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and logistical sysrems, increase rhe flow of goods and 
services across borders and thereby increase competi- 
tion. Thii will continue fo accelerate. 

Foreign Competition 

The growth of foreign competition in the U.S. manu- 
facturing sector illustrates the situation. Five years 
ago, only 5 percent of U.S. manufacturas in an A.T. 
Kearney survey faced a foreign company among their 
top five competitors. Today. SO percent report that 
three of their top iive comperitors are foreign; abnost 
45 percent project three or more of their top five com- 
petitors will be foreign by 199%. 

At the sane time, there is gmwing tension worldwide 
concerning the issue of free trade. As Robert Galvin. 
chairman of Motorola. points out, taking multilateral 
acrions tbrough GATT (General Agreement on Tar- 
iffs and Trade) is no doubt the best policy in theory, 
but in practice the U.S. has not had the will to make 
GATT work in its behalf. Galvin believes a key result 
of GATT has been to open the U.S. market to others. 
Galvin prefers fo use his influente to help work out bi- 
lateral agreements-country to country and industry to 
indnstry. An example of the future of managed trade 
is Japan’s agreement to increase purchases of U.S. sem- 
iconducton from 8 percent to 20 percent over five 
years and to stop “dnrnping” computer chips in the 
U.S. market. The U.S. agreed in return to suspend 
pending ami-dumping dudes against’Japan.~ 

The U.S. has been uncomfortable with such an 
approach becaose it violates our perception of free 
trade. But truly free trade rema& a nineteenth-cen. 
tory dream, and fair trade under the traditional ap- 
proach may no Ionger be possible. 

The 1989 use of “Super-301”. the legislation that 
strengthened Section 301 of rhe U.S. trade law. is 
likely to set the pattern for managed trade in the fu- 
ture. The trend will be for each country to open mar- 
kers and expand trade. The Japanese concessions for 
beef imports, for instance. help Australian as well as 
U.S. heef producers. Th¡ process does res& in open- 
ing markets and facilitatinl: competition. 

Companies cannot always wait for open markets, 
and they cannot be certain that elusive goal will be 
achieved. Tbis has led to growing foreign direct invest- 
ment and rhe formatio~ of new global strategic alli- 
antes to secure positioning. Aside from the $160 billion 

of intra-U.S. acquisitions during 1988. $67.3 billion of 
mergers ocurred between U.S. and non-U.S. compa- 
nies. according fo Mergers @ Acquisitiom’ 1988 pro. 
fde. Tbis latter category will grow in the next decade. 
To participare in the growing Asian markets and the 
changing European Community. companies on every 
continent will have to incrase their direct foreign in- 
“estment. 

Recent research suggeso U.S. companies currently 
doing bosiness abroad expect their outside revenues to 
grow duting the next five yea~ from 22 percent to more 
than 25 percent of sales. Some 35 to 40 percent of 
U.S. companies expect their non-U.S. production to 
gmw by 25 percent or more during the same period; 
55 fo 60 percent expect to acquire foreign films. 

Despite the difticulties, strategic alliances will be 
used by mature businessez to penetrate foreign mar- 
kets, combat direct foreign competition, accelerate 
technology development. raise product barries, and 
lower risk hurdles. In high-gmwh businesses, they also 
will be wd to acquire critica1 resources and boild core 
infraestructnre. 

Companies will use other familiar methods to take 
advantage of global opportunities in the 1990s. For 
manufacturers, the trend to sourcing, assembling, or 
manufacturing internationaIIy will continue. For ser- 
vice companies, some hack-Office operations will con- 
tinue to rnove offshore in search of lower costs or more 
efficient labor. Customers will increasingly shop for fl- 
nancial services globally; businesses and financia1 in- 
stitutions will increasingly fund themselves on a global 
basis. 

Political and Economic 
Upheaval 

Systemic changes are uncoupling the private and 
public sectors tbroughout the world. The 1980s was 
the decade when the value of free enterprise, the proiit 
motive, and a market-driven economy were recognized 
without regad to political system. The movement to 
convert public sector enterprises to private sector in- 
dustry has been strongest in Great Britain under Mar- 
garet Thatcher, but examples can also be seen in 
France, Italy, and elsewhere. Privatization will con- 
tinue in forrnerly monolithic socialist state such PS 
China, the URSS, Poland, and Hungary. The same 
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currents flow in other European countries, where so- 
cialired industry and services have been commonplace 
throughout the twentieth century. 

The pattern of change in the new Europe is begin- 
ning to take chape already. The 1992 initiatives are re- 
moving interna1 banies among European countries 
and standardizing product requirements; they will 
make Europe more like a single market. Entry into this 
huge new market will be easier for companies that have 
European partners or Europea” bases of operation. 

The trend toward global competition will accelerate 
in the 1990s. New markets, new source~ of supply, new 
competitors, foreign competitors, tougher competiton 
with greater scale and longer~ rime horizons ~~ rhat is the 
lineup. And as they look through the gareaay to the 
twenty-first century. executives will sce the possibility 
that the future will be radically different from any- 
thing they dream of in the presenr. 

The giant consurner companies are typically the 
first to take aduantaee of these onnortunities; the 

Challen-~-- TT- -I 

Y LI 

ges racmg 
Coca-Cola bottle and the Kentucky Fried Chicken store 
tend to be the flagships of Ameritan investment in 

Management in 
these countries. But astute executives will see beyond the 1990s 
the obvious charm of new markets hungty for Western 
goodr. They will see govcrnment enterprises ripe for 
privatization and new production and management 
methods. They will see populations of skilled and un- 
skilled workers eager to improve their standards of 
living by working in a Western-style environment. 

