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Perspectives on Strategy:
The Real Story
Behind Honda's Success
Richard T. Pascale

Perspective One: The Honda Effect

At face value, "strategy" is an innocent noun. Webster defines it as the
large-scale planning and direction of operations. In the business context,
it pertains to a process by which a firm searches and analyzes its environ-
ment and resources in order to 1) select opportunities defined in terms
of markets to be served and products to serve them, and 2) makes discrete
decisions to invest resources in order to achieve identified objectives. ̂

But for a vast and influential population of executives, planners,
academics, and consultants, strategy is more than a conventional English
noun. It embodies an implicit model of how organizations should be guided
and consequently, preconfigures our way of thinking. Strategy formulation
1) is generally assumed to be driven by senior management whom we
expect to set strategic direction; 2) has been extensively influenced by
empirical models and concepts; and 3) is often associated with a laborious
strategic planning process that, in some companies, has produced more
paper than insight.

A $500-miUion-a-year "strategy" industry has emerged in the United
States and Europe comprised of management consultants, strategic plan-
ning staffs, and business school academics. It caters to the unique emphasis
that American and European companies place upon this particular aspect
of managing and directing corporations.

Words often derive meaning from their cultural context. Strategy is one
such word and nowhere is the contrast of meanings more pronounced than
between Japan and the United States. The Japanese view the emphasis
we place on "strategy" as we might regard their enthusiasm for Kabuki
or sumo wrestling. They note our interest not with an intent of acquiring
similar ones but for insight into our peculiarities. The Japanese are some-
what distrustful of a single "strategy," for in their view any idea that
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focuses attention does so at the expense of peripheral vision. They strongly
believe that peripheral vision is essential to discerning changes in the
customer, the technology or competition, and is the key to corporate
survival over the long haul. They regard any propensity to be driven by
a single-minded strategy as a weakness.

The Japanese have particular discomfort with strategic concepts. While
they do not reject ideas such as the experience curve or portfolio theory
outright they regard them as a stimulus to perception. They have often
ferreted out the "formula" of their concept-driven American competitors
and exploited their inflexibility. In musical instruments, for example, (a
mature industry facing stagnation as birthrates in the U.S. and Japan de-
clined), Yamaha might have classified its products as "cash cows" and gone
on to better things (as its chief U.S. competitor, Baldwin United, had
done). Instead, beginning with a negligible share of the U.S. market,
Yamaha plowed ahead and destroyed Baldwin's seemingly unchallengeable
dominance. YKK's success in zippers against Talon (a Textron division)
and Honda's outflanking of Harley-Davidson (a former AMF subsidiary) in
the motorcycle fleld provide parallel illustrations. All three cases involved
American conglomerates, wedded to the portfolio concept, that had class-
ifled pianos, zippers, and motorcycles as mature businesses to be harvested
rather than nourished and defended. Of course, those who developed
portfolio theory and other strategic concepts protest that they were never
intended to be mindlessly applied in setting strategic direction. But most
would also agree that there is a widespread tendency in American corpo-
rations to misapply concepts and to otherwise become strategically
myopic—ignoring the marketplace, the customer, and the problems of
execution. This tendency toward misapplication, being both pervasive and
persistent over several decades, is a phenomenon that the literature has
largely ignored.^ There is a need to explicitly identify the factors that
influence how we conceptualize strategy—and which foster its misuse.

Honda: The Strategy Model—In 1975, Boston Consulting Group pre-
sented the British govemment its flnal report: Strategy Alernatives for the
British Motorcycle Industry. This 120-page document identifled two key
factors leading to the British demise in the world's motorcycle industry:
• market share loss and profitability declines, and
• scale economy disadvantages in technology, distribution, and manufac-

turing.
During the period 1959 to 1973, the British share of the U.S. motorcycle

industry had dropped from 49 percent to 9 percent. Introducing BCG's
recommended strategy (of targeting market segments where sufflcient
production volumes could be attained to be price competitive) the report
states:

The success of the Japanese manufacturers originated with the growth of their
domestic market during the 1950s. As recently as 1960, only 4 percent of Japanese
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motorcycle production was exported. By this time, however, the Japanese had
developed huge production volumes in small motorcycles in their domestic market,
and volume-related cost reductions had followed. This resulted in a highly competitive
cost position which the Japanese used as a springboard for penetration of world
markets with small motorcycles in the early 1960s. "̂

The BCG study was made public by the British government and rapidly
disseminated in the United States. It exemplifies the necessary (and I
argue, insufficient) strategist's perspective of
• examining competition primarily from an intercompany perspective,
• at a high level of abstraction,
• with heavy reliance on micro-economic concepts (such as the experience

curve).
Case writers at Harvard Business School, UCLA, and the University

of Virginia quickly condensed the BCG report for classroom use in case
discussions. It currently enjoys extensive use in first-term courses in
Business Policy.

Of particular note in the BCG study, and in the subsequent Harvard
Business School rendition, is the historical treatment of Honda.

The mix of competitors in the U.S. motorcycle market underwent a major shift
in the 1960s. Motorcycle registrations increased from 575,000 in 1960 to 1,382,000
in 1965. Prior to 1960 the U.S. market was ser\^ed mainly by Harley-Davidson of
U.S.A., BSA, Triumph and Norton of U.K. and Moto-Guzzi of Italy. Harley was
the market leader with total 1959 sales of $16.6 million. After the second world
war, motorcycles in the U.S.A. attracted a very limited group of people other than
police and army personnel who used motorcycles on the job. While most motorcyclists
were no doubt decent people, groups of rowdies who went around on motorcycles
and called themselves by such names as "Hell's Angels," "Satan's Slaves" gave
motorcycling a bad image. Even leather jackets which were worn by motorcyclists
as a protective device acquired an unsavory image. A 1953 movie called "The Wild
Ones" starring a 650cc Triumph, a black leather jacket and Marlon Brando gave the
rowdy motorcyclists wide media coverage. The stereotype of the motorcyclist was
a leather-jacketed, teenage trouble-maker. Honda established an American sub-
sidiary in 1959—American Honda Motor Company. This was in sharp contrast to
other foreign producers who relied on. distributors. Honda's marketing strategy was
described in the 1963 annual report as "With its policy of selling, not primarily to
confirmed motorcyclists but rather to members of the general public who had never
before given a second thought to a motorcycle . . . . " Honda started its push in
the U.S. market with the smallest, lightweight motorcycles. It was superior to the
lightweight being sold by Sears, Roebuck in America at that time. It had a three-speed
transmission, an automatic clutch, five horsepower (the American cycle only had
two and a half), an electric starter and step through frame for female riders. And it
was easier to handle. The Honda machines sold for under $250 in retail compared
with $l,000-$l,500 for the bigger American or British machines. Even at that early
date Honda was probably superior to other competitors in productivity.

By June 1960 Honda's Research and Development effort was staffed with 700
designers/engineers. This might be contrasted with 100 engineers/draftsmen em-
ployed by . . . (European and American competitors). In 1962 production per man-
year was running at 159 units, (a figure not reached by Harley-Davidson until 1974).
Honda's net fixed asset investment was $8170 per employee . . . (more than twice
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its European and American competitors). With 1959 sales of $55 niillion Honda was
already the largest motorcycle producer in the world.

