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The performance paradox

Harlow B. Cohen

Executive Overview
Many management teams may know what they should do to improve their performance

dramatically—not five or (en percent, but twenty-five, fifty or one hundred percent.
However, like many individuals who know they should stop smoking, see a physician,
start exercising, or begin dieting, Ihe management team ignores, avoids, delays or simply
acts contrary to what they already know they should do. Unfortunately, this contradiction
appears to he more prevalent and common than anyone would care to admit.

A manufacturer of electronic components contin-
ued to perform at substandard levels of profit for
five straight years. At one time this business was
the flagship division of a larger corporation from
which other, now more lucrative, businesses
spawned. To compensate for the loss of product
lines that spun off into new ventures, management
grew the customer base. In time, a significant num-
ber of new customers were added. Unfortunately,
as sales increased, profits declined. This trend was
very gradual, however, and almost imperceptible
over the years. Net profit continued to drop until
the group president, frustrated by the negative
trend, mandated that the business make whatever
changes were needed in the next four months to
achieve a better pretax profit.

When asked what the problem with the business
was, almost every manager interviewed said, "We
think we have too many of the wrong customers."
They felt that the increase in customers was add-
ing to indirect expense, but they could not verify
that belief since the information reports didn't fully
allocate the costs at the plant level. Some believed
that efficiencies suffered because of the increased
number of setups. Others suspected that material
cost crept up because of the lower lot sizes and the
special material that commanded premium prices.
When asked if any attempts had been made in the
past to address the issue, they said yes. Such ef-
forts, however, quickly lost steam and managers
succumbed to the belief that sales of any sort were
a good thing.

Within weeks after launching a customer consol-
idation effort, it became apparent to the team that
pruning the customer base was the right strategy
to pursue, and that profit dollars could be tripled.
The team, energized by the prospect of such dra-

matic improvements, implemented the needed
changes and, in four months, produced annualized
improvements of $1.6 million in additional prof-
its—more than triple the former year.

Understanding the Paradox

The above case illustrates the essence of the per-
formance paradox. Managers know what to do to
improve performance, but actually ignore or act in
contradiction to either their strongest instincts or to
the data available to them. The potential for a
performance paradox exists when four conditions
are simultaneously present:

Managers know what to do to improve
performance, but actually ignore or act
in contradiction to either their strongest
instincts or to the data available to them.

• The organization experiences a decline in per-
formance after a history of success. The decline
is usually gradual and plays itself out over
months or sometimes years. As a result, the
problems facing an organization usually have
been around for awhile. Although the decline
may be due to any number of reasons, the diffi-
culties tend not to be linked to changes in the
industry. Instead, the decline stems from either a
lack of focus or a departure from the original
strategy, direction, or core competency that
made the organization successful in the first
place.

• The organization can achieve significant im-
provements in performance with existing re-
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sources. Some situations do require a radical
approach or demand dramatic measures. For ex-
ample, when the Big Three automotive compa-
nies woke up to the threat of foreign competition,
major changes, not incremental ones, were re-
quired to adapt to the challenge. Some of these
companies are still struggling to make the re-
quired changes. Performance paradoxes are dif-
ferent, however. It is typically unnecessary to
infuse additional capital into the situation, to
resort to radical means, or to launch massive
change efforts. More can be done to realize
gains by targeting a few well-placed change
efforts using existing resources.

• The management team or a subset of the man-
agement team has a good sense of what to do to
reconcile the performance shortfall. Team mem-
bers are grounded in their industry and have a
keen understanding of their business. This does
not always mean they know exactly what to do.
More times than not, however, a subset of the
management team can articulate the changes
that are needed to reconcile the performance
shortfall. They may not have all the details
worked out, but they know fundamentally what
to do, and can cite supportive anecdotes and
data. For example, Elwell Parker is a 102-year-
old heavy equipment manufacturer, based in
Cleveland, Ohio, that fell on hard times in recent
years. When Sue Lan Ma acquired the failing
company, her approach was to work with the
existing personnel. In her words, "The best re-
source is the failing team because they under-
stand the business . . . They know where it went
wrong."! This was also the case with the control-
ler and other key managers cited in the opening
example. They knew they should prune the cus-
tomer base and jettison related costs.

• Despite the understanding, know-how, and even
readiness that may exist within an organizatiori,
the management team actually acts contrary to
a course of action that, if taken, would dramati-
cally improve performance. The opening exam-
ple showed that management not only failed to
act on its beliefs, it acted contrary to them by
continuing to add unprofitable customers.