The internal changa in these countries will move 
slorrdy; transition periods of up to PO years will not be 
uncommon. The interna1 problems are huge and not 
easily overcome, but we will tind out this decade 
whethcr thrse economies will owrcome their philo- 
sophic inertia and becomc private-oriented econo- 
mies. 

Asia presents additional complexities. The mow- 
ment toward a market economy in China seems more 
precarious today than ewn 12 months ago. The effect 
of making Hong Kong part of the People’s Republic in 
1997 ir unclear. One should not be surprised fo see 
these factors result in recontiguration of the two Chi- 
nas in the mid-1990s. The present leadership in China 
may not reach compromise with those who press for 
democracy and greater Westemization of the eco- 
nomy. This could result in the more liberal arear in 
southern China, including Taiwan, Hong Kong, and 
Shanghai, uniting, Icaving the rest of China rigidly 
communist with a socialistic economy. 

But the key to the area is the relationship between 
the U.S. and Japan. We eupect the present admin- 
istration to work hard to smooth trade relations with 
Japan, participare in thc reconstruction of rhe Philip- 
pines, and help smooth trade barriers between Japan 
and Europe. One factor in this succcss may well be 
more U.S./Japan joint wnture~ into Europe, espe- 
cially Eastcrn Europe by the middle of the decade. 

Management’s most difficult challenge in the next dec- 
ade will be embracing change to secure competitive 
surviva and succes.. But it is not enough for chief ex- 
ecutives and management teams to embrace change. 
Everyone in the organiration rnust change the way he 

or she operates and relates to other workers, custonv 
ers, suppliers, and competiton. 

Specialization 

The 1990s ,411 see further declines of the conglomer- 

ates formed in the 1960s and 1970s. Focuïed compania 
will be the pattern of the nineties, ar companies divert 
divisions and product lines thai do not fa with their 
basic businesses. This will come about as management 

increasingly discoven the synergy gap and is simulta~ 
neously penalized by the equity markets. The need to 
“stick to your knitting”, as Tom Peters and Bob Wa- 
texnan preached, and the enormous debt overload as- 
sociated with the goodtill of acquisitions and lever- 
aged buyouts will result in wholesale selling of asas to 
pay off debts. 

Companies will be have to rnove toward specializa- 
tion and segmentation to be perceived by custorners as 
credible, knowledgeable, and reliabie. Customers will 
increasingly look for companies that can provide value 
through cusromized, tailored products; their percep- 
tion will be that these are not available from giant 
conglomerates with bureaucratic ~tructure~; an unclear 
and capricious focus, and insecure futures. 

The manufacturers’ mouement fo specialization is 
mirrored by catalog merchandisers and retailen. 

I 



Lands’ End, the successful merchandiier of classic 
clothing, mails a variety of specialty catalogs targeted 
to specific demographic groups. Mass merchandisers 
such as Sears have hroken down their catalogs and 
their stores into specialty “stores within a store” fo 
counter the competition from successful specialty re- 
tailers, such as The Limited and Sponmart. 

These microniches are the wave of the decade. We 
discovered niche marketing in the 1980s: now we -411 
see supersegmentation and products tailored to narrow- 
er groups of customers, including individual custom- 
ers in the most extreme case. The trend is clear in 
manufacturing and merchandising. Publishing and 
television are equally affected, with hundreds of 
narrowly focused magazines driving out the general 
magazines and cable television cutting into the mass 
audience of the three broatcast networks. In the finan- 
cial services industry, investon have traded savings ac- 
counts and stock certificates for futures in stock funds, 
T-bills. municipal bonds, foreign currencies, and 
mortgage-backed securities. Mutual funds. originally 
diversified to spread risk and emure income, now are 
available at every leve1 of risk and income and focus on 
particular industries. Credit cards have moved beyond 
facilitating purchases and travel to encompass cash 
cards, debit cards, affinity cards, and %nart” cards. 
By the end of the decade, few segments of business OI 
services will be unaffected by the trend fo superspe- 
cialization. 

Vertical Dis-integration 

Since the time Henry Ford began forging steel and 
molding tires for the .Model T, vertical integration has 
been a stratepic axiom of manufacturing. The tirst 
chinks in this fírm belief carne with the early outsour- 
cing. offshore manufacturing, and strategic alliances 
in the~ 1980% and the chinks will continue to appear. 

The possibilities are endless, but where does man- 
agement start in breaking down rhe cumbersome struc- 
cure? The search begins with the value-added chain, 
identif+g whicb parts or services should be outsour. 
ced. Properly developed outsourcing helps a company 
offer a unique mix of products tailored to the costom- 
er’s needs, dramatically lowers cost. improves quality 
and service. releases capital, and increases flexibility 
to adapt to changing conditions. 

During tbe past decade, a dramatic shift has taken 
place in the way compames have viewed and interact- 
ed with their supplier base. The old adversarial, 
“arm’s length” relationships have been replaced by 
close, long-term supplier partnenhips. Buyers’ “penny 
a pound” short-term focus has been supplanted by top 
management’s willingness to make long-term commit- 
ments witb key’suppliers. 

