wrong decisions, the wrong analysis of the business. It leads to gross mismanagement.

All this is known to most executives. Yet few so far have even tried to correct the misinformation inflation creates. We know what to do and it is not very difficult. We need to adjust sales, prices, inventory, receivables, fixed assets and their depreciation, and earnings to inflation—not with total precision but within a reasonable range of probability. Until this is done, even the most knowledgeable executive will remain the victim of the illusions inflation creates. He may know that the figures he gets are grossly misleading; but as long as these are the figures he has in front of him, he will act on them rather than on his own better knowledge. And he will act foolishly, wrongly, irresponsibly.

A second dangerous deception is the belief that “earnings” shown because the enterprise still has the use of money obtained when costs of capital were lower (such as long-term debentures issued in pre-inflationary times and at pre-inflationary interest rates) are the true earnings of a business. Sooner or later (usually sooner) the money has to be replaced; and then the earnings must be adequate to cover the costs of capital at the time of refinancing. In adjusting for inflation, money in the business has to be adjusted just the same way as any other fixed asset—and it is an axiom that interest rates will always equal the rate of inflation.

“Inventory profits” are never real profits. If inflation continues, the inventory will have to be replaced at tomorrow’s higher prices. If inflation stops, inventory profits immediately turn into an inventory loss. In either case, the apparent “inventory profit” is more properly a contingency reserve.


One reason why executives in most countries and the great majority of companies do not adjust to inflation is the belief that inflation is a “transitory phenomenon.” But this, after fifteen years of unremitting inflation, can hardly be considered rational. Another reason is that governments, with rare exceptions—Brazil is the most important one—resist the truth about inflation. Governments, especially under the twentieth-century system of progressive income taxes, are the main beneficiaries of inflation and have no incentive at all to reveal the true facts. In some countries, notably the United States, the tax system has given executives a powerful incentive for lying to themselves. The U.S. tax system greatly favors stock options and bonuses tied to reported earnings, making it very much to the executives’ self-interest to report inflated earnings. But in countries where stock options or bonuses of this kind are unknown, such as Japan, executives resist just as strenuously attempts at any adjustment of their reported figures to inflation. The major reason is surely vanity: executives like to take credit for “record earnings” even when they know that the figures are mere delusion, and indeed dishonesty.

One often hears the argument, especially from accountants, that figures should not be adjusted since there is no accurate method known for doing so. But this is very much as if physicians unable to agree on the precise treatment for a very sick patient were to declare him totally fit, his raging fever mere illusion. In any case, most of the figures that accountants work out down to the last penny are, as every accountant knows, estimates within a fairly wide range of probability, such as the range of error plus or minus 20 percent that applies to the balance-sheet figure for fixed assets.

Not to adjust to inflation is slothful and irresponsible. Managing in turbulent times must begin with the adjustment of the enterprise’s figures to inflation, roughly yet within a realistic range of probabilities. The executive who fails to do so tries to deceive others. He only deceives himself.





    
Managing for Liquidity and Financial Strength

A constant complaint during the last few years has been that “Stock market prices are much too low.” Companies, it is pointed out again and again, sell at ludicrously low price/earnings ratios and often well below their reported book value or their liquidating value. But these complaints are groundless, by and large. It can even be argued that stock market prices are far too high, considering the uncertainties not only of the future but of the present. If companies’ accounts were adjusted for inflation, the earnings of many would turn into losses. What look like very low price/earnings ratios might then turn out to be high ratios between earnings in constant currency values and stock market prices. And if companies’ balance sheets were adjusted for inflation, the book values of many companies, and certainly those of most manufacturing companies, would be significantly lower and might even show an excess of liabilities over assets.

Above all, the stock market increasingly values companies according to their liquidity rather than by their earnings. The quotations on every major stock exchange—New York and London, Zurich, Tokyo, and Frankfurt—correlate quite closely with cash flow and liquidity, and very poorly, if at all, with the inflation-distorted earnings figures. The stock markets are right. In turbulent times, liquidity is more important than earnings. A business—but equally a public service institution—can survive long periods of low earnings or low revenues if it has adequate cash flow and financial strength. The opposite is not true. It is rational of the stock market to price companies by their financial position rather than by their earnings. And liquidity, unlike reported earnings, is a reasonably reliable measure even in inflationary times.