Honda followed a policy of developing the market region by region. They started
on the West Coast and moved eastward over a period of four-five years. Honda
sold 2,500 machines in the U.S. in 1960. In 1961 they lined up 125 distributors and
spent $150,000 on regional advertising. Their advertising was directed to the young
families, their advertising theme was "You Meet the Nicest People on a Honda."
This was a deliberate attempt to dissociate motorcycles from rowdy, Hell's Angels
type people.

Honda's success in creating demand for lightweight motorcycles was phenomenal.
American Honda's sales went from $500,000 in 1960 to $77 million in 1965. By 1966
the market share data showed the ascendancy of Japanese producers and their
success in selling lightweight motorcycles.
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starting from virtually nothing in 1960, the lightweight motorcycles had clearly estab-
lished their lead.'*

Quoting from the BCG report:

The Japanese motorcycle industry, and in particular Honda, the market leader,
present a [consistent] picture. The basic philosophy of the Japanese manufacturers
is that high volumes per model provide the potential for high productivity as a result
of using capital intensive and highly automated techniques. Their marketing strategies
are therefore directed towards developing these high model volumes, hence the
careful attention that we have observed them giving to growth and market share.
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The overall result of this philosophy over time has been that the Japanese have
now developed an entrenched and leading position in terms of technology and pro-
duction methods . . . . The major factors which appear to account for the Japanese
superiority in both these areas are . . . (specialized production systems, balancing
engineering and market requirements, and the cost efficiency and reliability of
suppliers.^

As evidence of Honda's strategy of taking position as low cost producer
and exploiting economies of scale, other sources cite Honda's construction
in 1959 of a plant to manufacture 30,000 motorcycles per month well ahead
of existing demand at the time. (Up until then Honda's most popular models
sold 2,000-3,000 units per month. )̂

The overall picture depicted by the quotes above exemplifies the "stra-
tegy model." Honda is portrayed as a firm dedicated to being the low price
producer, utilizing its dominant market position in Japan to force entry into
the U.S. market, expanding that market by redefining a leisure class
("Nicest People") segment, and exploiting its comparative advantage via
aggressive pricing and advertising. Richard Rumelt, writing the teaching
note for the UCLA adaptation of the case states: "The fundamental con-
tribution of BCG is not the experience curve per se but the ever-present
assumption that differences in cost (or efficiency) are the fundamental
components of strategy."^

The Organizational Process Perspective—On September 10, 1982,
the six Japanese executives responsible for Honda's entry into the U.S.
motorcycle market in 1959 assembled in Honda's Tokyo headquarters.
They had gathered at my request to describe in fine grain detail the
sequence of events that had led to Honda's ultimate position of dominance
in the U.S. market.^ All were in their sixties; three were retired. The
story that unfolded, greatly abbreviated below, highlights miscalculation,
serendipity, and organizational learning—counterpoints to the streamlined
"strategy" version related earlier.

Any account of Honda's successes must grasp at the outset the unusual
character of its founder, Sochiro Honda and his partner, Takeo Fujisawa.
Honda was an inventive genius with a large ego and mercurial temperament,
given to bouts of "philandering" (to use his expression).^ In the formative
stages of his company, Honda is variously reported to have tossed a geisha
out a second-story window, ̂ ° climbed inside a septic tank to retrieve a
visiting supplier's false teeth (and subsequently placed the teeth in his
mouth), ̂ ^ appeared inebriated and in costume before a formal presentation
to Honda's bankers requesting financing vital to the firm's survival (the
loan was denied), ̂ ^ hit a worker on the head with a wrench, ̂ ^ and stripped
naked before his engineers to assemble a motorcycle engine. ̂ ^

Post-war Japan was in desperate need of transportation. Motorcycle
manufacturers proliferated, producing clip-on engines that converted bicy-
cles into makeshift "mopeds." Honda was among these but it was not until
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he teamed up with Fujisawa in 1949 that the elements of a successful
enterprise began to take shape. Fujisawa provided money as well as finan-
cial and marketing strengths. In 1950 their first D type motorcycle was
introduced. They were, at that juncture, participating in a fragmented
industry along with 247 other manufacturers. Other than its sturdy frame,
this introductory product was unnoteworthy and did not enjoy great com-
mercial success. ̂ ^

Honda embodied a rare combination of inventive ability and ultimate
self-confidence. His motivation was not primarily commerical. Rather, the
company served as a vehicle to give expression to his inventive abilities.
A successful company would provide a resource base to pursue, in
Fujisawa's words, his "grandiose dream." Fujisawa continues, "There was
no end to his pursuit of technology. "̂ ^

Fujisawa, in an effort to save the faltering company, pressed Honda to
abandon their noisy two-stroke engine and pursue a four-stroke design.
The quieter four-stroke engines were appearing on competitive motorcy-
cles, therefore threatening Honda with extinction. Mr. Honda balked. But
a year later, Honda stunned Fujisawa with a breakthrough design that
doubled the horsepower of competitive four-stroke engines. With this
innovation, the firm was off and putting, and by 1951 demand was brisk. •̂ '̂
There was no organization, however, and the plant was chaotic. -̂^ Strong
demand, however, required early investment in a simplified mass produc-
tion process. As a result, primarily due to design advantages, and secon-
darily to production methods, Honda became one of the four or five industry
leaders by 1954 with 15 percent market share.'^

For Fujisawa, the engine innovation meant increased sales and easier
access to financing. For Mr. Honda, the higher horsepower engine opened
the possibility of pursuing one of his central ambitions in life—to race his
motorcycle and win. Winning provided the ultimate confirmation of his
design abilities. Racing success in Japan came quickly. As a result, in 1959
Honda raised his sights to the international arena and committed the firm
to winning at Great Britain's Isle of Man—the "Olympics" of motorcycle
racing. Again, Honda's inventive genius was called into play. Shifting most
of the firm's resources into this racing effort, Honda embarked on studies
of combustion that resulted in a new configuration of the combustion
chamber that doubled horsepower and halved weight. Honda leapfrogged
past European and American competitors—winning in one class, then
another, winning the Isle of Man manufacturer's prize in 1959 and sweeping
the first five positions by 1961.^°

Fujisawa, throughout the fifties, sought to tum Honda's attention from
his enthusiasm with racing to the more mundane requirements of running
an enterprise. By 1956, as the innovations gained from racing had begun
to pay off in vastly more efficient engines, Fujisawa pressed Honda to
adapt this technology for a commercial motorcycle. ̂ ^ Fujisawa had a par-
ticular segment in mind. Most motorcyclists in Japan were male and the



PERSPECTIVES ON STRATEGY 53

machines were used primarily as an alternative form of transportation to
trains and buses. There were, however, a vast number of small commercial
establishments in Japan that still delivered goods and ran errands on bicy-
cles. Trains and buses were inconvenient for these activities. The purse-
strings of these small enterprises were controlled by the Japanese wife—
who resisted buying conventional motorcycles because they were expen-
sive, dangerous, and hard to handle. Fujisawa challenged Honda: Can you
use what you've learned from racing to come up with an inexpensive,
safe-looking motorcycle that can be driven with one hand (to facilitate
carrying packages). ̂ ^

