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January, 1987

To Alumni and Friends:

In the pages of Dividend, we try to take the School out to our alumni,
wherever you may be, so that even if you have not had a chance to visit us for
several years, we will visit you through these pages. For instance, this
issue includes an edited version of the faculty panel that spoke at alumni
weekend, as well as pictures of some of those who attended alumni weekend. If
you were not able to be here for these events, these stories will "put you in
the picture.” In this issue we also introduce you to the School's Visiting
Committee, composed of top corporate executives who meet here twice a year to
consult and give advice to me about the overall program and plans for the
School.

Dividend also brings you news about your classmates and friends, as it
reports on changes in their lives and activities. Keep sharing your news with
us for use in Class Notes; it is one of our best read features.

We are taking a fresh look at what we are doing as well as how we are
doing relative to our aspirations and to our competitors. We are particularly
interested in any comments or criticisms that you may have about the School
and its programs —-— its alumni programs, its degree and non-degree teaching
programs, and its research programs. Please write directly to me and I will
see that your comments are taken into consideration as we review our
activities.

We are grateful for your continued moral as well as financial support and
look forward to hearing from you.

Best wishes for 1987!
Sincerely,

Gilbert Re. Whitaker, Jr.
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Three distinguished faculty members share their thoughts on emerging patterns
of competition, changes in financial markets, and links between human resource
management and strategic planning, in a wide-ranging and insightful discussion of:

The Global Marketplace

C. K. Prahalad Says We Don’t Understand the Strategic Intent of
Our Competitors, and So We End Up with Competitive Asymmetry —
Not Because of Resource Asymmetry — But Because of How We Think

C. K. Prahalad’s teaching, research,

and consulting interests are in the area
of strategic management in complex
multinational companies; especially as it
relates to global competition, strategy in
global industries, managing innovation,
and the role of top management. He has
published widely on these topics, and
has been involved with such firms as
Ford, IBM, GTE, Philips, and Citibank
in his teaching and research roles.

He is currently working on a book on
the problems of top managers in
multinational corporations. He holds a
BS in science from Madras University
in India, a postgraduate diploma in
business administration from the Indian
Institute of Management, and the DBA
from Harvard Business School.

C. K. Prahalad, associate professor of
corporate strategy.

Il businesses are open to global
competition. That includes

mushrooms, citrus fruit, sardines,
and flowers — not to mention
automobiles, motorcycles, and
semiconductors. And if you look at
what U.S. companies have done in
response to global competition, our
responses have been quite partial
and imitative. We try to imitate the
“recipes” that our competitors have
used, and that just leads us into a
trap, because they can read us like
a book.

I’'m suggesting that we need to get
a broad perspective — not juston
the tactical advantages of
our competitors, but on how we
can pre-empt the moves of our
competitors. I don’t think we have
asked that question in most
companies.

What American companies HAVE
done is spent a lot of time worrying



about costs with the idea that if

we can get the same cost base that
our competitors have, then our
competitive disadvantage will
vanish. I think it requires more than
a good cost base. A good cost base
is a necessary condition but not a
sufficient condition for effective
global competition.

A lot of our debate has also been
focused on public policy — for
example a wish that Congress would
pass various kinds of protective
legislation. I would like to argue
that doesn’t help either. It may
be useful to buy time, but if you
look at the European experience,
protection has made them
competitively weaker rather than
competitively strong.

A third thing we have focused on
is concern with changing corporate
cultures, and I'm sure every one
of you now carries a card that says
what the mission of the company is.

What we have NOT done is focus
on our competitors’ intentions, or
their strategic intent: so that's what
I want to spend time on here today.

Let me make an assertion. A lot
of global competition is really for
global cash flows. And we try to
tight battles where the battle is
initiated by our competitors. If
they drop the price in a particular
market segment, or in a particular
country, we tend to fight them
there, rather than taking the battle
to THEIR profit sanctuaries.

If I'm a Japanese company, and
I have 80% of my cash flow coming
from the rest of the world, I can
give the product away in the U.S.
and still not be hurt. On the other
hand, if I'm a U.S. company with
90% of my cash flow in the U.S.,
and if I try to match my Japanese
competitor’s price it'll hurt me.
Ninety percent of my cash flow is
exposed. So no matter how large
my market share is domestically, I
am vulnerable because the Japanese
competition can come and reduce
the price in my market, and I have
no venues other than the domestic
market, or my profit sanctuary, in
which to take the battle. In a sense,
if I fight the war in my own home,
the blood is on my floor, not theirs.

So the question is — do we
have the capacity for exchanging
hostages with our primary

competitors? If they try to reduce
prices here, or to introduce new
products, or to change the
promotion patterns or whatever, do
we have the capacity to respond in
their profit sanctuaries? Most of the
time the answer to that question

is no — not because we don’t

have operations in their profit
sanctuaries, but because we

just don’t have the inherent
organizational capacity for
coordinated global action. So

one of the things we want to think
seriously about is how do we
manage strategic coordination
across markets to protect global
cash flows.

There are lots of problems in
thinking about cash flow. One is
how do we manage costs, and the
other, how do we manage revenues?
On the cost reduction side, I would
argue that 90% of our effort has
been in looking at labor, but
there are lots of other factor cost
advantages that our competitors
have, and we have to deal with
them. One is labor certainly, but
another important one is raw
materials, and the third is cost
of capital.

Besides the factor costs, we need
attention on productivity, which is
how well do we leverage our factor
advantages. Add to it the volatility
of foreign exchange. Most
companies don’t see these three
aspects of cost as a system that lends
itself to making tradeoffs. But if
we don’t start trading off these
elements of costs, we are going to
miss the whole cost aspect of global
competitiveness.

For instance, suppose we focus
just on foreign exchange. Many
have argued that if we just get our
foreign exchange in line things
would improve. The Japanese yen
has now appreciated by almost 30%
and yet that doesn’t seem to have
reduced the Japanese trade surplus
or our trade deficit. So the question
remains, how do you constantly
manage all three elements of cost?

Another issue is how do we
increase our market development
expenditures so that we get a better
net price for our products? Here
we might look at the competitive
structure of national markets in

order to develop selective pricing;
or look at the possibility of higher
pricing due to company reputation;
and finally look at economies of
scope in terms of product line. I
know a lot of the marketing folks
here like to be niche players. I
would like to argue that maybe
niche games may not be good to
play in the global marketplace
because our competitors can
cross-subsidize one product/business
from another.

The central issue is, how do we
simultaneously focus management
attention on cost minimization and
revenue enhancement?

Another important issue is that
we don’t understand the strategic
intent of our competitors. Most
U.S. companies, and I'm making a
generalization here, may source
their product worldwide, but their
goal is to defend U.S. markets. On
the other hand, most Japanese and
Korean companies start with the
assumption, irrespective of how
small they may be to begin with,
that someday they want to dominate
the marketplace worldwide. And so
given the same resources, we end
up with competitive asymmetry —
not because of resource asymmetries
— but because of the way we think.