As a result of tbís shift in orientation. compames 
have aligned themselves with sole suppliers, entered 
into binding, multiyear contracts, and committed to 
purchasing minimum quantities on an annual basis. 
Companies have also integrated suppliers into their 
own research, desigo, and development programs and 
supplier deliveries into their just-in-time operating en- 
vironments. All this has bad some very positive ben- 
efits. But wbat happens when the honeymoon is over? 
When a sole supplier of strategic material files for 
bankruptcy? When the market price of a key material 
dmps well below the contract price and the buyer is at 
a severc competitive disadvantageì What if sales de- 
cline significantly and the buyer is unable to meet min- 
imum purchase-quantity commitments? What if the 
life cycle of a ma.jor project is unexpectedly cut short 
with two years still left on a take-or-pay contract? 
What if a new material or technology is introduced by 
an alternate supplier at half the current price but the 
contract with an existing stipplier cannot be broken? 
Clearly, companies must develop strategies that define 
the roles and relationships of key suppliers and how to 
effectively manage them. 

‘2 ás not enough for chieJ executiws 
and management team.s to embrace change. 
Eueryone in the organization must change 
the way he or she operates and relates to 
other workers, customers, suppliers, 
and competitors” 

A new twist to the increasingly common “vendar 
partnersbip” philowphy that companies are adopting 
is the “manufacture-1ess” and “distribution-less” busi- 
ness. This is the ultimate in supplier partnerships. Un- 
der this arrangement. the supplier performs virtually 
al1 of the operating functions and activities for its cus- 
temer or contracting company, including manufactu- 
ring. research and development, distribution, traes- 
portation, and warehousing. 
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Will a growing number of businesses evolve into 
highly spccializcd corporate entities, sotne focusing on 
manufacturing or logistics alone, others concentraring 
on selling, marketing, and finance? How could tbis rad- 
ically aher top management’s viem on such basic is- 
sues as capital reqtirements, risk, control, gmwth, 
and organizaion? 

The manufacturing networks common in European 
industry enable member companies (competiton) fo 
respond to changes in the marketplae. The typical in- 
dustry network provides technical training and devel- 
opr export market groups, purchasing consortiums 
and loan cooperatives. At lata stages, members might 
exchange information about innovation, export laws, 
and new technology. Denmark’s furniture industry has 
benefited greatly from network services. as has the 
machine tao1 industry in Modena, Italy. One of the 
few U.S. examples is the Flint River Project in Michi- 
gan, which includes a network of small companies that 
suppat the auto industry. 

Thir concept of cooperating tith competitions is inim 
ical to most U.S. executives, but some of, the activi- 
ties of trade associations provide precedents. The great- 
est hurdle fo such cooperation at the moment, other 
than mindset, is U.S. antitrust law. 

A oew form of outsourcing will take place in the of- 
fice setting. Just as much physical office work-Office 
cleaning, equipment maintenance, cafeteria 
operation-has already been removed from the arpo- 
rate strwfure, much of tbe clerical work will be sepa- 
raed. Many organizations will use clerical work forces 
provided by contract suppliers on a permanent basis. 
The trend will spread to providing support servicies, 
such as data processing, arder processing, accounting, 
aduertising, and public relations. Companies will be- 
gin to replace lethargic corporate staffs in head- 
quaners cities with a lean crew of senior executives, 
whose work is supported by contracted clerical, analyt- 
ical, administrative, and professional staff on-site or in 
suburban back-Office operations. 

Productiuity improvement is another reason to un- 
couple such clerical and support work. Producútity 
was not so important when tbe white-collar payroll was 
10 to 15 percent of total costs. In the infonnation age 
those payroll costs are more likely to total 40 to 60 per- 
cent. Outside contractors know that they ti11 be tossed 
out and replaced by better-performing competitors 
unless they improve quality and cm coa 

Continuous-Improvement 
Philosophy 

A critica1 ingredient missing in toa many U.S. corpo- 
rations is continuoos improvement-kaiten, as the Japa- 
nese refer to it. Past performance is no benchmark for 
the future, and the competition is not standing still. 
U.S. managers and workers are still toa often focused 
on fixed goals or standards and tend to be more cono 
cerned with their performace compared with the past 
than their companies’ relative competitive positions. 

Management makes a fatal error if it persists in 
using fixed standards of performance for quality, 
downtime, inventory turns, arder-processing time, or 
service level. Instad, these rnust be moving targets 
that continuously stretch the organization to do better. 
The challenge for management is to be sure it com- 
pares and continuously updates the competition’s per- 
formance in all area5. This keeps the emphasis on the 
outside, where it should be. 

Once their progress in being eualuated, how can 
employees be motivated to accept this continuou- 
improvement philosophy? The subjet of employee mo- 
tivado” in rhe new world of the 19905 is touched on lat- 
er in this article and in fact is toa complex to deal with 
satisfactorily here. But the answer lies in corporate 
leadership demanding constant improvement, in secur- 
ing the involvement of employees, in setting and ac- 
complishing goals, and in appropriate rccognition 
programs. Milliken & Company, a world leader in tex~ 
riles. has adopted this philosophy and artirude 
throughaut the business. Every departmrnt displays 
tabla or charts so employees, supplien, and customers 
can see progreess against goals. 

Customer Value 

The cliche of the late 1980s was: Every business is a 
service business. But at the beginning of the 1990% 
there are still plenty of businesses that have not put 
that socalled cliche into practice. 

The costoroer value emphasis means focusing evev 
organizational unit, instad of just the sales depart- 
menr, on custotners. This is the waycompanies can be- 
gin to differentiate themselves from lower-cost foreign 
competitiors. It requires finding innovadve ways to 
add value to producta by bundling services and pro- 



ducts into new configurations-in effect, building total 
quality, design engineering, warranties. informarion 
systems support. invoicing, training, maintenance, lo- 
gistics services. and various other support activities 
into the total product offering. 