In 1958, the Honda 50cc Supercub was introduced—with an automatic
clutch, three-speed transmission, automatic starter, and the safe, friendly
look of a bicycle (without the stigma of the outmoded mopeds). Owing
almost entirely to its high horsepower but lightweight 50cc engine (not to
production efficiencies), it was affordable. Overnight, the firm was over-
whelmed with orders. Engulfed by demand, they sought financing to build
a new plant with a 30,000 unit per month capacity. "It wasn't a speculative
investment," recalls one executive. "We had the proprietary technology,
we had the market, and the demand was enormous. "̂ ^ (The plant was
completed in mid-1960.) Prior to its opening, demand was met through
makeshift, high cost, company-owned assembly and farmed-out assembly
through subcontractors.^"^ By the end of 1959, Honda had skyrocketed
into first place among Japanese motorcycle manufacturers. Of its total
sales that year of 285,000 units, 168,000 were Supercubs.^^

Fujisawa utilized the Supercub to restructure Honda's channels of distri-
bution. For many years, Honda had rankled under the two-tier distribution
system that prevailed in the industry. These problems had been exacer-
bated by the fact that Honda was a late entry and had been carried as
secondary line by distributors whose loyalties lay with their older manufac-
turers. Further weakening Honda's leverage, all manufacturer sales were
on a consignment basis.

Deftly, Fujisawa had characterized the Supercub to Honda's distributors
as "something much more like a bicycle than a motorcycle." The traditional
channels, to their later regret, agreed. Under aimicable terms Fujisawa
began selling the Supercub directly to retailers—and primarily through
bicycle shops. Since these shops were small and numerous (approximately
12,000 in Japan), sales on consignment were unthinkable. A cash-on-deliv-
ery system was installed, giving Honda significantly more leverage over
its dealerships than the other motorcycle manufacturers enjoyed. ̂ ^

The stage was now set for exploration of the U.S. market. Mr. Honda's
racing conquests in the late fifties had given substance to his convictions
about his abilities. While still heavily occupied by the Isle of Man, success
fueled his quest for new and different challenges.

To the onlooker from Japan, the American market was vast, untapped.
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and affluent. In addition, Honda had experimented with local Southeast
Asian markets in 1957-58 with little success. With little disposable income
and poor roads, total Asian exports had reached a meager 1,000 units in
1958.^^ The European market, while larger, was heavily dominated by its
own name brand manufacturers, and the popular mopeds dominated the
low price, low horsepower end. Spurred in part by ambition and in part
by a process of deduction, Fujisawa and Honda focused attention on the
United States.

Two Honda executives—the soon-to-be named president of American
Honda, Kihachiro Kawashima and his assistant—arrived in the U.S. in late
1958.* Their itenerary: San Francisco, Los Angeles, Dallas, New York,
and Columbus. Mr. Kawashima recounts his impressions:

My first reaction after travelling across the United States was: How could we
have been so stupid as to start a war with such a vast and wealthy country! My
second reaction was discomfort. I spoke poor English. We dropped in on motorcycle
dealers who treated us discourteously and in addition, gave the general impression
of being motorcycle enthusiasts who, secondarily, were in business. There were
only 3,000 motorcycle dealers in the United States at the time and only 1,000 of
them were open five days a week. The remainder were open on nights and weekends.
Inventory was poor, manufacturers sold motorcycles to dealers on consignment,
the retailers provided consumer financing; after-sales service was poor. It was
discouraging.

My other impression was that everyone in the United States drove an automobile—
making it doubtful that motorcycles could ever do very well in the market. However,
v^th 450,000 motorcycle registrations in the U.S. and 60,000 motorcycles imported
from Europe each year it didn't seem unreasonable to shoot for 10 percent of the
import market. I returned to Japan with that report.

In truth, we had no strategy other than the idea of seeing if we could sell something
in the United States. It was a new frontier, a new challenge, and it fit the "success
against all odds" culture that Mr. Honda had cultivated. I reported my impressions
to Fujisawa—including the seat-of-the-pants target of trying, over several years, to
attain a 10 percent share of U.S. imports. He didn't probe that target quantitatively.
We did not discuss profits or deadlines for breakeven. Fujisawa told me if anyone
could succeed, I could and authorized $1 million for the venture.

The next hurdle was to obtain a currency allocation from the Ministry of Finance.
They were extraordinarily skeptical. Toyota had launched the Toyopet in the U.S.
in 1958 and had failed miserably. "How could Honda succeed?" they asked. Months
went by. We put the project on hold. Suddenly, five months after our application,
we were given the go-ahead—but at only a fraction of our expected level of commit-
ment. "You can invest $250,000 in the U.S. market," they said, "but only $110,000
in cash." The remainder of our assets had to be in parts and motorcycle inventory.

We moved into frantic activity as the govemment, hoping we would give up on
the idea, continued to hold us to the July 1959 start-up timetable. Our focus, as
mentioned earlier, was to compete with the European exports. We knew our products
at the time were good but not far superior. Mr. Honda was especially confident of
the 250cc and 305cc machines. The shape of the handlebar on these larger machines
looked like the eyebrow of Buddha, which he felt was a strong selling point. Thus,

* Mr. Kihachiro Kawashima subsequently became Executive Vice President of Honda
Motor Co., Ltd. Japan.
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after some discussion and with no compelling criteria for selection, we configured
our start-up inventory Mnth 25 percent of each of our four products—the 50cc
Supercub and the 125cc, 250cc, and 305cc machines. In dollar value terms, of course,
the inventory was heavily weighted toward the larger bikes.

The stringent monetary controls of the Japanese government together with the
unfriendly reception we had received during our 1958 visit caused us to start small.
We chose Los Angeles where there was a large second and third generation Japanese
community, a climate suitable for motorcycle use, and a growing population. We
were so strapped for cash that the three of us shared a furnished apartment that
rented for $80 per month. Two of us slept on the floor. We obtained a warehouse
in a run-down section of the city and waited for the ship to arrive. Not daring to
spare our funds for equipment, the three of us stacked the motorcycle crates three
high—by hand, swept the fioors, and built and maintained the parts bin.

We were entirely in the dark the first year. We were not aware the motorcycle
business in the United States occurs during a seasonable April-to-August window—
and our timing coincided with the closing of the 1959 season. Our hard-learned
experiences with distributorships in Japan convinced us to try to go to the retailers
direct We ran ads in the motorcycle trade magazine for dealers. A few responded.
By spring of 1960, we had forty dealers and some of our inventory in their stores—
mostly larger bikes. A few of the 250cc and 305cc bikes began to sell. Then disaster
struck.

By the first week of April 1960, reports were coming in that our machines were
leaking oil and encountering clutch failure. This was our lowest moment. Honda's
fragile reputation was being destroyed before it could be established. As it turned
out, motorcycles in the United States are driven much farther and much faster than
in Japan. We dug deeply into our precious cash reserves to air freight our motorcycles
to the Honda testing lab in Japan. Throughout the dark month of April, Pan Am was
the only enterprise in the U.S. that was nice to us. Our testing lab worked twenty-
four-hour days bench testing the bikes to try to replicate the failure. Within a month,
a redesigned head gasket and clutch spring solved the problem. But in the meantime,
events had taken a surprising tum.

Throughout our first eight months, following Mr. Honda's and our own instints,
we had not attempted to move the 50cc Supercubs. While they were a smash success
in Japan (and manufacturing couldn't keep up with demand there), they seemed
wholly unsuitable for the U. S. market where everything was bigger and more luxuri-
ous. As a clincher, we had our sights on the import market—and the Europeans,
like the American manufacturers, emphasized the larger machines.