Well, how DO we think? Japan
is becoming our largest trading
partner. Ask yourself how many
people in your companies know
Japanese? And then ask the other
question. How many Japanese
can read and understand English?
And what effect does this have? For
instance, in a trade negotiation, if
you say something in English, the
Japanese may know exactly what
you are saying, but they wait for
someone to translate, because it
gives them more time to formulate
their answer. Then they say what
their answer is, and as soon as you
get an English translation, you have
to respond. The result is you have
half the time that they have.

Another important question
we should be asking is — are
competitors’ advantages really
in costs? I'd like to argue that
cost-based notions of competitive
advantage are about 10 years
behind the times. Today the biggest
advantage is not cost — it is core
skills and core competencies and



distribution and brand advantages.
If you look at the last 15 years,
there are probably one or two
global brands that have been
established by 1J.S. companies. But
if you look at what the Japanese
have done, they have created at
least 100 global brand names — and
therefore they have extraordinary
leverage to the point where Honda
can ask in an ad — How can you fit
six Hondas in a two car garage?
Answer — one car, one lawn
mower, one snowmobile, one
motorcycle, and so forth. That flies
in the face of what we used to teach
that there are no synergies across
such divergent businesses.

The other sad part is that we
don’t have any resource advantage
any more. Most of the foreign
companies are as big as we are. You
can go down the list. Toyota and
Nissan can do pretty much what
GM and Ford can do; Hitachi can
do pretty much what Motorola and
Texas Instruments can do; Michelin
can do pretty much what Goodyear
can do; and Komatsu can do
anything that Caterpillar can do
and even better. In industry after
industry, our competitors have
resource parity, and therefore our
competitive advantage is going to
have to come from how fast we
can react to market conditions. Just
size is not going to give us any
competitive advantage any more. So
what does this all lead to? I believe
that we have to fundamentally
rethink the way we manage our
organizations. We have to think
about strategic coordination across
countries in a global network, and
also at the same time be locally
responsible to various country
markets.

To summarize: I think three
factors represent the guts of being
globally competitive. They are:
understanding cash flows;
understanding the intentions of our
global competitors; and creating an
organizational capability to compete
that does not depend on resources
but on our own inventiveness. The
“competitive game” may really be
over how to get the hearts and
minds of our people focused on
winning, and how do we as top
managers own up to our own
problems?

Gunter Dufey Outlines Some of the Ingenious
Ways the Global Financial Marketplace Works

Gunter Dufey’s interests center on
international money and capital markets
as well as on financial policy of
multinational corporations. He is active
in management education and has been
engaged by virtually every major money
center bank to give seminars on foreign
exchange management, international
money markets, and corporate finance.
He has published extensively and has
been active in government service,
among other things lecturing regularly
in the Far East under auspices of the
U.S. Department of State. Professor
Dufey was born in Germany, where

he took his undergraduate work in
economics, business, and commercial

law. In 1964, he was awarded a Fulbright

Scholarship to pursue studies at the
University of Washington, where he
earned the MA and DBA degrees.
He joined our faculty in 1969.

Turning from business strategy
to the financial markets, the
picture is brighter: the globalization
of markets has created a worldwide
competition for funds which
benefits U.S. borrowers. Hardly any
one of our competitors has access to
subsidized funds, or “cheap money”
any more.

One of my favorite illustrations
of what brought this process of
globalization of financial markets
into motion is a small tombstone ad
which I clipped several years ago
from the Wall Street Journal. Here
is the Northwestern Public Service
Company — a small public utility
company way out in the Dakotas,

I believe — that is getting a $10
million term loan. Those familiar
with the financial side of business
know that this transaction is small
potatoes. It’s also a “plain vanilla”
transaction — there’s nothing
extraordinary about it.

If I were to ask who you would
expect to make a 10 million dollar
term loan to a small public utility
in the Dakotas, you would probably
say that the natural lender is the
First National Bank of Fargo,
or if the company wants to be
adventurous, the Second of
Minneapolis.

Gunter Dufey, professor of international
business and finance.

Now, look what has happened
here (see Figure I1). This loan was
made by a bank operating out of a
mailbox in the Cayman Islands —
quite a legitimate operation, let me
hasten to add. The lender is the
second largest bank in Germany.
The other name is better known,
not as a bank, but as a seller of
securities. Now, we might ask, how
did the treasurer of this typical
small public utility (who may never
have heard of global financial
markets) decide to deal with these
two institutions?

The fact that the German bank is
involved reflects the fact that over

M

Northwestern Public Service Company

U.S. $10,000,000
Term Loan

managed and provided by

Dresdner Bank Aktiengesellschaft Grand Cayman Branch
Merrill Lynch International Bank Limited

Merrill Lynch International Bank Limited

asagent

Figure 1



the years, a large proportion of
time deposits have simply drifted
off-shore to the “Eurodollar”
market. Today approximately 50%
of all U.S. dollar time deposits are
outside of their country of origin.
Fortunately, the same thing has
happened with time deposits in
other currencies. By now, roughly
30% of all DM deposits are outside
of Germany, 25% of all sterling
time deposits are outside of the
U.K., a rapidly growing proportion
of yen deposits are outside of
Japan, etc. This is very important,
because it means that in today’s
markets a bank does not need a big
branch network in Japan in order
to provide any U.S. customer a
yen credit if corporate strategy and
financial management decide that
this is what a firm needs. And
today, there are very good cases
to be made that a number of U.S.
firms should have yen liabilities.
The underlying phenomenon
reflects the tremendous growth of
what we call the “offshore market”
which has evened the field of
competition in the financial service
industry.

The other institution on the ad —
Merrill Lynch — reflects a different
story. As you all know, we have
something in this country known
as the Glass Steagall Act which says,
in essence, that banks have to stay
out of the securities business, and
securities houses have to stay out of
the banking business. How does
Merrill Lynch avoid penalties under
this law? The precise designation
of the entity — Merrill Lynch
International Bank Ltd. — is the
key. Merrill Lynch runs a bank
in London, and — as they say —
“there is no Glass Steagall Act in
Euroland.” This way Merrill Lynch
can get into the banking business if
it wants to do so, and by the same
token, U.S. money center banks
and regionals can get into the
underwriting business outside the
United States.

This freedom of entry has,
of course, created a tremendous
market, and it is from this
basis that we get a strong push
for deregulation of national
markets worldwide. Virtually
all industrialized countries
have liberalized their markets
substantially. Indeed the markets

have become so integrated via
these offshore markets that we
have started to speak of a true
“global market.”

My next example (Figure 2)
illustrates another, more recent,
trend: the trend toward securitiza-
tion that emerges from the offshore
markets. In this example, we see a
Michigan S & L looking around for
fixed rate, relatively inexpensive
funds.

