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Praise for Drucker on Leadership

“What Cohen learned as Peter Drucker’s student, and their personal relationship afterwards, changed Bill’s life. Reading  Drucker on Leadership will change the way you look at and apply leadership forever.”

—Bruce Rosenstein, author of Living in More Than One World: How Peter Drucker’s Wisdom Can Inspire and Transform Your Life

 

“Peter F. Drucker helped me found the Peter F. Drucker Academy in China. It is a pleasure to see his concepts and what he instructed me brought together in one place and explained so that they could be applied by any executive. Drucker on Leadership is a valuable and useful book.”

—Minglo Shao, chairman and CEO of the Bright China Group and founder of the Peter F. Drucker Academy
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FOREWORD

by Frances Hesselbein

For those who sit at the feet of Peter Drucker, and always will, and for those just discovering our greatest leadership philosopher,  Drucker on Leadership is a rare and timely gift, as we approach the great celebration of Peter Drucker’s hundredth birthday. And who better to bring us this exciting new book, these new observations, than Drucker’s first Executive Ph.D. graduate. No one else can claim this unique status—a thirty-year relationship with Peter, a unique understanding of almost a third of Peter Drucker’s journey that he shared.

The Peter F. Drucker Foundation for Nonprofit Management was established in 1990. Six weeks after I had left the CEO position at the Girl Scouts of the USA, I found myself the CEO of the new Drucker Foundation. We had ten inspiring years with Peter Drucker as our honorary chairman. He attended our board meetings, three times a year for ten years, spoke at every conference we held, and wrote forewords and chapters for many of our twenty six books. All of us—board members, staff members, and all—had numerous opportunities to listen to, dialogue with, work on the written and spoken word with Peter Drucker. With gratitude we absorbed and appreciated his messages, his voice, his timeless philosophy.

When Peter became frail, unable to be with us in person, we decided that the most loving and respectful thing we could do was to return his name to the family; we became the Leader to Leader Institute, taking the name of our journal, Leader to Leader. But it is the same organization, still committed to moving Peter Drucker’s works, his philosophy, his message across all three sectors and around the world. We are as committed today as we were in March 1990 when the Drucker Foundation was born.

I share this preamble to the Introduction with you because my reflections on Bill Cohen’s Drucker on Leadership have a deep and close appreciation and experience with the hero of the book, and I can say with documented certainty that Cohen’s  Drucker on Leadership is pure Drucker. Every chapter brings a fresh, new approach to understanding the world, the works, the leadership philosophy of Peter Drucker. I read the manuscript with a critical eye, for I felt I owed Bill Cohen an alert if a Drucker concept did not come through clearly or was not consistent with the Peter Drucker that the Girl Scouts of the USA and the Drucker Foundation (Leader to Leader Institute) welcomed, understood, practiced, made their own.

Drucker on Leadership passes this most rigorous test—these lessons are the lessons all those who sat at the feet of Peter Drucker learned, practiced, and lived: the Drucker philosophy. To this day I quote Peter to audiences in all three sectors: for example, “The U.S. Army does the best job of developing leaders, because it develops leaders from within.” Bill Cohen’s analysis in Part Three captures Peter’s respect for the military model of leadership development.

Strategic planning is strengthened by “The best way to predict the future is to create it.” We see T shirts with this wisdom. Peter was the model for the principled, ethical leader. Almost one hundred years of his “gift of example” in leadership and ethics sustains us in our times when far too many have lost their way.

And when it comes to marketing, with “A business has just two functions—marketing and innovation,” Peter lights a fire.

In Part One, Bill Cohen is faithful to Peter’s focus on “mission,” defined as “why we do what we do, our reason for being,” which is all about the desired future. Determining what business we are in is a primary responsibility of the leader and the power of inclusion comes through clearly, along with determining who is our customer, an equally powerful message.

Creating an organization’s future may seem a formidable task in our uncertain times, when few dare to describe the future—even  ten years from now—yet in this book are guidelines for that journey into an uncertain future. Drucker’s concepts of the process of creating an organization’s future give reassurance to today’s planners of the future. When I finished Bill Cohen’s book, I felt as though I had been listening to the voice of Peter Drucker himself.

Bill Cohen has been a faithful student, a faithful friend, a faithful disciple, and now with Drucker on Leadership he has, and I use a term I learned from Peter, truly “kept the faith.”




INTRODUCTION

Peter Drucker and Leadership

There is little doubt that Peter Drucker, the “Father of Modern Management,” considered leadership the essential management skill. As early as 1947, he declared in Harper’s Magazine, “Management is leadership.”1 Seven years later, in his first book devoted entirely to management, he wrote: “Leadership is of utmost importance. Indeed there is no substitute for it.”2 However, despite these clear early statements, Drucker did at times seem to equivocate about leadership. Only a few short sentences after the statement about the importance of leadership, for example, he added, “Leadership cannot be taught or learned.”

Clearly, Drucker was ambivalent about leadership—or at least the idea that it could be taught—and he remained so for much of his career. In Management: Tasks, Responsibilities, Practices, published in 1973, he reiterated, “There is no substitute for leadership. But management cannot create leaders,” and, although the book ran 839 pages, leadership did not appear as a topic in its own right.




Drucker’s Evolving Attitudes Toward Leadership 

Despite his clear belief in its importance, leadership never became the focus of Drucker’s writing. Why this strange conflict?

While we can’t know for certain why Drucker was reluctant to tackle leadership head on, we do know that as a young man, Drucker witnessed the rise of Hitler, whose title—Fuehrer—means “Leader.” That association may well have had lifelong resonance. Drucker himself, sure of what was coming, left Germany almost immediately after Hitler’s rise to power. Still, Hitler’s success  baffled him. Why did so many flock to his leadership? In the end, he concluded, Hitler was a “misleader.” Misleaders, he said, were “charismatic”—another characteristic of leadership that Drucker had difficulty accepting.

Despite his struggle with the concept, he was well aware that leadership had a critical impact on any project and human endeavor. At the same time, he intuitively recognized that leadership in itself was not “good or desirable.”

Drucker’s conflict with leadership continued well into the 1970s. In those days, I was his doctoral student. I well remember his reaction to a paper on leadership I’d written at his request. He awarded me a high grade, but oddly commented, “Now I’m really confused.” For many years, I thought his comment referred to the way in which I had presented my material, since he had not criticized the content. But after many conversations with him, I understood that he was referring to his own intellectual struggle with the notion of leadership during that period. He was still uncertain about leadership as a separate theme, and my ideas, rather than clarifying the issue, probably had the opposite effect.