Such contradictions are well documented. Accord-
ing to Jerry Harvey's Abilene Paradox, organiza-
tions pursue contradictory courses of action,
prompted by their inability to manage agreement.^
Argyris explained that human beings create con-
ditions within their organizations that inhibit ef-
fective problem solving because they lack an
awareness of what they "espouse" compared with
what they actually do "in practice."^ Argyris also

observed that managers tend not to think critically
about the actions they engage in and fail to use a
"double loop" thought process that challenges
their underlying assumptions.* Perrow stated that
when managers are confronted with difficult
choices, they tend to construct simplified models of
the real situation and gravitate toward familiar or
well-worn paths taken before.̂  Rather than search
for optimum solutions, managers tend to select the
first satisfactory one that comes along (called "sat-
isficing behavior").

The significance of any performance paradox is
that an organization is sitting on a virtual cache of
hundreds of thousands, or in some cases, millions
of dollars of additional profit. As in the myth of
Tantalus, managers can see the tasty fruit directly
in front of them, but the tree from which the fruit
hangs seems to be just beyond their reach.

The Warning Signs

The first step to avoiding a performance paradox is
to gain an awareness of those avoidance behav-
iors that cause managers to act contrary to the
organization's welfare. Three warning signs ap-
pear to be common.

The first step to avoiding a performance
paradox is to gain an awareness of those
avoidance behaviors that cause
managers to act contrary to the
organization's welfare.

Tolerating Low Performance

A manufacturer of office products continued to pro-
duce, unabated, millions of dollars of scrap each
year. A fiberglass company tolerated below indus-
try standards on its most critical assets for more
than five years. A processor of high quality alumi-
num products produced a meager one-half percent
improvement in productivity each year for six
years. The stock transfer business of a major bank
experienced continuous backlogs, excessive over-
time, and errors in shareholder correspondence for
twelve straight months.

In each of these examples a lower level of per-
formance was tolerated, not just for weeks or
months but for years. Are all of these cases simply
examples of poor management? Hardly. There are
simply too many cases of once great companies
that could not sustain success or peak perfor-
mance. Companies such as General Motors, IBM,
Kodak, Xerox, Eastern Airlines, and others who
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were once thought to be invincible, either declined,
lost market share, or disappeared altogether.
Many companies touted as the best in Peters and
Waterman's In Search of Excellence, likewise, fell
from grace.^ And a quick comparison of Fortune's
Reputation Survey reveals changes in the top
twenty list each year. For example, from 1985 to
1992, twelve of the top twenty companies dropped
in ranking—some well below the twenty mark.

One key difference between organizations, how-
ever, can be found in their tolerance for low per-
formance. Higher performing companies simply
have less tolerance. They mobilize rapidly to rec-
oncile performance shortfalls while the rest of the
pack is slower to respond. Like a broken bone left
unattended, the shortfall rapidly resets at a weak-
ened level. Other priorities that produce less anx-
iety draw attention and serve as welcome distrac-
tions. Over time, the lower level of performance
becomes normalized and accepted. With the fur-
ther passage of time, the problems breed interre-
lated problems and become more complicated,
thus lending credence to the belief that the prob-
lem is too difficult to tackle. All of this happens
even though people inside the organization know
what might be done to remedy the situation. Until
someone in the organization declares open season
on the problem at hand, no action is possible. Con-
versely, tolerance, reluctance to confront, and tacit
approval virtually assure that the organization
will remain stuck.

Failing to Challenge Underlying Causes

Managers also act contrary to their real intent by
failing to challenge the underlying causes that
loom beneath any given performance problem.
When a combination metal former and powder
coater began to experience high scrap and quality
defects, the management group launched a series
of projects to reduce scrap and defects and to de-
velop more accurate cost standards. Within a few
months, they were able to show some modest re-
sults. Buoyed by the initial success, the manage-
ment team ignored what they knew to be the un-
derlying cause. Closer examination of the metal
forming and powder coating business revealed
that it had recently added another powder coating
line. To ensure full use of the new asset, manage-
ment filled the line with new customers and prod-
ucts. Most of the new customers only required pow-
der coating—not metal forming. This action
unwittingly shifted the focus away from the busi-
ness's original strategy and markets where the
company had been most successful. The business
was originally positioned in the market to compete

on price as both a metal former and powder coater.
It was not positioned to compete with single oper-
ations or as just a powder coater. The new products
were not only priced too low, but went outside the
core skills of the work force.

Confronted by a shortfall in performance, orga-
nizations may mobilize rapidly to correct the prob-
lem and to show results. However, when the orga-
nization finds it is solving the same problems
every six to twelve months, it is usually a sign that
something more fundamental is wrong. Thus, early
successes can eclipse the underlying causes that
created the situation in the first place. Such im-
provement efforts are limited from the outset in
what they can accomplish.

The above example also highlights the distinc-
tion between two different types of actions—cor-
rective and transformative. Both types are key to
effective organizational functioning. Corrective ac-
tion accepts at face value whatever the immediate
performance challenge or shortfall is, but does not
challenge the underlying cause. Managers simply
try to correct the immediate situation. In the exam-
ple, the management team treated the scrap and
quality problems, but ignored the underlying
causes despite an awareness of the real reasons.