Total quality is an important element in the custom- 
er value equation. Despite the publicity given to 
impmved product quality, as Tom Petera says, quality 
is stiII not an obsession with enough companies. Too 
often management prefers to think that exotic technol- 
ogy will result in perfect products. Unfonunately, the 
answer is not that easy. Total quality requira massive 
culture change-changes in organizational structure, 
attitudes. and, most important. employee involve. 
ment. And this kind of change is specially difficuh 
among large, mature enterptises. 

Another route to building customer value is devrlop- 
ing srratcgic alliances (multiyear relationships) be- 
tween suppliers and customers. The mutual interests of 
suppher and costomer become increasingly obvious. 
Comparisom then will be made less on differences be- 
tween competitive products and more on how fully a 
product or service fuliills a customer’s businesî goals. 

Companies that focus their products and services on 
their customer’s goals of market share lower inven- 
tory, accelerated cycle time, improved quality, lower 
coas, or improved fill raes will secure long-term favor- 
able relationship. Companies that have alrcadv moved 
aggresîively to focus on customer value include 
Motorola. Milliken, L.L. Bean. Ameritan Airlines. 
and Land’s End. They have gained market share ad- 
vantage through advanced customer service systems, 
special support functions, and outstanding quality. and 
by working to exceed customer expectations. These 
companies have high-quality products and services 
and sophiiticated marketing pmgrams. But is not pos- 
sible to separate the value provided by the systems 
themselves from the value of the products and market- 
ing programs. 

Unlocking the value chain is not a simple process. If  
is specific fo each company and can only be identified 
and defined through a careful analytical process. But 
customer sophistication is growing along with compe- 
tition. The prospective customer evaluates each com- 
pany’s offering and thus determines the leve1 of cwtom- 
er value in terms of product hardware and software, 
quality. service, user economics, and other factan- 
not just price. 

Moreover, as we add service enhancements, we 
increase the importance of people. This implica a need 

to impmve recruitment, interna1 training, and new 
measurement systems to secure high-quality perfor- 
mance. 

The service sector of the economy faces the same 
challenges now as manufactming has faced in the 
past. These industries are only beginning to realize the 
need to market, compete, and serve more responsively. 
Indostry maturity, knowledge transfer, and increasing 
foreign competition will contribute fo the need to 
improve productivity and create customer value in the 
service sector every bit as much as in manufacturing. 
Quality, productivity, and overall service will have to 
be dramatically improved for companies fo survive the 
consolidations that will take place in the service in. 
dustries. 

Geographic Orientation 

Competition in every business wctor is increasingly 
global. Many executives. however, still have a dome* 
tic mindset and inadequate understanding of the glab- 
al marketplace. This is partly because for many bwi- 
ncsses the U.S. market seemed to offer ample success: 
there was no need to incur inconveniente and complex- 
ity by seeking distant foreign markets. But today, 
with so much foreign competition and relatively stag- 
nant consumer demand in their domestic markets, 
executives must take a comprehensive view of the glob- 
al marketplace~whether in Toronto, Turin, or Tokyo. 

Despite intense interest in and controversy about 
trade deficits and foreign competition, this domestic 
bias continues. The Wall Street Jounal reported in 
July that a study of 1,500 managen worldwide found 
insularity among Ameritan CEOS compared to their 
foreign counterparts. Asked to rank skills important 
to CEOS in the twenty-fint century 35 percent of 
Americans thought experience outside the home 
country was important, compared to 74 percent of for- 
eign counterparts. Some 62 percent of U.S. respon- 
dents ranked international outlook important, compa- 
red to 81 percent of Europeans, 87 percent of Latin 
Americam, and 100 percent of Japanese. 

“The service sector of the economy faca 
the same challenges now as manufactun’ng 
has faced Ciz the past. These industries 
me only beginning to realize the need 
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to market, compete, and swve more 
TesponJively” 

lnternationally oriented companies will srop judging 
foreign divisions simply on their ability to stand on 
rheir awn. Instead, they will consider them part of an 
integrated rtrategy including foreign sourcing. focus- 
ing on market share, and cutting off cash flow’ at the 
foreign competitor’s source. This latter strategy is 
exemplified hy companies such as IBM, Motorola. and 
Caterpillar, who successfully compete head-on against 
foreign companies in their own markets. 

CEOs will need to take advantage of the signiticant 
opportunities available through integrated global ac- 
tivities. To do this, they will seek out and train person- 
nel who can operare in a multicultural enviroment. 
they will seek out foreign alliances and negotiate to 
trade rechnology transfer for foreign market share. 
Most irnportantly, rhry wall acquirc a betrer undcr- 
stmding of thr cultural, market, and tcchnological 
resources of competitors abroad. 

International Transfer 
Pricing 

Transfer pricing is a growíng challenge faced particu- 
larly by multinational manufacturers that source goods 
and services among company afiliates across interna- 
tional borden. The chaIIenge is increasing because of 
offshore service and the gmwing scrutiny of tax au- 
thorities, who recognize multinational companies are 
increasingly easy prey for fax revenue otherwise diffi- 
cult to come by through legislation these days. 

In the 1990s these multinationals face a new vigilance 
by governments. both national and state, intenr on 
obtaining rheir “fair” share of tax revenue. Companies 
must establish interna1 transfer pricing policies that 
support sound rcsource allocation and sourcing stra- 
tegy decisions, while balancing the goal of tax minimi- 
rarion. 