In turbulent times, the balance sheet becomes more important than the profit and loss statement. In turbulent times, in other words, management has to put financial strength before earnings. In turbulent times, it is essential to know the minimum liquidity needed to stay in business. What working capital does our business need to survive a ninety-day or hundred-and-twenty-day panic? After a hundred and twenty days of panic there is always a new “normality.” But during the panic a business has to be able to stay afloat without outside help or it risks foundering. It has to have the liquid resources needed to keep going, if only on an austerity basis. In turbulent times, businesses need to think through what they could and would do, should they be forced to survive a panic, a credit crunch, or a sudden deflationary downturn. Concern for sales and market position, innovation and earnings, has to be balanced in such times with concern for financial strength, solvency, and liquidity. Liquidity by itself is not an objective. But in turbulent times it becomes a restraint. It becomes a survival need.





    
Managing Productivities

Making resources productive is the specific job of management, as distinct from the other jobs of the “manager”: entrepreneurship and administration. The history of management as a distinct social function began a hundred years ago with the discovery that resources can be managed for productivity. It is only managers—not nature or laws of economics or governments—that make resources productive. Resources can be made productive in the individual plant or enterprise, the individual store, the individual hospital, the individual office, the individual port, the individual research laboratory. They are made productive—or deprived of productivity—by individual managers within their own individual sphere of responsibility.

A century ago, Karl Marx in the last, unfinished volume of Das Kapital based his most confident prediction of the “imminent demise” of what we now call “capitalism” (a term coined only after Marx’s death) on the “inexorable law of the diminishing productivity of capital.” Marx was repeating what every nineteenth-century economist before him had accepted as axiomatic. And if there is really such a “law” of the declining productivity of “capital” (or of any other resource), every economic system would indeed be doomed.

But by one of those ironies of which the muse of history is so fond, the continuous and purposeful increase of productivity through management was discovered just about when Marx so confidently predicted its “inexorable decline.” This discovery also explains why not one of the other “certainties” that were “scientific truths” for Karl Marx—the pauperization of the working class, the concentration of wealth in the hands of fewer and fewer “exploiters,” or the polarization of society between a very small and shrinking group of “owners” and a large, growing mass of proletarian “wage slaves”—has occurred in developed countries, countries that have developed managers and management.

The turning point was Frederick W. Taylor’s discovery, around 1875, that work could be managed and thereby made more productive. Before Taylor, the only way to get more output was to work harder and longer. But Taylor saw that the way to get more output was to “work smarter,” that is, more productively. He saw that the productivity of work is not the responsibility of the worker but of the manager. Taylor also saw—although he never formulated the insight into a theory—that productivity is the result of the application to work of the specific human capital resource, knowledge.

Taylor applied knowledge to human labor and, in accordance with the nineteenth-century realities, to manual labor. We now know that knowledge has to be applied to all resources: capital, key physical resources, time, and knowledge itself. Indeed, we now know that a valid theory of economics will have to be based on productivity as the source of value. The nineteenth-century labor theory of value, which Marx took unchanged from his predecessors all the way back to Ricardo and Adam Smith, was simply wrong; even the Marxists have had to give it up. But the valiant attempt to do without a theory of value altogether—begun a hundred years ago by the Austrian school and climaxing in the “value-free” economic analysis of today’s Keynesians and Friedmanites—has also been proved a failure. We do need a genuine economic theory based on a theory of value; but such a theory will have to be based on the postulate that “productivity is the source of all economic value.”

By now we know quite a bit about increasing productivity. We know that it is in part achieved by innovation, the shift of resources from old and declining employments to new and more productive ones. In part, productivity is increased through the continuous improvement of the productivity of the resources in existing employments. We know that we need to work on the productivity of each of the factors of production: capital, natural resources, time, and knowledge. But we know also that what counts in the end is total overall productivity of all resources in a given process, a given enterprise, a given economic employment.

And above all we know that productivities are created and destroyed, improved or damaged, in what we call the “microeconomy”: the individual enterprise, plant, shop, or office. Productivities are the responsibility of management.