Transformative action, conversely, does not ac-
cept the problem at face value. Instead it chal-
lenges the underlying cause or assumption. When
the management team took the time to peel back
the layers, it rediscovered what it already knew—
that the new products did not fit the firm's original
business strategy and that it had to stop acting as
if it were capacity-driven. Acknowledging what
was already known allowed management to shape
a very different set of projects that virtually elimi-
nated the scrap and quality problems and returned
the business to a respectable level of profit.

Abdicafing Managerial Accountability in Favor of
Programs and Packaged Solutions

Still another way in which managers prevent
themselves from making better use of their exist-
ing resources is to defer to professionally crafted
programs. A major utility suffering from low per-
formance and competitive pressures launched nu-
merous change programs in search of a magic
bullet that would solve its ills. The utility tried to
implement a total quality management effort,
benchmarked the best companies, created and dis-
tributed a mission and values statement, trained
all employees in problem-solving techniques and
facilitation skills, conducted team building ses-
sions, formed steering committees, and scored it-
self against the categories of the Baldrige award.
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When all these efforts failed to produce the desired
outcomes, it turned its attention toward still other
programs. Program after program, and fad after
fad, rolled across the organization with marginal
success, until downsizing was the only option re-
maining. The paradox was that many of its man-
agers knew where the opportunities to improve
performance were hidden. However, the day-to-
day requirements, combined with the time needed
to implement all the programs, prevented these
same managers from applying the know-how they
already possessed.

Such programs seduce managers with the pros-
pect of ready-made solutions. Over the past de-
cade-and-a-half, the seduction was quite success-
ful. Training programs and change efforts such as
total quality management, team building, self-de-
signing work teams, reengineering, 360-degree
feedback, and countless other activities, grew at
double and triple digit rates from 1982 to 1992.7 A
study conducted by Beer, Eisenstat and Spector,
revealed four reasons why such programs are ap-
pealing and provided insight into why managers
defer to them.̂  First, the programs can be put into
place quickly. They are already designed, ready
for implementation, and represent an expedient
option. Second, managers like to emulate well-
known success stories and best practices. Such
stories are usually oversimplified, however, and
fail to take into account important differences that
exist between organizations. Third, the programs
appear to be easy to measure, which meets the
criteria of senior executives. Unfortunately, such
measures usually track activities (e.g., the number
of people who attended training sessions) rather
than results. Fourth, the programs can be dele-
gated to either staff or consultants. This option is
particularly attractive to both senior and line man-
agers because they are busy dealing with the day-
to-day press of business. If the program fails, it
wasn't their fault, but the program's.

Studies show that too many large-scale pro-
grams have a low success rate. For example, in a
1991 American Electronics Association survey of
300 electronics companies, 85 percent reported
quality programs underway, but less than one-
third had achieved any significant or positive re-
sults. Further evidence comes from a McKinsey &
Company study that found that two-thirds of qual-
ity programs failed to yield any real improve-
ments. The study states that "companies try too
much, wasting money on broad-based training
and new technology that do not relate to immedi-
ate problems."^ In a 1994 article, Nohria and Berk-
ley observed that U.S. share as a percentage of
world wide sales of the twelve largest companies

representing seven industries steadily declined
since 1960, despite a parallel rise in the "manage-
ment industry."'^ While the increase in programs
and fads did not cause the decline itself, there is
little evidence to suggest that it produced the
promised results or helped to abate the decline.

Despite this questionable record, managers con-
tinue to turn toward programs as the answer to
their problems. In doing so, they divert attention
away from the very solutions and untapped poten-
tial they have right at hand. This is not to say that
these tools and techniques are not useful. Many
organizations have benefitted from their use. But
when managers abdicate their own responsibility
or their subordinates' accountability in favor of
management programs, they increase the chances
of acting in opposition to their best interests.

Regaining Control of the Organization

If managers are to regain control of their organi-
zations and to capitalize on the untapped potential
that already exists, they must first cultivate an
awareness of the warning signs described above.
Being aware that your organization and manage-
ment team are tolerating low performance, failing
to challenge underlying causes, and/or abdicating
responsibility in favor of programs, is a start.
Awareness alone is not sufficient, however, and is
difficult to translate into action. To tap into a firm's
hidden potential and to achieve significant gains
in performance, managers need to employ more
effective means.