Whit the restructuring in Europe of complete in- 
dustries such as telecomunications, electronics. chemi- 
cals, aerospace. and others in anticipation of the eli- 
mination of trade barriers by 1992, this problem will 
grow. The same is true with respect to the groaing for- 
eign investment in the U.S. and growing U.S.-Asian 
sourcing practices. 

iVew U.S. tax regulations under considerarion 
would require corporate taupayers to have an explicit, 
defensible policy for interna1 transfer pricing. Further- 
more, this policy cannot be ad hoc because the tax 
authority would rule on the legitimacy of the policy in 
advance, including the specific methods by which 
transfer prices are determined. Other countries are 
sure LO follow the U.S. lead. Exposure can easily be in 
the hundreds of millions of dollars for many corpora- 
tions. 

A majo, challenge in setting such policies will be to 

harmonize tax regulations with business objetives. 
Simple “market-based” pricing rules that satisfy tax 
rules often fail to create the correct incentives ar the 
different levels of the value chain. This is particularly 
true when the altcrnative markets do not exist or when 
economies of vertical integration and other similar 
strategies are available. Instead, pricing mechanisms 
may be required that more fully match incentives with 
corporate goals and that allocate risks to the parties 
most capable of responding. 

Environmental and Safety 
Issues 

There ti11 be much more regulatian imposed on prod- 
ucts in this decade. The greatest restrictions will be 
on the manufacturing, storage handling, and usage 
of waste. Stringent health and safety regulations will 
dictate changes in raw materials, industrial procm- 

sing, and materials handling. Al1 of this presents signi- 
ficant challenges to manufacturers at every stage from 
R&D through production, distribution, and consumer 
“SC. 

Minimizing warte will be a key strategy for in- 
dustrial waste generators. Management will feel pres- 
sures such as escalating waste disposal transportaion 
COSIS, higher treatment costs, and the spreading 
“NIMBY” (not.in-my-backyard) movements in com- 
munities everywhere. 

In the Europea Community, environmental issues 
have moved to center stage in Brussels during the dis- 
cussion of 1992 changes. Companies in EC countries 
such as France, Italy, and the U.K. are concerned 
about the costs and competitive ramifications of hav- 
ing to acquiesce in the ecological preoccupations of 
their more activist neighbors. German, Danish, and 



Dutch companies live with stringent antipollution laws 
and look forward fo a more leve1 playing iield 
throughout the EC after 1992. Issues that appear to be 
particularly divisive are auto emisaions, waste recycl- 
ing, sud civil liabilities for damages caused by waste. 

Management will also face liabilities associated with 
regulatory enforcement. Gxnpliance will be more dif- 
ficult and penalties more severe. For waste-producing 
industria such as paper, chemicals, and food, the 
tbreat is cbilling. For other industries, problems un- 
known today will cause crises tomorrow. The CEO will 
need to make environmental considerarions part to 
every new product development, facility planning and 
global strategy. 

Education and Management- 
Skill Development 

In A.T. Kearney’s U.S. competitiveness research, the 
subject of education was uppermost in the minds of 
chief executives and economic experts surveyed. Their 
principal concern was that the quality of the work 
force expected in the 1990s is not suitable for the vast 
technological and operational changa that industry 
must undertake to regain its competitive advantage. 

The U.S. is now losing at least $25 billion a year in 
productitity through inadequate education and 
training of the work forte. We have 22 million func- 
tionally illiterate people in our nation and the number 
is gmwing. According fo Roger Semerad. forrner arsis- 
tant secretary of labor, we have one million students 
per year who never complete bigh school and another 
750,000 who graduate from high school each year but 
cannot read their diplomas. 

For the first time, there are fewer teen-agers than 
people over 65. By 1995, the number of 17-Z year 
olds will drop by three million. One-third of al1 new 
workers will be immigrants or minorities, agroup that 
wiIl need considerable Ianguage training and remedia1 
education. And a Conference Board survey reported 
that approximately 75 percent of the U.S. work forte 
in the year 2005 is already in place, so we also have a 
majo, task in skill upgrading and training over the 
nem 10 fo 15 yean for our existing work forte. Private 
industry is already spending $40 billion annually fo 
provide remedial trainiug in reading, writing. and 
computational skills. 

The wlutions to tbis complex problem are difficult. 
It wiU take a national revolution to remedy the sit- 
uation, and by al1 indications not enough will be done 
in the next tive to teuyears fo secure a significara turn. 
around. The current low unemployment rate and 
growing skill shortages in the future will fuel inflation, 
reduce quality and service and, ultimately. undermine 
the ability to compete. In addition to galvanizing state 
and national governments to undertake majar reform, 
business leaders must look at ways to stop the bleeding 
in the short term while counting on acbieting structur. 
al reform in the educational system in the longer 
term. Major sums will be necessary for remedia1 edu- 
cation and skill training inside the corporation, as well 
as for support of schools with a variety of fmancial. in- 
tellectual, and mentor support prograrns. 

Business education rnost also improve if the man- 
agement tearns of the 1990 are fo be capable of bring- 
ing about change both within and outside the Iirm. 
Companies rnust make better use of the intellectual ca. 
pita1 they recruit. Management development 
programs must be integrated with the company’s busi- 
ness goals. Education and management development 
must be interdisciplinary. Successful rnanagers have to 
learn to work comfortably in a participatory environ- 
ment; ene of their roles will be coaching their em- 
ployees to help them succeed. and motivating them: 
attain extraordinary perforrnance. , 

Managers will need enhanced people sldlls in the 
next decade because workers will be different, toa. 
They will have more choices in their work and per- 
sonal lives; they will be more flexible and independent 
workers. They will make day-to.day decisions on their 
own, move from task to task with ease, and will work 
more in ad hoc tearus, sometimes in different teams on 
different efforts from different orgaoizarional units. 