What they have done here is to
take certain mortgages out of their
portfolio, issue a certificate of
deposit against those mortgages,
and then put that CD into a

This announcement appears as @ matter of record only

U.S. $ 125,000,000
FIRSTFED OF MICHIGAN INTERNATIONAL N.V.
13'/:% Notes Due 1989
Secured by a Collateralized Deposit Certificate Issued by
FIRST FEDERAL OF MICHIGAN
Issue Price 99'/%

BANQUE PARIBAS SWISS BANK CORPORATION INTERNATIONAL LIMITED
ALGEMENE BANK NEDERLAND N.V.
BANCA DEL GOTTARDO
BANQUE NATIONALE DE PARIS
COUNTY BANK LIMITED
DRESDNER BANK AKTIENGESELLSCHAFT
18] INTERNATIONAL LIMITED
MERRILL LYNCH CAPITAL MARKETS
MORGAN GUARANTY LTD
~NOMURA INTERNATIONAL LIMITED
ORION ROYAL BANK LIMITED
SALOMON BROTHERS INTERNATIONAL
SOCIETE GENERALE DE BANQUE S.A.
UNION BANK OF SWITZERLAND (SECURITIES) LIMITED
5.G. WARBURG 4 CO. LTD.

Bonque Brueties Lambert S.A. Crédit Agricole Credit Suisse First Boston Limied

Lombard, Odier & Cie. Europe) Lid. M. Re 4 Son:

Yemeichi Intermetion (Europe) Limited Yaruda Trust Europe Limited (YTE LTO).

Figure 2

company in the Netherlands
Antilles. That company in turn
issued securities which were then
sold to the customers of institutions
ranging from the Bank Paribas all
the way to Yasuda Trust Europe
Limited.

What this really means is that
the money for our mortgages in
Michigan does not necessarily come
from little savings accounts in local
S and Ls, but rather from the global
marketplace. The point to keep
in mind here is that, because of
certain technical factors, the S & L
was able to obtain these funds
at roughly 50 basis points over
treasuries, which for any S & L
in the United States is quite an
achievement.

it offerto
The offering is made only by the Offering Circular:

New Issue February 5. 1986

NZ$100,000,000

Student Loan Marketing Association

Floating Rate New Zealand Dollar Notes Due February 26, 1991

mercncibic2, 100%

. from February 20, 198,

incirculated from only such of the Unde
asmay lawfully offer these.

undersigned.
Bear, Stearns & Co. Inc.

Morgan Guaranty Trust Company of New York

Goldman, Sachs & Co. ~ Morgan Stanley & Co. Shearson Lehman Brothers Inc.

Tncorarned’

BankAmerica Capital Markets Group Banque Bruxelles Lambert S.A.

Bahque Paribas Capital Markets Kredietbank N.V.

..... 7

Figure 3

My next example (Figure 3)
illustrates another method used
by firms to access international
markets. Many of you are familiar
with the Student Loan Marketing
Association, having attended the
U of M on student loans. This ad
makes it seem as if they have been
so successful that they are now
making student loans in New
Zealand. However, if you look at
the group of financial institutions
that helped them launch the issue
and placed the paper, there is not
a single New Zealand entity among
them. The fact is, New Zealand
has little to do with the whole
transaction.

What was done here was that
paper was placed with various U.S.
investors who — for one reason or
another — like a high coupon. New
Zealand or Australian dollar paper
represent two of the few reasonable
currencies around that still have
double digit coupons. And through
the miraculous “swap market,”
which is only about five years old,
it is possible to exchange these
New Zealand coupons for U.S.
dollar coupons. Sallie Mae goes to
financial institutions and says: if you
will service our New Zealand dollar
debt we will, in turn, service the
equivalent U.S. dollar debt. And
this paper here has sex appeal
because while it is denominated in
New Zealand dollars the creditor
is a U.S. agency whose obligations
many people believe to be virtually
as safe as U.S. government paper,
and probably they’re right.



What happened here was that
Sallie Mae got a very good rate
on something they didn’t need —
namely, New Zealand dollars.

But through the swap market, they
exchanged one liability for another
that they wanted: (inexpensive) U.S.
dollar debt. The result is that Sallie
Mae gets a funding advantage in
U.S. dollars to fund U.S. dollar
student loans.

Finally, an example closer to
home (Figure 4). It is a more
complicated but a similar story
involving, just about a year ago,
Ford Motor Credit Company. The
story behind this transaction is
quite interesting if you put it in the
context of what Professor Prahalad
was describing in his talk. While the
Japanese have obviously come on
strongly in terms of production
technology, strategy, marketing,
etc., their financial system in
some respects is fairly archaic and
inefficient. Thus it was possible
for Ford Motor Credit Company
to bring out a security with a
yen coupon that pays U.S. dollar
principal. Without bothering you
with the gory details, the story
behind this financial innovation
is simply the exploitation of
an imperfection in the Japanese
financial market. Because of
antiquated rules and regulations
certain Japanese institutional
investors (primarily insurance
companies and trust companies)
who collect funds from savers —
have a great appetite for paper
which has a high coupon. Those of
you familiar with financial markets
will find that 8% for a yen security
Is an outrageous rate that we
haven’t seen for a long time. A
credit like Ford Motor Company in
yen should probably have a coupon
of roughly six percent. However, by
offering the Japanese institutional
investors a yen security with a very
high coupon, they are able to also
give them a very poor rate for
principal conversion. The principal
here is fixed in dollars at a very
unfavorable forward rate for the
investor. Again, through a relatively
complicated swap transaction —
where the yen coupons are
exchanged in a sort of forward
market for dollar coupons which

NEWISSUE

e e 1S perons. Augus 1505
This announcement appears a1 « matier of recond omly. e’
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Ford Motor Credit Company

¥ 25,000,000,000/U.5.$ 120,350,000
8% Dual Currency Yen/U.S. Dollar Notes
due August 8, 1995

ISSUE PRICE 100 PER CENT.

Daiwa Europe Limited
Goldman Sachs International Corp.
Sumitomo Trust International Limited

Sumitomo Finance International
Yasuda Trust Europe Limited

Algemmene Bank Nederland N.V. Crédit Lyonnais
Daiwa Bank (Capital Management) Ltd. Genossenschaftliche Zentralbank AG
Kyowa Bank Nederland N.V. Lioyds Merchant Bank Limited
Mitsui Trust Bank (Europe) S.A. Morgan Guaranty Ltd
New Iapan Securities Europe Limited Nippon Kangyo Kakumaru (Europe) Limited
Nomura International Limited Orion Royal Bank Limited
Swiss Bank Corporation Intemationsl Limited ~ Takugin International Bank (Europe) S.A.
‘Toyo Trust International Limited

Figure 4

are then subsidized through the
lower rate that the investors get
on the principal — what it all

boils down to is that Ford Motor
Company saves itself about 50 to
100 basis points on a net basis in
order to make car loans right here
in the United States.

To sum up: the global financial
market is a fact which has several
implications for companies. First,
the excuse (if it ever was a valid
one) that foreign companies have
access to capital at an artificially
low rate is gone. As a matter of fact,
because of the greater efficiency
of the U.S. markets, and most
importantly, U.S. institutions,

I think U.S. companies take
more than their fair advantage
of distortions in Japanese
capital markets.

Second, unlike much of the
manufacturing industry, the U.S.
financial service industry is doing
quite well in global competition.
A study that Dr. Adrian Tschoeg],
assistant professor of international
business, and I have just completed
for the research office of the U.S.
Congress, shows that the markets
for international financial services
by and large are increasingly
dominated by U.S. financial
institutions. And these financial
institutions seem to have all the
things necessary for success in
global competition: imagination,
drive, and an appetite for risk.