GaJvanize Action

The first step in galvanizing action around a per-
formance opportunity is to infuse urgency into the
situation. This requires senior management to
raise the stakes and to signal to others in the
organization the need to improve. There are no
indictments, just recognition that the business can
no longer be satisfied with the current level of
performance. In the case of our electronic compo-
nents manufacturer, the group president did just
that. He charged the division general manager
with improving profit immediately, arousing him
to action. Mandating that the division make what-
ever changes were required to achieve a 10 percent
pretax profit in four months alerted division man-
agement that low performance would not be toler-
ated, and that immediate action was warranted.
Urgency, results and immediacy were the keys.

Galvanizing action also requires managers to
confront the metaphorical dinosaur in the living
room—a situation where everyone knows what the
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opportunity is and what must be done, cannot help
but trip over it every day, but nonetheless acts as if
it does not exist. To overcome such denial, senior
management must move the core performance
challenge facing the organization from backstage
to front, from an implied level to an explicit one,
and from closed to open discussion. He/she must
then legitimize debate around the very issue that,
heretofore, could not get on the radar screen. For
example, the general manager of the electronic
components company sanctioned a two-day work
session with his management team to tackle the
question of customer consolidation. To start, he
assigned the role of project leader to his controller,
who had been an outspoken critic of the company's
customer base. Next, the project team engaged in
an exercise that forced both analysis of the situa-
tion and active debate. The project leader, with the
help of an outside consultant, asked the team to
imagine that they were an investor group who had
just bought the rights to the top fifty customers—no
assets, just the customers. Facts about the top fifty
were shared, for instance, that they accounted for
85 percent of the sales and an even greater per-
centage of the profits. They also discovered that
this group was growing at a rate of 10 to 15 percent
per year, whereas the remaining customers were
flat or declining.

The team was then challenged to build an orga-
nization from scratch around the top fifty custom-
ers. They were told not to worry about the remain-
ing 350 customers who might constitute an entirely
different business. Following the exercise, the
team was broken into two teams and asked to
debate the pros and cons of making such a change.
In this way, the logic was further refined and
strengthened. Last, a conservative pro forma was
drafted for the imaginary company to test whether
the newly-formed organization of fifty customers
would indeed improve the bottom line.

The example shows how the general manager
telescoped attention onto the core issue that he
and his management team had avoided. By mak-
ing the controller the project leader, he signaled to
others that he was treating the issue seriously. The
question and exercise were reframed to allow ev-
eryone's input and to provide safety offered by a
seemingly hypothetical situation. This created the
space for people to be more creative and less anx-
ious. Only when it became apparent that consoli-
dating the customer base was the right strategy to
pursue did discussion turn toward the actions re-
quired to make it happen.

Still another element that helps to galvanize ac-
tion around an opportunity to improve perfor-
mance is to develop a multifaceted strategy. This

means there must be more than one way to win
and to achieve the desired outcomes. Too many
managers jump to single solutions or to ones that
were tried before. In doing so, they limit their
chances of success by creating all-or-nothing sce-
narios. For example, confronted by the need to
reduce inventory, many managers will recommend
a new inventory system, an upgrade to the existing
MRP system, or the like. Unfortunately, when the
single strategy fails to produce the desired result
(as is often the case), the improvement effort must
start all over again. The name of the game is to
maximize the number of ways to win. One way to
ensure that a multifaceted strategy is in use is to
focus on a measurable outcome/result.

Too many managers jump to single
solutions or to ones that were tried
before. In doing so, they limit their
chances of success by creating all-or-
nothing scenarios.

Consider the staff of a residential mental health
facility who were suffering injuries and high work-
ers' compensation costs while lifting and transfer-
ring patients. An assessment of the problem re-
vealed that the patient population was changing,
thus causing an increase in the number of lifts and
transfers. However, the required equipment was
not available. To solve the problem, the equipment
needed for safe lifting and transfer was ordered.
Unfortunately, even after the equipment arrived,
injuries continued to occur.

To respond differently to the problem, manage-
ment set a goal of reducing the number of safety
incidents related to lifts and transfers by 50 per-
cent over the next two months. This subtle yet key
change in focus created a multifaceted strategy in
which more than one approach could be explored.
Besides ordering the equipment, the staff reviewed
and emphasized safer methods for lifting and
transferring patients. It also discovered that two
patients in particular accounted for many of the
safety incidents and special procedures were cre-
ated to handle them differently. Lifts and transfers
were limited to the day shift, when more staff were
available. Changes to the schedule of staff were
also made to alleviate crunch times in the morning
and evening.

By focusing on an explicit result, rather than just
the problem definition, the staff were free to ex-
plore a broader array of issues related to the
achievement of the goal—reducing injuries. In this
way, the full range of options was not prematurely
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walled off or limited to a single solution. In addi-
tion, the broader range of issues also enlisted a
wider range of involvement from different staff—
not just the purchasing department. This diversity
introduced a more varied response.