The preferred management style will be conseosus 
building rather than authoritarian. The tighter labor 
market will mean Iirms will have fo get the tuost from 
their employees. The human resources depanmetit 
will become a power center for recruiting and 
orchestrating the development of talented new em- 
ployees and coaching managers to work with the new 
breed of workers. Huma” resources departments that 
are only paper-shuffling centers will only hurt the com- 
.pany. Moreover, companies rnust seek out and develop 
individuals who will be comfortable operating in a 
multicultural global envimnment. New types of man- 
agement development programs and exposure will 
be required. 
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“One of the key factors in emluating 
senior management in the future mll be 
its ability to motimte ordinary people 
to extmordinary achieuements”. 

One of the key factors in evaluating senior manage- 
ment in the future will be its ability to motivate ordi- 
nary people to extraordinary achievements. Ordinary 
performance will not be enough for the successfuI 
company. Performing far beyond the custome~~s ex- 
pectation ti11 be the basis for strategic differentiation 
and for cementing the customer relationsbip. 

The Agenda for the CEO 
in the 1990s 

To help CEOs prepare for these new challenges. we 
provide a leadership agenda that includes issues relat- 
ed to the business strategy, board of directors. man- 
agement continuity. corporate values, and organiza- 
tion and measurement. 

Business Strategy 

We live in a competirive environrnent that is increas- 
ingly hostile and globally interdependent. In this en- 
viroment, evay CEO and board of directors must have 
a well-articulated strategy. This is vital not only for 
interna1 reasons, but also to clearly demorarate how 
the strategy will build long-term shareholder value. 
CEOs and boards who want fo fend off unhiendly take- 
oven and unfriendly comments from Wall Street 
analysts need to review their strategies. They need to 
question how competitiveness will be enhanced, finan- 
cial goals accomplished, and shareholder value incrcas- 
ed by any of the following: 
l More or less product line breadth or depth; 
l More or less vertical integration; 
l A global presente; and 
l Synergy across business units and functions. 

In addition, they must determine whether the com- 
pany has or mtends to have a strategy based on low-cost 
Provider status or customer value and whether man- 
agement has appropriate respo- to significant moves 
by key competitors. 

Obviously, there are other critica1 questions for 
CEOS and hoards to pender, but these represent a cti- 
tical starting point for iirms that expect to sunive. let 
done succeed, in the 1990s. 

The Board of Directors 

Corporate boards of directors must become more ef- 
fective shepherds of corporate resources and increase 
their credihility with shareholders and the financia1 
community in the 1990s. for they will be held more ac- 
counrable than in the past. They rnust be able to stand 
up fo management on issues ranging from corporate 
strategy to ethics and performance. They mua be able 
to stand up to greedy sbareholders when the legitimate 
long-term interests of the business are nor being ful- 
iilled by the pressure of short-term takeover efforts. 
They ti11 be expected to ensure that management has 
appropriate programs to addrezz the challenges describ- 
ed in this article. 

The membership mix of the typical board must also 
be reviewed. Boards should contain a greater mix of 
oursidr versos inside dircctors. Moreowr, considera- 
tion should be given to creating a board that is more 
responsiue to some of the critica1 constituencies the 
company depends on, as well as ene thar possesses the 
experience and perspectiues needed to address the is- 
sues outlined above. Future appointmenu should shift 
the balance of review authority from inside to outside 
directors to secure more objetive counsel. 

This organizational change is essential in today’s 
Iishbowl operational mode. ln an era of frantic merg- 
er, acquisition, and buy-out activity, any company 
can find itself on the block through careless actions. 
Directors are now truly accountable. Today’s board 
operates under bighly restricted legal pressures and 
can find itself rhe focus of media attention at any mo- 
ment. Board memben will increasingly need to be 
skilled, qualified. and experienced in a variety of cor- 
Ponte problem areas. Tbis meaos: 
l Directors with global business expertise will be 

sought for their ability to help the corporation eva- 
luate its global options and operations develop glob- 
al market perspectives. assess risks, and consider 
appropriate strategic alliance partnen. 

l Females and members of various minority groups, 
specially those representing significant consrituen- 
cies served by the corporation, must be appointed 



to help the board keep in touch with its consumers 
and employees. 

l Directors wiU be chosen to represent various objeti- 
ve or adversaria1 views. These include attorneys, en- 
vironmentrdists, scientists and research and devel- 
opment specialists., management consultaras. and 
baukers. Fxxon’s recent appointment of a scientist- 
oceanologist to its board is a good example. 

Management Continuity 
In most of the truly successful compardes in thii deca. 
de, the cheif executive will ahnost certainly have risa 
through the ranks. He or she vdll be intimately fami- 
liar with the iirm’s operations. people, cuîtomera, and 
suppliers. and with both failed and successful strate- 
pies. Firms will try to achieve management continuity 
thoughout their executive ranks. Lone rangers who 
move from cornpany to company. increasing their eam- 
ings and stock options tith each move, will not be the 
pattern. 

The succession of a new CEO increasingly till be a 
once-in-a-generaion event at rnost companies. In 
A.T. Kearney’s research on the management of the 
most successful U.S. companies, we found a striking 
difference between the CEOs of the top-performing 
Forttme 500 companies and the “run of the mill” Fo?- 
tune 500 firrns-the best outperforming the average 
companies by 50 percent. The rnost striking difference 
between these top-perfonning compardes and the rest 
was that al1 but one of the CEOs of the top performing 
companies were apppointed from inside the company 
and had been CEO for an average of more than 16 years. 
(The only outside CEO had an unusually strong 
attachrnent fo the company because of a Iong rela- 
tionship asa management consultant.) In comparison, 
CEOS from the Yun of the mill” Fortme 500 compa- 
rdes had average tenures of 6.9 years. 