Ed Miller Discusses
a Redefinition of
the Field of HRM

Edwin L. Miller, professor of industrial
relations and associate dean of research
and the Ph.D. program.

Ed Miller’s research interests focus

on the links between corporate
international strategic planning and
strategic human resource management
issues; the relationship between
management styles of expatriate
managers and the effectiveness of
American multinational corporations’
overseas subsidiaries; and mid-career
decisions of professional and technical
personnel in high technology industries.
He currently participates in a wide
range of executive development
programs and serves as a consultant in
the area of selection and development of
managerial people. He holds the BA and
MS from San Jose State College and the
Ph.D. from the University of California,
Berkeley. He joined our faculty in 1964.

A Americans, we are learning
that we no longer have a
monopolistic advantage on
management. What we’re finding
very painfully as we go abroad and
begin to compete with corporations
from other parts of the world, is
that there are a variety of ways
to manage and to manage very
effectively. Americans are just
beginning to discover that.

In my area — human resource



management, or as it used to be
called, personnel, a redefinition

of the field is going on. I'd like to
identify four important dimensions
of the field and then talk a little
about how these dimensions are
being played out in the
international arena.

One dimension, of course, is the
traditional personnel function which
includes staffing, performance
appraisal, training and
development, and rewards. But
there is much greater emphasis
today on how all these factors
contribute to what the organization
is going to accomplish. The days
are over when the human resource
activity was a body unto itself,
somewhat isolated from the rest
of the organization.

A second dimension is the
emphasis being placed on the fit
between the needs and skills of
the individual employee and what
the organization’s concerns and
demands are. This is particularly
evident when one asks questions
about technology transfer overseas.
How does one introduce technology
into a labor force that may not be
as well educated as the U.S. labor
force? What kind of technology can
be transferred overseas, given the
labor force there?

A third dimension is associated
with an increased emphasis on the
part of human resource people in
developing a general management
perspective. That’s a significant
change. Today there is more
of an emphasis on commitment
to organizational goals. Human
resource people are now beginning
to be concerned about questions
of how to staff the organization
overseas. What does the enterprise
do about training and development
overseas? Rather than the more
limited and operational, although
important, question about the date
and time the expatriate and family
must board the airplane for the
overseas assignment.

A fourth thing I am beginning
to see is that the human resource
activity is beginning to conceive of
itself as a management tool. Where
does the human resource function
overlap with the strategy of the
corporation, particularly in the
international area? Human resource

management has not yet reached
the status that finance or marketing
or manufacturing has in terms of
strategy, but we’re beginning to see
more overlap.

In the international arena, there
are several important questions
that concern human resource
professionals. Staffing for the
overseas operation is crucial.
Because in an international
operation one is unable to discover
poor performance until well after it
has occurred, and that’s somewhat
different than what is found
domestically. It may be some time
before the corporation at home
realizes that there has been
ineffective performance overseas,
and there could be very serious
consequences associated with that.

As we look at overseas
development activities, one may find
that he or she is too often looking
at performance from a short-term
perspective, and focusing more on
technique-oriented issues than on
how performance relates to other
activities in the overseas operations.
Why send people overseas? What
kinds of experiences does the
firm want them to have? Where
does management hope they
will ultimately go within the
corporation?

Another question is — do
most American corporations see
themselves as domestic corporations
with overseas operations, or do
they see themselves as global
corporations whose headquarters
happen to be in the United States?
The answer to this question will
influence the staffing practices, the
training and development activities,
the reward system and the
performance appraisal process
for expatriates and host country
nationals. Traditionally American
corporations have viewed
themselves as U.S. firms doing
business overseas, and, consequently
as Americans they know best. In
such cases, foreign employees can
anticipate limited advancement up
the executive hierarchy and little
influence in the management
process. That is beginning to
change.

Organizations are beginning to
look at their overseas staffing in
terms of strategy, and to ask the

question, what qualifications must
an executive or manager have

if our global strategy is to be
implemented? A second, and
closely related issue, is how does
the management development
program fit into the strategy of the
organization?

Another level of concern I have
pertains to performance appraisal
systems in terms of implementing
and fulfilling the strategy of the
corporation. As Americans we tend
to accept performance appraisal as
one of those God-given things we
have to deal with. But in some
cultures there is a tremendous
resistance to even the thought of
performance appraisal. In other
situations, foreign managers will
go through the process in a very
perfunctory way and just do it
because they have to. The tragedy
here is that those data are then
brought back to the U.S. and
become part of the overall
multinational intelligence system
in which decisions are made about
posting person A to job B, and so
on down the line. We need to be
aware of different cultures and
what they say (or think) about
performance appraisal systems.

Now, where does the reward
system begin to fit into this?
Traditionally, money drives
American reward systems. But in
other parts of the world people may
perceive rewards coming from other
things, such as the status and
prestige they have in their jobs.

It’s only in the past five or ten
years that we are beginning to see a
redefinition of the field of human
resource management. Human
resource issues are being discussed
continuously by top management,
and there is more emphasis now on
how the human resource function
must contribute to the overall
success of the firm.

We are now seeing examples of
leading corporations developing
their human resource function
and including the human resource
people in the whole range of
discussions on the strategy of the
firm. I hope that trend is going
to pervade American industry
across the board, especially as the
American corporation competes in
the global marketplace.



Introducing
the Visiting
Committee

The Visiting Commuttee is composed of distinguished corporate executives
who meet twice a year at the School. The Committee is organized to provide a
forum for communication between the School and the community; to advise
the faculty and administration on plans, programs, and research activities;
to counsel the faculty and administration on ways of anticipating and
responding to the changing needs of management in a wide variety of
institutions; and to consult with and give advice to the Dean about the
overall program and plans for the School. Members of the committee are
listed below. On the following pages we bring you pictures of those members
of the committee who were present at the fall meeting, with the exception of
William Davidson and Roslyn B. Payne, both of whom had to leave the
meeting before our photographer arrived.

Members of the Commattee are:

TERENCE E. ADDERLEY

President

Kelly Services, Inc.

FrREDERICK M. ALGER

President

Fred Alger & Company, Inc.

JosepH A. Boyp

Chairman

Harris Corporation

EpmunD M. CARPENTER

President

ITT Corporation

WiLLiaMm DavipsoN

Chairman, President, Chief
Executive Officer

Guardian Industries Corporation

RoGer T. FRiIDHOLM

President

The Stroh Brewery Company
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ArLaN D. GiLMOUR
Executive Vice President

and Chief Financial Officer
Ford Motor Company
J. Ira HaRRIS
Salomon Brothers, Inc.
FraNK M. HENNESSEY
President and Chuief

Operating Officer
Handleman Company
Topp W. HERRICK
President and Chief

Executive Officer
Tecumseh Products Company
Jesse M. HiLL
President and Chief

Executive Officer
Atlanta Life Insurance Company

KArL F. HOENECKE

Chairman and President
Federal Signal Corporation
WiLLiam E. HocLuND
Vice President and

Group Executive
Buick-Oldsmobile-Cadillac
Joun W. MaDIGAN
Executive Vice President
Tribune Company

DonaLp R. MANDICH
Chairman

Comerica Incorporated
Don. T. McKoNE
Chairman of the Board
TRINOVA Corporation



VINCENT R. McLEAN
Chairman of the Board
Magma Copper Company
Trnomas S. MONAGHAN
President and Chairman

of the Board
Domino’s Pizza

SouTHwOoOD J. MORCOTT

President and Chief
Operating Officer

Dana Corporation

Joun C. MoORLEY

President and Chief
Executive Officer

Reliance Electric Company

RoBerT G. NICHOLS

Partner

Price Waterhouse

RosLyN B. PAvyNE

President and Chief
Executive Officer

Federal Asset Disposition
Association

Frank P. Pororr
Executive Vice President
The Dow Chemical Company
CECE SMITH
Partner
Phillips-Smith Specialty
Retail Group
PuiLie L. SmiTH
President and Chief
Executive Officer
General Foods Corporation
HarovLp K. SPERLICH
President
Chrysler Motors

W. Bruce THoOMAS

Vice Chairman, Administration
and Chief Financial Officer

USX Corporation

W. PauL TipPETT

President

Springs Industries, Inc.