 

For the last century productivities have been rising steadily in all developed countries, or at least in all countries with market economies. Wherever there has been economic development in a country, it has been on the purposeful management of resources for increased productivity. This does not apply to manufacturing alone. Productivities have increased even faster in that sector in which, as every economist of the nineteenth century (including Marx) “knew,” there could not be any productivity increase at all: agriculture. Indeed, nothing has changed the economic landscape quite so much between the nineteenth century and the twentieth as the explosion of productivity in the farms of the industrialized, developed countries. But the physician of today is also many times more productive than the physician of 1900. Doctors eighty years ago spent most of their time contemplating the rear end of a horse as they made their slow way from one outlying farmhouse to the next. The physician of 1980 lives in a metropolitan area where his patients are densely settled; and thanks to the automobile, even a sick child can be brought to his office in safety and comfort. Today’s physician can see in the course of one working day about ten times as many patients as his predecessors did eighty years ago. And without technical innovation, simply by constant work on better management, the productivity of one dollar employed in the commercial bank is today about a hundred times what it was a century ago—one dollar of deposits in a commercial bank now supports about a hundred times the volume of transactions it did in the late nineteenth century.

This explosive expansion of productivities has totally changed the way we look at economies and economics. Marx and the entire nineteenth century took for granted the “law of diminishing returns.” Hence they focused on increasing supply, on microeconomics. By the end of the first quarter of this century, expanding productivities had made this concern appear unnecessary or at least old-fashioned. Productivities, it seemed, take care of themselves. So the economist’s concern shifted to demand, and with it to macroeconomics. Keynes was perfectly aware of the total absence of any concern with productivity in his theory. When challenged on this point, as he frequently was in the early days of his Cambridge seminar, he would always answer that productivity would be taken care of by businessmen if given the right macroeconomics, that is, the right demand policies.

In the context of the 1920s during which Keynes developed his thoughts, this was a tenable position. It no longer is so today. After a century of steady increase in the productivity of all resources, productivities have become stagnant and have actually been going down in all major developed countries these last ten or fifteen years. The decline began in the 1960s well before OPEC. It began even before the rapid increase in the rate of inflation—in fact, the increase in the rate of inflation is in itself in large part a consequence of the slowdown in the increase in productivity. The slowdown in productivities also began before the developed countries imposed an ever-increasing burden of controls and regulations on the productive sectors of the economy. There is no doubt that the tremendous amount of new regulations, whether in regard to the environment, to safety, to employment practices, or whatever, has seriously impeded productivities. But it is by no means the only, and may not even be the major factor.

Productivities have become endangered because they have been neglected. It was not only Keynes who believed that productivities would take care of themselves; increasingly, managers have done so too. But nothing is as dangerous as a decrease in productivities. It makes a shrinking of the economy inevitable. It creates inflationary pressures, social conflict, and mutual suspicion. Marx was absolutely right in postulating that no system could survive a shrinking in the productivity of capital—or in the productivity of any key resource.

The sharp slowdown in productivity is not confined to the non-Communist countries. On the contrary, the decline—especially in the productivity of capital—is in all likelihood far greater in the Soviet Union and in the developed countries of the Soviet system (Russia’s European satellites) than it is in the non-Communist countries of the West or in Japan. But this is cold comfort. It does not help the dying cancer patient to know that the patient in the next bed is terminally ill.

To reverse the trend in productivities is thus a major managerial task. It is the single most important contribution managers of major institutions, whether business or public service institutions, could make toward calming the turbulence. At the same time, for their own institutions to survive, let alone to prosper, managers need to work continuously on improving productivities.

The productivity of all resources can be substantially improved in most institutions, and in relatively short order. “What one man has done, another man can always do again,” says a very old proverb. In every economy, in every industry, and in every branch of human activity, there are institutions that operate at a substantially higher productivity level than the average. What makes one company stand out and lead in any one industry, in any one economy, in any one area, is that it operates at about twice the average productivity of its industry, its economy, or its area. Above all, the leading company always operates at about twice the average productivity of capital.

Marx was right: Capital comes first. Capital is the future.

 

In the United States the General Electric Company, for example, does not owe its leadership position primarily to technological achievement. What sets it apart from Westinghouse, its closest competitor and the industry’s number two, is above all productivity of capital. GE gets about twice as much work out of a dollar as Westinghouse does. The same holds true for Siemens compared to the rest of the electrical apparatus industry of Europe. And in Great Britain, Sir Arnold Weinstock succeeded within ten or fifteen years in converting a dying British General Electric Company into a leader by doubling the productivity of capital, without in any way “sweating labor” or “exploiting labor.” Weinstock is able to pay his employees more and to give them steadier employment precisely because the productivity of capital is high in his company. In Great Britain too, one retail chain, Marks and Spencer, leads the pack primarily because it gets almost twice as much sales out of a unit of shelf space or a square foot of store area as other British or European retailers do. There is no secret to these higher productivities. There is only persistent, hard, steady work and a commitment to managing productivities.