We used the Honda 50s ourselves to ride around Los Angeles on errands. They
attracted a lot of attention. One day we had a call from a Sears buyer. While persisting
in our refusal to sell through an intermediary, we took note of Sears's interest. But
we still hesitated to push the 50cc bikes out of fear they might harm our image in
a heavily macho market. But when the larger bikes started breaking, we had no
choice. We let the 50cc bikes move. And surprisingly, the retailers who wanted to
sell them weren't motorcycle dealers, they were sporting goods stores.

The excitement created by the Honda Supercub began to gain momentum. Under
restrictions from the Japanese government, we were still on a cash basis. Working
with our initial cash and inventory, we sold machines, reinvested in inventory, and
sunk the profits into additional inventory and advertising. Our advertising tried to
straddle the market. While retailers continued to inform us that our Supercub cus-
tomers were normal everyday Americans, we hesitated to target toward this segment
out of fear of alienating the high margin end of our business—sold through the
traditional motorcycle dealers to a more traditional "black leather jacket" customer. ̂ ^
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Honda's phenomenal sales and share gains over the ensuing years have
been previously reported. History has it that Honda "redefined" the U.S.
motorcycle industry. In the view of American Honda's start-up team, this
was an innovation they backed into—and reluctantly. It was certainly not
the strategy they embarked on in 1959. As late as 1963, Honda was still
working with its original Los Angeles advertising agency, its ad campaigns
straddling all customers so as not to antagonize one market in pursuit of
another.

In the spring of 1963, an undergraduate advertising major at UCLA
submitted, in fulfillment of a routine course assignment, an ad campaign
for Honda. Its theme: You Meet the Nicest People on a Honda. Encouraged
by his instructor, the student passed his work on to a friend at Grey
Advertising. Grey had been soliciting the Honda account—which with a
$5 million a year budget was becoming an attractive potential client. Grey
purchased the student's idea—on a tightly kept nondisclosure basis. Grey
attempted to sell the idea to Honda. ̂ ^

Interestingly, the Honda management team, which by 1963 had grown
to five Japanese executives, was badly split on this advertising decision.
The President and Treasurer favored another proposal from another
agency. The Director of Sales, however, felt strongly that the Nicest
People campaign was the right one—and his commitment eventually held
sway. Thus, in 1963, through an inadvertent sequence of events, Honda
came to adopt a strategy that directly identified and targeted that large
untapped segment of the marketplace that has since become inseparable
from the Honda legend. ̂ ^

The Nicest People campaign drove Honda's sales at an even greater
rate. By 1964, nearly one out of every two motorcycles sold was a Honda.
As a result of the infiux of medium income leisure class consumers, banks
and other consumer credit companies began to finance motorcycles—shift-
ing away from dealer credit, which had been the traditional purchasing
mechanism available. Honda, seizing the opportunity of soaring demand
for its products, took a courageous and seemingly risky position. Late in
1964, they announced that thereafter, they would cease to ship on a
consignment basis but would require cash on delivery. Honda braced itself
for revolt. While nearly every dealer questioned, appealed, or complained,
none relinquished his franchise. In one fell swoop, Honda shifted the power
relationship from the dealer to the manufacturer. Within three years, this
would become the pattern for the industry. ̂ ^

The "Honda Effect"—The preceding account of Honda's inroads in the
U.S. motorcycle industry provides more than a second perspective on
reality. It focuses our attention on different issues and raises different
questions. What factors permitted two men as unlike one another as Honda
and Fujisawa to function effectively as a team? What incentives and under-
standings permitted the Japanese executives at American Honda to respond
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to the market as it emerged rather than doggedly pursue the 250cc and
305cc strategy that Mr. Honda favored? What decision process permitted
the relatively junior sales director to overturn the bosses' preferences and
choose the Nicest People campaign? What values or commitment drove
Honda to take the enormous risk of alienating its dealers in 1964 in shifting
from a consignment to cash? In hindsight, these pivotal events all seem
ho-hum common sense. But each day, as organizations live out their lives
without the benefit of hindsight, few choose so well and so consistently.

The juxtaposed perspectives reveal what I shall call the "Honda Effect."
Western consultants, academics, and executives express a preference for
oversimplifications of reality and cognitively linear explanations of events.
To be sure, they have always acknowledged that the "human factor" must
be taken into account. But extensive reading of strategy cases at business
schools, consultants' reports, strategic planning documents as well as the
coverage of the popular press, reveals a widespread tendency to overlook
the process through which organizations experiment, adapt, and leam. We
tend to impute coherence and purposive rationality to events when the
opposite may be closer to the truth. How an organization deals with mis-
calculation, mistakes, and serendipitous events outside its field of vision is
often crucial to success over time. It is this realm that requires better
understanding and further research if we are to enhance our ability to
guide an organization's destiny.

Perspective Tvŝ o: Shifts in the Nature of Competition

The "microeconomic" and "miscalculation" models focus on different fac-
tors and attribute success to different causal events. Both perspectives
are valuable; which one is more valuable depends, in part, on the environ-
ment in which an organization finds itself. Which view of reality is most
appropriate in the environmental context of the eighties?

Two decades ago, American companies were, with rare exception, the
fiagships of the world's industrial armada. Across a diverse range of prod-
ucts and services, one found dominant American companies, each a world
leader in its industry, each having carved out a seemingly impregnable
strategic enclave. In twenty years, this picture has changed.

Let us consider the extent and nature of this change. Beginning with
the Department of Commerce's list of twenty major industries, eliminating
those industries heavily regulated (e.g., transportation (railroads and air-
lines), utilities, banking); those industries selling primarily to government
(e.g., defense and aerospace); and those industries where competition is
primarily of a regional rather than a national nature (e.g., construction,
food chains). We are left with thirteen industries within which firms compete
on a national and often intemationai basis and whose success is primarily
self-determined (i.e., not heavily dependent upon geographical advantages
or governmental regulation). Identifying the leading firm in each of these
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Figure 1. Market Share and Comparative Advantage
Trends in Thirteen Key Industries, 1962-1982
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industries based on Fortune 500 rankings, we can trace their movements
over the past twenty years—1962 through 1982—in terms of market
share positions and gains or losses in comparative advantage. These pro-
vide the coordinates for Figure 1.

Individual companies focus on changes within their industrial environ-
ment. When we aggregate across industries, we observe trends impacting
upon all participants. Figure 1 reveals that nine of the leading firms declined
both in share and competitive advantage. Two additional companies lost
competitive advantage while retaining parity in share. Only Boeing and
IBM gained along the market share and competitive advantage dimensions.
What factors account for this deterioration in competitive position over
the past twenty years?

The early sixties was, above all, a period of industrial expansion. The
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Index of Industrial Production registered a 15.6 percent increase firom
1960 to 1963, compared with a decrease of 9.1 from 1979 to 1982.^^ In
nearly all sectors, there were increases in primary demand enabling par-
ticipants to grow without doing so at one another's expense. Interest rates
were low (prime rates averaging 4.5 percent in 1961, as compared with
an average 18.87 percent in 1981), and investors embraced risks in their
determination to capitalize on the optimism of the times. Technological
change fuelled continual product and process innovation with the result
that productivity increases followed almost effortlessly. Table 1 sum-
marizes these and other factors.