Tackle the Obvious

Cassandra was able to foretell the future but was
fated by Apollo never to be believed. There are
many Cassandras in organizations today who
have no better luck in convincing people that
changes are necessary to avoid disaster. Their
suggestions are obvious—in fact, so obvious that
others tend to discount them because they seem so
ordinary. The key lesson is to tackle the obvious.
As Karl Weick explained, ". . . obvious things are
things you can do. And obvious things because of
their obviousness often have been left undone.""

For example, at a manufacturer of office prod-
ucts, many managers felt it was obvious to consol-
idate two divisions whose products were similar.
Their sales and customer service departments
were already combined. Likewise, management
believed the customer base of the largest division
was excessive. Although the top 250 customers ac-
counted for over 90 percent of sales and an even
larger portion of profit, the division still retained
over 1,500 customers at an enormous cost. Despite
this almost universal recognition of what to do,
senior management ignored such suggestions,
and continued to introduce periodic efforts to spark
new activity or productivity thrusts. These ritualis-
tic gatherings only gave managers a forum to ex-
press their skepticism.

Another example stems from work done with a
fiberglass manufacturer to improve the efficiency
of its furnaces. Anecdotal information was readily
available that pointed to a series of clear cut and
obvious actions that were ignored for years. One
furnace team explained that management had cut
back on direct labor in response to corporate's de-
mand to reduce cost. The cutback adversely af-
fected one furnace, in particular, because it ran a
specialty glass that needed closer attention. The
hourly employees were aware of this need, as were
the research, engineering and maintenance staff,
and the director of manufacturing. The plant man-
ager appeared to be the only one in denial. Once
the decision was made to increase staffing levels
in the forming room to the appropriate level, effi-
ciency zoomed 12 percentage points and set record
levels of output. At over seventeen thousand dol-
lars per percentage point per month, the plant im-
proved net operating profit more than $2 million
per year despite the increase in labor dollars.

Both examples show the importance of tackling
obvious challenges—the ones that people feel it is
about time were addressed. By tackling obvious
challenges the dinosaur in the living room can be
excavated and the scope and pace of the change
effort can be matched with the readiness, energy,
and willingness of the organization. In this way,
resistance is minimized and the chances of suc-
cess increased.

Generate Results Using Lower Risk. Incremental
Strategies

Contrary to conventional wisdom and practice,
and despite a few publicized successes, large-
scale, complex, and abstract change efforts are
high risk endeavors that tend not to produce busi-
ness results. As discussed earlier, studies show
that such change efforts have about a one in five
chance (or at best a one in three chance) of success,
which is defined as producing tangible and sus-
tainable results. Large-scale, complex change ef-
forts are those that seek comprehensive or organi-
zation-wide solutions. They focus primarily on
activities such as training, reorganization, team
building, human resource policies or systems, or
abstractions such as culture, empowerment, learn-
ing, or management styles. They involve changing
multiple elements all at once, and typically re-
quire long lead times with the promise of results in
the future. In contrast, lower-risk approaches seek
incremental solutions, focus on results and busi-
ness outcomes, involve a limited number of vari-
ables, and require short time frames. There are
four reasons why an incremental approach is pref-
erable. The first two reasons address the content
and nature of the change effort itself. The latter two
address the importance of shaping a successful
implementation process.

First, although the prevailing logic advocates a
total systems approach, the actual outcome of
large-scale change is often nothing more than a
rearrangement of the existing structure chart or a
massive training program. As Ashkenas explains,
"Boxes are moved around . . . teams are ceremoni-
ously launched, layers are removed, support ser-
vices are consolidated or distributed, but the
fundamental performance capacity of the organi-
zation remains unchanged."'^ In a Harvard Busi-
ness Review article, three McKinsey consultants
reported on reengineering projects in more than
100 companies. They found that although the re-
engineering efforts produced some process im-
provements, little if any gain in overall business
results materialized. In 20 of the companies re-
searched, the majority showed less than a 5 per-
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cent improvement while only six of the 100 compa-
nies achieved reductions of 18 percent in overall
business costs. ̂ ^ Even Mike Hammer and James
Champy, the authors of fieengineering the Corpo-
ration, stated that 70 percent of reengineering ef-
forts do not produce the desired results.'^ Further
evidence comes from a study conducted by Beer, et
al., of six large-scale corporate revitalization at-
tempts. The study compared factors that separated
successful from unsuccessful change efforts. The
authors found: (a) that change efforts that begin by
creating corporate programs to alter culture are
inherently flawed; (b) that organizational structure
and systems are the last things an organization
should change when seeking renewal; (c) that ef-
fective changes do not occur by changing human
resource policies and systems; and (d) that organi-
zations should start revitalization efforts by target-
ing small, isolated peripheral operations, not large
central, core operations.'^