This commitment is now required of all managers in developed countries. To fulfill it, they must set two goals in their institutions. The first is to double the productivity of money in the business—the productivity of capital—within the next eight to ten years, at an annual rate of productivity increase of about 7Þ percent. The second is to aim at being able to produce at least 50 percent more within the next eight to ten years without increasing the number of people employed; this means that they must aim to raise the productivity of people at an annual rate of 4 to 5 percent. Both goals are attainable. Both require only hard work.

 

Four key resources have to be managed consistently, systematically, and conscientiously for productivity. They are capital, crucial physical assets, time, and knowledge. Each of these resources has to be managed separately and differently.

Most managers know approximately how many times a year their enterprise turns over the money invested in it. But many managers think that it makes a difference whether the money is “our own” or “borrowed,” whether it is “debt” or “equity.” In fact, it makes absolutely no difference to the productivity of money who the legal owner is or what the legal terms are. Money is money—and all money, regardless of source or legal obligation, costs roughly the same. Furthermore, a manager has to know specifically where the money is invested in a particular enterprise—one cannot manage an aggregate. The first step toward managing the productivity of capital is to know where all the money in the business really is; then one can start managing the important employments of capital. In one business this may be receivables, that is, the credit extended by a business to its customers. A non-banking business—a manufacturer, for example—cannot compete with the banks in granting credit. He has to pay both the bank’s costs of obtaining and administering money and his own. Hence he has to think through what he expects to get back when he extends a loan to a customer—something too few businesses have done. But the money may also be in fixed assets, in shelf space or selling space in the retail store, for instance, in which case what needs to be managed is turnover and revenues per shelf unit or shelf space over selling time. Or the money may be in expensive machinery—and nothing is quite as unproductive and wasteful of capital as idle time of expensive machinery. Yet the accounting model rarely provides that information; indeed, the assumptions of “standard costs” in the typical cost-accounting system conceal it. In the typical university the capital investment—an extremely expensive one—is in classrooms and laboratory buildings that are being used only a few hours a day, four or five days a week. By developing effective continuing-education programs for highly motivated adults in the late afternoon and evening hours and at weekends, a university may well double the productivity of its capital within a few short years, particularly if it is located in an urban environment. But the first and most important step always is to find out where the money is. The data are in the information base of the accounting model and can be obtained fairly easily, if the executive only asks for them.


All institutions are alike in respect to three of the four key resources—capital, time, and knowledge. These three are universal. But different institutions differ greatly in respect to the fourth resource: their crucial physical resources. An ingot of copper is the critical material for the manufacturer of copper wire. It would be meaningless for the hospital, where the “patient bed” might be the key unit. Each institution needs to think through what the appropriate key physical unit or asset for its business is. It should then be fairly easy to manage it. Hospitals, for instance, have been able to increase the productivity of their crucial assets a great deal by realizing that the term “hospital bed” is a meaningless one. There are many kinds of hospital beds. The hospital bed for the acutely sick patient is very different, for instance, from the hospital bed needed for maternity (not a disease), or from that for patients staying in the hospital for diagnosis, for recovery from surgery, or for the period until the cast on a recently operated ankle dries.

Most managers believe that it is obvious what the key physical resource of their business is. Yet, as the hospital example shows, defining a key physical resource is risky and may be a difficult decision. Key physical assets, like all resources, require productivity goals with deadlines and a feedback from results to expectations. Just how much can be achieved in this area has been shown by the few companies that worked seriously on the productivity of energy after OPEC first raised petroleum prices. Long before OPEC, Dow Chemical in the United States had the reputation of doing an outstanding job in energy conservation. Yet Dow went to work on managing the productivity of energy when OPEC raised petroleum prices. It then succeeded in cutting its energy requirements in half in the five years 1974 to 1979, without any increase in the use of any other resource. This represents an annual productivity increase in the use of energy of 8 to 10 percent.