James A. UNRUH

Executive Vice President

Unisys Corporation

Hicks B. WALDRON, Jr.

President and Chief
Executive Officer

Avon Products

H. MARTIN WESTFALL

Vice Chairman

Coopers & Lybrand
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W. Bruce Thomas
Vice Chairman, Administration

and Chaef Financial Officer
USX Corporation

Joseph A. Boyd
Chairman
Harris Corporation

Todd W. Herrick
President and Chaef Executive Officer
Tecumseh Products Company

H. Martin Westfall
Vice Chairman
Coopers & Lybrand

Frederick M. Alger
President
Fred Alger & Company, Inc.

Philip L. Smith
President and Chief Executive Officer
General Foods Corporation




John C. Morley

President and Chief Executive
Officer

Reliance Electric Company

William E. Hoglund
Vice President and Group Executive
Buick-Oldsmobile-Cadillac

Cece Smith
Partner
Phillips-Smith Specialty Retail Group

Southwood J. Morcott
President and Chief Operating
Officer
Dana Corporation
Donald R. Mandich
Chairman

Comerica Incorporated

Robert G. Nichols
Partner
Price Waterhouse




James A. Unruh
Executive Vice President
Unisys Corporation

?

Hicks B. Waldron, Jr.
President and Chief Executive
Officer

Avon Products

|

N

Allan D. Gilmour

Executive Vice President and Chief
Financial Officer

Ford Motor Company

W. Paul Tippett
President
Springs Industries, Inc.
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John W. Madigan Karl F. Hoenecke
Executive Vice President Chairman and President
Tribune Company Federal Signal Corporation

7 Vincent R. McLean
Chairman of the Board
Magma Copper Company




Jesse M. Hill
President and Chief Executive Officer
Atlanta Life Insurance Company

President
ITT Corporation

J- Ira Harris
Salomon Brothers, Inc.

Terence E. Adderley
President
Kelly Services, Inc.

Roger T. Fri
President
The Stroh Brewery Company
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Leadership,
Leadership,

Leadership

A Drama in Three Acts

In an increasingly cutthroat
international business
environment, the changes American
organizations are being asked to
make are not marginal, they are
fundamental; their nature is
revolutionary, not evolutionary. The
need is for leaders who have the
courage and imagination to change
our corporate lifestyles. “The
purpose of our book,” say Tichy
and Devanna, “is not to present
actions for managers to imitate, but
to spread a new way of thinking
about corporate transformation as
an everyday way of acting.”

This book describes the drama
of corporate protagonists involved
in major organizational overhauls
or transformations. They are
self-acknowledged change agents.
Their organizations were accessible
to the authors for interviews and
case materials, and with the
exception of Lee Iacocca, all the
leaders were interviewed in depth.

The Transformational Leader

focuses on four dramatic tensions in
organizations:

1) the struggle between the forces

of stability and the forces of change

2) the dramatic tension between

denial and acceptance of reality

3) a struggle between fear and hope

4) a struggle between the manager

and the leader.

Twelve organizations, their
situations and their change agendas
are explored. Tichy and Devanna
report on what each leader has
done so far to transform the
organization, then look at the
challenges still remaining. As they
explain, “We do not know whether
[our protagonists] will ultimately
win; thus we want readers to be
aware of the challenges they still
face as we examine their leadership
actions. These dramas will continue
right into the 1990s before we can
judge the degree of their success.”

The book is organized along the
lines of a three act play. Act One
is entitled: “Recognizing the Need

for Revitalization.” Here the drama
focuses on recognizing the need for
change, overcoming resistance to
change, and avoiding the “quick
fix.” Act Two, entitled “Creating
a New Vision” involves diagnosing
the problem, creating a motivating
vision, and getting people signed
on to the mission. Act Three,
“Institutionalizing Change”
includes chapters on reweaving the
organization’s social fabric, making
the bureaucracy behave, and
motivating people. All these
topics are addressed through the
protagonists’ experiences: how they
assessed the problems they were
facing in their organizations; what
strategies they developed; and
how they carried them out. The
Transformational Leader is rich with
quotes from interviews, along with
descriptive material to put the
quotes in context.

What follows is an excerpt from
Act One, Scene One:

From the book, “The Transformational Leader” by Noel M. Tichy, Professor of Organizational Behavior
and Industrial Relations, and Mary Anne Devanna, Research Coordinator of the Management
Institute at Columbia University. Published by John Wiley & Sons, 1986. Reprinted by permission.
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Asking the Basic Questions

Why do transformational leaders,
like the Biblical prophets of old,
often find themselves crying in the
wilderness, trying to get people to
change their ways before it is too
late?

Because It Is Difficult to Overcome
the Boiled Frog Phenomenon.

The label comes from a classic
physiological response experiment
involving two live frogs, a pan filled
with water, and a bunsen burner.
The first frog is placed in a pan of
cold water. The pan is then placed
on a bunsen burner and the heat

is turned up very gradually. If the
change in temperature is gradual
enough, the frog will sit in the pan
until it boils to death. The creature
could have jumped out of the pan
at any time, but the change in its
environment happened so gradually
that no response was triggered in
the frog and death ensued. This is a
demonstration of the just noticeable
difference threshold.

If we take the remaining frog
and place it in a pan of water that is
already boiling, it will not sit there
but will promptly jump out — and
survive. We can clearly continue to
refine this experiment so that we
can discover how great the change
has to be in a given time period in
order to get the frog to respond,
but the analogy is clear. Like the
frog, there are organizations that
do not respond to trigger events in
their environment in time to avoid
catastrophic consequences.

Companies become boiled
frogs because their threshold of
awareness is set too high; they
do not read changes in the
environment until those changes
have disastrous consequences for
the organization. In the United
States, cultural cocoons kept whole
industries like steel, motorcycles,
and consumer electronics from
sensing the threat in the outside
environment.

