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I recently had the great pleasure of addressing Ashridge MBA participants at their graduation
ceremony. Thinking about the professional world these managers were returning to, I reflected
on just how much the business climate has changed in the last 30 years. I believe Ashridge’s
own evolution mirrors these changes. In earlier days, Ashridge primarily developed
programmes that addressed the more technical or functional aspects of running a successful
business. Looking at the business school today and reading the articles in this latest edition 
of 360°, it is clear that Ashridge is at the forefront of helping managers with the challenges of
leading in organisations that operate in an increasingly complex, uncertain and challenging world.

There are four major themes that now affect organisations. Firstly, many businesses now have
to work in a climate of excess capacity. There are too many airlines, motor companies and
farmers, to name just a few providers amongst the many product and service sectors.
Economists would have predicted that the various markets would have shaken the adversities
out but that has not happened. We are living in a world of excess capacity, where
differentiation, market share and growth opportunities are all fiercely fought over. 

Secondly, we now also have genuine global competition. We can get anything we want at any
time in the day. In the past, the ‘Global Village’ was talked about but never fully understood. 
It is now a reality and in the next 20 years, this aspect of business life will become more acute
as the potential super-economies of India and China mature.

Added to these two issues, inflation is low. In Britain in the 60 years up to 1998, it was 4,000%
and so we managed in a world of inflation and put up prices. The reality now is that we put
prices down and customers expect more value for less money. Within the motor industry 
there are examples of where cars, even with enhancements, cost less than their comparable
models five years earlier. There has also been huge growth in financial markets, with government
consumer protection and shareholder activism both increasing. Mark Scott’s article 
Achieving Fair Value provides a fascinating insight into how organisations need to work hard
at managing their relationships with investors.

Finally, the growth of technology has been rapid. Even in the last ten years, we have only
begun to scratch the surface of what is possible. The potential impact on all aspects 
of our lives, businesses and homes, has yet to be fully understood. 

My angle
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So what do we do about this changing world? The climate isn’t going stop changing and 
the competition is certainly tough, but that doesn’t mean that you cannot have a successful
company. It is important to consider some essential factors. In a competitive market 
it is imperative to  start with the customer. This is illustrated perfectly by the lead article, 
A quest to meet client needs or pursuit of the Holy Grail? that reveals some outcomes 
of Ashridge’s inquiry into the real (rather than perceived) interests of business school
customers in measuring the effect of executive education. 

Leadership in a modern organisation needs to be bold and aspirations should be high. I believe
in unreasonable aspirations – even if your expectations are so high that you don’t reach them,
you will achieve much more than if you are modest. By application you can achieve your goals.
Both Mission Leadership – the missing link and Leadership coaching creates everyday miracles
provide insights into the difficulties and opportunities that leaders are faced with 
in the modern business world. 

In this world of change we are living with huge uncertainties. People generally don’t like this:
work is less predictable and they cannot rely on the status quo. The good old days look better
and better – and people build up more resistance to change. However, it is important that
leaders throughout an organisation are honest and do not pretend that the world is all rosy,
but instead recognise reality and work closely with colleagues to steer organisations through
the exciting, but challenging business environment that now faces us. I hope you enjoy this
issue of 360° and that it both stimulates and provokes some new thoughts.

Sir Brian Pitman 
Senior Advisor, Morgan Stanley
Ashridge Governor   
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Measuring Return on Investment in executive
education: a quest to meet client needs or
pursuit of the Holy Grail?

Kate Charlton and Carole Osterweil draw on
groundbreaking Ashridge research that looks 
at Return on Investment in executive education 
through the eyes of business school customers 
and debate how business schools can better 
work with clients to evaluate and improve 
outcomes.

Kate Charlton is a member of Ashridge faculty 

with a particular focus on the design and evaluation 

of customised development programmes. 

Email: kate.charlton@ashridge.org.uk

Carole Osterweil is a senior consultant with Ashridge
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implementation, project and performance management,

personal development and coaching.

Email: carole.osterweil@ashridge.org.uk

If you look at almost any HR or training
journal, or any conference designed for HR
or development professionals, you are
likely to see Return on Investment (ROI)
among the contents. ROI in training –
measurement of the value gained from a
training activity – has become the ‘hot
topic’ among those people who are
charged with deciding how to develop
people within their organisations. Some
commentators have described an ‘HRD
measurement and evaluation (M&E)
industry’. One study estimated the value of
the M&E market in the US alone to be
worth $1.2 to $2.5billion1.

At Ashridge we have noticed the trend in
the growing proportion of prospective
clients who ask for ideas on how to
measure the ROI of the programmes they
run for their managers. Like the rest of our
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industry, we have typically replied that
“Measuring ROI is like seeking the Holy
Grail – and, to be honest, we don’t think
we’re going to find it”.

Historically, in the majority of cases this
response may have been sufficient.
However, during a strategic review process,
we began to consider whether our position
on ROI was underpinned by a ‘toxic
assumption’: a set of beliefs about ROI
which were not helpful and could
undermine the future health of our
business. These assumptions needed to be
challenged.

Ashridge secured backing from UNICON
(a consortium of the world’s leading
executive education business schools) to
research the ‘ROI question’ and raise
understanding of the issue among all of the
business school community. Starting with a
premise that, despite all the activity and
buzz around ROI, no-one had undertaken a
‘reality check’ with the organisations who
buy development programmes, Ashridge
proposed that the most urgent need was to
get beyond the hype and the academic
debate and to find out what clients actually
want and need from evaluation.

Our aim was to conduct a questionnaire
based survey which recognised the
complexity of executive development 
and brought the client voice into the 
debate. We wanted to include both
HRD professionals – business schools’
traditional contact points – and the senior
executives who typically act as ‘sponsors’
for executive programmes: the people who
decide whether to spend or not. Our
questionnaire design was to be informed
by a literature survey plus interviews and
discussion groups with clients.

Existing literature
Our premise that the client voice had not
been heard was borne out through our
literature survey. We examined around 200
articles, papers, books and websites and
discovered that none of them covered the
ground we wished to review. The voices of
both clients and business schools were
noticeable in their absence. What is more,
the debate appeared to be stuck.

The literature was, and still is, dominated by
the work of one person, Donald Kirkpatrick,
who came to the fore in 1958. Aiming 
to raise awareness among trainers of 
the need to review and reflect on what their
work achieved, he described a four 
level technique for evaluating training
programmes2.

Nearly five decades later the market for
customised executive education has grown
significantly. The Financial Times reported in
May 2005 that the number of customised
programmes run by the world’s top 40
business schools had grown by 36% in just
two years3. A glance at Ashridge’s current
tailored client portfolio reveals programmes
to support globalisation, culture change, post-
merger integrations and organisational
repositioning. These programmes are far
more complex and ambitious in reach than
those discussed in Kirkpatrick’s original work.

Given the importance of these
programmes, it is not surprising that the HR
professionals charged with identifying and
commissioning them are looking for ways
of working out whether they are producing
results.

However, given the change in context, it is
surprising that Kirkpatrick is still the most
widely referenced author4. While the validity
of his original work has been questioned by
some researchers, its very longevity gives
some indication of the lack of robust and
workable alternatives that have been
identified by others working in the field.
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These differences, and the challenge to our
assumption that ROI was a universally ‘hot
topic’, led us to decide that our survey
needed to start at a very basic level. We
wanted to find out just how much interest
there really was in ROI, to build an
understanding of what people meant by
ROI and what was driving the interest.

To get at this information we designed two
slightly different questionnaires: one for
HRD professionals, one for sponsors. Both
included a series of statements and asked
respondents whether they agreed,
disagreed or neither agreed nor disagreed.
This enabled us to test opinions on a wide
number of issues in a compact way.

In addition, despite our own reservations
about the usefulness of Kirkpatrick’s
model, we felt it important to get beneath
the noise of the M&E industry and to start
where many of our clients were. To this end,
we used Phillips’ variation of Kirkpatrick’s
model5 in our HRD survey to establish what
clients are actually doing to evaluate at the
following five levels:

1. Participants’ reactions: immediate
post-programme

2. Acquisition of learning
by participants

3. Application of new skills or
behaviours by participants

4. Results at organisational level

5. Financial ROI

Finally, conscious of the lack of business
school contributions to thinking in the field
of evaluation, we were keen to ask clients
what kind of research would be most useful
for them.

Despite a vast amount of literature having
been published – embracing a range of
measurement approaches, and positioned
along a very broad spectrum from the highly
‘scientific’ to the more anecdotal – there
appears to be no satisfactory answer to the
question ‘How can we objectively and
reliably measure the benefits of investments
in executive training and development?’

Scoping the survey 
Having reviewed the literature and
confirmed that our survey would be
breaking new ground by inviting clients to
join the debate, we scoped and tested the
survey through interviews and discussion
groups with HR professionals and sponsors.
At this early stage we began to see the first
signs that our starting assumption, that 
ROI was an important issue in most
organisations, might be flawed.

Several of our interviewees were almost
dismissive of the whole concept of ROI in
relation to executive development. They
seemed to regard executive programmes
as more of an ‘act of faith’. As one Swedish
managing director commented:

“If we have a good strategy, we really
understand what development our senior
managers need to deliver that strategy,
then we choose a good business school
with which we work in a strong
partnership, of course we will have 
a positive ROI – why waste time trying 
to measure it?”

We were interested to note that there
seemed to be a difference between the
public and private sectors, with people in
the public sector feeling that the
responsibility of spending taxpayers’ money
brought a different kind of pressure, and
consequently being more engaged by the
idea of ROI.
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Evaluation levels

The survey 

Questionnaires were distributed during
December 2004. We received 270
responses, 156 from HRD
professionals and 114 from sponsors –
mostly CEOs, managing directors and
general managers.

The respondents were all based in
Europe – the majority in the UK,
Germany and Sweden. 25% of
responses came from people 
working in the public sector, and 7%
from the not-for-profit sector – broadly
reflecting the proportion of those
sectors among business school clients.

The results

Executive education matters 
85% of our HRD respondents reported
that they thought evaluation of executive
education would become a more important
issue over the next three years. 85% of
HRD respondents and 75% of sponsors
agreed that ‘it is the strategic importance of
executive education that makes evaluation
vital’. One respondent, a learning and
development manager based in the UK,
summed this up:

“Executive education is increasingly
important for change management. If we
are to succeed in the new environment, 
it is critical that learning is useful and
applied.  Already there is growing interest
in measurement of the outcomes 
of initiatives.”