    
The Productivity of the Knowledge Worker

To manage the productivity of people, and especially of those highly qualified people who are potentially most productive but also most expensive, managers need to know the tasks to which such workers are assigned. It is not enough to know that John Smith works in accounting. If John Smith performs—and otherwise he should not be in accounting at all—we have to know what he is specifically assigned to do. Productivity of the human resource, and especially of knowledge workers, requires that people are assigned where the potential for results are, and not where their skill and knowledge cannot produce results no matter how well they work. Assignment control is the key to the productivity of the skilled worker.

This requires, first, that we know the strengths of people, and particularly of those with a proven record of performance. What do they do well? Where do they belong? It requires, secondly, that as far as possible people are assigned where the application of their strengths can produce results. It requires that they are assigned to opportunities, and those opportunities that are the right ones for them. When Frederick W. Taylor set out a century ago to make manual work productive, he assumed that there would be “one right way” to do specific manual operations, which would fit the great majority of people engaged in this work. He assumed that most people are “average.” But his assumption has proved wrong, especially for work requiring skill and knowledge. When we talk of work that requires more than routine performance, obeying orders, doing repetitive unskilled motions, we have to assume that a very small proportion of people are capable of producing differential results—results that are not only significantly higher but significantly better as well. We then take on the responsibility for placing these people on the tasks where their specific strengths are likely to produce disproportionately large and disproportionately different results.

Managers need to realize that they are being paid for enabling people to do the work for which those people are being paid. It is the manager’s job to ask anyone in the organization—first himself, then the boss, then the people who are his colleagues, and finally his subordinates—every six or nine months: “What do we in this organization do, and what do I do, that helps you in doing what you are being paid for? And what do we do, and what do I do, that hampers you?”

This should be asked of everyone. It is simply not true, as most managers assume, that they always understand how best to lay out routine work, whether machine-paced or clerical. Whenever we have asked: “What do we do that helps you in your work, and what do we do that hampers you?”, we have found that there are a great many things that hamper and too few things that help.

For any but routine operations, the question is absolutely crucial. One has to assume, first, that the individual human being at work knows better than anyone else what makes him or her more productive, and what is helpful or unhelpful. One assumes, secondly, that to be fully productive, people of knowledge and skill need to take responsibility. It is the job of the boss to act as a resource and to support the motivation, the desire of people to do a job; for they know fully well what “productivity” for their work really means. Not to ask that question, in other words, quenches motivation. And even in routine work—as Taylor was the first to realize—the only true “expert” is the person who does the job.

The productivity of people requires, finally, continuous learning, as the Japanese have taught us. It requires that people are constantly challenged to think through what they can do to improve what they are already doing. It requires adoption in the West of the specific Japanese Zen concept of learning: that one learns in order to do better what one already knows how to do well.* To be sure, this presupposes enough psychological security in the work group so that people are not afraid of working themselves, or their colleagues and neighbors on the next machine or in the next office, out of a job. It requires commitment on the part of employers to anticipate redundancies and to train and place people. But above all, it requires willingness to ask employes systematically and to listen to their answers. It requires acceptance of the fact that the person who does the job is likely to know more about it than the person who supervises—or at least to know different things about it. This is particularly important for people who are putting knowledge and skill to work. By definition, the skilled worker must know more about his or her job and work than anybody else in the place, otherwise he/she is not adequately knowledgeable or adequately skilled.

 

Executives are, of course, aware that they have to manage productivities. But most of them believe this means finding the “trade-off” between a less productive and a more productive resource. Most executives—and many economists—believe, for instance, that managing productivities means substituting more productive capital equipment for more expensive and less productive labor, or vice versa.

There is little evidence that this “trade-off” ever really worked as a way to increase overall productivities. Few companies that installed computers to reduce the employment of clerks have realized their expectations; most computer users have found that they now need more, and more expensive, clerks even though they call them “operators” or “programmers.” Similarly, the old fears that “automation” would result in large-scale unemployment have universally been disproven; all automation might do is to shift employment from fairly low paid manual to much more highly paid technical or professional work. Both the computer and automation have often resulted in higher productivities, but not because of the alleged “trade-off.” The careful productivity studies for which Simon Kuznets of Harvard received one of the earliest Nobel prizes in economics show something quite different. The rapid expansion of the American economy in the twentieth century did indeed rest on increasing capital investment, and especially on increasing productivity of capital. But employment went up as fast as capital investment. And wages, because of higher total productivity, went up much faster.

The substitution theory of productivity has thus always been suspect, despite its popularity.
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