Yet leadership ran through much of what he wrote. While earlier he believed that the Greek general Xenophon had said all there was to say about leadership more than two thousand years ago in his book Kyropaidaia,3 by the late 1980s he began to realize that he himself had made an enormous contribution to this topic by demonstrating how Xenophon’s ideas should be adapted by executives to modern management practice.

It wasn’t until 1988, in an article titled “Leadership: More Doing Than Dash,” that Drucker gave the word leadership prominence.4  By 1996, he had reversed himself completely. In his foreword to  The Leader of the Future, he wrote, “Leadership must be learned and can be learned.”5 (Italics added.) In 2004, when he wrote The Daily Drucker with long-time friend and fellow Claremont professor Joseph A. Maciariello, he abandoned his earliest position. The Daily Drucker contains 366 different insights in 72 management categories.  “Leadership” as a separate topic appears more than twice as often as the average of the other topics covered. I believe he gradually came to view even charismatic leadership as neither good nor bad but rather like “the force” in Star Wars, with a “dark side” that right-minded leaders needed to avoid.

Toward the end of his career, Peter concluded not only that leadership could be learned but also that it should be presented as a topic separate and distinct from management. Unfortunately, he never did this in a book. Jacob High, archivist at the Drucker Institute at Claremont Graduate University who assisted me in my early research into Drucker’s beliefs about leadership, noted that the many requests to the Institute relating to “Drucker on leadership” demonstrates the great interest in this topic, as well as its potential value to managers.

While Drucker did not leave us with a unified model of his concepts about effective leadership, I was able to derive the essence of his beliefs from a variety of sources, including his published work—books and articles, oral presentations, and tapes—as well as my own class notes and personal conversations both during my schooling and after my graduation. This book presents a distillation of those resources to give you, the reader, a clear and cohesive presentation of Drucker’s views on leadership that, until now, have been widely scattered.




Drucker’s Model for Effective Leadership 

From my research, I concluded that Drucker believed effective leadership rested on five basic components:• Strategic planning by the leader as the foundation
• Business ethics and personal integrity as necessary conditions
• Leadership as taught in the military as a baseline model
• Correct perception and application of the psychological principles of motivation
• The marketing model as an effective general approach




The Leader’s Role in Strategic Planning 

Peter admonished us in class: “You cannot predict the future, but you can create it.” More popularly, this is stated as “The best way to predict the future is to create it.” Either way, his method of creation was through strategic planning by the leader. I emphasize “by the leader” because, although many organizations have strategic planning divisions, the CEO may do little more than sign off on work done by strategic planning professionals.

Peter had a different view. Strategic planning was the first priority of the leader and the leader had to do it. He taught that strategic planning is not about making decisions in the future; decisions can only be made in the present. Therefore, the leader has to make decisions now to create a desired future. This implies reaching the stated goals or objectives regardless of later environmental conditions, which would require adjustments and changes along the way.

It was crucial to start with the leader’s objectives derived from the definition of the organization’s mission: the answer to the question, “What business are we in?” Only then could management decide on the actions they had to take now—in the present—to realize these goals at some time in the future. Part One explores this role.


Business Ethics and Personal Integrity 

Drucker was one of the most ethical individuals that I have ever met. If strategic planning was the foundation of leadership, ethics and personal integrity were necessary conditions for leadership effectiveness. In his earliest writings, he stated that leadership was exercised properly only through character, and though followers might forgive a leader much, they would not forgive a lack of integrity.6

Peter’s views on ethics ran contrary to some of what others taught. He drew distinctions between business ethics and personal integrity. Both were necessary for effective leadership, but he was very cautious of absolute interpretations of “ethical business behavior.” He tested many approaches to ethics in his search for a universal ethical code for business, but found them all wanting. In the end, he decided they were inadequate, and settled instead on four Confucian concepts and an ancient Greek physician’s admonition as his primary test. Part Two describes Drucker’s view of business ethics and personal integrity as necessary conditions for successful leadership.


Modeling Military Leadership 

Some may be surprised that I consider modeling military leadership one of Drucker’s five components of effective leadership; however, Drucker made many favorable references to the military in class, as well as in his writing. As noted earlier, he believed that the first and best book on leadership was written by Xenophon, a Greek general, almost two and a half millennia ago. Drucker’s was not an adaptation of a “business is war” philosophy, but he believed the military model provided good practical leadership. In the article “Leadership: More Doing Than Dash,” which appeared in the Wall Street Journal, Peter cited Generals Eisenhower, Marshall, and MacArthur, Field Marshal Montgomery, and Julius Caesar as prime examples of effective leadership.

Much later Drucker’s view of military leadership received more attention, mainly from Frances Hesselbein in Hesselbein on Leadership  and Be, Know, Do, which she adapted from the official Army Leadership Manual and co-authored with General Eric K. Shinseki, a former Army chief of staff recently appointed by Barack Obama to head the Department of Veterans Affairs. Of Hesselbein’s adaptation of  Be, Know, Do, Drucker wrote, “The Army trains and develops more leaders than do all other institutions together—and with a lower casualty rate.” Part Three covers the aspects of military leadership  Drucker believed leaders should and should not model, and how best to do it.


The Psychological Principles of Motivation 

Drucker was very sensitive to the role and function of the worker. As he saw it, companies were increasingly dependent on the “knowledge worker,” a term he created to describe the new workforce whose contributions came from mental rather than manual dexterity. He resented talk of the cost of labor and didn’t like the notion of managing workers either.

To Peter, labor was not an expense; labor was truly added value, a resource, potentially the greatest resource that an organization possessed. Consequently, managers didn’t “manage” workers, they led them. This brought Drucker to an unusual conclusion: the best way to motivate employees was to treat regular, paid full-time staff as if they were volunteers. Anything less would result in decreased motivation, making it impossible for knowledge workers to reach their peak performance potential. Part Four examines Drucker’s beliefs about how to motivate to get maximum performance.


The Marketing Model and Leadership 

Drucker’s use of the marketing concept and its application to leadership was one of my biggest surprises when I began my in-depth investigation of Drucker’s ideas. I had already concluded that leadership and salesmanship shared the important element of persuasion and had begun looking at literature in both disciplines when Peter published Management Challenges for the Twenty-First Century.

In a chapter titled “Management’s New Paradigms,” he restated many of the ideas he spoke of years earlier in class, including the idea of treating all workers like volunteers. However, in this new book he went further. He called them “partners,” and wrote that partners couldn’t be ordered—they had to be persuaded, and leadership was therefore “a marketing job.”7 What, I asked myself, did Drucker mean by “a marketing job”?