Second, too many large-scale change efforts con-
fuse building infrastructure with generating re-
sults. Rather than targeting outcomes (i.e., reduc-
ing work-in-process inventory, cutting lead time,
and decreasing scrap) as do many lean manufac-
turing approaches, these change efforts focus on
intermediate or abstract variables. Organizational
structure, roles, measurement, reward systems,
training, team building, empowerment, and learn-
ing are all elements that make up a company's
infrastructure. The assumption is that if enough of
the right support elements are put into place, then
results will follow. Nothing could be further from
reality. Whereas support elements may sustain or
reinforce results once achieved, they do not pro-
duce business outcomes. If these variables did pro-
duce results, then all that would be needed when-
ever performance dipped would be to reorganize,
retrain, reward, or remeasure and we'd see a re-
surgence in profit. Generating results requires a
direct attack on causal variables—ones that will
actually improve performance. For example, a
manufacturer of office systems decided that it had
to reduce the cost of goods sold in order to remain
competitive. The company enlisted the support of
its top two suppliers and together they found ways
to consolidate the total supplier base and to lever-
age volume in exchange for price breaks. They
discovered alternate materials that cost less. They
changed purchasing practices and set up consign-
ment inventories. They obtained less expensive
packaging and began to use returnable contain-
ers. All of these actions were directly linked to the
desired outcome—lower cost of goods sold. Only
after results were produced and shown to be sus-
tainable did management reorganize the materi-

als department into commodity teams, shift the
focus of the measurement system from raw mate-
rial cost to total cost of materials, and revise the
reward system to reinforce the desired behaviors.
As shown in the example, building infrastructure
can be valuable as a support strategy. In the ab-
sence of results, however, building infrastructure
is a dangerous distraction and can subordinate the
performance improvement agenda to ancillary
concerns.

Generating results requires a direct
attack on causal variables—ones that
will actually improve performance.

Third, we don't know what actions will be needed
to effect the desired outcomes or changes we ini-
tially seek. Many performance problems have
been around for years and remain unchallenged,
unabated and protected by numerous roadblocks.
Managers and executives who want to take action
speculate on what will work based on untested
assumptions. When TRW's Valve Train Plant
launched an overall quality improvement effort, it
targeted a few scrap reduction projects to build
momentum. A quick assessment revealed that 50
percent of the valve stems were out-of-spec as they
moved from heat treat to the welding operation.
The belief was that little or nothing could be done
to eliminate scrap without replacing the old fur-
naces in heat treat with new and very expensive
ones. As the project unfolded, it became evident
that the problem had hothing to do with the fur-
nace. Instead, the team learned that operations
gave insufficient notice to production planning. To
compensate for the short lead times, production
planning increased the lot size to meet monthly
production requirements. Valve stems located at
the bottom of each container bent under the added
weight of the larger lots as they went through the
furnaces. This practice caused excess scrap. Once
this insight revealed itself and the prior assump-
tion was discarded, scrap at the welding operation
dropped dramatically.

Tackling a few well-placed projects, and gaining
first hand experience into what will be needed for
the long term, has a higher chance of success,
especially when each project may have unex-
pected implications. Until an attempt is made to
measurably improve performance, managers sim-
ply cannot conceive of every contingency.

Finally, major change efforts spark higher levels
of anxiety. Studies show that when anxiety is too
high it prevents us from doing our best. When
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confronted with stressful situations, managers re-
vert to familiar patterns that worked before even
though the circumstances may be different. For
example, pilots who learned to fly aircraft in Ger-
many that ejected downward were trained to turn
the planes over when they got into trouble. When
these same pilots transferred to the US and flew
planes that ejected upwards, several were killed.
Confronted by an emergency, the pilots turned the
plane upside down and ejected themselves into
the ground.'^ Fortunately, managing an organiza-
tion does not have the same risks as flying jet
aircraft. Nonetheless, the pattern of behavior is
similar. At times, managers may continue to rely
on old behaviors that once worked, despite re-
peated failures, hoping that the practices will
somehow work again.

Using Incremental Breakthroughs to Build
Momentum and to Foster Large-Scale Change

If an organization needs to go through big dra-
matic change, it is probably because the manage-
ment team has failed to implement incremental
changes all along. Even so, if the organization still
needs to enact comprehensive, wholesale
changes, tackling everything at once is not the
way to go. Large-scale change can actually be
achieved by launching one or more incremental
projects as part of an iterative process. Each
project can be highly leveraged, or can serve as a
microcosm of the larger system, rather than be
done piecemeal. In this way manageable, low risk,
low anxiety projects serve as individual building
blocks that create momentum toward longer term
goals and outcomes. For example, the turnaround
of Elwell Parker, the heavy equipment manufac-
turer mentioned earlier, was achieved by the CEO
by targeting only five key challenges out of more
than one hundred company problems. ̂ '̂  By concen-
trating on highly leveraged priorities and limiting
the scope of the change effort, the company re-
turned to break-even in just six months.