Some people believe that these
events are inevitable — that little
can be done to stem the decline
and demise of organizations. Their
versions of these dramas would put
the fate of our protagonists and
their organizations in the hands of
the gods. We believe that the fate

The “cast of characters” in the
book include:

W. Michael Blumenthal,
Chairman of the Board and
CEO, Burroughs (now Unisys)
Corporation

J- Jeffrey Campbell, President,
Burger King

Alex Cunningham, Former
Executive Vice President,

North American Automotive
Operations; Lloyd Reuss,
Executive Vice President, North
American Passenger Car Group;
and Robert Stempel, Executive
Vice President, Truck and Bus
Group and Overseas Group, all
of General Motors Corporation

Frederick S. Hammer, Executive
Vice-President, Chase Manhattan
Bank (currently CEO of Meritor)

The Cast of Characters

John Harvey Jones, Chairman
of the Board, Imperial Chemical
Industries, London, England

Lee Iacocca, Chairman of the
Board and CEO, Chrysler
Corporation

Mary Ann Lawlor, CEO, Drake
Business Schools

James J. Renier, Vice Chairman,
Honeywell Inc.

Jack D. Sparks, Chairman of the
Board, CEO, and President,
Whirlpool Corporation

Edward A. Thompson, President,
Schneider National-Eastern
Carrier Group

John F. Welch, Chairman of the
Board, General Electric Company

A. M. MacKinnon, Former
President and COO,
CIBA-GEIGY

of these organizations rests in the
ability of their leadership to deal
with the forces of fate and the
competition.

Do All Transformational Leaders
Face the Same Resistance in
Organizations? No, the irony is that
transformational leaders frequently
tind the effort they must expend
in convincing the organization of
the need for change is in inverse
proportion to the urgency of
the situation. At one end of the
spectrum we find Lee lacocca,
who assumed command of Chrysler
when the situation was so grave that
he had little convincing to do; at the
other end we find leaders like
John Akers of IBM trying to create
a sense of urgency about the
company’s need to fulfill its
potential to become a $185 billion
company in the next decade.

One of the most difficult
transformational tasks is to create a
sense of urgency before there is an
emergency. Time sometimes runs
out and the transformational leader

is forced to take action before he or
she has obtained total commitment.
Jim Renier talked about the process
at Honeywell and the problems he
faced when he had to take action
before certain people were
committed. He was frustrated
because key people

‘“continue to look at the old

situation, at the way things were, at
what was being done and continually
parrot that there was nothing wrong
with it. I think those people need
counseling, they need help, they’re not
well. And again, I’'m not saying they’re
nuts, they’re stuck. They can’t get out
of it. They need more than I can give
them and I haven’t got the time.”

Why Can’t They See Parallel
Situations in Books Like In Search
of Excellence or A Passion for
Excellence? Reading about how Ray
Kroc built McDonald’s, or how Tom
Watson turned IBM into a great
organization, or how Procter &
Gamble and Johnson & Johnson
continue to carry out their
founders’ entrepreneurial visions
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does not help much when the
problem is revitalization. The
difference is that the histories of
these companies contain myths

and legends that reinforce some
important organizational values,
whereas the histories of companies
in need of revitalization contain
myths and legends about bad

habits that must be broken. The
organizations will have to solve
problems and develop systems

that are in sync with the current
environmental conditions, not those
of the past. The entrepreneurial
organizations described by Peters
and Waterman generate enthusiasm
and excitement for the future by
building on their past. Leaders who
want to revitalize organizations must
generate a similar level of energy to
face a future that is different from
the past.

How Can Leaders Effectively
Transform Their Organizations? To
lead effectively in turbulent times
we must return to basic questions
about the nature and purpose of
the organization in question. A
reexamination of its technical
systems undoubtedly will result in a
new mission and strategy. It should
also result in a major revamping
of the financial, marketing,
production, and human resource
systems as well so that they will
drive the organization toward the
new goals.

This technical realignment
will force a consideration of the
political allocation system in most
organizations. In many, new criteria
will determine who gets ahead, how
they get rewarded, and who has
the power to make decisions. And,
finally, they must look at the values
and beliefs they have helped to
instill in their members and ask
if this culture supports the change
the organization wishes to make.
Because of the dynamic nature of
organizations these systems rarely
reach a state of equilibrium where
they do not require some attention,
but the major initial wrenching that
is necessary will provide a major
challenge to transformational
leaders.

The Strategic Rope. The
TPC issues can be seen as three
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“In the United States, cultural
cocoons kept whole industries
like steel, motorcycles, and
consumer electronics from
sensing the threat in the outside
environment.”

intertwined strands of a rope. The
rope metaphor underscores several
points. First, from a distance,
individual strands are not
distinguishable. Similarly, a casual
observer cannot distinguish the TPC
systems in organizations. Second,
close examination of the rope will
reveal that each strand is made up
of many substrands, just as close
examination of organizations will
reveal many TPC systems. Finally,
the strength of the rope depends
not only on the strength of the
strands that make it up but also
on their connection. A rope can
unravel; an organization begins to
come apart when its systems work
at Cross-purposes.

While the entrepreneurial
founder of an organization
weaves the rope from scratch,
the transformational leader must
unravel the old rope and reweave
it. The task of the entrepreneur is
difficult and the failure rate among
new ventures bears testimony to
that fact, but it is an essentially
different problem from that faced
by the transformational leader.
People and organizations find
this situation difficult, and human
nature throws its weight on the side
of resistance to change or failure to
revitalize.

If we examine the leadership
challenges, it will help to reflect
on the basically conservative nature
of people and organizations.
Technically, people approach
their work in a way that reduces
it as quickly as possible into a
standardized routine. This has
been established not just for people
working at fairly routinized tasks
but with top-level managers as well.
Research supports the notion that
people try to use their successful
solutions even in situations where
they are not the best fit. Similarly,

people reduce uncertainty in the
political arena by instituting fairly
stable power relationships in
groups. While it takes longer to
establish the cultural values in a
group, these values become the
most stable and the most difficult
to change. The rope is not only

a metaphor for what exists in
organizations but also for what gets
woven into people’s thinking. Their
view of the TPC order of things
provides a filter through which
they view the world. To preserve
the integrity of their world they
interpret events in a way that makes
them congruent with it. To do
otherwise would be disruptive and
lead to uncertainty. This explains
why there are thousands of people
working in the automobile industry
who choose to interpret the events
of the last five years as a severe
business cycle. To do otherwise
forces them to raise serious
questions about the global
competitiveness of the industry
and its ability to survive over time.

Environmental Triggers Don’t
Always Trigger a Response. When
we discussed the boiled frog
phenomenon or “just noticeable
difference threshold” dilemma,
we pointed out that one of the
principal problems faced by
organizations is that they tend to
set too high a level for detecting
problems. This becomes more
understandable when we see
people struggling to maintain a
coherent view of their world.
Transformational leaders must first
adjust their own threshold so that
they can make a more sensitive
reading of environmental triggers,
and then they must lower the
threshold for key members of their
organization.

Lowering the threshold is no
easy task, as people can go to great
lengths to protect their view of
the world. The “world is flat” view
took many years to change.
Transformational leaders frequently
face the challenge of shifting
existing paradigms. While market
analysts in other industries
consistently looked to California
for early signs of shifts in consumer
preferences, American automobile
executives dismissed the signs.