Modern marketing rests on the “marketing concept”: the idea that firms should seek to discover and then to satisfy the needs of their customers rather than to concentrate on convincing prospects to purchase existing products or services. In class, Drucker taught that if marketing were done perfectly, selling would be unnecessary.8 However, to market correctly, the needs of each group or customer segment, including their values and behaviors, had to be understood. Only then could you approach them in the way they preferred and could relate to. In this way, a company would develop products and promote them in the way that the customer—not the marketer—considered important.

By describing leadership as a marketing job, Drucker meant that leaders must know and understand those they wished to lead, and lead in a way followers could relate to. Part Five analyzes Drucker’s unique concept as well as my own insights into this initially incongruous-seeming theory.

[image: 002]

It is unfortunate that Peter Drucker did not write this book. I wish he had. However, using the clues Drucker left, I have attempted to put together his ideas about what we can do to apply what he taught in order to lead with integrity, effectiveness, and honor.

Drucker left us with one of the most profound definitions of leadership ever written:

“Leadership is the lifting of a man’s vision to higher sights, the raising of a man’s performance to a higher standard, the building of a man’s personality beyond its normal limitations.”9

In this book, I have tried to be true to his definition and to make it my own.




PART ONE

The Leader’s Role in Shaping the Organization’s Future

Peter admonished us in class: “You cannot predict the future, but you can create it.” His method of creation was what we term strategic planning—a topic some senior executives ignore as an important element of leadership. Several years ago one CEO of a major corporation called his senior executives together on his ascension to the position and announced: “Gentlemen, I’m dismantling the strategic planning division and ceasing all strategic planning. I am not a believer.” Peter, however, was not only a believer, he thought that strategic planning was the foundation of all leadership. In his view, a leader’s primary responsibility was to think through the organization’s mission clearly and then to promote it throughout the organization, setting goals, priorities, and standards to measure progress along the way.

Peter emphasized that though planning, especially strategic planning, was difficult and risky, it was the first priority of the leader. He told us that strategic planning is not about making decisions in the future, since decisions could only be made now,  in the present. So what we were really talking about was making decisions now to create a desired future. The idea was to reach the goals or objectives we set regardless of the environmental conditions we might later encounter, and this would require adjustments and changes along the way. It was crucial to start with the leader’s objectives derived from the definition of the mission of the organization, the answer to the question, What business are we in? Only then could we decide on the actions we needed to take now, in the present, to realize these goals in the future. And these actions incorporated the most important task: to anticipate crisis.1

All of this had to do with a basic definition he developed for the difference between management and leadership: “Management is about doing things right; leadership is about doing the right things.” Only the leader could make the decisions as to what were “the right things,” even the right risks to take. Integrate this into a systematic process, and leaders fulfill their primary responsibility through strategic planning. The first five chapters describe what Drucker taught us about how to do this.




CHAPTER 1

The Fundamental Decision Determining the Business of the Organization

Amajor responsibility of any leader, according to Peter Drucker, is to determine the real business of an organization. I learned this lesson even before I met Drucker and became his student. I was a young manager, but although I had held management and executive titles in several business situations, I knew very little about business management. As a West Point graduate who had served in the Air Force, I knew something about leadership, but I hadn’t sufficiently applied those skills to business management.

Shortly before meeting Drucker, I became director of research and development for a small company producing life support equipment for military aviators as well as commercial airlines. The company was facing increasing difficulties resulting from the government’s purchasing policies and timing. My company would receive a contract, and when the work was complete and the product delivered, it would have to wait another year for the next contract. This made planning difficult and resulted in a continuous  cycle of peaks and valleys in production, leaving us with too many or too few workers.

About 60 percent of our products went to the government, the remainder to the airlines. We had no product for the individual consumer. About every five years the president would raise this issue and arrive at essentially the same solution: develop a consumer product that would use the same machinery, workers, and materials to smooth out the peaks and valleys. Success would mean an end to this problem. Unfortunately, the result was always the same: initial enthusiasm and high hopes followed by a considerable investment, followed by failure and a big loss. Each failure apparently resulted from a different cause, so no one ever considered there might a larger issue.

One year, at our annual sales meeting, we gave each attendee a copy of Drucker’s book, Management: Tasks, Responsibilities, Practices . In it, Drucker exhorted managers to determine what business they were in. This subject was number one on the agenda, and it soon became obvious why our efforts to enter the consumer market always failed. The products had nothing to do with our core business of providing life support protection for aviators. For example, we entered the market for protective motorcycle helmets, about which we knew nothing except how to produce the helmet. It turned out that what the military valued and what the consumer valued were entirely different. Furthermore, we had no idea how to reach the motorcycle helmet consumer. In the end, the company invested a million dollars, produced a heavy, very protective but very uncomfortable and high-priced motorcycle helmet that no one wanted, and almost went bankrupt trying to introduce it.




Defining Your Business Is No Small Thing 

Drucker taught that determining what business you are in is essential to creating an organization’s future, and therefore is any leader’s primary responsibility. Once that’s determined, a lot falls into place.  An entire set of decisions follow naturally about how to run any organization.

Accurately defining your business automatically saves time, money, and resources that would otherwise be wasted on something that detracts from, rather than adds value to, your business. It also helps you focus on those opportunities and possibilities that are important to building your business. Just as no leader has enough resources to pursue every opportunity or avoid every threat, until you decide what business you are in, your organization will drift, no matter how effective a leader you otherwise are. This is a constant theme in management and leadership: resources of any kind are always limited. Therefore, leaders must make choices and concentrate their always limited resources where they will do the most good. This is true whether yours is a for profit business, a nonprofit organization, a government agency, or any other organization. Your staff may be striving with all their abilities to support a direction that can hurt your business simply because they don’t have a clear understanding of what the real business is or where it should be going.

Today, we call this definition a “mission statement.” Drucker’s favorite mission statement, though not recent or short, came from a very old business, Sears Roebuck. Simply stated, it was to be the informed and responsible retailer, initially for the American farmer, and later for the American family.1 It changed Sears from a struggling mail order house, which was sometimes close to bankruptcy, to the world’s leading retailer, all within ten years.




How to Obtain Commitment to the Mission Throughout the Organization 

Of course, there is only one leader, and ultimately this leader is responsible for the final mission statement and the business. That said, Peter learned much from the Japanese. He had observed an interesting difference in American and Japanese management practices.  American leaders made decisions very quickly but gained little real support for their decisions from leaders at all levels, which caused many of their initiatives to fail.

Japanese leaders made decisions more slowly. This frequently frustrated American leaders negotiating with them. However, once the decision was made, the entire organization was committed to it, and supported it much more than their American counterparts.

Why was this? Drucker found that the Japanese practiced a system known as ringi, where all major decisions had to be reviewed and commented on by managers throughout the company. This could require several cycles and months of feedback and revision. However, the consensus built by ringi resulted in major commitments by leaders at all levels, who all felt ownership in the decision.