Given this increasing focus on evaluation, we
were keen to establish what is happening in
practice, inside organisations. So we asked
about current evaluation activities using
Phillips’ Five Levels. 
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Less is happening than you 
might think 
The results shown in Figure 1 show that
less is happening than you might think.
Whilst 86% of respondents are evaluating
at the first level (participant reactions, using
for example ‘happy sheets’), activity
slackens off rapidly as we look at levels 2
and 3, (acquisition of learning and
application of new skills and behaviours).
Only a small proportion of clients are
evaluating levels 4 and 5, results at the
organisation level and financial ROI, (11%
and 3% respectively).

These results beg the question: if gaining a
genuine understanding of the impact of
development activities at the organisational
level is such a burning issue, why are so few
of our respondents regularly attempting it?

Figure 1.
% of respondents evaluating at Phillips’ Five Levels
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“Calculating the financial return on 
investment in executive education 
is so difficult it is rarely worth doing.”

HRD % Sponsors %

Agree 23 27

Neither 33 25

Disagree 44 48

“It is often not possible to calculate 
objective measures of the ROI in 
executive education.”

HRD % Sponsors %

Agree 43 35

Neither 27 22

Disagree 30 43 

Figure 2.
Figure 3.

Is measuring ROI too difficult?

Conscious of our deliberate provocation,
we included a second statement designed
to get a sense of people’s views with 
regard to the possibility of objectively 
measuring ROI. 

This highlights an interesting difference
between HRD people and sponsors.
Sponsors are more likely to disagree than
agree – in other words, sponsors tend to
think that it is possible to calculate
objective measures of ROI. HRD people
are more likely to agree than to disagree –
more of them believe that it is not possible.

This may be a consequence of HR
professionals being more aware of the
complexity of measurement in the HRD
arena, or it may be a result of different
meanings being placed on ‘ROI’.

One possibility is that it is simply too
difficult.  We tested this with a provocative
statement in both the HRD and sponsor
questionnaires.

HRD professionals and sponsors are
strikingly similar in their views. In each
group almost half the respondents disagree
– they are not prepared to write off the
‘quest’ for ROI. 

It is interesting, however, to note the size of
the ‘Neithers’. It appears that this is an issue
where people really aren’t clear. Some open
responses illuminated the kind of dilemma
organisations are facing. For example:

“Qualitative information regularly provides
us with evaluation perspectives that allow
us to validate the education. Providing this
quantitatively, whilst useful, may not give
us high levels of additional data for the
investment required.”
(Employee Development Advisor, based in the UK).



Just what do we mean by ‘return
on investment’?
We wanted to test the assumption that the
only truly worthwhile evaluation was 
the kind that showed impact at the
organisational level or, better still on 
the bottom line. We asked for views on the
following statement:

There is a clear difference here between
sponsors and HRD professionals. Almost
half the sponsors would be satisfied with
evidence of individual benefits as proof of
positive ROI. This compares with just under
a third of HRD professionals. This result
raises the intriguing possibility that people
might mean many different things when
they talk about ROI.
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To explore this further, in the sponsor
questionnaire, we specifically asked
sponsors what they looked for from
executive education. We offered three
choices:

The responses here contrast with those in
Figures 2 and 3. When offered a choice,
only 8% of sponsors emphasised the need
to demonstrate a clear financial benefit. For
us, these results, combined with those in
Figure 4, suggest that sponsors are more
pragmatic about evaluation than might be
assumed from their responses in Figures 2
and 3. Sponsors appear to view executive
education as an activity that delivers results
through individuals and regard proof of
individual benefit as evidence of positive
ROI – seeing the appropriate focus for
evaluation as the individuals themselves. 

“If there is clear evidence that individual 
participants have benefited from 
a programme, that is enough to prove 
a positive return on investment.”

HRD % Sponsors %

Agree 32 44

Neither 27 27

Disagree 41 28 

“Which of these most closely matches 
the kind of return on investment you 
seek from executive programmes?”

I want individual leaders to 
perform effectively 45%

I want the organisation 
to be in better shape to 
deliver our strategy 43%

I want a clear financial 
benefit, where gains 
from programme exceed 
the costs 8% 

Figure 4.

Figure 5.
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They have invested huge effort and even
devised technologies to solve a problem of
their own creation, that of: ‘objectively
quantifying the return on investment of 
a specific development programme’.
Figures 4 and 5 indicate that this quest
may simply not be relevant to those who
run organisations. This view is reinforced by
the responses to the questions about the
future areas for business school research
shown in Figure 6.

“Below is a list of areas in which business schools could carry out research. 
Which one would be the most useful for your organisation?”

HRD % Sponsors %

Understanding the factors in the 
organisational climate that influence 
how well participants can apply and 
transfer their learning from programmes 38 61

Establishing generic causal links 
between the development of individuals’ 
competencies and organisational 
performance 35 30

Developing methodologies to try to
calculate the financial ROI of specific  
executive education activities 27 8

The fallout from the ROI
‘bandwagon’
This gap between the sponsors’ pragmatic
view of evaluation and the attention paid 
in the literature and by some HR
professionals, to evaluating at levels 4 
and 5, highlights a potential disconnect. 

In reviewing and developing Kirkpatrick’s
model, researchers have assumed that the
higher levels are somehow superior. They
have emphasised ‘reaching the top levels’
and in so doing, they have skewed debate.

Figure 6.
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Again we see that few sponsors (only 8%)
have an interest in calculating financial ROI.
This figure contrasts strongly with the 61%
of sponsors who wish to understand how
they can influence, through organisational
climate, how effectively participants can
transfer and apply their learning. 

Figure 6 also shows big differences
between sponsors and HR professionals.
The latter’s responses are spread more
evenly across the three options, and 27%
of them (37% in the public sector) what
effort put into developing methods to
calculate financial ROI. We believe that this
mismatch points to a need for more
exploration of what is meant by the phrase
‘return on investment’.

So what do we conclude?
Our survey enabled us to engage with two
client groups – HRD professionals and
sponsors of executive education. We have
discovered that both groups, but particularly
sponsors, have the appetite to learn 
more about how organisational climate
influences the longer-term impact of
executive programmes.

In addition, sponsors may not be as wedded
to proof of financial ROI as many HR
professionals assume. We believe that there
is scope for additional research to uncover
what lies behind this mismatch of
expectation. What leads HR professionals 
to feel under such pressure from senior
management to demonstrate ROI? Equally,
there may be some important nuances,
needing further research, which differentiate
the public and private sectors.

At Ashridge, we find the results of this
survey hugely encouraging. We believe that
executive development programmes, at
their best, can act as very powerful
catalysts for individual change. They cannot
on their own, change organisations. 
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This research has highlighted the scope for
more honest and robust dialogue between
business schools and their clients, and
within client organisations. By working in
strong partnerships with clients, and
initiating conversations between sponsors
and HR people about intentions for
evaluation and what, in the client’s context,
constitutes ROI, business schools could
increase their potential to influence and
support the broader organisational
development agenda.

We see these conversations as vital in
identifying new ways in which clients and
business schools can work together in 
a way that is less absorbed with measuring
ROI and focuses instead on how best 
to maximise the benefits of executive
development.
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Stephen Bungay and Damian McKinney illustrate how an operating model 
derived from military practice can supply the crucial missing link between 
plans, actions and outcomes in business organisations.

Mission Leadership – the missing link

Faced with ambiguity and unpredictability, 
it is natural to seek certainty. That may be
why so many business organisations aspire
to become well-oiled machines, striving 
to acquire perfect information and
expecting the outcomes of decisions to 
be predictable.  It is natural, but mistaken.
We need another way, grounded in an
understanding of the characteristics of the
environment we are operating in. These
characteristics have been surprisingly
accurately described by someone not
always featured in MBA programmes: the
Prussian general Carl von Clausewitz. 
The concept he used to summarise them 
is ‘friction’, a theme running throughout 
his masterpiece On War, published
posthumously in 1832. Whilst his subject

was war, his observations apply to any 
large organisations operating in a complex,
unpredictable environment. In 1832, most
such organisations were armies. Today,
most of them are businesses.

Friction, Clausewitz wrote, is what
distinguishes real war from war on paper. 
It makes doing even the simplest thing
difficult. The so-called ‘military machine’ is
made up of individuals, any one of whom
can introduce delay or some irregularity
into an operation1. Information is partial,
unreliable and subject to rumour, making 
it difficult for a commander to see things
clearly, and making his followers naturally
irresolute2. All these things create a yawning
gulf between planning and execution3.

Stephen Bungay is a director of the Ashridge Strategic

Management Centre and a Special Adviser to McKinney
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thinking behind Mission Leadership.
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Yet even if an army manages to do what it
planned to do, there is no guarantee that
the actual outcomes will match the desired
ones. War is the realm of chance. The
environment is so unpredictable that
anyone taking action ‘invariably finds things
to be different from what he had been
expecting and it is inevitable that this has
an influence on his plan or at least on the
assumptions behind it’4. Some actions have
disproportionate effects, because in this
‘clash of wills’ every act is potentially related
to every other and feedback loops are
pervasive. War is in fact a non-linear, or in
popular terms, ‘chaotic’ system5.

Generals face two gaps: the gap between
plans and actions caused by internal friction;
and the gap between desired and actual
outcomes caused by external factors, the
chaotic, non-linear nature of the environment. 

These gaps are to a large extent mirrored in
business. Economic forecasting has long
been cited as an example of non-linearity in
the social sciences6. Clausewitz himself
draws attention to the parallels in observing
that as a social phenomenon, armed
conflict can only be compared to business
or politics7.

Both business and military organisations
need to address both internal and external
friction. As far back as the middle of the
nineteenth century, the Prussian Army began
to develop a way of doing so. It has
developed into an operating model now
practised throughout NATO under the title
‘mission command’, so-called because it
involves setting direction by giving people
‘missions’ which specify what to achieve and
why, rather than what to do and how. We have
adapted these methods for today’s business
under the title ‘Mission Leadership’8.

There are two sides to mission leadership:
behaviours and process. The behaviours

involve senior people being disciplined
enough to simplify the complexities of their
strategy so that they become very clear
about their intentions and objectives. Those
lower in the organisation have to be ready to
accept responsibility, use the freedom they
are granted and not to delegate it back
upwards. The behaviours allow for risk. Risks
successfully run gradually inculcate trust. 
As trust increases, so does performance.

The other side is the alignment process.
The core tool used in this process is called
‘Mission Analysis’. It is a way of structuring
people’s thinking which enables them to
ensure 100% clarity over the ‘what’ and the
‘why’ of the mission, work through the ‘how’
it implies and make explicit the boundaries
within which they will work.

The behaviours and the process are tied
together by using a scorecard – the
Mission Dashboard – which provides
leaders with a set of performance metrics
giving a one page overview of the business
against which they can track progress. 
It creates visibility between activities and
results, and can so form the basis of
performance discussions both of the
business and of individuals.