Another ingredient important in securing a firm's competitive position
was technological advantage. Bell Laboratories's patents for the first tran-
sistors guaranteed a seven-year strategic haven during which time it
exploited high margins and recouped its investments. Xerox copiers and
IBM's 360 enjoyed much the same competitive respite as did, in one form
or another, nearly every other industrial leader. However, patents and
proprietary process technology preserve advantage as long as the players
of an industrial family honor the rules. This was to change as competition
shifted firom the domestic to the intemationai arena.

The intemationai pecking order of the sixties (that is, one nation's
standing in relation to others), was determined by factors largely separate
from the industrial sphere. National status was dependent on military
strength, technological leadership (measured by Nobel prizes and
megafeats such as space shots), Olympic gold medals, and a country's
centrality in the world geopolitical dialogue. NATO, not GNP, was the
dominant acronym at the time.

The environment fostered set piece competition. To oversimplify,
oligopolistic competitors focused primarily on domestic markets, partici-
pants shared implicit rules. These factors fostered competitive stability—
abundantly the case in automotive manufacturing and consumer electronics.
That is not to say that some industries, such as steel, had not begun to
encounter competitive pressures. But relatively speaking, from the post-
war period through the mid-sixties, a strategic enclave, once established
was defended with comparative ease.

The arts of war have been forever at the mercy of changing armaments;
technology changes faster than beliefs. Each leap—from arrow to rifie to
infrared seeking missile—renders an era of military knowledge obsolete
and imposes a painful reexamination and transition. Military science is the
kin of managerial science. The stable industrial world culminating in the
sixties was accompanied by a body of managerial beliefs which in the
hindsight of the eighties, endowed us with the tactics of Gallipoli in a
theater more akin to Vietnam.

The perceived nature of competition in the sixties made strategy the
king of management functions. Conceptual rather than operational thinking
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Table 1. Dramatic changes over two decades
undermine secure market position.

Growth Rates

Nature of Competition

Expressions of Nationalism

Economic Environment

Technology

IMPLICATIONS:

E nvironmental Shifts

From (1960s)

• Rapid growth in most
industries with room for
most serious competitors

• Oligopolistic competitors
in most industries

• Primary focus on domestic
markets and competitors

Implicit "rules" shared by
domestic competitors
foster stability

National status dependent
on military, technological
leadership and level of in-
volvement in international
diplomatic dialogue

Internal domestic focus

• Expansionistic, low in-
terest rates

• Risk seeking investor
climate

• Inflation

• Rapid technological
changes with numerous
products early in life cycle

• Patents serve to protect
technological advantage
with secure domestic

• Few secure enclaves.
• Changing rules.
• Intense competition from

international rivals.

To (1980s)

• Slowed growth or stagnation;
squeezing incremental
growth out of competition

• Encroachment of inter-
national rivals

• Focus on international
competition

• Domestic scale economies
finance penetration pricing
in overseas markets

• New competitors each play-
ing bydifferent rules (e.g.,
niche vs. scale strategies)
force continued innovation,
price cutting, quality improve-
ments all resulting in com-
petitive instability

• The "new mercantilism"
• International status and

domestic prosperity linked to
trade expansionism

• Focus on international trade
and economic linkages
among trading partners

• Stable or contracting
economic climate

• High interest rates
• Risk adverse investor climate

in most industries

• Slowed technological change
in many industries

• Maturing products

• Fierce international competi-
tive surveillance and "reverse
engineering" dilute patent
protection and rapidly equal-
ize technological advance

• Relative stability, security.



PERSPECTIVES ON STRATEGY 61

prevailed, giving impetus to management consulting firms armed with
matrices, experience curves, and other microeconomic paraphemalia. Bus-
iness schools proliferated as did courses emphasizing the quantitative sci-
ences in an era when success was secured via bold-stroke actions rather
than nuance. Qualitative refinements in organizational process and opera-
tions management were frosting on the managerial cake. The danger, as
our military analogue implies, is that such beliefs, once intemalized, tend
to persist beyond their time—even when environmental circumstances
render them inappropriate.

In the late sixties, research at Harvard Business School exposed an
industrial anomaly that has proven a precursor of our times. ̂ "̂  The major
home appliance industry (refrigerators, stoves, dishwashers, washers, and
dryers) was revealed to defy the conventional wisdom of market behavior.
Dominated by large oligopolistic competitors (Sears, General Electric,
Westinghouse) the industry's most profitable participants were its smaller
firms (such as Maytag). Whereas other oligopolistic markets fostered sta-
bility and protection for their dominant members, in this topsy-turvy indus-
try, the large manufacturers (e.g., G.E.) were squeezed on one hand by
continual price pressures from retailers (e.g.. Sears) and on the other by
the continuing technological innovation of smaller manufacturers (e.g.,
Tappan and Maytag). The consumer was the prime beneficiary: quality
increased, technological innovation blossomed, and prices in real dollars
remained steady or declined.

The explanation for this harsh competitive behavior lay in the asymmetry
of the participants. Sears, a mass retailer, competed via price leadership;
G.E., the manufacturer, competed on quality leadership, innovation parity,
and required market share to support its production economies; smaller
survivors lived by their technological wits and innovated in order to keep
G.E. and Sears at bay. (By achieving sufficient product differentiation,
they were able to justify higher margins.)

Enter the 1980s—We have read, ad nauseam, about the industrial
climate of this decade, of the iron law of economic stagnation by which
one firm's gain is via another's loss. We have read, too, of higher interest
rates and more conservative investors. These are no doubt contributing
factors. But in addition, slower technological change in many industries
has been accompanied by intense competitive surveillance and rapid
technological transfer. Particularly across intemationai boundaries, patent
protection is mitigated by reverse engineering and outright infringement.
As a result, technology is rapidly equalized.

Another powerful, but often underemphasized, factor in these environ-
mental shifts, is the increasing centrality of the "new mercantilism." Na-
tional status and, indeed, a nation's domestic prosperity are linked directly
to trade. Balance of payments, exchange rates, GNP growth, and un-
employment are all inextricably intertwined. Heightened national self-in-
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terest has placed the spotlight on the success of each country's contestants
in key industries. One firm's competitive response is thus linked to a
coordinated national response—involving diplomatic exchanges, threats of
trade sanctions, central bank behavior, and protective domestic pricing.

In aggregate, the forces depicted have drastically reshaped competitive
activity. Most importantly, they have transformed a great many stable and
secure domestic markets into battle zones that more closely resemble the
major home appliance example cited earlier. International competitors seem
more prone to play by different rules. Some invest to achieve scale
economies, some for quality leadership, others for price leadership, still
others pursue a niche strategy stressing innovation. Under these cir-
cumstances, there is no impregnable strategic stance. As in the home
appliance example, every participant, in order to survive, behaves in a
way that destabilizes his counterparts. Innovators achieve a breakthrough,
draw off customers, and start a share swing. To avoid losing share, the
most cost efficient producer must follow, rendering his existing product
and process technology obsolete. The low price strategy of still another
player, content to follow in technology, creates a cost/price squeeze on
the rest . . . forcing further innovation and the cycle repeats itself.