I doubt that adopting ringi in all countries would be very effective. During the Japanese management fad of the early 1980s, many U.S. firms tried it. It didn’t work. American emphasis on rapid decision making goes back to the frontier days when leaders had to make decisions quickly, and it became ingrained in our culture and the way our leaders operate.

Ideas usually cannot be imported without modification. The cultures and other aspects of leadership and management are different; therefore, that they fail without some modification shouldn’t be surprising. Even adopting simple devices may cause problems. For example, traffic signals were invented in England, although the version used today was developed in the United States. Despite their successful use elsewhere, when traffic signals were introduced in Ireland, the Irish were so outraged they actually rioted. Why? Because the red light was on top and the green light on the bottom, and to the Irish, red is the color of Britain; green, Ireland. That red was placed over green was infuriated many Irish people. The solution was to mount the traffic lights horizontally.

Although copying ringi in America didn’t work either, Drucker recognized the merit of the idea—in particular, the value of  consensus for all organizations—and adapted the concept to involve subordinate leaders, but in different ways than the Japanese.

In the past, meetings attended by all managers, or at least those most relevant to the question, were used to garner consensus. Usually someone in or outside the company facilitated the process.

These days, there are many ways to incorporate shared participation in the decision making process, and these frequently involve new technologies. Glassdoor.com, an online site, allows employees to anonymously review their employers and share salary information. In its annual list of “the naughtiest and nicest chief executives” of 2008 (based on the anonymous reviews), Glassdoor picked Arthur D. Levinson, CEO of Genentech, as the “nicest.” He had an amazing 93 percent approval rating. The New York Times  quoted a strategic planner at Genentech who wrote that Levinson had implemented a decision-making structure that forced authority downward to the lowest possible level in the company, which provided many opportunities to participate and exercise judgment.2

Contrary to what some think, general participation in the decision making process does not make the leader seem weak or ineffective. In fact, an early advocate of this type of approach was the most effective chief of staff the Israeli Army ever had, General Moshe Dayan, the man responsible for victory in two of his country’s major wars: the Sinai campaign of 1956 as chief of staff, and the Six Day War of 1967 as minister of defense. Observers accustomed to directive, high speed decision-making by military leaders were amazed to see Dayan make some major decisions in his staff meetings by discussion followed by a show of hands!




Why Everyone Should Be Heard 

One major reason for listening to everyone as you define your mission statement is to gain commitment. Another, which goes right along with commitment, is that other leaders also have good ideas,  and may know something that you do not. By hearing all, you not only gain commitment, you may avoid missing both opportunities and threats to your mission statement. Some executives are reluctant to conduct public meetings about such a major decision, either fearing criticism or that their proposed definition will be defeated. If either happened, your proposal probably should be defeated, or at least modified. As Drucker noted, when making decisions about your business, dissent is a very good thing.

Finally, as Drucker pointed out, the answer to “What is our business?” is never obvious. You need help from others on your team.

Deciding on the central issues of your business or organization with a systematic method in which all key managers participate is essential. With others in your organization focused on the same question, you as leader are far more likely to come up with the answer that makes the best sense and enables you to build your business for the future.

Of course, you need not follow General Dayan’s example and settle this issue by a show of hands. The concept can be modified and applied as necessary. Your job is not to sell your preconceived notion but to arrive at an optimal definition of your business through consensus. Do this, and you will not only sharpen the wording of your original definition, you will see everyone in the organization quickly get behind and support the business definition decided upon.




How to Answer the Question, What Is Our Business? 

To formulate a definition, you need more than opinions. You must see the business from the customer’s point of view. As Drucker wrote, “The customer defines the business.”3 That means certain questions must be asked and answered. Among them:• Who exactly is the customer?
• Where is the customer located?
• What does the customer buy and why?
• How does the customer define value?4 




Who Exactly Is Your Customer? 

Entrepreneur Joe Cossman started selling garden sprinklers—a flexible plastic hose with holes in it—mainly through supermarkets and similar outlets. One day he read that the poultry business used it to inexpensively cool poultry pens during the hot summer months. He immediately redefined his business and opened an entirely new market for his product.

Many businesses don’t track their sales or, if they do, they make little use of the information to analyze and define their business, or redefine it if necessary, and to ensure that both the product itself and how it is sold support the definition of their customer.


Where Is Your Customer Located? 

The answer to this question lies primarily in keeping track of sales and the trends associated with them and understanding what they mean. Drucker pointed out that in the 1920s, Sears Roebuck successfully redefined its mission when it identified its customer as the American farmer, and then constructed its catalog—its primary selling tool—according to this definition. Years later (in 1993) Sears quit using the catalog when it saw that the nature of retailing had significantly changed as customers relocated to cities.

It is interesting to note that Aaron Ward at rival Montgomery Ward first introduced the mail order catalog in 1872. It was a single sheet of paper plus a price list. At its height, Montgomery Ward was one of the largest retailers in the country, originally all through the mail. It was said that every farmer owned two books: one was the Holy Bible and the other was the Montgomery Ward catalog. However, times change. Montgomery Ward did not  redefine its business until it was too late, and the original business ceased operations completely in 2001-2002—an important cautionary tale of what can happen when a business doesn’t know who and where its customer is.5


What Does Your Customer Buy and Why? 

Some years ago, Falstaff beer, a popular beer in the East, attempted to expand into the lucrative California market. Early attempts failed although blind taste tests confirmed that the brand was exactly what Californians wanted. The error was not in the product but in the advertising, which did not properly promote the qualities  Californians desired to see associated with their beer.

In the mid 1980s Coca Cola made a similar and grander mistake on a national level when it attempted to new introduce “New Coke,” as a revolutionary soft drink, in response to “The Pepsi Challenge,” which was slowly eroding Coke’s market. Coke had carefully conducted blind taste tests and formulated a product that was consistently preferred over either its own original product or that of its rival, Pepsi Cola.

But taste was not why customers bought Coke. Image was. Coke was as much an American icon as mom, apple pie, and John Wayne. Coca-Cola’s previous “Real Thing” campaign resonated with this market. America rebelled in mass against “New Coke” which, to them, was not “the Real Thing.” Eventually Coke surrendered, dubbed old Coke “Classic Coke,” and “New Coke” was quietly withdrawn from the market.


How Does Your Customer Define Value? 

Not all customers define value in the same way. What you think may be valued may not be as important to your customer at all. At the same time, you may ignore what the customer really values.