What can be achieved is attested to by
some of those who have started to adopt
this philosophy and its methods. Their
common observation is that it forms a link
between elements of their business that
was missing before.

Bridging the gaps: the missing link
Being able to get things done is a pretty
basic need of any business organisation.
The volume of literature which has
appeared about the topic in recent years
suggests that although it is basic, it is also 
a pretty big issue. In that body of literature,
Execution9, by Allied Signal’s Larry Bossidy
and academic Ram Charan, has become 
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now. It is the overriding message that the
organisation has to hear in all the noise
surrounding it. We would all like to have
certainty, but waiting for it will take an
infinite amount of time. In business, perfect
information is infinitely expensive.

It must then be understood by everyone.
Writing down your own mission demands
active understanding, not just passive
hearing. The acid test of understanding is
for each person to be able to specify what
they have to do as a result. Only if they
have done that for themselves are they
likely to believe in it. Only when the
results have been fed back, and related
missions have been compared and
revised by the whole group involved, are
the effects of internal friction likely to be
mitigated. Only then are senior people 
in a position to understand the full
implications of what they are trying to do,
only then can they feel confident that the
organisation can in fact achieve it.
However much they may not know,
everybody does know what matters.
Leaders who empower their organisation
in this way thereby empower themselves,
as they then have some levers to control.
The use of the dashboard tells them what
is happening as they pull them.

This enables the organisation to gain some
momentum in moving through what
Clausewitz calls a ‘resistant medium’10, the
treacle of reality. However, it alone will 
not address external friction. Only the
behaviours enabled by the processes of
mission leadership will do that. A non-
linear environment demands stepped
responses, frequent small adjustments
rather than periodic massive changes. In a
world in which no plan survives first
contact with the enemy, people low down
in the organisation must be ready to take
the initiative and adjust as they go. 

a best seller and turned Bossidy into
America’s Lord High Executioner. The final
part of the book deals with the processes
of execution. Bossidy and Charan identify
three core processes: ‘Making the Link with
Strategy and Operations’, ‘Making the Link
with People and Operations’, and ‘Making
the Link with Strategy and People’. The
common theme is links. Why is making
these links so difficult and how can those
difficulties be overcome?

The answer in both cases is people. They
are the source of friction and the means of
overcoming it. Making the links is difficult
because we are all independent agents. 
We have different views, ideas,
assumptions and motivations. We hear
different things. When we hear the same
things we interpret them differently and
draw different conclusions from them. The
result is friction. So working together in
organisations is difficult – we are precisely
not like the cogs in a machine that many
organisations aspire to be. We need to work
at working together.

However, once we have heard, understood,
accepted and committed to a common
purpose, we can do things that no machine
can do. We can adapt, improvise and invent
– in short, do things which could never have
been programmed in at the beginning. That
is what gives human organisations a power
no machine has ever enjoyed. But only if all
the connections are made between the
variable, independent, questioning and
cussed creatures that we are. It is a great
prize, but it does not come free.

Creating simplicity is not easy. Complexity
cannot be ignored. It has to be understood,
accepted and boiled down to its essentials.
Only experienced executives can do that
well. Mission analysis poses the challenge
of defining a single mission which
expresses what we are trying to achieve
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To be able to do so, they must understand
the intentions behind the plan. To be willing
to do so they need to understand the
constraints under which they are operating,
how much freedom of action they have and
be assured that the organisation wants
them to use it. Overcoming friction means
working hard at alignment and also
practising adaptive decision-making.

We do not need more systems, plans or
controls. We need to bring together the
ones we have. Mission leadership provides
a missing link between plans and actions,
desired outcomes and actual ones.

Acknowledging the inherent nature of
friction is the first step towards first
managing it, and then using it to advantage.
No engineer would design an engine
without allowing for a lubricant and no
organisation should design a plan without 
a discipline for enabling its execution. The
discipline creates the links needed to make
the plan work. Those who deploy mission
leadership to recognise, address and
master friction will be able to act faster,
more decisively and more flexibly than their
competitors.

They will have an enduring source of
competitive advantage.

Case Study 1

A loss of sparkle
Based in California, Domaine Chandon
forms part of Moët Hennessy, the drinks
business of the luxury goods company
LVMH. Having ridden the wave of
buoyant demand for champagne and
high class wine leading up to the
Millennium celebrations at the end of
1999, it experienced a sobering 2000. 

Demand fell, leaving distributors
overstocked. An internal debate over
strategy resulted in the appointment of
a young Frenchman, Frédéric Cumenal,
as the new CEO.

Cumenal quickly discovered deeper
underlying problems. A mediocre
financial performance had dipped into
loss. Costs were very high, inefficiencies
abounded, morale was low and the
brand was unfashionable. His first step
was to replace some of the senior
management. By March 2001 he had
put together a new Executive and took
them away for a team building off-site.
The requirement was for a step change.
What emerged was an ambition to triple
profits in five years.

The result of this off-site event was to
improve the working of the Executive
and to create a measure of trust. They
were put to the test just six months later
as a result of September 11. One
immediate effect was that Americans
began staying at home rather than going
out to drink. The team quickly changed
production and the marketing focus, and
shifted resources from on-premise to
off-premise facilities to map the change
in consumer habits. Their year-end was
better than anyone had dared to hope. 

In February 2002, Cumenal decided to
regroup his top team and use mission
leadership to focus the whole
organisation on executing the new
strategy.

Bubbling with confidence
At this second session Cumenal’s team
each carried out a mission analysis. It
was an iterative process; results were
compared and revised until they were all
completely aligned. 
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The secrets of success, he thinks, 
are threefold. Firstly, top management
commitment to modelling the behaviours.
Secondly, cascading the process right
through the organisation. And thirdly,
taking the time to do it more than once, 
to build confidence, get a few wins and 
do it again.

Case Study 2

Lipper: mission accomplished
Although best known as the world's
largest international multimedia news
agency, Reuters derives more than 90%
of its revenue from providing information
to financial services professionals. After
two decades of spectacular success, in
2000 Reuters found itself facing crisis
as the financial services industry
contracted and new competitors with a
different business model gained an
increasing share of a declining market.

One clue as to how Reuters has achieved
its turnaround in the years since then has
been its adoption of mission analysis.
One executive has commented that
‘mission analysis is probably the most
influential tool I have known in 20 years
at Reuters, and is unique in being
enthusiastically adopted rather than
accepted as an imposition.  Quite simply,
it works’. The overall impact has been 
to create organisational cohesion.

Amongst the enthusiasts is Michael
Peace of Lipper, a fully-owned Reuters’
subsidiary with its own profit and loss
account providing mutual funds and
investors with performance analysis.
When Michael took over in September
2001, Lipper was forecast to lose
around 33% of turnover.  

The leadership team briefed their direct
reports, who then did their own mission
analysis, a process repeated throughout
the company until everybody understood
what they had to do and why they had 
to do it.

Things started to move. ‘Before this,’ says
Cumenal, ‘we used to use the classic
method of setting objectives for
departments and individuals. The problem
was making it all hang together. This has
enabled us to do that for the first time’.

The first effect Cumenal noticed was an
increase in his people’s confidence and
motivation. They knew the ambition and
what they were doing to help achieve it.
He then noticed that he was getting
fewer emails, as fewer decisions were
referred to him. People were thinking for
themselves and knew enough to be able
to take good decisions.

In time they were able to fine-tune the
game plan without revisiting the
strategy. The threshold for challenging
the strategy had been lowered because
people were able to adapt within the
space given to them. The overall
direction remained constant whilst the
route could be explored and adjusted.

By the end of 2003 the results were, 
in Cumenal’s phrase, ‘spectacular’. 
With 40% fewer people, all the key
numbers – asset turns, cash generation
and profitability – had risen to historic
highs, and the trend is continuing. ‘We
had not been using our human assets,’
reflects Cumenal. ‘Mission leadership
released their potential. It has been a
fantastic way of getting a real
competitive advantage by aligning
behind‘what’ and ‘why’.’
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In 2004 Lipper enjoyed a margin in
excess of 25% and had increased its
top line by over 30%. This was achieved
in the worst ever downturn in the mutual
fund industry and against the backdrop
of a declining dollar.

In 2001, balance and focus were
missing. Michael first introduced
mission leadership in early 2002. The
first most tangible effects were an
increase in focus and alignment. 
‘A mission is what you have to do, not
what you want to do’, Michael observes.
A lot of people had been doing what
they wanted to do, with the result that in
2001 there were 239 projects running
in Lipper. They stopped all but 35 which
were directly revenue generating. The
disciplines of mission analysis revealed
anomalies in organisational structure.
As a result, they globalised core
functions and took back ownership of
European markets and sales.

Michael has extracted himself from fire
fighting. His priorities now are managing
people and communicating the mission.
Revenue per head has risen 30%.
Mission leadership gave him the means
to draw all the elements of his task
together and apply his energies where
they counted most.

Case Study 3

Banking on change
Misys is one of the world's largest
software solutions companies. Its
Banking and Securities Division serves
over 1,200 customers across more than
120 countries, including 92% of the
world's top 50 banks.

In 2002 the hitherto vibrant demand
began to fall away. Scale was being
dissipated across 28 regional offices and
a great deal of time was being spent on
things which did not matter. Andrew White,
the CEO, decided to mobilise for change.

He centralised core functions,
reconstructed his Board and focused at
first on getting the right behaviour there.
The first immediate effect was to 
knock three hours off Board meetings.
Andrew underlined his determination
that mission leadership be adopted
throughout the division, and it was rolled
out the following year.

People lower down the company 
have embraced the flexibility 
of empowerment with enthusiasm.
‘Centralising the functions brought the
danger of creating silos,’ says Andrew.
‘We have avoided that by forcing 
people to bring objectives together and
understand interdependencies. We have
boiled down all the tasks we think we
must do to the tasks we must do. A lot
of the time we were simply addressing
the wrong questions. Some problems
are genuine, some are false. It was a
prioritisation problem’.

Changing behaviour takes time.
Creating focus is easier than maintaining
it. To keep on track, Misys are also using
the mission dashboard. The numbers are
automatically updated as new data
emerges from the company’s systems.
The result is a scorecard which is
unbalanced to reflect what Misys needs
to do rather than everything it could do.
Andrew calls mission leadership the
‘bridge’ between planning and action.
‘This or something like it,’ he opines, ‘is
the only way of keeping some grip on 
a company in the modern environment.’
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In ever more complex operating
environments, maintaining competitiveness
and introducing ambitious initiatives, such
as Six Sigma and supply chain integration,
presents organisations with a steep
challenge. Throughout our work in a range
of sectors, for example sports wear, textiles,
chemicals and gases, it has been our
perception that a fundamental stumbling
block preventing success is the lack of
internal alignment and agreement across
different functions within organisations.
Peers, bosses and staff are failing to see
and agree the same priorities, issues and
opportunities.
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This is particularly detrimental to operations
and supply chain, because if people cannot
collaborate and work closely together with
peer functions then the likelihood of
effective partnering externally is diminished.
The organisation cannot speak with one
voice. Sales will promise what operations
cannot deliver.