It seems almost unbelievable, in
retrospect, that during the 1970s
the Detroit automobile mentality
filtered the California car market
data in such a way that the
beginning of a national preference
for foreign made cars could be
dismissed as idiosyncratic. They
would not respond to this trend
until the early 1980s, after domestic
market share had eroded
significantly.

Once people become sensitized
to triggers for change, the
transformational leader must find
ways to deal with the plethora of
often conflicting signals coming
from a variety of stakeholders. This
network of customers, suppliers,
employees, investors, financial
institutions, and governments
presents its demands to the
organization. Embedded in
the messages are the first early
warnings of the need for change.
For two decades customers of
automobile and steel companies
were sending signals that the
product and price were not meeting
their needs. The current crisis
in the steel industry and the
continuing battle in the automobile
industry bear testimony to the fact
that the messages were ignored.

Often the organization finds it
necessary to signal employees about
the need for change by bringing
in an outsider to head up a key
operation or business. Some of
our protagonists were put in their
positions to deal with deteriorating
situations in the organization. They
were Blumenthal at Burroughs,
Hammer at Chase Manhattan, and
Thompson at Schneider Trucking.
All came with a clear mandate to
revitalize the organization. Their
first challenge was to trigger a
felt need for change among key
members in the organization.

In all cases this turned out to be

a difficult task. Bringing in an
outsider has both advantages and
disadvantages — clearly these
individuals do not identify with the
past and feel no responsibility or
guilt for its shortcomings. On the
other hand, they have no formal
networks they can depend on or
chits they can call in to accomplish
their agenda for change.

One could argue that the choice

of some of the insiders was also

a signal to the organization

that change was required. John
Harvey-Jones feels he would not
have been the logical choice for
chairman if things had been going
well. Clearly, Renier was promoted
to address a deteriorating situation
at Honeywell Information Systems,
and the appointments of Welch
and Campbell to head up General
Electric and Burger King,
respectively, at relatively young ages
was a signal to the organization that
the old way of doing things had to
change.

Visionary insiders experience the
greatest difficulty in sounding the
alarm that all is not well. Their
presence is usually a sign that things
have not reached the critical stage
that would bring an outsider
aboard. On the other hand, this
lack of urgency places them in the
position of trying to turn up the
heat on colleagues and introduce
uncertainty in their lives when most
sense no emergency. This is the
challenge that both Jack Welch at
General Electric and Roger Smith
at General Motors face. They must
find ways to lower the threshold
of awareness for key organizational
members so that the need for
change is felt before the situation
becomes critical.

How to Create a Felt
Need for Change

One simple way of stirring things
up is by forcing managers and
professional employees to become

externally focused. Activities that
help to keep organizations in the
mood for revitalization include:

1. Challenge the Leader. One
of the greatest failings in most
organizations is that there is no one
to tell the emperor that he has no
clothes. Effective transformational
leaders must develop mechanisms
that provide dissonant information
and surround decision-makers with
people who can operate effectively
in the role of devil’s advocate.

Our protagonists vary greatly
in their ability to provide an
environment where this challenge
can take place. Strong leaders must
learn to be listening leaders as well.
A frequent complaint voiced about
these leaders is that it is hard to get
them to listen patiently. The point is
that strong, dominant leaders often
are their own worst enemies when
it comes to stirring up challenges
to their views, even when they
sincerely want such challenges.

2. Build External Networks.
People pay the most attention
to networks that tend to be
reinforcing. Listening to colleagues
at the Business Round Table, the
Conference Board, and trade and
professional associations tends to
provide redundant views of the
world. There is a strength in weak
ties, and transformational leaders
need to cultivate networks made up
of individuals with different views
and concerns. Differing views of the
world can keep the threshold at a
lower setting.

3. Visits to Other Organizations.
Seeing the way other companies,
especially those in Western Europe
and Japan, do things can have a
profound impact. When General
Electric began taking manufacturing
people to Japan, the managers had
feelings that bordered on terror
when they realized that Japanese
companies were frequently turning
out products with half the number .
of employees and significantly lower
defect rates that competed with:
their own products. It is not only
senior line executives who need to
be exposed to the world outside
the organization’s walls. Middle-
managers and technical and
professional employees need to
look outside for the benchmarks of"
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excellence. We frequently talk with
senior management teams who are
convinced that their company must
change, yet further down in the
organization an arrogance about
past success causes middle managers
to turn a deaf ear to suggestions
that all is not well.

4. Management Processes. A
powerful vehicle for creating a felt
need for change can be built right
into the management processes.
Thus when General Electric changes
the budgeting process from one
that measures progress against last
year’s results to one that measures
progress against a competitor’s
progress in a given business, the
stimulus for change becomes both
more powerful and more relevant.

Intellectually, people may
acknowledge the need for change,
but emotionally they may not be
ready to deal with it until a serious
event causes them to face up to
the changes that occurred. John
Harvey-Jones said the clear trigger
moment at ICI was
“the first time we had turned a loss
in one quarter, it was the first loss that
we had turned since the company was
set up. As a result we had to cut our
dividend.”

Our protagonists varied
considerably in terms of the
urgency of their situations.
Blumenthal, Harvey-Jones, Lawlor,
and Renier were more clearly
grouped at the same end of the
spectrum as lacocca and Chrysler.
Their organizations had reached
the point where the balance sheet
clearly testified to the gravity of the
situation. Don MacKinnon felt that
CIBA-GEIGY’s performance in
the United States was sluggish, but
the overall health of the parent
company did not create a great
sense of urgency. Thompson was
jolted by a significant restructuring
of the trucking industry brought
about by deregulation. Hammer
was brought into Chase specifically
to deal with the implications of
similar deregulation in the banking
industry. Campbell, like Hammer,
felt that he had been handed the
job of turning the organization
around. Cunningham, Reuss, and
Stempel led an organization that
had recently experienced the
first loss in its history, but which
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commanded considerable assets to
address its problems. Finally, Jack
Sparks, like Jack Welch, inherited
a succcessful, highly profitable
company in no immediate danger
and took on the task of convincing
the organization that they faced
long-term threats from global
competition if they did not
significantly alter the way they did
business. Thus each protagonist’s
drama began differently, but the
difficulties they faced in convincing
people that change was necessary
and that the state of readiness for
change must always be present bore
remarkable similarities.

The ideal situation for a leader
would be to manage an organization
whose transformational challenge is
not to avoid disaster but to defend
a position of industry dominance
through constant vigilance. The task
is not easy, but organizations that
cannot find the will to respond
until the threat is severe are surely
playing a game of Russian roulette,
and the day will come when the
trigger will activate a mortal wound
instead of a near miss.

Spreading the News

Information about the
environment that the organization
faces should be widely disseminated
through the organization so that all
of its members understand the
challenge. In Japan at Canon, the
workers see a poster when they
come to work each morning. The
message is that Canon wants to beat
IBM in the telecommunications
field by the year 2000. For
Americans, this might seem bizarre.
Canon is a relatively small company
— why focus the workforce on this
goal? Canon’s management believes
that the challenge of taking on
a world-class company will keep
everyone focused on their long-term
objectives.