Survival for all but the most favored players requires a new competitive
response and new organizational capabilities. For those remaining in the
upper left-hand comer of Figure 1, defense of the status quo is sufficient.
(IBM and Boeing, for example, seem to need to do no more than what
they have always done.) For those with high share and weakening competi-
tive advantage, the microeconomic concepts of scale efficiencies are highly
applicable. (Insofar as price is the key success factor, being larger and
reinvesting to sustain low price position assures continued success.) As
long as a firm's position remains secure, much of what the old strategy
model prescribes still obtains.

But for the vast majority of the firms charted in Figure 1, the shift is
down scale, with weakening share position and weakening competitive
advantage. For these firms, future success is more dependent on fiexibility.
In particular, three organizational factors become important:
• operational efficiency
• incremental product improvements, and
• the capacity to sense opportunity and execute an effective response.

For most of the firms in Figure 1, these are the key success factors
for the eighties. Older, generalized ways of thinking about strategy must
expand to adequately grapple with this new challenge.

Perspective Three: The Case for Multiple Perspectives

The argument developed thus far is as follows: first, traditional biases
favor analytical and microeconomic tools shaping corporate strategy. Sec-
ondly, strategy alone, even if more broadly defined, is not adequate to
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achieve the levels of innovation and responsiveness that competition in
the eighties demands. This is not to assert that management thinking has
been solely limited to formulations of strategy alone. In fact, if we pick up
Business Week, Forbes, or Fortune the odds are high stories about efforts
to change or turnaround will focus on not one but three "essentials": a
new strategy, a reorganization to fit the strategy, and a new or rejuvenated
system to track the factors meriting central attention.

We need a still broader framework. A 1972 study comparing a dozen
Japanese subsidiaries in the United States with a dozen American counter-
parts produced a surprising finding: the Japanese firms had no monopoly
on high productivity. In fact, a near-equal mix of Japanese and American
firms shared these honors. ̂ ^ When the high performing firms (regardless
of national ownership) were aggregated, they were found to share much
in common. Most notably, they explicitly focused on more than strategy,
structure, and systems:
• they paid conscious and concrete attention to management style and

had devised ways of transforming style from the intangible realm of
personality into a pragmatic instrument of executive direction;

• they did not relegate the hiring and socialization of new employees to
a haphazard process govemed by personnel departments: instead these
firms shared amazing commonality in the step-by-step process through
which they welded employees into a productive and committed work-
force; and

• they paid attention to the firm's overarching value system, linking its
relationship to employees, customer, and society as a whole.
In sum, in addition to 1) strategy, 2) stmcture, and 3) systems, the

high performing firms paid equal attention to 4) style, 5) staff (i.e., their
human resources), and 6) shared values. Their use of all six of these
levers, and their ability to get them all to mesh together, contributed
centrally to squeezing more out of their organizations in terms of innova-
tions, responsiveness, and operational efficiency. Let us examine each
dimension in sequence.

Perspective # 1 : Strategy—An earlier section has addressed the
shortcomings of the narrowly defined microeconomic strategy model. The
Japanese avoid this pitfall by adopting a broader notion of "strategy." In
our recent awe of things Japanese, most Americans forget that the original
products of the Japanese automotive manufacturers badly mised the mark.
Toyota's Toyopet was square, sexless, and mechanically defective. It failed
miserably, as did Datsun's first several entries into the U.S. market. More
recently, Mazda miscalculated badly with its first rotary engine and nearly
went bankmpt. Contrary to myth, the Japanese did not from the onset
embark on a strategy to seize the high-quality small car market. They
manufactured what they were accustomed to building in Japan and tried
to sell it abroad. Their success, as any Japanese automotive executive will
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readily agree, did not result from a bold insight by a few big brains at the
top. On the contrary, success was achieved by senior managers humble
enough not to take their initial strategic positions too seriously. What saved

• Japan's near-failures was the cumulative impact of "little brains" in the
form of salesmen and dealers and production workers, all contributing
incrementally to the quality and market position these companies enjoy
today. Middle and upper management saw their primary task as guiding
and orchestrating this input from below rather than steering the organiza-
tion from above along a predetermined strategic course.

The Japanese don't use the term "strategy" to describe a crisp business
definition or competitive master plan. They think more in terms of
"strategic accomodation," or "adaptive persistence," underscoring their
belief that corporate direction evolves from an incremental adjustment to
unfolding events. Rarely, in their view, does one leader (or a strategic
planning group) produce a bold strategy that guides a firm unerringly. Far
more frequently, the input is from below. It is this ability of an organization
to move information and ideas from the bottom to the top and back again
in continuous dialogue that the Japanese value above all things. As this
dialogue is pursued, what in hindsight may be "strategy" evolves. In sum,
"strategy" is defined as "all the things necessary for the successful func-
tioning of organization as an adaptive mechanism." Skillful use of the other
levers help make adaptation possible.

Perspective #2: Organizational Structure—For many American
managers, reorgnizing is the ultimate quick fix. Rearrange the boxes;
never mind whether you change behavior inside the boxes.

There is no contention here that how one clusters various activities in
an organization is unimportant to getting work done. The problem is, as
with any of the other six factors taken in isolation, organizational structure
is necessary but insufficient. The Coca-Cola Company spent the decades
of the 1960s and 1970s in a continuous state of reorganization. The field
force was decentralized, matrixed, recentralized. Pepsi-Cola steadily
gained ground. Not until the eighties, under steadier guidance and with
meticulous attention given to support systems, field management style,
recruitment and training of staff, and shared values, did Coca-Cola begin
to recapture its leadership against its major competitor.

Organizational fads, especially in rapid succession of one another, are
a strong indicator of naivete. No survey of American enterprise over the
past two decades could fail to notice the succession of structural fads that
have come and gone, each promoting itself as the optimum solution. There
was functional organization, then the decentralization of the fifties and
sixties, followed by the matrix format of the late sixties and sevent ies-
organizational equivalents of a face-lift—and often just as cosmetic. These
solutions almost always failed to live up to expectations. The boxes changed
but most everything else stayed the same.
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One's ability to get things done in corporations seldom depends upon
one's job description and formal authority alone. A great part of one's
efficacy stems from knowledge, proven track record, reputation and the
trust and confidence of others. These factors are especially important at
the interfaces between one's job and someone else's. No matter how well
conceived an organization is structured, these interfaces between functions
exist and successful managers build bridges across them with informal
relationships. When a reorganization occurs it destroys these relationships.
Not surprisingly, organizations then require six to eighteen months for its
members to reestablish new interfaces. Frequent reorganizations are very
traumatic as they continually disrupt these essential networks before they
become fully rooted.

Reorganization is like open heart surgery—sometimes it is necessary.
But if a patient can contain a heart ailment through adequate rest, regular
exercise, and by not smoking, it is preferable to the risks of the operating
table. Organizations would do well to use other mechanisms to get their
existing stmcture to work whenever possible—rather than resorting too
quickly to a structural remedy.