The consequences of failure can be
profound. Disappointing on-time delivery
performance will lose orders and result in
customer attrition. A typical customer
riposte might be: 

‘... if my order is late, don’t provoke me
even more by saying that performance is
95%. If I am the one in 20 customers who
suffers, then the odds are simply not good
enough!’

As companies invest heavily in relocating to
low cost manufacturing sites that are close
to new customers in Asia, then the cost of
complexity will invariably rise in the short
term. If that happens to coincide with rising
raw material costs, for example specialist
steel or oil prices, together with top
management requests for improved
margins – then there is a poisoned chalice.
The real winners will be those companies
that can first, combine the lower costs 
with less complex solutions that involve
shorter distribution channels, and second,
understand the basics of how to manage
cross functional processes and achieve
consensus on policy and priorities.

The importance of alignment, both up and
downstream from the company, is well
documented in supply chain research.
Narayanan1, and in particular Lee2, refer 
to alignment between chosen partners as 
a key to success especially and concepts
such as Vendor Managed Inventories (VMI),
outsourcing, supplier integration, and
Efficient Consumer Response (ECR) are

based upon that notion. Lee goes further in
suggesting that the best supply chains are
agile, adaptable and aligned – a ‘Triple A’
supply chain.

Narayanan argues that… ‘a supply chain
stays tight only if every company has
reasons to pull in the same direction’. Cisco
– the world’s largest supplier of networking
equipment with a highly regarded supply
chain, scrapped some $2.5bn of surplus
raw material, reported a similar size loss for
the quarter and took a 6% hit on their share
price. Most companies don’t worry about
the behaviour of their supply partners –
engineers, not psychologists, build supply
networks. Christopher3 suggests that
because networks are complex they are
vulnerable to disruption. Six Sigma
methodologies can be usefully applied to
develop resilient processes. However, Lee
and others largely ignore the fact that there
is little basis for external alignment when
companies are not internally aligned. This is
a big deal; a lot of people are talking about
external partnerships and aligning the
supply chain across companies but how
can we do that if we neglect the basics and
are not even aligned internally?

We had the opportunity to test our
hypothesis about lack of internal alignment
through a research study undertaken with
Alfa Laval, with whom Ashridge has been
working for the last two years. Alfa Laval
has experienced its share of radical
restructuring and is developing leading
edge logistics and supply chain solutions
across their global business. Yet we are
also aware from our work with sales and
marketing managers, that they and their
operations colleagues do not all sing off the
same hymn sheet.
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First, through listening to managers from
across the company we were able to 
hear the voice of the organisation and
identify greater areas of opportunity for
performance improvement and capability
development for the company. Secondly, we
found significant areas of misalignment
within the organisation. For example,
operations continue to see priorities,
capabilities and their importance differently
to peer functions. The information captured
represents a departure from the largely
anecdotal opinions expressed when
colleagues typically sit around the table and
grumble in frustration. It enabled us to get
to the real issues, measure the extent of
the problem and get onto a path of fixing
the issues! So, whilst much of this may
actually sound obvious – we measured the
extent of the problem.

Europe and Asia. The survey asks for an
assessment (1-5, i.e. low-high) of how good
Alfa Laval is at key performance attributes
and capabilities, and how important each 
are for performance improvement. The
performance and importance scores are
shown in the second and third column of
Figure 1 for a just a sample cross section 
of the questions.

We compared opportunity scores between
constituencies in the database and
contrasted those with the degree of
alignment or misalignment, for example the
degree to which operations and sales see
the same size of opportunity for a particular
question. A large difference (delta) between
the two means large disagreement, a small
delta between the two means mainly
agreement. Results were reviewed with
senior operations management at an away
day team meeting in Sweden in June 2005,
as well as a week later at a further meeting
of worldwide sales managers at Ashridge.

Figure 1.
The start: what should we do differently? Capturing the voice of the organisation

Methodology
This research follows on from classroom
discussion with 100 sales and marketing
managers at Alfa Laval (see
Acknowledgement), during Ashridge
executive development programmes in
2004/5. A worldwide survey of the same
managers, alongside 30 colleagues from
operations and engineering, assessed the
degree to which key functions are aligned
internally and able to distribute and 
fulfill orders.

We took typical operations and supply chain
issues (see Figure 1) and developed an
on-line survey capturing information by
product group, function, and region. The
survey was issued with a covering letter
from the Operations Director in May 2005
and almost a 50% response rate was
achieved – sufficient for analysing the key
groups. Representation was particularly
good from operations and sales, the
divisions and sales companies and from

Importance rating 
Current of potential 

Examples of questions asked performance improvement Gap

Delivery accuracy and completeness 2.81 4.40 1.6
Cost reduction in operations 2.68 4.29 1.6
Ability to lower cost of complexity 2.18 3.58 1.4
Operationalise voice of the customer 2.18 3.48 1.3
Ability to negotiate good margins with customers 2.44 3.74 1.3
Speed of delivery 2.87 4.08 1.2
Supplier development 2.15 3.39 1.2
Forecasting accuracy 2.37 3.63 1.3

Key formulae

Size of improvement opportunity = importance – performance
Absolute alignment gap = improvement opportunity sales – improvement opportunity in operations
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Findings
Our findings highlight key differences in
perception, focus and priorities, each of
which creates gaps and misalignment. 

Using a Report Card, see Figure 2, the first
graph depicts contrasting levels of
performance. Alfa Laval is effective at
service delivery, cost and inventory
management as well as in developing 
staff/technical expertise. Conversely, 
Alfa Laval is not so effective at vendor
managed inventory (VMI), using customer
measures for evaluation, supplier
management and operationalising the voice
of the customer. 

This is only half the story: to complete the
picture we need to compare performance
with importance, i.e. what matters most. 
So in the second graph we show
contrasting levels of improvement. There is
some overlap; VMI is less important, so it
does not really matter that Alfa Laval is not
so good at it. But delivery, service and cost
reduction are very important so continuing
to develop those activities might be crucial. 

The combination shows where to target in
Alfa Laval, and equally where not to focus.
This should become a direct input into
strategic and initiative planning as well as
to calibrating existing plans (to the voice of
the organisation). Customisation and low
volume production count very low on the
importance scale: they are just not seen to
be the greatest drivers. This surprised the
senior operations managers when we
reviewed the results. 

Voice of the customer (VOC), speed, cost and
delivery accuracy, are all areas of top
importance where current operational
performance is lagging, hence Alfa Laval
might need to raise the priority for operations.

Figure 2.
Our Report Card: overall scores

Low volume production

VMI
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Six Sigma

Supplier partnership

 What does not matter that much

 What matters most

Margins

Purchasing power

Delivery speed

Cost reduction

Delivery accuracy

0 1 2 3 4 5 

{
{

Importance

Customer measures

VMI

Supplier partnerships

Supplier management

Voice of the customer

 What we are not so good at

 What we are best at

Cost reduction

Inventory management

Delivery accuracy

Staff talent

Delivery speed

0 0.5 1 1.5 2 2.5 3 3.5

{
{

Performance



360º
The Ashridge Journal Learn to walk before we run Autumn 2005

24 www.ashridge.com/360

This should serve as a basis for a
discussion in team meetings or at the start
of the next strategic planning or project
planning cycle. This is consistent with the
first goal of our exercise which was to
capture the voice of the organisation as
an input to prioritisation.

Second, we were able to review specific
areas of internal misalignment. (See the
alignment analysis shown in Figure 4).
Where do parts of the organisation see
things differently and where are the
sources of possible friction if Alfa 
Laval were to implement the priorities
highlighted? There are some startling
messages here: there is little apparent
agreement and there are blatantly obvious
misunderstandings and differences in
perception – where key areas need to be
discussed urgently with colleagues!!

Practical implications 

So what have we learnt? 
First, we saw that  supply chain managers
have homework to do that is traditionally
outside of their comfort zone. Success with
sophisticated operational initiatives is not
just technical expertise but also has
everything to do with leadership and
interpersonal capabilities. 

Specifically they need to:

1. Talk with peer functions about success
in the supply chain.

2. Demonstrate what supply chain can 
do for the company and how it can
serve other functions. As one US Chief
Supply Chain Officer said: “Supply
chain needs to be able to sell.”

3. Stop talking in jargon that distances
operations from peer functions.

Figure 3.
Putting it all together: prioritisation matrix
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The prioritisation matrix (Figure 3) puts the
story together. What this allows us to do is
look at opportunities by importance. Care
though, if we have a (4-3) score giving 
a gap of ‘1’ it appears as much a priority 
as (2-1) but that may not be the case. 
So we group the opportunity scores by
importance, this time for all of the items, in
four quadrants. Six Sigma, VMI and
customisation, for example, – do less of. Let
us focus on larger opportunity areas
instead, over on the top right, for example
delivery accuracy, cost reduction, delivery
speed etc. This is essentially the voice of
the organisation captured in one chart.
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One of the biggest surprises is at the
bottom of Figure 4: sales wants a lot more
focus on transportation management. From
some of the comments also captured in the
survey, a sales manager suggested:

“Just get my product to the customer after
I have taken in the order”.

Not unreasonable. When expressed like
this, world class operational performance
sounds rather straightforward! Why bother
with all the sophisticated strategies and
initiatives so often deployed in operations?

Figure 4.
Alignment Bow Tie

Alignment gap

Inventory levels and management
Visibility of operational data

Low volume production
Purchasing power

Cost reduction
Customisation

Product availability
Speed of delivery
Delivery accuracy

Transportation management

Forecasting accuracy
Customer measures

VMI
Voice of the customer

Six Sigma
Supplier development
Supplier partnerships

Strategy translation
Information system integration

Internal alignment
Cost of complexity

Staff talent
Align supply and demand

Margins
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Good news: the areas of

greatest agreement - we need 

to work better together

Serve better and get the

product there but do not 

talk to the customers and 

do not measure?

SALES WANTS LESS OF SALES WANTS MORE OF

Sales sees more development
opportunities in our staff

Key points

1 No agreement on anything

2 Good basis: directional agreement on 

    some top and bottom items

3 Lots of areas worthy of a conversation, 

    lots of differing perceptions and opinions

Remember the low 
overall scores?

“Just get product to my customers” 

No wonder it often looks like sales just
does not care. And it shows in Figure 4.