Steve Jobs did a very good job of defining what his customers valued in computing—so good that he and his partners founded an  industry. But early on he made a glaring mistake in a computer he called “LISA” by not paying attention to what his potential customers valued. Some said the Lisa was named after his daughter of the same name, although Apple said it was an acronym for Local Integrated Software Architecture. The Lisa had many advanced features, including its graphics. However, at a time when the customer valued price, the Lisa sold for almost $10,000 a shot. Customers flocked to buy—but they bought the competing IBM model, which had less advanced features but was priced much lower. Jobs said customers would buy it anyway despite its high price. They didn’t, and eventually even a less advanced but cheaper model was withdrawn from the market and three thousand machines had to be destroyed. It’s how your customer defines value that is important.




When Should You Define Your Business? 

Most leaders never ask this question, or if they do, it is usually only after they get into trouble, and then it is too late. A smart leader will ask this question when the business is formed and periodically thereafter. Waiting until the situation is critical is somewhat like approaching a doctor only when it is too late for a cure. To spot trends and address them before it becomes too late to take advantage of opportunities or avoid threats, it is wise to ask “What business are we in?” once a year formally, and even more frequently informally and on your own.




Drucker’s Advice on Defining the Business of the Organization 

• It is a leader’s primary responsibility.
• Organizations that failed to do this until too late litter the terrain.
• Make this decision together with other relevant organizational leaders.
• To analyze the business and get to the right answer, first answer the following questions:• Who exactly is the customer?
• Where is the customer located?
• What does the customer buy and why?
• How does the customer define value?







CHAPTER 2

The Process Creating a Strategic Plan

 Creating an organization’s future is an awesome responsibility. I don’t remember anyone ever mentioning this when I first studied leadership. We all spoke of the leader’s responsibility to accomplish the organization’s mission. The future of the organization was just assumed. This is probably true for all of us, regardless of where we first saw leadership practiced. But had you stopped to think about it, which you probably didn’t, you would have known this was not automatically true.

We have all seen many organizations stumble, fall, and fail even though they had looked invincible in the recent past. In just about every case, the natural assumption is that this is a result of the tactical decisions made by the organization’s leader, helped along perhaps by economic conditions. In some cases, this is true. However, a look at both successful and failed organizations indicates that the seeds of their current state were sown years before, sometimes by leaders long gone.

Drucker’s insight that what the organization would become depended greatly on the present leader’s actions was revolutionary. It is little wonder that to Drucker determining what an organization was to become was any leader’s prime task. How difficult is this prime task? Not too difficult if a leader has a methodology. In addition to advice, Drucker had a methodology in mind—strategic planning, but not as many organizations practice it.




Drucker’s Vision of Strategic Planning 

Drucker’s definition of strategic planning was different from most. It was “the continuous process of making present entrepreneurial  (risk-taking) decisions systematically and with the greatest knowledge of their futurity; organizing systematically the efforts needed to carry out these decisions through organized systematic feedback” (italics Drucker’s).1 These are the important elements in Drucker’s definition:• It must be a continuous process.
• It involves risk-taking decisions made in the present.
• These decisions should be made with the greatest knowledge available of their futurity—their probable implications.
• The efforts taken to carry out these decisions have to be organized systematically.
• As these efforts are undertaken, feedback also has to be systematically organized.



Implicit in this definition is that a leader is responsible for everything that happens or fails to happen in the organization. Therefore, strategic planning is the responsibility of the leader, not that of a separate strategic planning group. Professional strategic  planners can develop plans and make recommendations, but it is the leader’s responsibility to give general direction, oversee the process, establish the strategy, direct the implementation, obtain and analyze feedback, and adjust the actions and movement toward the results desired.

This process does not substitute facts for judgment, or as Drucker put it, “substitute science for the manager.” What systematic strategic planning does do is strengthen any manager’s judgment, leadership, and vision.2 Therefore, leaders must involve themselves as closely as possible in this process from start to finish.

Although the day-to day problems of leading any organization cause some leaders to spend less and less time on the critical issue of the organization’s future, that is a mistake. It is also a mistake for a leader to establish a separate group to do this planning, periodically “signing off” on the results. There are benefits to be gained from the leader’s close involvement that are unattainable through any other means. As Dwight D. Eisenhower, the general responsible for the largest seaborne invasion in history and later president of the United States, said, “Plans are nothing, but planning is everything.”3




The Function of a Strategic Plan 

A plan is more than a combination of objectives, resources, and strategies. It is a road map that will guide you in leading your organization forward to the future you are creating.

The plan shows the route from where you are now to the future you envision based first on the business you defined. It describes the environment you assumed at the time the plan was developed as well as the actions planned. In time, this will all change, including even the answer to the question: What is your business? The only thing certain about the future is that it will be different from the present. However, documenting these environmental variables and your assumptions about them and your business enables you to see  the big picture and more easily spot and take advantage of opportunities while avoiding threats.

As you proceed, various issues will arise that could impact your planned strategy and actions. It is virtually certain that almost nothing will go exactly as planned. Your plan will allow you to spot and redirect your activities toward alternate paths to the future you want. This will give you and your successors control and make it possible to take the corrective actions needed to keep your organization on track.

Successful implementation of overall strategies requires integration of many actions, usually by many different individuals inside and outside your organization. It is most important that everyone concerned understand where they are going and why, and what everyone’s responsibilities are, as well as how their tasks or actions fit into the overall strategy. In this way, the entire organization and those supporting it can move toward this future together.

Resources to create your future are not unlimited. This is true whether you are an individual entrepreneur attempting to obtain money from a potential investor or you are working in a large corporation and seeking resources for your division. Resources are needed to proceed with your efforts at implementing your decisions. The first questions to ask are• What resources?
• What will they be used for?
• Why are they necessary?



When you master your plan for the future on paper, you’re halfway there. Those who have the resources you need will be more likely to see the potential, making it easier to obtain those resources. As the organization’s leader, you are responsible for getting the maximum results from what you have. A well organized, well integrated plan will make efficient use of the limited resources available.




Drucker’s Three Questions to Determine an Organization’s Future 

Drucker wrote that a leader must start with three questions to begin planning to create an organization’s future:• What is your business?
• What will it be?
• What should it be? 4 



Although these questions need to be considered separately, they also need to be integrated because the present is connected with the future. You have short-range plans for projects, products, and initiatives. These have an impact on what your business will be in the short term. What should it be relates to the more distant future. How far is up to you. Ten years is not too far. I’ve seen organizations plan for the creation of a future twenty five or even fifty years away. Regardless of the time horizon, the answers must fit together. You can’t suddenly jump from the business you are in today to something drastically different without taking intermediate steps into the future.

Once you know what business you are in, the task is to look at your present actions and operations to see where they are taking you. Only then can you turn to the final and most important questions:• What should your business be?
• What is the future you want to create?
• What are the precise objectives of your business in the future?