Tbis continuity at the top is critica1 during a period 
of such pervasive change. It provides the bonding 
agent to secure adherente to a Set of values and mis- 
sions. The effect is to focus the average manager’s at- 
tention on the longer-term succcss of rhe business 
rather than corporatt poluics. Among the Techniqucs 
that wiU be used by more companies to increase man- 
agement continuity are the following. 

l Employees with executive potential will be identi- 
tied early and undergo cross-functional and cros.. 

geographic training throughout their careers. Peo- 
ple will be rotated through a variety of jobs so they 
can become knowledgeable about the ful1 range of 
operations of the business unit and develop an ex- 
tensive network of personal contactc within tbe glob- 
al corporation. 

l Compardes will allocate considerable top manage- 
ment time fo developing people for key jobs. For 
example. ene large rnultinational company groom- 
ed tbree candidates for eight years for the top job 
job fo asure there was sufiicient depth of talent to 
permit a choice of the best individual. The develop. 
rnent time is not wasted because the other two indi- 
viduals are prepared for other top management po- 
sitions. 

l Large corparations will increasingly confine an in- 
dividual’s career moves within a single business unit 
or industry sector because they place a premium on 
industry knowledge and continuity of experience. 

Corporate Values 

A significant responsibility for the cbief executive of 
the 1990s will be as the keeper of the culture, the per- 
son ultimately responsible for fostering shared values 
throughout the organizarion. Corporate culture will 
not be just a subject for scholarly articles; it till be an 
important responsibiity of management. The culture 
rnust match the mission of the business and support 
the connnon values and goals of the organizaion. 

Some of the values that wiII require development ef- 
forrs by chief executives have already been discussed. 
They include: 

l Management’s own global perspective. which must 
be trammitted to other executives so the narrowly 
provincial views of business operations can be left 
behind tith the 1980s. 

l The concept of continuo”6 improvement. particu- 
larly in organirations accustomed fo measuring 
progresa against the past or against fixed perfor- 
“lance targets; 

l The teamwork philosophy necessary for success. 
which is not an accepted part of business today: 

l Quality, which must receive comprehensive and 
persistera attention in al1 areas of business today; 
and 

l Customer value, which is the rnost underexploited 
opportunity for achieting competitive advantage. 
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“Corporate culture uill not be ju.st a subject 
forpholarly articles; it wzll be an important 
respomibility of menagemat”. 

Organization and 
Measurement 

The trend of the 1980s fo reduce the number of man- 
agement levels and decision-making layers withixi the 
company ír.ill continue in this decade. Management 
till assign greater responsibility and delegate authori- 
ry, bul will demand accountability from manage- 
rnenf and plant workers alike. The continuing staff re- 
ductions and elimination of bureaucratic practica ti11 
help the organizadon become more flexible, innova- 
tive, and time-responsive. 

The need to emphasire interdisciplinary manage- 
ment will be especially important in the 1990s. Faster 
will be better, as al1 elements of the organizaion work 
at reducing the time required to carry out each opera- 
tion. Compression of time associated with planning, 
designing, developing, processing orders, manufactur- 
ing, and shipping ti11 be ewpected by the customer: it 
till not be a premium for which a higher price is paid. 
~ust as quality was a given in the 198Os, speed will be 
the standard in the 1990s. 

This represen6 a majar opportunity to reduce work- 
ing capital and operating costs and improve service to 
~umxner~ and, in turn, translates into increased mar- 
ket share an return on investmenr. A majar consumer 
products company has estimated that fully integrared 
operations could reduce food inventaries of almost five 
momhs fo one fo two weeks. That translates into $530 
billion of potential working capital savings in the U.S. 
food industry. 

Developing new products faster can help a company 
gain competidve advantage by increasing market share 
while curting overall development costs. Faster cycle 
times from arder processing through manufacturing 
allow a more flexible response to customers and simul- 
taneously reduce inventory costs. Currently, 21 per- 
cent of U.S. GNP is tied up in logistics cosfs. These 
costs are majar targets for cycle-time improvement dis- 
ciplines. 

General Electric’s overhaul of its stagnant circuit 
breaker business is a prime example of successful 
cycle-time improvement. The effort involved manu- 

facturing, de+, and marketing experts who consider- 
ed every aspect of ordering and producing customized 
circuit breaker boxes for commercial buildings. The 
team consolidated the organization from six plants to 
ene. reduced parts from 28,000 to 1.275, cut out en@- 
neers’ and middle managers’ roles, and gave worker 
teams more responsibility. The plant now has a back- 
log of two days rather than two months. and delivers a 
higher-quality product in three days rather rhan three 
weeks. 

Robert Hayes of Harvard Universiry attributes the 
Ume problem to infrastructure and the prerogatives of 
the functional organization. He employs rhe analogy 
that Pacific Basin competitors succeed at innovation 
because they operate like a rugby team, moving the 
hall down the iield in parallel actions toward their goal. 
U.S. manufacturers, on the other hand, operate like 
a relay team, each function handing off che baton to 
the next when it has completed its work. 

Shortening cycle times requires working to improve 
processes that cut across functional boundaries. While 
this is a more complex undertaking, it can yield spec~ 
tacular improvements. Hewlett-Packard saved its 
computer terminal business from extinction rhis way. 
lt redesigned the manufacturing process, cutting as- 
sembly time from days to hours. It saved 55 percenr on 
materials and 75 percent on labor. These lower costs 
let HP price more aggressively; sales rose 150 percenr 
in one year. 