To get started, the management team can carve
off a short term, first step project from an overall
improvement opportunity to demonstrate results
rapidly, a tactic referred to as breakthroughs'^ or
small wins.'3 The purpose of shaping a small win
or breakthrough is to minimize risk, reduce anxi-
ety, generate immediate results, and gain insight
into what will really be required to achieve the
overall goal or strategy. Depending on the capac-
ity of the organization to absorb change, more than
one breakthrough project can be launched.

Breakthrough approaches have several charac-
teristics. To start, the effort must be urgent and

compelling. This means the performance chal-
lenge must command the attention and interest of
those who have a stake in the change effort. Too
often, senior managers select abstract or vague
goals that either have no meaning or fail to spark
excitement. Second, the effort must be short-term
in nature. Making the project short term (i.e., 60-90
days) forces people to narrow the scope of the effort
into a more manageable piece that keeps the anx-
iety at a functional level. Third, the breakthrough
should rely on existing resources and authority.
Doing so limits the temptation to look outside for
answers or to defer individual accountability for
results to programs, systems, or fads. Last, a break-
through must be measurable, designed to have a
direct impact on some performance indicator—
preferably bottom-line in nature. Effecting tangi-
ble improvements in cycle time, reducing inven-
tory, cutting costs, eliminating scrap or non-value-
added work are the primary focus of small wins
and breakthroughs.

The experience of Andy Barker provides a good
illustration of how to resolve a performance para-
dox using a breakthrough approach to effect rapid
results. Garrett Products, a manufacturer of light-
ing housings for the office furniture and appliance
market, unexpectedly began to experience difficul-
ties. Profits declined, scrap rose and on-time deliv-
ery fell. To respond. Barker, the GM, launched sev-
eral teams to correct the problems. Despite some
modest successes, profits did not return to their
former level. Closer scrutiny revealed several core
dilemmas, the first stemming from Garrett's ex-
pansion into unrelated products. For years Garrett
had enjoyed a profitable relationship with custom-
ers in the office furniture market, making and
painting housings and related components. When
Garrett ventured outside its core competency,
lighting products, profit suffered, as did scrap and
quality.

The second and more subtle dilemma grew from
Garrett's relationship with its largest customer.
Custom Lights. Custom was a sister business that
accounted for much of Garrett's sales. Barker was
Custom's GM, as well. A nagging question raised
in private was whether Garrett was really a sepa-
rate business or simply the front end of an overall
lighting business. This became an especially de-
batable issue when the unrelated products were
stripped out from the P&L. Profits shot up signifi-
cantly. Rather than try to resolve such difficult
challenges all at once. Barker brought the man-
agement teams from both Garrett and Custom
Lights together. He charged them with creating a
more integrated relationship between the two
businesses. To get started, he formed three inter-
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company breakthrough teams, each focused on a
specific short-term result carved cut from the
larger improvement opportunity. C .:e team tackled
reducing indirect expense that st^inmed from the
overlap in roles and responsibilities between the
two companies. A second team worlced to cut work-
in-process inventories by simplifying segments of
the ordering, production planning, and scheduling
processes. The third team piloted w^ys to reduce
the overall order-to-ship cycle. Witbi^ 90 days after
launching each project, results pour;d in. For ex-
ample, the order cycle shrank by more than three
days. Selected inventory parts dropped by 50 per-
cent. Overhead costs decreased by several hun-
dred thousand dollars. And qualii.' defects de-
clined by two-thirds.

As shown by the case. Barker an. riany of his
subordinates at Garrett recognized t.' ; something
more was needed. Trying to corre. scrap and
quality problems alone would onb become an
endless treadmill. Still, the team fe ' handcuffed
and lived with the problem for almost .̂ year. When
it finally confronted the core challenge and de-
cided to tackle the obvious, it beca.V'e clear that
implementing solutions was no ea^>- matter. For
example, there could be tremendous - ;;k in exiting
products or merging companies. N wonder so
many managers shy away from tougl issues. The
implementation often looks overwhelming. Barker
found a way to test his assumptioris using real-
time projects without subjecting the business to
undue risk. He did so by limiting the scope of each
project and setting short-term goals. Similarly, he
tested ways in which the two companies might
work closer together without raising the spectre of
a merger—and without inducing the anxiety that
might accompany such an announcen:ynt. Using a
breakthrough approach allowed Barkt r to produce
rapid results that returned Garrett 1 > its former
level of profitability and added to Custom Lights'
bottom line as well. He also gained critical, first-
hand information that enabled him to determine
the strategic direction he wanted to take for the
two companies.