The stmctural "lever" encounters a fatal fiaw in that it imposes a two-
dimensional way of thinking upon a phenomenon that cannot be captured
in two dimensions. The givens of organizations are ambiguity, uncertainty,
imperfection, and paradox. Stmctural remedies, by their unambiguous
two-dimensional nature, impose a falsehood—organizational charts:

• suggest a clarity in reporting relationships that, in fact, retain significant
elements of interpersonal ambiguity]

• announce finite changes that are, in fact, the outcome of an uncertain
stream of events;

• suggest mechanistic linkages that deny systemic and interpersonal im-
perfections', and

• by the very act of representing one organizational solution (rather than
another) deny an inherent paradox—that paradox being that today's
solution to how one organizes, however appropriate, sows the seeds
for the next generation of problems.
Stmctural solutions are simply not fine enough instruments in and of

themselves to assure these delicate tradeoffs. To succeed, stmcture re-
quires reinforcement from the other managerial factors.

Perspective #3 : Systems—Systems pertain to such things as forms
and computer printouts, to how information fiows up, down, and across
the hierarchy of an organization. Systems to a large extent prescribe how
communication occurs—and as a result, tend to configure how appropri-
ately and quickly an organization can respond. Senior management can
revise a strategy by a simple decree. Likewise, a stmctural reorganization
is readily conceived and announced. But systems often remain unchanged.
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Stop to consider the forms we fill in, the reports we receive and promulgate,
the incentive systems that reward us, and the procedures that guide us
and regulate our lives. Systems condition us like mice in a maze; they
gobble up an enormous portion of our discretionary energies. They are
not chic, they are not pretty, they're not fast in how they work or how
they change. (In fact, their maintenance in organizations is regarded as a
low-status activity.) But systems insidiously and powerfully infiuence how
people spend their lives at work each day.

"Hard copy" systems focus on things written in ink on paper—proce-
dures that are written down, computer printouts, tables of numbers, forms,
and so forth. In addition, all organizations have informal systems, that is,
unwritten understandings that employees internalize about "how business
gets done around here." Every organization has unwritten habits and
routines. Two important ones are systems for conflict resolution and meet-
ing formats. All organizations evolve rules about how one deals vdth conflict.
In some organizations, it is dealt with openly and directly; in others it is
handled in a roundabout way. Likewise, most organizations develop accept-
able patterns for meetings. Informal rules provide guidelines as to who
talks, who listens, whether presentations are formal monologues or infor-
mal dialogues, whether presenters use models and data with lots of analysis,
whether they focus on the competition, market assumptions, or the bottom
line. Informal systems also determine who gets mentored and the legitimate
avenues for favoritism. Informal criteria are usually the first to signal
fast-track candidates. These largely unseen and unvmtten rules account
for a great deal.

The Japanese culture pays attention to informal systems. A great many
of the most important rules are implicit. There are rituals for bowing and
for who has to bow most deeply, for gift giving, and for eating. Japanese
life, to a much greater extent than is true in the Western world, is regulated
by these unwritten rituals. As a result, survival in Japanese society requires
a certain degree of astuteness at perceiving these unwritten rules. This
contributes to the ability of Japanese managers to read the unwritten rules
of their organization as cleariy as most Westerners can read a balance
sheet. Not surprisingly, they expect the informal rules to mesh with the
formal ones. In most American organizations, we are far less conscious
of whether this meshing occurs and, as a result, many of our formal
systems are undermined by the informal ones. In summary, fuller and
more meticulous attention to both formal and informal systems is a precon-
dition to improved organizational functioning.

Perspective #4 : Style—A manager's style breathes life into strategy
and systems. Regrettably, most readers equate style with certain person-
ality traits. Once so defined, "style" is relegated to the idiosyncratic and
intangible domain of psychology.

A most useful way of thinking about style is to equate it to how a
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manager allocates time and attention. Henry Mintzberg once researched
the managerial span of attention. ̂ ^ The average length of time spent on
any one thing is nine minutes. Management time is chaotic, fragmented,
and filled with interruptions. This is the nature of managerial work.
Nonetheless, from that chaos subordinates perceive a pattern, whether
intended or not. Subordinates observe how bosses allocate their time,
what issues really capture their attention, and from this they interpolate
what the boss really cares about.

The three most powerful mechanisms for conveying time and attention
messages are within an arm's length of where one sits each day. One of
them is the in-basket, another is the telephone, and the third is one's
calendar. What goes into the pending tray and yellows with age and what
items get tumed around immediately? What things get circled, and what
comments are written in the margins? Is the "metamessage" of style—
cost? quality? budget overruns? new product innovation? The people down
the line read these messages with uncanny accuracy.

Consider the telephone. Who gets calls? Who doesn't? What question
does the boss ask? What behavior is complimented? What draws criticisms,
and what doesn't draw comments at all? What is the cumulative pattern
that derives from the way the boss uses the phone?

Lastly the calendar. Who gets in, and who's screened out? When the
boss is outside the office, where is he—with the controllers, customers,
on the production line?

In aggregate, the calendar, the in-basket, and the telephone tell us a
lot about one's style. "Style" defined as symbolic behavior provides every
manager with a potent lever of infiuence and we need not transform our
personalities to use it. The effective employment of this managerial lever
results from nothing less or more than the self-discipline to allocate our
time and attention to do what we say our priorities are.

Perspect ive # 5 : Staff—There is a set of consistent steps that organi-
zations go through to develop a cadre of committed and productive employ-
ees. IBM and Procter & Gamble, each in very different ways, do this
well. First of all, they target malleable applicants just beginning or very
early in their careers. They invest in careful selection. They avoid oversell-
ing the candidate and hiding blemishes. They allow the applicant to see
rather clearly what the firm is like, permitting applicants to deselect them-
selves. In addition, of course, the firm plays its part in screening out those
who don't fit the mold.

Socialization process begins in the trenches. No employee skips this
step. One needs to learn the territory via immersion in the basics of the
industry. It's like the infantry: one has to learn to shoot a gun, dig a
foxhole, and hit a target.

Next comes coherent, frequently spaced, and predictable rewards. IBM
sets quotas that 80 percent of its sales force can reach, then provides
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detailed and frequent performance reviews to stretch each candidate
beyond to reach his own potential. At IBM, almost everyone on the mar-
keting side has to be able to sell computers and keep the customer happy;
one doesn't get promoted otherwise, no matter how good one is at other
things. Procter & Gamble establishes a six-rung performance ladder that
every successful professional candidate is expected to climb within the
first two years. The reward systems are unambiguous and generally un-
beatable. This clarity and impartiality, it should be noted, derives from
systems measures and incentives that are honed for simplicity. At P&G
it's: What have you done for market share? What are you doing for profits?
At IBM it's: What have you sold? Is the customer satisfied?

Nothing enforces reward systems as powerfully as social leverage. Every
high performing firm in the sample had periodic get-togethers in which
results were reviewed across one's peer group: The boss would start with
one person, ask for his report or result and go around the circle. It creates
a powerful incentive. The participant finding himself at the bottom one
week is powerfully motivated to avoid that embarrassment the next.

We have noted that socialization is sparked by a shared boot camp
experience among a cadre of carefully selected young employees. It is
strengthened by the social lever of peer comparisons and group norms
and reinforced by reward systems that establish unequivocal standards of
performance. Yet a fourth support derives from reinforcing folklore. Every
organization has a folklore about watershed events or actions. Odds are
high, if we listen carefully, that employees can summarize in one or two
pithy sentences the essence of what they interpret the folklore to be.
When the moral of the stories are inconsistent with what management is
striving to achieve, folklore breeds cynicism and a wait-and-see attitude.
Folklore acts as a guiding theory of how the firm really works. As such,
it powerfully infiuences how employees respond to management's initia-
tives.