This is the most important element of the strategic plan because you can’t get “there” until you know where “there” is.




Moving Forward on the Strategic Plan 

Now that you know where you are going, you need to know how you are going to get there. To do this, you need first to understand the situation. The situational analysis, which contains a vast amount of information, demands taking a good hard look at everything that may impact the environment. Of course, today’s environment is good only as your starting point; it is certain to change.

Drucker saw that most planners simply extrapolated the present into the future, assuming that everything would remain the same or that a trend would continue. Of course, this rarely happens. Along the way there can and will be wars, recessions, technological developments, and the sudden collapse of corporations. The only thing you know for certain is things will be different and the environments you operate in will be different.

Unfortunately forecasting for a future environment ten years down the road may have an error rate as high as 70-100 percent. Did you predict the fall of Enron, the attacks on 9/11, or the development and impact of the computer and the Internet on business? Did you predict the onset of the economic crisis in 2008? Even predicting tomorrow’s weather, with all our technology and scientific analyses and modeling, is far from 100 percent accurate.




The Impossibility of Accurate Forecasting 

Drucker offered a two part solution to this problem—first, “sloughing off yesterday,” and then looking at “what new and different things we have to do and when.”

He began with the objectives of the business, and asked: “What do we have to do now to attain our objectives tomorrow?” (“sloughing off yesterday”). He noted that most plans focus on the new: new resource commitments, products, markets, you name it. They never talked about dropping anything. New projects were  continually introduced while older failing and marginal projects were continued.

Drucker suggested that a leader look at the situation and ask: If we weren’t already committed to this, is this what we would do? And if the answer is no, the next question is simply, How can we get out? Only then did Drucker suggest that the leader proceed to the next question: What new and different things do we have to do, and when?5

This wasn’t a bad approach. In fact, it was this solution and these questions that Jack Welch, legendary CEO of General Electric, said enabled his huge success at GE. Drucker had asked, “What businesses would GE be in if it weren’t already in them today?” Next, “And what are you going to do about it?” Welch said that if they weren’t number one or two in a market they would shed the business. According to Welch it was this simple strategy as part of his strategic plan that allowed him to increase GE’s net worth by billions of dollars.6




Drucker’s Secret (Which Violated His Own Rule) 

Drucker’s famous dictum: “You can’t predict the future, but you can create it,” downplays any attempt to forecast. However, Drucker himself made predictions, and he was frequently right on the money. He left Germany within days of Hitler coming to power in 1933, a significant fact when so many others held on for years in the vain hope that things would get better. Forty years ago Peter predicted nearly every major change in business that has occurred since, including the impact of information technology and the concepts of the Internet and cyberspace. He coined the term “knowledge worker,” and he predicted that these workers would predominate in the workplace of the future. He was the first to view management as a profession and not simply as an activity. He invented management by objectives and more.

Clearly, while much cannot be forecast, some things can be, and Drucker taught others how to do it.

His methods were not based on probabilities. In fact, Drucker said that probabilities were the problem. Traditional planning as done in most corporations used forecasting based on probabilities, even though unique events have no probability. In his opinion such forecasters asked the wrong question. They asked, “What is the likelihood of such and such happening?” The right question, he advised, was “What has already happened that will create the future?”7 In response to a question from his friend Frances Hesselbein, CEO of the Leader to Leader Institute, about how he did this, he responded that he simply looked out of the window and noted what was going on.

He went further and suggested several questions that businesses need to ask based on looking out the window:• What do these observed facts mean for your business?
• What changes have occurred that have not yet had full impact?
• What are the trends in the economic and social structure?
• What do they mean for your business?



The answers to these questions reveal opportunities for the future and help define what a company can be as well as the strategies and actions that should be taken to get there.




Drucker’s General Directions Lead to New Ideas 

Drucker’s concept of “nonforecasting” but understanding what effects can be derived from actions that have already occurred led me to adapt some additional ways to further define the opportunities  for what a corporation should be and what it should look like in the future. These three concepts are Baseline Assumptions, Delphi Method, and “What If” questions.


Baseline Assumptions 

With baseline assumptions, the idea is not to forecast but to assume based on the best information available. These assumptions become the baseline. You can use any methodology you choose to arrive at your baseline. As you implement your strategic plan and measure your progress, you also integrate and update your baseline assumptions so that the environment, trends, and other variables, while still imperfect, are more up to date. Using this data, you can adjust your actions to keep on track for reaching your goals and creating your future.


Delphi Method 

The Delphi Method is a structured process for collecting and distilling knowledge from a group of experts using a series of questionnaires with controlled opinion feedback after each question.

In a typical scenario, a question is put to a group of experts on the subject where the forecast is needed. For example, currently the question of when Iran will have developed the capability to produce nuclear weapons generates considerable controversy. Estimates range from a few months to ten years or more. You could assemble a group of experts and a facilitator could ask the question of each expert, who would supply a written answer and justification for it. The facilitator next reads the justifications for each response without identifying the expert and usually without tying the reasons to a particular estimate, and then displays the extreme estimates to the group. Finally, the facilitator initiates another round following the same procedure. After each sequence, the estimate tends to move closer and closer to a single value. In the past, this single value has proved remarkably accurate.


“What If” Questions 

“What if” questions define potential problems, opportunities, and threats that might occur in the coming leg of your journey that have a direct bearing on your eventual goals and the new actions taken based on your latest decisions.• What if an industry you depend on collapses?
• What if you can’t get raw materials?
• What if there is a major war?
• What if demand suddenly quadruples?



You don’t need to consider every single change with any possibility of occurring—only those most relevant and those with the potential for the greatest impact on your business. For each of these occurrences, problems, opportunities, or threats, you need to decide what you are going to do if it occurs.

Beyond their usefulness in adjusting your plans, these questions can have an important influence on the strategic plans as you develop them. For example, had “what if” questions been asked and acted upon years before the 2008 recession, companies in the housing, financial, and other industries might have made quite different plans resulting in a much different outcome today.




Fine Tuning and Judging the Future You Have Selected 

Drucker had some definite ideas to help you gauge whether your definition of what your organization should be is on the right track. First he stressed that the leader’s view of the future must represent what he called “the entrepreneurial view”; that is, a willingness to think in terms of contribution, customer satisfaction, and benefit to the market and the economy.

He believed that leaders must have the courage to make the future happen and that this courage must not be wasted. The decisions taken must meet the test of practicality and operational and economic validity; that is, these decisions must be actionable and be  able to produce real economic results. Finally, Drucker stated that leaders must be personally committed to what they envisioned. In addition, he believed that whatever reaching the future entailed, it must be risky because the one idea about the future that was certain to fail was the riskless idea.8




Drucker on the Process of Creating an Organization’s Future 

• The leader must be in charge of the strategic planning process.
• The process must be continuous, systematic in organization, effort, and feedback, and involve risk.
• Accurate forecasting is impossible; therefore, work to eliminate the no longer useful and to concentrate on the new things that need doing.
• Although you can’t make entirely accurate forecasts, you can make useful predictions.