Some of the key drivers of effective
fulfilment – forecasting accuracy, measuring
business with our customers’ measures, and
voice of the customer are all something that
sales apparently want far less of. How can
we get better at ensuring product availability
and meeting commercial opportunities
without it?
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Further misalignment arose between
Nordic/Western European country
respondents and respondents from Asian
offices. Asia is an important growth region
for Alfa Laval whereas Europe is a mature
market. Asian respondents want more
emphasis in selected areas – in particular
the voice of the customer. This makes a lot
of sense; this is an emerging set of markets
and we have more to learn from them, so
listen carefully.

The biggest issue rightfully appears to be
tuning corporate operating strategy and
policies to the local and emerging markets
by listening to the customer.

Other companies have tried various ways 
to close the misalignment gap.  Sara Lee
uses the practice of ‘tag teaming’ across
functions. Alternative approaches would be
job rotation. Body Shop and the Lane
Group arranged for key personnel to
physically work from each other’s premises.
The BOC Group, an industrial gases group
based in the UK, drives alignment through
communication and briefing groups.

Figure 5 offers a discussion tool. It takes
us back to the start: alignment issues need
to be addressed with our peers, with our
bosses, our teams and in our own
behaviour. This really represents a 360°
approach as captured in the arrows
pointing to all sides of the “alignment
compass”.

Several things may be going on: 

1. Sales view the market rather more
simply than do operations.

2. Sales do not want to be bothered 
by forecasting requests and putting
operations in front of the customer 
in ‘Voice of the Customer’ efforts and
being coerced into guessing
numbers to keep accountants and
operations happy.

3. Sales do not perceive the relevance 
of operation’s efforts to serve their
customers better. We think that this 
is crucial. Operations are not
effectively communicating the case
for their various efforts. A big
perception and collaboration crisis
exists here in an area absolutely
crucial for growing the company 
in a profitable way! 

When sales see more of an opportunity to
develop people than do operations, it might
actually be worth a conversation with 
sales on what skills and expertise they 
believe to be missing as input to 
the development planning process. 
Our experience elsewhere is that where
staff need to work cross functionally, the
internal partner and customer are really
helpful in providing feedback and
contributing to development plans. 
We would guarantee that people will
appreciate being asked; it adds credibility
and over time enhances effectiveness 
to collaborate.

There is some good news, as the area
where sales and operations are in greatest
agreement is in their mutual recognition
that they are misaligned!
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Figure 5.
Alignment compass – Action items

BossesPeers

Individuals Teams

• Support exchange programmes and job rotation

• Understand each others problems and  build  

 relationships

•  Develop appropriate KPIs

•  Joint problem solving teams to address  

 familiar issues

• Trace and learn from the cause of lost orders – 

 delivery time, price, specification

• Encourage open communication

•  Avoid blame

•  Visit and ‘...see, smell, understand customers – 

 get under their skin’

•  Create regular dialogue with supply units

• Visit key customers

• Align goals between functions and 

 link results to incentives

•  Encourage the same language

•  Support appropriate forecasting tools

•  Must be seen to take action on old issues

• Collaboration on common issues

• Reach consensus on priorities

•  Use ACE (CRM tool) to share information

•  Work on improving accuracy of information

•  Awareness training in supply chain 

 and operations

•  Improving the initiative planning process

So what could be done? 
Specific communication tactics discussed
included:

• Including operations people with
sales and marketing peers in common
management/leadership organisation
development initiatives to improve
communication.

• Moving away from jargon and technical
language wherever it is unnecessary.

• Using a ‘company based shared
business language’ that puts initiatives
in terms of consensus agreed output
objectives and benefits to both sales
and operations priorities.

• Communicating the case for initiatives
up front and frequently updating
peers on progress and (more
importantly) results against the
common objectives.

The case for plain speech came across
strongly. For example, if you are a functional
specialist can you explain what you do:

• In an elevator speech?

• When talking to your mother?

• When addressing the business and
peer functions specifically?

Do people:

• Ask you follow up questions or do
their eyes glaze over?

• Offer to help your efforts or do they
simply wish you the best of luck and
take off? (We had one US business
president in a customised executive
programme with Alfa Laval volunteer
to help; a powerful manner in which 
to influence colleagues!)

• Talk about problems or possible
solutions?

Do you:

• Use unnecessary jargon or business
language?

• Ask your peers up front what they
thought about your efforts?

• Ask your peers how they would like to
approach issues?

In order to give consistently positive
answers, it is likely that training, coaching
and possible tag teaming with peers or
even job rotation will be required.
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We have proposed several tools – a
prioritisation matrix, alignment analysis and
alignment compass to identify action plans
– now let’s sit down and talk! 

Supply chain is a significant cost to
businesses4. Before undertaking complex
modelling of external misalignment, key
failure points, or mapping of the flow of
material throughout an entire chain (with or
without the help of consultants) – make
sure that internal key functions are talking
to each other: agree targets and priorities
for major initiatives. Learn to walk before
trying to run.

Alfa Laval
Alfa Laval is a leading global provider of
specialised products and engineered
solutions to customers in over 100
countries. Alfa Laval focuses resources
on specific customer segments in two
divisions – the Equipment Division and
the Process Technology Division.
Customer segments include Oil and
Gas, Energy, Environmental, Marine,
Chemical and other Process Industries,
Food and Beverages, Biotech and
Pharmaceuticals, and Water – from the
supply of equipment and spare parts to
dependable maintenance of machinery
and plant.

Learning points
We feel that many companies can learn
from Alfa Laval’s discoveries in the course
of this research. Apart from the clear need
to improve communication, in ways outlined
above, there are some fundamental
challenges to be faced by companies that
are intent upon addressing misalignment.

First of all, it is of crucial importance for
any operations and supply chain effort to
have strong working relationships with
other parts of the company, in particular
sales and remote overseas offices. Alfa
Laval will not be able to fully capture the
benefits of operational efforts if sales do
not see them as important, and cannot
understand the initiatives. Support with
resources and commitment to working with
operations will at best be patchy. 

Do not be too quick to focus on budgets,
numbers and the technical solutions
before addressing alignment. That is a big
change in the way we work. It is dependent
upon inviting peers and parts of the
organisation into joint efforts as opposed
to just taking in their complaints!

Companies that are considering action
need to address the alignment challenges
identified in this article and analysis. Some
suggested starting points for each
direction of the compass are shown in
Figure 5. In the specific case of Alfa Laval,
we are evaluating this further in
subsequent workshops with sales and
marketing personnel.

We have identified key areas to focus 
upon and the largest typical areas 
of misalignment. This is a unique feature of
the research; we have been able to quantify,
identify the largest areas of disagreement
and differences in perception, and capture
the voice of the organisation. 
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Glossary of Terms

speed of delivery
response to order, may be a partial
delivery

delivery accuracy
exactly what the customer ordered, 
on-time

inventory levels
specific stock of raw material, work 
in progress and/or finished goods

product availability
supply chain response for provision, 
if not held in stock

vendor managed inventory
delegating to the supplier responsibility 
for control and replenishment of stock

supplier development
working with suppliers in general on
improving performance of delivery, 
quality, cost, etc

supplier partnerships
a special arrangement limited to
selected suppliers of strategic value

Six Sigma capability
a quality methodology to improve
capability by restricting process
variation

voice of the customer
ensuring that there is detailed
consultation on customer and hence
technical requirements, through product
development and production onto the
factory floor

alignment
a river flows from its source (upstream)
to the sea (downstream). The intention
is to align upstream (supplier)
capability, with the progressively
downstream capability of Alfa Laval
functions – engineering, purchasing,
operations, sales and marketing 
etc to deliver superior value, at less
cost to the customer

cost of complexity
arising from product proliferation,
different delivery channels,
customisation, etc
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Going for gold: wait on amber
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Most business leaders and managers
collaborate in a quest to discover the new
pot of gold that for the moment is just 
out of sight, but once discovered, will
abundantly reward investors and
stakeholders. Their business, its strategy
and those who lead the quest will become
part of the Hall of Fame of those who 
“got it right”. The pot of gold lies, of course,
at the end of a rainbow. Numerous books,
strategies and management thinking have
been devoted to the pursuit of rainbows.
The notion that new business growth is a

central strand of the resplendent arc that
leads to success and fortune is embedded
in management thinking. In practice, the
search for new sources of growth has
proved notoriously difficult. Profitable new
businesses, like rainbows, are elusive.
Existing literature suggests that it would be
easier if companies embraced more
innovation and less risk-aversion. However,
our recent research points to a different
conclusion: rainbows that do indeed lead 
to the pots of gold are grounded at the 
start in caution, rather than hope.

Andrew Campbell’s recent book, The Growth Gamble:
When Leaders Should Bet Big On New Businesses – 
and How They Can Avoid Expensive Failures, challenges
recent thinking on business growth by urging caution.
This article explains why.
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Businesses fail to grow…
It is well documented that most attempts to
develop new growth fail. In the Innovators
Solution1, Clayton Christensen tells of how,
during the 1990s, AT&T lost more than $50
billion trying to get into new businesses that
all proved disastrous. He concludes: “We
could cite many cases of companies’ similar
attempts to create new growth platforms
after the core business had matured. When
the core business approaches maturity and
investors demand new growth, executives
develop seemingly sensible strategies 
to generate it. Although they invest
aggressively, their plans fail to create the
needed growth fast enough: investors
hammer the stock; management is sacked;
and Wall Sreet rewards the new executive
team for simply restoring the status quo
ante: a profitable but low growth core
business.” Studies by the Corporate Strategy
Board2 demonstrate that less than 4% of
1,640 large companies sustained profitable
growth throughout the 1990s. Less than
10% managed to restart growth and only
3% sustained it for more than three years.
Less than 1% did so by creating new growth
platforms.

...because
Many answers and solutions have been
offered. Kanter3 cites the reason as the fact
that different skills are needed to run new
streams of business compared to those
required to run the mainstream. Hamel4

considers that the problem lies in the fact
that insufficient attention has been paid to
the processes and managerial mindsets
needed to maintain a continuous stream of
significant innovations. Burgelman5 argues
that exclusive reliance on top-down strategy
is part of the problem. The real seeds of new
growth are the insights into technology,
customer needs and employee capabilities
that operating managers have. Despite
following his advice, Intel has had few
successes in its search for new growth and

Based on our research findings, we have
arrived at a new way of thinking about new
growth platforms. Its central facet is the
belief that, for any company, there may 
be a small, possibly even zero, set of
opportunities that will make a significant
difference in growth and will fit with its
capabilities. We have devised six rules to
help managers. The rules help managers be
cautious in the search for growth
opportunities, avoid costly mistakes and yet
be ready to move decisively when a really
promising opportunity emerges.