Cultural change is required to help people do their 
jobs as well as pasible. If  we handwap workerz with rig- 
id functional hierarchical structures and procedure 
manuals, we cannot expect them to deal well with 
nomoutine events. Refashioning culture mean2 atrack 
ing the organization at severa1 poinrs at once. 

First, the communication sptem must allow 
nonroutine evento to surface quickly at the bighest lev- 
els in the organizadon 50 they are rreared with the same 
importance as any mainstream business problem. 
Second, individuals rnusf be empowered fo create 
change unencumbered by traditional reporting rela- 
tionships, structures and rneasurement systerns. Third, 
the project management concept must take on increas- 
ing imporrance to allow companies co respond 
promptly and objecrively to major problems and busi- 
ness opportunities. 

Using project management techniques, grouping 
and regrouping in work teams will make it possible for 
organizations to deal with nonroutine or “trigger” 
events. The organirarional ~tructures and perfor- 



mame measurements of most compania are based on the 
need for effciency. not effectiveness and responsive. 
ness. Nonroutine events -customer problema, acquis- 
tioos, technology breakthroughs. product 
recalls-spell crisis. 

Innovative and responsive companies will develop 
structures that motivate management and workers to 
be creative and work to their ful1 capabiiity. Some of 
the best-known product development case- the IBM 

PC, Lockheed’s U.2, Xerox’5 plain paper 
copier-were achieved with new organizations or 
“skunk works” and measurement systems configured to 
aid the process. 

Teamwork will be a critica1 ingredient. However, it 
will be an acquired skill for employees throughout the 
organization. It will enable the organizarion to res- 
pond fo crises effectively and to managc innovation in 
product and service developments. Ad hoc organiza- 
tional efforts will allow companies to develop exciting 
new products and reíolve crises much more quickly 
than is possible in the mainstream structure. People 
will be able to cross functional lines and business uniti 
and move freely outside the established hierarchy to 
address the issue and achieve a prompt resolution. 

Drastic revisions are needed in measurcment systems 
to take these new organizational approaches into ac- 
count. Most organirations overlay on their structures a 
mainstream measurement system focused on indivi- 
dual, depxtment, or unit performance. These mea- 
surements encourage behavior that supports depart- 
mental efflciency but does not alIow for effective inte- 
grated or interdepartmental responses. 

The systems that focas on individual measurements 
are costly and counterproductive. Greater emphasis 
must be placed on measurement tbat looks at the per- 
formance of departments or business units on an inter- 
disciplinary basis and encourages the cooperative 
behavior of individuals. The performance and reward 
of individuals should be tied to total unit outcome. ul- 
timately focusing on the customer. 

Greater emphasis also needs to be given to Ionger- 
term performance measuracnt systems. at least in 
the three- to fine-year range, so actions in the operat- 
ing environment conform more fuUy to priori& in 
the business strategies. Greater use of profit-sharing, 
gainsharing. and employee stock ownership will help. 

Finally, the senior executive rmx.t be intimately in. 
volved with customers. Nurturing the relationship and 
assuring customer value will be one of the chief re- 
sponsibilities of CEOS in the 1990s. And the responsi- 

biliry will be shared throughout the organizarion, not 
restricted to the sales staff or the customer service de- 
partment. 

Al1 executives will understand how wealth creation 
occurs and will strive to be wealth creators for their 
companies. Some of this will involve direct 
“selling”~chief executive to chief executive. Some of 
it will involve creative contact between supplier and 
customer executives. Even executives in positions not 
usually comidered wealth creating will be able to 
contribute to his creative customer selling. Account 
teams with management and technical specialists as 
well as sales profesaionals will be able to communicate 
with customers effectively at all lev&. 

These efforts will focus on customers that promise to 
be particularly important for the company, rather 
than being diffused over the entire customer base As 
the use of product specialization and microniche mar- 
keting becomes more widespread, companies also will 
necd to differentiate on the basis of tailored customer 
service, particularly when implementing the cmtomer 
value challenge. The formidable efforts to be taken 
companywide to bundle value amund the product or 
service are worthwhile only for the most cherished and 
profitable of customers. 

The principal responsibility for fostering rhis new 
organizational philosophy, including seeing the future 
of the company along with the customer, can only 
come from the CEO - from his or her values, commu- 
nication, style, and way of measuring performance. 

Industrial companies in the West have been improv- 
ing their competitive positions tbroughout the 1980s. 
There have been enough positive signs of change in the 
last five yean to make even a pessimist believe the glass 
is half ful1 rather than half empty. It is realistic now to 
believe that Western companies can compete success- 
fully in the global marketplace against Japan and che 
Little Dragons. However. the struggle is by no means 
over, and the growing service sector will face the same 
challenges in the decade ahead as manufacturing has 
faced in the past. 

The movement toward renewed competitiveness has 
begun. CEOS must continue to ignore the seductive 
allure ofgovemment solutions and continue to work at 
improving competitiveness where it counci-in their 
own firms. Their competitors cannot be blamed for 
failures. Peor management contributes to failure. 
Lack of vision contributes to failure. Industrial com- 
panies do not have to be an endangered species. If  they 
are, it is because they are unwilling to take risks and 
amable to make bard decisions. 

Our overview of the 1990s suggests that there is 
much on which fo btild, but much yet to be done. More- 



ovar, there are many ways to bring about the never- the organiration - the paradox of preparing for the fu- 
ending process of improvement. That process must ture while dealing with the present. They will be at 
stm with the CEO putting together an agenda for fhc their best when they act as missionaries for change 
decade. Executives do have the vision fo look througk within their organirations and motivate their peaple to 
the gateway to the next century. If  they do it properly, extraordinary efforts. 
they will begin by recognizing their Janus-like role in 