CHAPTER 3

Look, Listen, and Analyze The Information the Leader Needs

As noted, Drucker said he “looked out the window” to predict the future. Once in class when asked a similar question, he answered, “I listen.” After a dramatic pause of a couple of seconds, he added, “to myself.” Pressed on this issue, Drucker answered that you had to go one step further and ask yourself what the things you had seen or heard would mean for the future. Thus, leaders need to observe what is going on, and then take the additional step of analyzing this information and deciding what is likely to happen as a result of what has taken place.




Looking Out the Window: A Carefully Chosen Metaphor 

On reflection, Drucker’s metaphor of looking out the window was not flippant. He recognized that analyzing only internal information—cash flow, liquidity, productivity, competency, resource allocation, and so on—was useful only as a short-term tactic. Drucker knew that strategy of any sort had to be based on  information about “markets, customers and noncustomers; about technology in one’s own industry and others; about worldwide finance; and about the changing world economy.”1

In most cases, however, Peter did not say what the information that you should be looking for was, nor in what direction “out the window” you were likely to find what you needed, or even how you might go about analyzing the information. In this chapter, I focus how to apply Peter’s advice.




The First Thing You See When You Look Out the Window: The Broad Environment 

There are two different ways to look out the window and observe the environment. First, you want to look and take everything in. You will note all sorts of interesting things that are going on, some positive, some negative, and some hopeful, others tragic, some important, others less so. Some recent events provide an example:

In the 2008 U.S. presidential campaign, three major presidential candidates came from three different segments of the population: a senior citizen (John McCain), an African American (Barack Obama), and a woman (Hillary Clinton). In the past, coming from any one of these segments might have been considered a major impediment to election. Of course, only one candidate, Barack Obama, became president. This is a major positive step against unwarranted bias and prejudices, but that would have been true regardless of which candidate had won.

Continuing to scan the environment, we see that the American economy is worse than at any time since the Great Depression of 1929. Beginning with the housing market, everything began to come apart with large, established firms failing, millions thrown out of work, and, at this writing, probably more job losses to come. The economic situation is as bad around the world. Governments fight each other and millions starve in Africa. We are in a “war on  terror.” There are doubts about exactly how to fight it and even about what would constitute winning it. There are also environmental issues such as global warming, although controversy exists as to the extent of its impact on the environment, and to what extent this impact can be avoided or mitigated.

Truly, there is much to observe out the window. Moreover, any of these events can and will affect the future of your business or organization to varying degrees. These events represent problems, opportunities, and threats. Even negative events can represent opportunities. For example, a relatively weak American dollar has attracted more foreign visitors to the United States for several years, and in lean economic times vacationing Americans may choose to stay in the United States rather than travel abroad.




Keeping Your Focus While Looking Out the Window 

With so much to see, you might think that the effort to look out the window would result in information overload. Joe Cossman, the man who sold more than a million ant farms and other products (including the garden hose discussed in Chapter One), said that you needn’t worry: when you have a strong interest in a particular subject you will look at things differently and will focus on what you see in terms of your major interest, and ignore the rest.

For example, Joe was always looking for new products to promote. He looked through the window and found that his strong interest in finding new products focused his observations no matter which window he looked through. He saw a small classified advertisement for a solid insect poison, and immediately contacted the inventor, which resulted in phenomenal international sales for a product he called “Fly Cake.” At a local fair, he saw the popularity of a rubber ornament in the shape of a shrunken human head designed to hang from a car’s rearview mirror. He negotiated the rights and sold 850,000 of these unusual trophies. It seemed that  every time he looked through the window, Joe Cossman found a new product.




The Second Thing You See When You Look Out the Window: Specific Targets 

Of course, depending on the organization you are leading, you should also focus your attention on what is going on in your area of interest. There are an infinite number of items of potential interest and they are constantly changing. Even trends are important, but sometimes change can occur very rapidly. The ubiquitous slide rule—a tool carried by every practicing engineer in the world—vanished from belts within a year of the introduction of the handheld electronic calculator. The change was really dramatic—the males wore slide rules like swords and with much the same air while the females kept their slide rules, circular and otherwise, in their purses—then suddenly it was classy not to need one.

The following are a few examples of specific observations that might be of particular interest. While the emphasis here is on customers or buyers, it is important to recognize that all leaders have “buyers” for what they and their organizations offer.


Target Market 

You might begin with your target market as it exists. What is your target market today? If you have more than one, what are their locations and their special climatic and geographical features? Are they in a hot, humid environment? A cold, dry one? A desert? Mountainous area? Ocean front? Suburban? Urban? Or what?

Any target market has a buyer. You can categorize each market as consumers or organizational buyers. Organizational buyers buy for their organizations; consumers for their own use. However, depending on the type of organization you lead, “the buyer” may not buy things with money. A politician has target markets. So does a religious leader. Every leader has a target market, and its  identity is a critical part of the information you need for strategic planning and for leading.


Cultural, Ethnic, Religious, and Racial Groups 

Obviously it would be difficult to succeed by selling food products containing pork to Jewish or Muslim groups. Also, different groups prefer certain types of products. Have you ever heard of peanut soup? In West Africa it is a delicacy. East Asians eat tofu, fermented soybean extract that was once unknown in the United States but has become increasingly popular here for health reasons. You may drink only cow’s milk, but others prefer goat’s milk. Many Chinese groups drink soybean milk. Among various nationalities insects, monkeys, and dogs are all considered culinary delicacies. Sometimes looking through the window tells you actions to avoid; at other times, you might see opportunities in trends. Always, you see what exists, or what has happened. You must ask: What does this mean?


Social Class 

A leader looking through the window might want to observe social class within a certain environment. Social classes are important as segments because people behave differently even though their income levels may be the same.

Some time ago, for example, researchers surveyed three different social groups that had identical incomes. One group consisted of young attorneys just graduating from law school. With their money they bought the best homes they could in prestigious neighborhoods. Naturally, these homes tended to be small. They couldn’t afford large homes in prestigious neighborhoods. Next, the researcher called on owners of small businesses whose income was the same as the young attorneys’. They bought the largest homes they could in average neighborhoods. Finally, the researcher looked at workers who had been employed for years by large companies and were making the same income as the small business owners  and the young lawyers. This group didn’t spend their money on small homes in prestige neighborhoods or larger homes in average ones. Their homes were smaller and in less affluent neighborhoods, but they had better automobiles and household appliances, such as larger television sets, than the other two groups. Remember, all three groups had identical income.