1. Continue to invest in the core
business

2. Don’t be seduced by sexy markets,
but recognise rare games

3. Look for advantage, but don’t play 
the numbers game

4. Be humble about your skills

5. Search for people as much as
potential

6. Be realistic about ambitions.

Be cautious and...

1. Continue to invest in the core
business

Sir Peter Walters, former CEO of British
Petroleum, confessed in an article entitled
‘My Biggest Mistake’ in the Independent
on Sunday: “If we had put even half the
effort into our core businesses that we put
into new businesses, we would have
come out ahead.” Following failed
attempts to enter nutrition, IT software,
minerals and other businesses following
the 1970s oil shock, he concluded that
the real cost from investing in new
businesses may be distraction from the

has encountered some disasters en route.
Richard Foster6 argues for more “creative
destruction”: avoid the trap of subordinating
the needs of new projects to the greater
status of the existing order, with its culture
and politics that can stifle the more radical
solutions promoted by private equity firms.

There have been no significant success
stories to demonstrate that any of these
analyses or proffered solutions holds the key
to successful growth. We therefore set about
a research programme that has drawn us 
to a different conclusion: managers need to
assess opportunities more strategically and
be less activity-driven. The majority of
successful new businesses come from the
more traditional route of strategic planning.
More failures result from failures in 
strategic selection than from failures 
in entrepreneurial management.

Research methods
Our field research followed three strands.
First, we shadowed managers
responsible for finding and entering new
businesses, interviewing them every
three or four months for an average of
two years. Second, together with Julian
Birkinshaw at London Business School,
we surveyed over 100 corporate
venturing units and corporate incubators
to find some that had successfully
diversified beyond the core business of
their parent company and understand
why most are unsuccessful (see
Corporate Venturing in its Place, 360°
Autumn 2004). Third, we assembled a
database of over 50 stories of companies
that had successfully developed or
acquired significant new businesses. We
interviewed managers in about half of
these companies that had successfully
diversified and we tested our emerging
hypotheses against this database.



core, rather than money lost from a failed
venture. Jim Cantalupo made similar
observations when he was appointed
CEO for McDonald’s. Managers had been
distracted from running the core business
properly because they had been pursuing
growth too energetically. This was not just
a factor of new businesses: he also cut
back new store opening in the core
hamburger business. As Sir Peter Walters
pointed out, unless management’s first
priority is to maximise the potential from
the core, the future challenge may be
survival rather than growth.

2. Don’t be seduced by sexy markets,
but recognise rare games

Sexy markets are like honeypots for
bees. It seemed reasonable for the 
head of one company’s corporate
development division to focus on
telecommunications and the Internet, as
the only industries with the fastest
growth to allow for the creation of large
amounts of value in a short time. 
It wasn’t until after more then $500
million in write-offs that he realised that
his company’s competitors were
applying the same logic. Rather than
focusing on markets that are growing,
managers should focus on markets
where they have an advantage and can
bring some special resource of
competence to the game.

(The exceptions to this advice are where
there are “dog markets” and “rare
games”. “Dog markets” exist where there
is intense competition and most
competitors earn less than their cost 
of capital: these should be avoided
whether the company has advantages
or not. “Rare games” exist where 
new markets open up, with demand
exceeding supply, or where high pricing

growth through this route is Hewlett
Packard. It first started manufacturing
processors for its instrument business
because it could not get reliable supplies.
In the 1980s, after many requests, the
unit was given the freedom to sell
computers to third parties. Now HP is one
of the world’s largest computer
manufacturers.

5. Search for people as much as
potential

The venture capital industry has 
a saying that there are only three things 
to think about when selecting projects 
to support: management, management 
and management. The same applies 
to new businesses inside larger 
companies. Instead of searching for 
opportunities, companies should search
for entrepreneurial managers who are
capable of leading a new business. In all
of our research sites, management was
an issue. In some, like Egg, the 
Internet bank created by Prudential,
management was the key to success.
Mike Harris, hired in to run the bank, was
about the only manager in Britain who
had had the experiences needed to
make a success of the opportunity,
having previously run First Direct and
been involved in other technology 
start-ups.

6. Be realistic about ambitions

Macho management thinking argues that
the setting of audacious goals and targets
results in the achievement of more
dramatic advances, for example, the
reference to Big Hairy Audacious Goals 
in Jim Collins, Built to Last. This may be
the case in situations that managers
understand, but in unfamiliar situations

or outdated processes and habits make
it easy for new, fleet of foot entrants 
to the market.)

3. Look for advantage, but don’t play
the numbers game

Just as the high number of failed product
launches deters companies from
launching more than two or three
products per year, following a weeding
out of all but the best ideas, so
companies should be highly selective 
in their new growth initiatives. This runs
contrary to advice from Hamel, Kanter,
McKinsey and Mercer who recommend
that the greater number of tries, the
greater the chance of netting a success.
A company should only select
opportunities where it has a significant
advantage. It is sometimes difficult to
assess the size of that advantage, as
competitors may have hidden
advantages. To allow for that fact, and for
over-optimism, we recommend that a
company should pursue a project where
it can earn 30% better margins than 
its competitors.

4. Be humble about your skills

Don’t assume that your existing skill set is
sufficient. New markets involve a learning
curve and can involve costly mistakes,
such as overspend on marketing and
mismanagement of suppliers. Given such
difficulties involved in diversifying, it often
pays to look out for “saplings”: operating
units that already exist within the
company that have the potential to be
grown into new legs for the company.
They have the advantage of managers in
place that have insight into how to grow
the activity, and most of the learning has
already been done. One example of
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managers are less good at filtering out the
bad ideas – leading to expensive failures.
This sixth rule recommends that business
opportunities should be reviewed before
new business ambitions are set. Selection
rather than action is the key. If we use 
the analogy that it is necessary to kiss a
lot of frogs before a company discovers 
a real prince, our strategy relies on the
ability to spot a prince rather than engage
in too much energetic kissing of frogs. 
In our view, goals – audacious and
otherwise – should be set after a proper 
screening process.

The New Business Traffic Lights
At ASMC we have developed a screening
tool that can be applied to an idea before
a business plan has been developed,
alongside a business plan to assess the
strategic logic for the proposal, or to an
existing investment that is failing to meet
its short-term targets to see if the
strategic logic is still sound. The screen
involves four Traffic Lights:

1. Does the company have a significant
value advantage (green), a small or
uncertain advantage (yellow) or a
disadvantage (red) when compared
to likely competitors in this new
business? This involves judgements
about the special contribution the
company can make, about the
percentage of the contributions that 
can be turned into values without the
risks of entering the new business and
about the likely costs of learning the
new business.

2. Is the profit pool for this new
business average (yellow) a “rare
game” (green), or a “dog” (red)?
Judgments about variables, such 
as Porter’s Five Forces, were critical 
to this assessment.
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3. Does the company have leaders of
this new business (and sponsoring
managers in the parent company)
who are especially insightful or
skilled (green), average (yellow) 
or less skilled (red) than likely
competitors? Judgements about the
status, drive, business acumen and
knowledge of the market, technology 
or business model of the likely leaders
were critical to this assessment.

4. Is the impact of this new business 
on the existing businesses likely 
to be significantly positive 
(green), small or uncertain (yellow)
or significantly negative (red)?
Judgements about the synergy effects
and the likely distraction effects were
needed to make this assessment.

Applying this screen to the portfolio of new
business investments in most companies
will result in red lights for many projects.
This might result in people regarding us as
defeatist or anti-growth, but our research
suggests that it can take five, ten or 
more years for a company to develop a
significant new growth opportunity that fits.
Our experience has led us to conclude that
companies take too many risks in their
search for new growth businesses. Unwise
investment in new businesses is the most
common form of corporate suicide. By
avoiding the trap, not only can significant
money be saved from the “new business”
budget, but also extra resources can be
focused on improving the core businesses
– an activity that is often temporarily
neglected and likely to yield good returns.
By keeping their powder dry, realistic
managers will be ready to invest when a
good opportunity arises and they will still
have the trust of their shareholders and
partners to help them exploit it to the full.
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Leadership has become an issue that more and more managers have to deal with.
Wendy Briner and Eric Decker examine the role that solution focused coaching 
can play in helping managers deal with the complexities of leadership.
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creates everyday miracles
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Leadership is an everyday activity
Leadership is becoming democratised. It is
increasingly an everyday activity for the
many, rather than being reserved for the few.
Ordinary women and men find themselves
formally and informally in situations where
they discover that they can make a
difference to what and how things happen
in their world. More and more activity and
responsibility is being distributed down or
around organisations, so many more people
are being given more scope to act
independently and inter-dependently. At the
same time, more individuals are being
invited to find their own way to harness their

potential to contribute.  In responding to this
invitation more people are discovering their
own innovative pathways forward. So there
is a lot more leadership going on!

Leadership is essentially a doing thing: 
an activity, noticeable in its daily practice. 
Mike Pedler talks of “leadership as the
collective capacity to create things of
value”1. Leadership is something you 
do with others. It happens essentially 
in interaction with others. Leadership is
purposeful. It is specifically intended 
to sustain existing value or enhance 
the store of what is considered valuable.
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The living landscape in which leadership 
is happening is unique to the individual, the
network of people they interact with, the
specific organisation in a particular time
period. Each landscape will feature its own
dramas, opportunities, crises, strong
consistent capabilities, demand, pressures
and constraints from outside as well as
understood common ground.

Pedler also says leadership is a
performance art. Each performance is
particular with its own story line, approach
to production and acting style. It may 
be very similar to other productions, but 
it is unique for those taking part. 
The performance art that provides useful
comparison is a soap opera, such as 
The Archers or Coronation Street, where
the story line evolves, but is connected.
Characters enter and leave, even the
perennials change as they age, events in
the wider world impinge and it goes 
on and on and on – there is no fixed end
point.  Each leader finds him or herself in a
variety of performances that move often
very fast in some dimensions and very
slowly in others. A question before many
leaders is what to do, how and when to do
it, to bring about a better performance that
creates better value as a result. 

A world where leadership is democratised
and common brings its own challenges. 
The growth, popularity and effectiveness 
of executive coaching is directly related 
to leadership’s more prominent position
with individual and organisational
development. As individuals grapple with
the complexities of leadership, the need to
discuss and explore these issues becomes
necessary, which is where an experienced
coach comes in. Coaching is a very broad
subject, but the thrust of this article looks at
Solution Focused coaching and where it 
can help solve and develop leadership
challenges.

Leadership coaching – 
the solution focused way
Everyday miracles can unfold when a coach
and leader meet and continue through
successive coaching meetings. Who does
the coach see coming through the door?
Figure 1 indicates very different guiding
ideas a coach might have.