While most American companies
seem to pass on information
about the competition on a need to
know basis, the Japanese make sure
their workers have full information
about their competitors’ products,
manufacturing processes, and
strategies. The argument is that
everyone must assume a leadership
role in helping the organization

to meet its goals, and it is exciting
to see the energy that gets released
when people are able to place their
work in a larger context.

The formidable challenge facing
transformational leaders can be
met only by enlisting everyone in
the organization and giving them
responsibility for helping to ensure
the viability of the company.
Transformational leaders, having
sounded the warnings to the
organization, must now move into
the second scene of the first act,
where they will come to understand
why there is so much resistance to
change.

About the authors: Noel M. Tichy,
Professor of Organizational
Behavior and Industrial Relations at
the Business School, is currently on
a two year leave of absence to head
up the Management Development
Institute at the General Electric
Company. He consults widely in
both the business and public sectors,
is the author of Managing Strategic
Change (Wiley, 1983) and editor of
Strategic Human Resource Management
(with Charles J. Fombrun and Mary
Anne Devanna) (Wiley, 1984) and

is also the editor of the Human
Resource Management journal.

Mary Anne Devanna, Research
Coordinator of the Management
Institute at Columbia University, is
the editor of The Columbia Journal
of World Business and has done
extensive research and writing

on the role of women managers
in American corporations. She
formerly was the director of
advertising at Longines and now
works in the development and
delivery of executive education
programs at Columbia University.
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Michigan’s Artrain, complete with graffiti by contemporary “wild style” artists, parks by the Renaissance Center in Detroit.

How to Turn
a Iramn Around

Dan O’Leary, MBA °84, Used Skills He Learned at the Business School, Along with
Entrepreneurial Talent, to Get Michigan’s Artrain Back on the Track

he second week on the job

as Director of Artrain, Dan
O’Leary, MBA ’84, had to write a
personal check to fill up the train
with fuel oil. That’s how bad things
were. Michigan’s innovative art
museum on wheels was about to
be permanently derailed.

“I never worked harder in my
life,”-says Dan, looking back over
those first three difficult months.
“It was a grim process. I worked 18
hours a day and looked forward to
the weekends because I could put
more time in then with fewer
distractions. Even so, I thought
I was probably going to fail.”

Obstacles included huge accounts
payable, dwindling corporate
support, and no source of revenue.
“Three years before I came,”
explains O’Leary, “the train lost
$266,000 within an operative
budget of $510,000. Losses for the
following two years were $217,000
and $261,000 respectively. The first

By Caroline Bermudez

thing on my agenda was to cut costs
drastically, and the second thing
was to raise revenues dramatically.
Virtually every single class I took
in Business School — everything
from accounting to organizational
behavior to marketing — taught me
something essential for this job.”
When Dan, who, besides his
MBA, also holds a Ph.D. in art
history from Michigan, became
Director of Artrain in August of
1985, one of the biggest problems
he faced in cutting costs was the
structure of the organization itself.
He explains, “The organization
had a bad habit of hiring outside
services. . . public relations
people, printing experts, legal
assistants. . .to solve in-house
problems. We didn’t need such
specialized people. What we needed
was a versatile staff. We needed
a complete reorganization of
the structure. Each person had to
re-evaluate his/her job to make the

job descriptions reflect the kind
of work they needed to do.

“Many of the difficulties were
OBIR difficulties,” Dan continues.
“I found myself struggling to
remember what professor so-and-so
said about communication, about
motivation. Communicating with
your employees, understanding
them, helping them organize their
time, organizing your own time, are
incredibly tricky problems, even in
this little organization.

“I found that the most fruitful
thing was to sit down and discuss
with the employees, hear their
problems, show them that I trusted
them and wanted their input and
needed them. And boy did I need
them! There was no time to have
the luxury of learning the
organization slowly. So
communication was especially
important. : ;

“I used to think you just fired

921



people whose attitudes weren’t right
because it must mean that they
weren’t very good as employees,”
Dan reflects, looking back on his
staffing decisions, “but I've found
that’s not true; some of your best
employees can be caught up in a
corporate culture that is no longer
appropriate, that is no longer
consistent with your needs. I
learned that even in a tiny little
organization it’s not easy to change
things. It can be like a tug-of-war.
People don’t like to have their
approaches challenged.”

Cost-cutting measures included
moving the office to Ann Arbor
from downtown Detroit, thereby
lowering rent, and cutting down on
expense account items. “For
instance, I didn’t let people drive if
I thought they could handle the
situation over the phone,” explains
Dan, who paid all his own expenses
for the first year and went without a
company car, a luxury his
predecessor enjoyed.

The cost cutting wasn’t easy on
any level, but there were particular
difficulties with breaking contracts.
“We had about 10 long term
business contracts that couldn’t be
broken,” says Dan. “For example,
“we had a computerized mailing
scale that we rented. It was
gorgeous, but it wasn’t efficient,
since sometimes we’d send out only
three or four letters a day.”

However, knowing that Artrain’s
very survival depended on breaking
those contracts, Dan persisted. “I
found that if you make enough
noise and prove to people that
you're about to go out of business,
they’ll understand,” says Dan, who
eventually was able to break eight
out of the ten.

But cost cutting measures were
only the beginning. Essentially there
was no money. In the four years
before O’Leary came on board,
Artrain had been living on
endowment. When he took over,
the endowment was locked up so
that he didn’t have that source of
revenue any more. In addition,
corporate contributions had been
neglected and mismanaged and as a
consequence had fallen to $20,000.
Here, O’Leary faced a brick wall.

“The hardest part was convincing
people to give us another chance,”
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he says. “I researched and wrote
to hundreds and hundreds of
corporations. After I'd been on the
job about a month, through
immense good fortune, I got an
appointment with the Chairman of
perhaps the most powerful banking
organization in Michigan, who also
had lots of interest in this kind of
public-oriented project. I should
have felt lucky just to talk to
an assistant to one of the vice
presidents, but here I was talking to
this man, who was one of the major
financial and philanthropic people
in Michigan. He listened to me
patiently for an hour and then said,
“Absolutely not. I don’t think this
organization is going to survive.”
Not only did Artrain survive, but
it thrived. In the first year of Dan’s
stewardship, corporate contributions
increased to $74,000. Costs were cut
by $100,000. At the same time, the
number of communities visited
doubled, and so did the number of
people coming through the train.
“I know how an entrepreneur feels
and that’s one of the great joys of
this,” says O’Leary. “The train has
profit centers, it has products, and
it has this incredibly satisfying
once-a-year process where you add
everything up and you are audited
and the year-end financial report

shows exactly what the organization
has done for itself and its
constituents.”

The success was achieved not
only by cost cutting and by raising
revenues, it was also a matter of
selling the product. And a big part
of competing effectively in the
marketplace is packaging. “The
train needs a package just like
Gleem Toothpaste needs a
package,” says Dan. “But in this
case, the train was almost 400 feet
long. That calls for a pretty
innovative wrapper to express the
nature of the product inside.” He
pondered a good deal before
coming up with an inspiration. He
realized that basically, the train
provided a 400 foot long billboard.
He decided to cover that space with
works done by good, contemporary
“wild style” graffiti artists.

So far, so good, but actually
turning the idea into reality wasn’t
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