If this research were conducted today, the findings might be different. Yet some variation in buyer behavior among the social classes is still likely. Therefore this segmentation is important, and the identification of the segments that may constitute your target market is very useful information.


Demographics 

Demographics describe certain fundamental attributes of your target markets or potential target markets. Is your target market primarily of one particular sex? Are you trying to sell to both sexes or only one? What is the primary age range? How well educated are your prospects? Most products appeal primarily to certain demographic segments that can be defined by answering these questions.

Is your prospect a college graduate? How much money is your prospect making? Certain types of products or services appeal to individuals with certain levels of education or certain levels of income or wealth.

How many people are in the household? Is it headed by a single parent? Male or female? Guardians? How many children are in the family and what are their ages? Are both husband and wife employed? Whether one or both are retired or the family is on welfare is also of interest, since demographic facts may result in different purchasing behavior.


Organizational Buyers and Other “Buyers” 

With organizations, you must frequently market to more than one individual. It is critical to know the decision makers and those who influence them. Sometimes these decision makers will  include engineers and their supervisors, purchasing agents, and test and quality assurance groups. Each decision maker may have different motivations. This and trends in funding are the most critical factors to observe.


Competitors 

Your competition is a critical element. It is an intelligent environmental factor that will act against your interests. Pay particular attention when you are targeting a stagnant or a declining market. If you are targeting the same market segment, your competitor can only succeed by taking “sales” from you. Therefore the more you know about your competition, the better. You should study your competitors, the products they offer, the share of the market they control, and the strategies they follow to help you plan your optimal strategy, which might involve giving your customers better service or a better product.


Technology 

In the single year after their introduction, handheld electronic calculators declined in price by more than 50 percent while their performance increased. Computers did the same. You can now carry in your pocket or on your belt an iPhone with more memory than the largest computer of a few years ago, and it has all sorts of additional features. The opposite can also happen. The entire $300 billion vinyl record industry effectively vanished within months after CDs were introduced. The Internet revolutionized the way we conduct business in just a few years and made many competing methods of communication obsolete.


The Economic Environment 

I’ve already noted the economy. It is true that fortunes can be made in both recessions and depressions, as well as in periods of economic well-being. However, the products and services most likely to be successful in these different economic conditions are not the  same, and very different strategies may be needed. It is frequently mentioned that more people made money during the Great Depression than lost it. However, success is far from automatic.


The Political Environment 

The political environment must be examined because of its potential effect on anything you undertake. There are certain countries to which the U.S. government will not permit you to export, just as there are certain products such as drugs or replicas of branded merchandise from many countries that cannot be imported. The unrestricted export of sophisticated weaponry is prohibited. You must get a special export license, and for certain countries such a license will not be granted. Politics affect the import and the export, as well as the marketing of products and services. It is a part of the environment you cannot ignore, yet these restrictions and laws frequently change.


The Legal and Regulatory Environment 

The legal and regulatory environment can cause major headaches. One small company invested more than $100,000 in its development of a new bullet resistant police helmet. Then it discovered that because of product liability the product could not be sold at a profit. Another firm invested thousands of dollars in a new wine drink assuming that the alcoholic beverage tax would be the same even if they mixed another firm’s wine with their fruit juice. It wasn’t, and the difference made the product unprofitable. Today, a four wheeled “motorcycle” popular abroad cannot be sold in the United States.

Under our laws a motorcycle has three wheels or less. If it has four wheels, it is considered a passenger automobile and must meet safety standards much stricter than those for motorcycles.


Social and Cultural Environment 

Sixty years ago wearing a bikini on a public beach would have been cause for arrest for indecent exposure. Sushi (made with raw fish)  has been a popular product in Japan for hundreds of years, yet only a few years ago sushi bars didn’t exist in the United States and it was difficult to start one and build a clientele. Today, sushi is extremely popular. Still, some food such as insects, monkeys, and many reptiles or domestic animals may never gain popularity in the United States. In fact, many domestic animals and horses enjoy legal protection from ending up on our dinner plates. At the same time, many countries share a disgust for the mainstays of the U.S. diet.




Market Research: Acquiring the Information You Need 

Looking through the window frequently requires research, primary or secondary. Primary research entails interviews, business surveys, and a personal search for the answers. In secondary research you consult other sources such as the Internet. Secondary research is generally preferable because collated information is already available. It should be examined before you spend the time and money to do primary research.


How to Think About a Product That Doesn’t Yet Exist 

As Drucker noted, getting this information is only part of the issue. In fact, he said that if you do market research and stop, you are heading for trouble. He used the example of the fax machine. The fax machine was an American invention, but was manufactured and marketed to great success by the Japanese because market research convinced an American company that there was no market for it.2 IBM did the same thing with the personal computer. IBM’s market research told its leaders that the market for personal computers was limited to about a thousand a year. This is an almost inevitable result when a product doesn’t yet exist. It is difficult for consumers or businesses to feel comfortable paying out hundreds of thousands of dollars to develop a product that doesn’t yet exist. In such cases, Drucker suggested that leaders must look at the market—through the window.


How to Determine What Is Likely to Happen 

What is going to happen as a result of what has happened is the other important part of the equation. We know that change is inevitable. But change is caused by events that have already occurred. Drucker suggested that all you need to do is to look at events that have occurred to determine what will happen as a result.

When foreign automobiles first invaded the American market, it was the German Volkswagen about which American car companies were concerned, not the Japanese automakers. In response, Ford introduced the Falcon; Plymouth, the Valiant; and Chevrolet, the Chevette. Americans wanted more than what the bare-bones Volkswagen provided in those days, and, in a few years, the three American models grew in size until they were basically scaled down versions of their full sized American cousins. Sales slowly eroded for all three models, which were eventually withdrawn from the market.

All three cars offered essentially the same options, so all three automobile manufacturers looked out the window and saw the same thing. However, one manufacturer looked at what had happened and noted that demand for certain options was increasing even as sales for their vehicle declined. These were bucket seats, “four in the-floor” gearshifts, and padded dashboards. Only Ford asked itself what this meant and realized that there was an increasing demand for a sports touring type vehicle. The Mustang was kept under strict security. When it was released, it had tremendous sales to fulfill the demand, easily predicted by “looking out the window” and analyzing events that had already taken place and determining what they meant for the future.




Drucker on the Information the Leader Needs and What to Do with It 

• Look out the window and take a good look at your environment.
• Look both at the general and at specific questions relating to your organization.
• Decide what is likely to happen as a result of events that have already occurred.
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