Figure 1.

Solution focused coach Problem focused coach

Unique individual with resources A quiet person or a bully, impressive 
and potential or weak. A type?

A person who is getting a lot right A person who is finding leadership
in their leadership and life difficult, can’t do what is expected

A person who is the expert in his A person who may be resistant or
or her life and will go on living it unwilling to co-operate

A person who can and will change A person who needs help - rescuing
and develop in some way

A person who wants to do their A person who doesn’t understand or
best as a leader know and needs to be told or

confronted



360º
The Ashridge Journal Leadership coaching Autumn 2005

36 www.ashridge.com/360

• Establishing rapport.
Again and again, we hear that the
effective outcome from coaching,
mentoring or therapy is dependent on a
good relationship with the coach,
mentor or therapist. A good relationship
is one thing for sure that coaching
doesn’t work without. Solution focused
coaches with their heliotropic hat on
assume that they can quickly establish
contact within a few minutes,
discussion about what the person’s
expectations are from the session and
how the coaching meeting has been
set up. Often they will have had 
a phone or email conversation before
meeting. Starting questions are: ‘What
would be your best hopes for what we
might achieve in this session?’ Or:
‘What would make this session a
worthwhile investment of your time and
energy?’ Or: ‘How would you know by
the end of the session that it had been
helpful to you?’

Starting with these questions the leader 
is able to establish his/her own agenda,
outcomes and effectiveness measures.
Naturally these are not necessarily easy
questions to answer, but they are focused
on a direction determined by the leader.

Asking the leader what he/she is most
proud of achieving in their job starts the
discussion with the assumption that there
are proud moments that the individual
values. After establishing contact the coach
will ask what the leader has been thinking
about that they would like to be different.

Coaches’ expectations –
heliotropic hypothesis
Solution focused coaches believe that the
more the coach anticipates constructive
possibilities, the more likely they are to come
about in the coaching conversation. Coaches
expect everyday miracles to happen and are
hopeful for more. The underlying position is
that what you talk about, think about and 
do is what happens and continues to happen.
Thinking about the most positive potential 
you can see in another person creates a
discussion that will be creative and generative
so new possibilities will become realities.

Cooperrider calls this a ‘heliotropic
hypothesis’2, as ‘social systems and
individuals grow towards the positive ideas
they have about themselves.’ This does not
mean naive unconditional love or a blind
faith in human goodness. Quite the reverse,
it means recognising that our everyday
discussions are predominantly deficit or
problem focused. Listen to many
conversations over a coffee either at 
work or at home. You will most likely hear
heartfelt experiences about what is not
working: tales of how the traffic 
was bad, how somebody else was
unhelpful, incompetent, stupid or offensive.
Conversations that start with assuming 
that capability exists in practice and
reinforce a belief that things will get 
better, are typically unusual. Coaching
conversations of this kind start with the
possibilities of positive movement in the
coach’s mind.

Creating a preferred future
If you eavesdropped on a solution focused
coaching session, what would you hear?
How would the time be used? What sort of
talk would be going on? What might the
leader be thinking and feeling afterwards?

What enables everyday miracles 
to be given life and be enacted?

• Coaches’ expectations

• Creating a preferred future

• Type of talk

• Discover what works.
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• Establish the landscape that 
is happening now.
But – beware the problem trap!
Solution focused coaches should avoid
getting fascinated and going beyond
empathy to joining the leader in their
difficulties, thereby entrapping both the
coach and the leader in the problem. 
A question that the coach might ask if a
leader is talking about a direct report
they are finding is challenging them and
being uncooperative is ‘I can hear you
are finding Pat pretty hard going but
what is it you value, that he/she brings
to the team?’ It is amazing how an
alternative description comes to life
having been hidden behind one
negative incident. 

Why is the problem trap so dangerous?

• The problem is often well known so
revisiting the known makes it more
concrete and real, less likely to change

• More and more aspects of what 
is not working and cannot work is
depressing. It can immobilise; hope
and confidence dwindle away

• Explanation and further understanding
of how you got here and why it
doesn’t work, rarely give ideas about
what else to do, or what would make
a difference. A greater understanding 
of why I’m not a better team player
can convince me I’m a loner.
Furthermore I am not the sort 
of person who has any abilities to 
be a team player.  Again, little hope 
for change or development.

‘Imagination is more important than
knowledge’ Albert Einstein said, so imagining
has an energising power of its own.

Future possibilities, building on the energy
and optimism of what can realistically be
imagined to be more worthwhile, are the
main focus in a solution focused coaching
conversation. Inquiry into what a better or
preferred future would look like and be 
in practice, leads a solution focused coach
to be asking the leader to use their
everyday imagination. Asking the ‘miracle’
question: ‘If you went to sleep tonight, and
overnight a miracle happens. You don’t
know how but it does happen. When you
wake up what is the first thing that tells you
this miracle has happened?’ The work by
George, Iveson and Ratner3, projects the
leader in some detail into the world that
they prefer. A precise, lively, colourful and
energetic picture is created. Three
dimensional interactions, with the leader’s
significant stakeholders, is already being
experienced and is beginning to come 
to life.

What the coach often hears are very
everyday hopes and aspirations that are
passionately valued by leaders, that would
make a significant difference in their, and
others’ lives. Being asked to imagine the
future in great detail is an unusual
conversation. It happens rarely, and can be
very liberating. One leader said, 

‘It is like opening the door on a room that
you half knew was there, but haven’t
visited for so long you had almost
forgotten it. Once the door is open you
can live in it. Now I am building an
extension.’ 

The language of miracles can be heard as 
a bit whimsical and insubstantial for a
leadership environment but there are future
focused alternatives. 
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This is not idealistic or Polly Anna-ish
because even in very constrained,
oppressive, awful circumstances when an
ideal result may not be possible, living 
a little better through some small steps or
thinking differently may make the situation
much more bearable. Talking as if valuable
small change is possible, makes it much
more likely to come about in practice. Most
people are not in dreadful leader situations
– at least not all the time. Possibilities,
through interaction with others, are many,
especially if you discover them by talking
about them.

Leaders often say after coaching that their
confidence in themselves has increased. 
‘I can do my job better and it also makes me

Ben Furman of Helsinki Brief Therapy
Centre4 describes what he calls a solution
developing cycle that spirals outwards
when a preferred future is a major focus.
Figure 2 adapts his cycle and shows 
a cycle which becomes self-generating,
picking up energy and becoming part of the
way things are performed in the landscape.

Type of talk – ‘Words Create Worlds’5

What we talk about and how we talk is what
we create. So solution focused coaches 
will be quick to hear, name and build on
capability and will seek to discover
alternative applications, perspectives or
options. They believe that there is always
another way to be found that will bring
some different effects.

For example ‘Let’s imagine this team 
is performing even better than now, what 
is happening? How would you know?’

Or

‘Say in three months’ time you are being the
best leader you can be in dealing with all
the changes you face, what are you doing?
Who would notice? What is happening?’

Spending time working on a well-described
vivid picture of the future in action becomes
compelling for the individual who creates it.
We create our reality and future in what we
imagine and talk about.

Figure 2.
Solution developing cycle

Explaining progress
and sharing credit/benefits

Identify small
steps forward

Discover what is
already happening

Imagining a
preferred future

•Who else is engaged?
•Can be recruited?

Enhancing
generative energy

Present
landscape

Enhancing collaboration
•keep going
•next steps

Personal capacities What works pretty well so

far – what proud of

Hopes, passions,

aspirations

Constraints,

challenges,

opportunities

Perceived issues,

problems, constraints
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happier in my own self. I feel a happier
person’ is what one says. New, more
constructive meanings are created and 
the individual finds they are performing
differently, adding to their abilities. 
Creating everyday improvements becomes
the dominant sort of talk that you can hear
in a solution focused session. What is talked
about is how these ideas are being put into
practice and detailed patterns of practice
are discussed. Always looking for and
talking about viable realistic ways forward,
often in complex difficult and ordinary
situations, is the stuff of everyday miracles.

Discovering what works – and
recognising its contribution
How simple that sounds. Of course we all
know what we do that works and how to do
more of it. It turns out often however, we are
often good at hiding existing abilities. We
may have relevant experiences, even if
exceptions, that are rare or forgotten that
indicate to us that we have a way of
thinking and acting, that can work well.
These, if brought into focus can become 
a realistic way forward.

Being invited by the coach to consider
yourself at your best, remembering when
you have done something when it 
worked, helps to highlight to you 
small, do-able steps that are personally
reliable and sound. A leader who
recognised he needed more thinking time
to work out how to get ahead of some
known changes in his company was asked,
‘How do you best do thinking? Obviously to
get here in this job, it is something you
know about?’ ‘Yes’, he replied without
hesitation, ‘I get a cup of tea, a clean sheet
of paper, first thing in the morning in my
office at home, then I scribble for an hour or
so. Yes, I can do that, I can control my time.’
A small, practical miracle in a very busy
working life with constant demands, much
travelling and long days.

Coaching discussions spend much time on
going into detail about what is working
towards the preferred future. In what small
ways is the preferred future already there?
What is the evidence in the leader’s current
or past performance, that give firm ground of
hope that the future to some extent, exists?
One leader says, ‘Now I understand far more
about what I do well and less well. Before I’d
see results but didn’t know how I was
achieving them. Awareness is more than
understanding.’ Leaders report that they
reorientate their way of thinking and acting.

Interviewing people who have been through
the Ashridge Leadership Process6, we
have found that the majority of leaders are
well supported by their direct reports, peers 
and bosses, who value the contribution they
are making in the specific context of
leadership culture in their organisations.
Knowing that they are supported enables
leaders to improve and be more assured 
in their personal ways of performing as a
leader. Naturally the world is not perfect 
but these are ordinary leaders, who
overwhelmingly are seen to be  doing pretty
well in tackling the big issues in their
organisations and are making things
happen through good collaborative
relationships with others.

The world is on the move – the future is
here today but is still coming tomorrow, and
requires further everyday miracles to
continue the performance and meet the
next phase in the ongoing drama. Solution
focused coaching builds on what works for
an individual leader because it seeks to
bring forward their best and through 
a better future, tends to create action that 
is both valued and sustained.
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Mark C Scott discusses some of the issues raised in his
recent book, Achieving Fair Value: how companies can
better manage their relationships with investors, and
looks at how companies can develop a fair value strategy.