Last among the determinants of a coherent and committed staff is the
availability of consistent role models. There is no more powerful way for
instructing younger members of an organization than role models who
present a consistent picture of what a person needs to be like to be a
winner. Amazingly, many organizations leave role models to chance. The
result is a mixed and confusing picture: one promotion seems related to
people skills; another seems to underscore office politics; still another
honors a reclusive financial wizard. There is no clear pattern. No training
program in existence can instruct more powerfully than consistent role
models.

Effective socialization requires consistency and meticulous attention to
all the ingredients we have discussed. When managed carefully, it promotes
behavioral congruence and cohesiveness. For some, this smacks of an
Orwellian nightmare. For others it is ho-hum common sense. Nonetheless,
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most organizations do it very badly, and our outstanding organizations tend
to do it well.

The socialization process described is found in most self-sustaining
Japanese, American, and European companies. Its primary dividend is the
coherence it provides about "how we do business around here." As such,
it greatly enhances the strategic process by facilitating the dialogue up and
down the hierarchy. Senior managers who shared the same socialization
process and common career experiences as those in the field, can communi-
cate with the field in a kind of shorthand. Remember: organizational respon-
siveness relies on effective communication with minimum politics and the
minimal friction loss resulting from confiicting agendas. A meticulous sociali-
zation process directly serves this objective.

Perspective # 6 : Shared Values'"—Shared values refer to the over-
arching value system that ties the purposes of the corporation to the
customer, society, and higher order human values. They do not pertain
to economic goals such as profit, sales, R.O.I., or market share. For
example, IBM's Thomas Watson once stated: "We must be prepared to
change all the things we are in order to remain competitive in the environ-
ment, but we must never change our three basic beliefs: 1) Respect for
the dignity of the individual, 2) Offering the best customer service in the
world, and 3) Excellence." In a similar vein, AT&T's value system has for
ninety years emphasized 1) "Universal" service, 2) Eaimess in handling
personnel matters, 3) A belief that work should be held in balance with
commitments to one's family and community, and 4) Relationships (i.e.,
from one manager to another). These four factors are deemed essential
in getting things done in a large highly structured company. What makes
IBM's or AT&T's value systems so important is that they are not empty
slogans. They are deeply intemalized. It is hard to talk to an employee of
one of these organizations at any length before they surface in one way
or another.

What does a strong set of shared values accomplish? It provides a kind
of "magnetic north" for an organization which keeps it true to its commit-
ments to employees, the customer, and society. The problem with secular
economic values is that their ends often justify inappropriate means: in
order to achieve sales or R. 0.1. objectives an executive may cut comers
on customer service or treat employees in a capricious manner. Having a
"magnetic north" helps define the permissible range of behavior in such
circumstances. It acts as a kind of a "tie breaker," assisting an employee
in making a close call, tilting him or her in the direction that the boss would
want taken even though the boss isn't there to personally guide the decision.

Employment involves a social contract as well as a contract prescribing
the exchange of labor for capital. In many Westem organizations, that
contract, while never explicit, often assumes little trust by either party in
the other. If the only basis for the relation of company and employee is
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an instrumental one, it should not be surprising that many people in our
organizations do what they must do to get their paycheck but little more.
Shared values that concern themselves with the development and well-
being of employees establish the moral context for this social contract. If
such shared values are consistently honored, then employees tend to
identify more fully with the company. They see the firm's interest and
their own as more congruent and tend to invest themselves more fully in
the organization.

Most consultants will confirm that they have been called in to solve a
client's problem only to discover in the course of conducting interviews
that someone in the client organization already had the solution. But be-
cause communication channels were blocked, or, more often, because the
individual with the good idea was "turned off' and convinced that the
organization wouldn't listen, no initiative was taken. The potential initiator
hesitated to invest himself, in the last analysis, because trying is linked to
caring, and history had taught him that the firm was not worth caring that
much about. We begin to see here the direct connection between shared
values and an organization's ability to tap into the "little brains."

Without a doubt, the most significant outcome of the way Japanese
organizations manage themselves is that they are better at getting employ-
ees to be alert, to look for opportunities to do things better, and to strive
by virtue of each small contribution to make the company succeed. It is
like building a pyramid or watching a colony of ants: thousands of "little
people" doing "little" things, all with the same basic purpose, can move
mountains.

A recent study of product innovation in the scientific instruments and
tool machinery industries indicates that 80 percent of all product innovations
are initiated by the customer. ̂ ^ The majority of ideas doesn't flow from
R&D labs down but from the customer up. To be sure, customers don't
do the actual inventing, but their inquiries and complaints plant the seeds
for improvements. Given these statistics, it matters a lot whether a com-
pany's sales force and others operating out at the tentacles of its field
system are vigilant. They need to be open to new ideas and willing to
initiate within their organization. Here is a key to success of many Japanese
companies. We saw this occurring at American Honda. Staying alert and
taking entrepreneurial initiative were major tenets of the Honda value
system. The Japanese executives at American Honda could count on the
fact that if they "erred" in these directions, they were acting as top
management would want them to.

To be sure, the case for shared values can be overstated. Self-sustaining
firms tend to have a style of management that is open to new ideas, ways
of handling staff that encourage innovation, systems that are customer
focused and that reward innovation, skills at translating ideas into action
and so forth. But the ideas don't fiow unless the employee believes in the
corporation and identifies enough with its purposes to "give up" his good
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ideas. Further, any of us who work in organizations knows how hard they
are to move. One has to really believe an organization cares in order to
invest the energy and effort needed to help it change. Such commitment
derives from shared values. And if we look at outstanding American firms
that have a sustained track record of keeping up with or ahead of competi-
tion, we see this to be the case. Hewlett-Packard, Procter & Gamble,
3M, Boeing, Caterpillar are examples. Each has a highly developed value
system that causes its employees to identify strongly with the firm. Perhaps
the intense loyalty that these firms inspire is just an interesting idiosyn-
crasy. I believe, on the contrary, that this bond of shared values is funda-
mental to all of the rest. It is probably the most underpublicized "secret
weapon" of great self-sustaining companies.

Conclusion

The intent of the "strategy model" has always been to assess the relation-
ship of a firm with its environment, and identify the key elements of the
managerial mix that are relevant to an effective organizational response.
Given this charter to view the firm and its environment as an organic
whole, our challenge is to develop a more adequate model. The central
contention of this paper is that six dimensions are better than one or two
or even three. Strategy, structure, and systems are not enough.

A multiple perspective disciplines us against the cognitive and perceptual
biases that produce the "Honda Effect." It keeps us honest by drawing
us into the interior of organization, forcing us to focus on the fine grain
details that drive an effective strategic process. So doing, we leam how
each of the S dimensions goes back in history—how the strategies that
have been attempted, the firm's history of reorganizations, the systems
that have been layered one upon another, the different styles of former
leaders, and so forth—how each contributes to the legacy of what the
firm is today and what stands in the way of moving it forward. Finally,
attention to multiple dimensions causes us to grapple with the interdepend-
ence of each—that neither strategy nor structure nor any of the factors
stands alone. Change efforts that shift only one or two of the factors and
leave the remainder alone almost always fail. Only when we move on the
multiple fronts across all six factors do we achieve lasting change. This
has powerful implications for diagnosis and for practice.
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