Tackling the Paradox and Getting Started

Many organizations and their manage nent teams
really do know what to do to improve performance.
The list of improvement opportunities that are
cited by managers is robust and encouraging. A
series of surveys conducted with hundreds of man-
agers show that the vast majority admit that their
companies have the potential to produce 30-60
percent more with their current resources.^o Unfor-
tunately, managers also believe there are many

barriers that stand in the way of realizing that
potential. Such barriers, for the most part, prove to
be artificial. The same managers who assert that
progress is limited produce significant gains in
just weeks or a few months after managing a
breakthrough and putting forth a concerted effort
to achieve results and test their ideas. The di-
lemma is that few managers have the confidence
to go along with their convictions—even when the
risk is minimal. This gives the impression that
management is not in control. Paradoxically, they
are. Managers simply need to act on the opportu-
nities available to them before the threat of exter-
nal events steals the initiative and forces them to
take action that they could have taken in the first
place. Here's how to get started:

• Diagnose the organization and find out what
opportunities to improve performance persist
despite all prior attempts to kill them. These are
the issues on which to focus attention. If you
continue to ignore the changes that everyone
knows should be made, you will have no credi-
bility when you ask them to do more or to do
better. If you truly do not know what the oppor-
tunities are, you will need to enlist help from a
trusted person who is either inside or outside the
organization to discover these.

• Convene a working session of the senior man-
agers. A forum is needed where the decision
makers and other key players can make a con-
certed effort to discuss and explore the opportu-
nity to improve performance that has heretofore
been avoided. Find creative and innovative
ways to discuss the issue. Infuse fun and ur-
gency into the discussion. Structure a real de-
bate or create hypothetical exercises, or cast
people in the role of investors rather than man-
agers. Be sure not to focus the discussion on
explaining why the issue has not been ad-
dressed. This will only provide excuses or pro-
duce defensiveness. Once behavior has been
explained there is no longer a reason to change
it. The idea is to break out of the existing frame
and to use the time to identify what the organi-
zation needs to do differently.

• Target a measurable outcome to achieve imme-
diately. The discussion and debate should pro-
duce a clear-cut result to be achieved—not more
discussion. The results should be achievable in
the short term (about sixty to ninety days). Don't
accept excuses or explanations that nothing can
be done in that time. If the result truly cannot be
achieved in the short term, then break it into
sub-goals and sub-teams so that it can. But do
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not compromise. Without urgency to drive the
effort it will lose steam.

• Take action to test assumptions. This will pro-
vide the empirical evidence needed to deter-
mine if the right strategy is being pursued. Ask
for a written work plan so you can see if the
actions are geared toward the achievement of
results. Passive steps such as analyzing or col-
lecting or studying or reviewing are great for
allaying anxieties or delaying action, but will
not produce results or the information you need
to commit to an overall direction and strategy.
As Saul Alinsky said, "organizations need action
like individuals need oxygen.''^' Without action
and short feedback cycles, people's interest
wanes very rapidly.

• Don't search outside the organization for magic
bullets. As Dorothy discovered in The Wizard of
Oz, there's no place like home. If you find your-
self searching for pre-packaged programs
crafted by professionals, think again. Instead,
start with the obvious. Start with those actions
over which you have both control and authority.
Get more from existing resources rather than
add new ingredients to the recipe.

• Manage risk and anxiety. Minimize risk and keep
the anxiety of the organization at a functional
level by adopting incremental approaches. Incre-
mental does not necessarily mean insignificant.
You can effect incremental improvements that
have dramatic results. The intent is to design
projects, pilots and experiments that get results
but do not exceed the capacity of the organization
to absorb the change. Before launching any
change effort, match the scope and pace of the
improvement process to the readiness and will-
ingness of the people performing it. If you get
resistance you can ask "what people are willing to
do." If the resistance is bom of fear, you may need
to show more confidence in the team's ability to
get the job done.

Making Every Moment Count

Rabbi Akiva, a renowned Jewish scholar, lay in
tears on. his death bed. When his students asked
why, he said, "Because I did not become more of
who Akiva was." Many organizations have similar
regrets. They have the potential to become more of
who they already are, but paradoxically act in
contradiction to what they know should be done.
The opportunities are readily available and signif-
icant gains can be achieved with existing re-
sources. Still, confronting one's dinosaurs or ad-
mitting that obvious improvement opportunities
have been ignored, perhaps for years, takes cour-

age. Taking full accountability for results rather
than engaging in avoidance behaviors or deferring
to expedient change programs, is also not easy.
Nonetheless, this is not a case where management
does not know what to do. Nor is it a case where
management must radically alter the entire orga-
nization before moving forward. Instead, the per-
formance paradox arises when people know what
changes to make to improve performance. They
simply have to mobilize action in ways that in-
crease the chances of success. Waiting until an
organization is on its death bed, figuratively or
literally in order to experience an epiphany might
be enlightening. Or, it might be too late to make a
difference.
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