Achieving Fair Value: How quoted corporations
can better manage life on the public markets

Over the past fifteen years the Ashridge
Strategic Management Centre (ASMC) has
developed methodologies for helping the
corporate centre set strategy and manage
its interaction with operating units. One
element of the role of the corporate centre
which had not been historically explored 
is the relationship between the centre and
the providers of capital, predominantly the
public equity markets. Given the importance
of this relationship, ASMC embarked on 
a two year long research programme to

Mark Scott is a director of the Ashridge Strategic

Management Centre. He has held and continues to hold

senior posts in a number of quoted companies. He is a

prolific author and was educated at Oxford and Harvard
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understand how this relationship is currently
managed and to explore how it might be
managed better. This research programme
involved in depth discussions with 20 large
corporates in the UK, as well as a wide
range of institutional fund managers,
brokers, financial intermediaries and
analysts of market dynamics. The results of
this research programme have recently
been published in book form under the title
Achieving Fair Value1. This recommends 
a systematic process for identifying,
understanding and influencing the fund
managers who set the market value of a
company, and calls for a sea change in how
corporate centres manage such processes
– including the targets they ultimately set
for shareholders’ returns.

Identifying the challenge
The research programme began by asking
the question of whether there is in fact
anything for the corporate centre to
manage at all? If public markets are more
or less “perfect”, presumably the process 
of arbitrage between investors trading
shares would iron out any temporary
misvaluations. If over valuation exists,
enough astute investors will short the stock
and drive it down. If undervalued, the same
shrewd investors will spot the opportunity
and buy in. The effect amplified across the
market as a whole should be that firms 
are on average correctly valued and 
that periods of misvaluation are short 
and quickly corrected. Managerially this
hypothesis is a very comfortable one. 
It means that the market value of the
company will reflect its fundamental value
and that what matters is good strategy and
good execution.

Unfortunately, as anyone who has run 
a public company will testify, this
assumption is not reality. Markets suffer
systematic biases and promote long 
periods of misvaluation amongst individual
companies and even entire sectors. 

There is a significant body of research 
to suggest that markets make collective
decisions about future performance based
on between three and five sequential data
points2. If a company issues more than three
data points suggesting a particular direction
of development during a discrete period of
time, the markets tend to extrapolate this
into the future. The result is a systematic
bias towards over and under shooting based
on relatively small data strings. In other
words, there is a bias towards extreme
outcomes.

There has been no better demonstration of
the overshoots phenomenon than the past
decade. The FTSE 100 and Dow Jones
Industrial Average have on average suffered
an annual 20% volatility – the average
difference between their highs and lows on
a moving 12 month basis. This has been
immensely disruptive to the businesses
concerned, driving endless shifts in strategy
and management. The average tenure of
the UK public CEO is now down to almost
four years, shorter even than the classic
strategy cycle of five years. As a result, both
the strategy process and management are
geared to managing and meeting immediate
market perceptions. This can and often
does lead to distortions of behaviour or what
is labelled “short-termism”.

The real danger of this phenomenon lies in
overshoots on the upside which are
seductive for both management and
shareholders alike. Quite legitimately, most
companies’ primary focus is on improving
their value. An environment which
periodically promotes over-valuation is hard
for management to resist. What should they
realistically do if they believe themselves to
be over-valued? Besides, management will
often understandably point out that it is hard
to ascertain when a business is over-valued.
The result is that overshoots can go
unchecked which holds real dangers. 
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Just as overvaluation fuels certain
expansionist management behaviours, 
so undervaluation constrains them.
Undervaluation tends to create a downward
operating spiral. On a low PE4 it becomes
very hard to justify capital expenditure 
of any sort. It becomes almost impossible to
execute any major corporate development
activity. The strategic focus falls on
divestiture and a tightening definition of
what businesses fall within the realm of core
competencies. Whilst this typically boosts
cash flow, it hampers the future growth
potential of the business. Any excess 
cash is either paid out in an enhanced
dividend yield or via a share buy-back
programme which can give illusory life to the
share price. Typically businesses going
through such periods of “work-out” do not
make happy places for talented executives
to work. The business becomes starved of
both investment and talent. That is why firms
that suffer a correction subsequently require
fundamental change to recover fair value. 

The contributing causes to the overshoots
phenomenon are varied and hard to be
definitive about. For example, the finger
can be pointed at the promoters of stocks,
the brokers chasing dealing commissions,
backed up by sell-side analysts, and by
their corporate financiers keen to
promulgate M&A premised on high share
prices. Or the finger can be pointed at
large cap fund managers, a proportion of
whom somewhat passively follow market
trends rather than company fundamentals,
in the process exaggerating general
volatility. Or the finger can be pointed at
management themselves who can be
complicit in allowing overshoots to occur,
benefiting their options packages and City
reputations. In all events, it would seem
logical that management have a duty of
care to long term holders of their stock 
to optimise how they manage this 
dynamic process.

Our research would suggest that premiums
of greater than 40 to 50% of underlying
fundamental value typically endure no more
than two to three years. At that point 
they suffer a correction. The moment of
correction is usually prompted by a profits
warning as the company can no longer
deliver on excessively raised expectations 
for earnings growth. The problem with
corrections is that they are usually unduly
punishing on shareholder value. A typical
correction involves a reduction in market
capitalisation of in excess of 40%. In other
words, it is often larger than the premium
which preceded it. Over the past five years,
the average correction amongst a range of
companies analysed as part of the research
on earnings multiples greater than 30 times
has been 50%, and taken six months to work
its way through the system. To put it another
way, during this period of correction the
average quoted multiple of this group of
highly rated companies had moved from 32
times earnings to around 18. In the correction
process the company can often move from
being overvalued to being undervalued,
reflecting the overshoot phenomenon.

This overreaction effect becomes particularly
damaging in the 12 months following 
a downward re-rating. Our research would
suggest that it is very hard for an undervalued
stock to regain correct or fair value. Once 
a stock has suffered a correction, it takes up
to seven years for it to regain the average
market multiple it historically enjoyed before
the correction. In other words, the potential
undervaluation can be twice as long as the
period of over valuation pre correction. That is
a long time in the public markets under
general scrutiny and usually too long for even
the most loyal investors. Most importantly, 
it represents a real destruction of value for
long term holders of the stock – those for 
whom fundamentals and longer term 
TSR3 have mattered more than short-term 
shareprice gains.
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The ASMC solution
It would be wrong to suggest that large
public companies are not keenly alive 
to these issues. They are after all 
competing for capital in a highly competitive
environment. Most large companies employ
an investor relations officer (IRO) who
reports to the CFO, plus two analysts to
respond to investor enquiries. The CEO may
invest up to 20% of his or her time in the
process. But often it is reactive, not
proactive. It is based on touch and feel and
not on clear strategy. But what in this
context is “strategy”? It is our contention
that the appropriate strategy for any large
quoted company is to seek to achieve a “fair
market value” for the company. 

Fair value means that the market
capitalisation of the firm accurately reflects
its sustainable underlying performance. 
This has critical implications for how
management deal with the markets and run
the company. In some cases this will mean
its rating has to fall. In others it will mean
that a mechanism has to be found to 
re-establish fair value in the eyes of the
markets. Perhaps as importantly, our
research suggests that the investor
relations function also often lacks a clear
process and management structure. It lacks
analytical tools and systematic methods. 
To address this challenge, we have
developed a simple five-step approach to
managing a fair value strategy (see Figure 1).

Figure 1.
Fair value strategy

Which investors are
driving the share price?

How can actions be integrated
to maximise impact?

What are the triggers to action 
amongst value determining 

investors?

How can management influence
the behaviour of value
determining investors?

STEP 2

STEP 3

STEP 4

STEP 5

Investor screening

Investor profiling

Assessment of levers

Designing a co-ordinating mechanism

STEP 1 Is the company
misvalued – why?Fair-value assessment

How much to tell
investors

How to tell
investors

What actions
to take

Etc.
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We define fair value as existing when
market value falls within close range of
management’s assessment of fundamental
value. These will rarely be the same but
need to fall within proximity or what I call
the “fair value corridor” (see Figure 2). Our
research would suggest that the width of
the fair value corridor varies sector by
sector, ranging from 25% to 45%. That is
to say that the market may differ in their
estimation by between 25% and 45%
either positively or negatively before any
major risk of misvaluation arises.

Having worked out whether the company
is within the fair value corridor or not
(Step 1), the challenge is to make sure
the company remains in it or returns to it.
The process of staying in the fair value
corridor involves four further steps, the
details of which are laid out in the book.
Step 2 requires management to identify
those institutional fund managers who
currently set the price or who might 
set the price and who are therefore 
what I call “value-determining investors”. 
These are the fund managers who drive 
the index herd and against which

0

Market
capitalisation

Fair value
corridor

+25%

-25%

Underlying value calculated
by management

A five step process towards fair value
For starters, many large companies appear to
lack the ability to identify when they are
misvalued. Most rely on PE ratios or purely
relative valuation approaches to guide their
decision making. A fundamental tenet of fair
value is that management have a clear view
of value rather than assuming that the
markets get it right. Does the company have
a robust, regularly updated and conservative
view of its own value? Valuation has two
component parts – future profitability and the
cost of capital needed to finance the
generation of profit. On both these measures
management are in principle better
positioned than the markets to predict future
outcomes. This puts management in a
position to take action when premiums and
discounts creep into the shareprice. This
does not mean that management should start
releasing share price targets and making
forward looking valuation statements. This is
the role of the sell-side analyst, who is closely
but discreetly informed by management. Fair
value extends the same processes but
demands that management understand 
more robustly and clearly whether they are
being correctly valued .

Figure 2.
Fair value corridor
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management need to focus their
attention. Identifying them is often far
from straight-forward. Of the average 40
or so institutions that hold a large quoted
company’s shares, only three to four are
likely to be value determining investors
and the rest will be more passive, holding
the shares as part of a dominantly index
related strategy. Value determining
investors are likely to be larger holders
who are overweight in the shares. But
they may not necessarily be so.
Identifying them is sometimes far from
easy, particularly as overseas funds and
hedge funds become a more significant
proportion of funds under management.

Step 3 involves building an account
management function to underpin 
a thorough understanding of past and
likely future fund manager behaviour. The
objective of this account management
process is two fold. First, to target
management resources where results can
be achieved against value determining
fund managers. Second, to move away
from the anecdotal, personalised
approach to understanding and predicting
investor behaviour which often typifies
investor management processes, to an
analytical, incremental approach. This
should enable management to form
clearer views as to why certain fund
managers might be behaving as they are,
how they might respond to certain events
or disclosures and therefore what
management might do to alter their
perceptions, if they can at all. 

Of course, this analysis is not useful if as
a consequence it is not possible to alter
relevant investor perceptions and hence
behaviour. In some cases, it may not be
possible to alter these outcomes at all, in
which case the action steps are clear –
engage with the house broker to find
substitute investors better aligned to the

value creation strategy of the company.
Accordingly, Step 4 of the fair value
process is to select the “fair value levers”
most likely to prove impactful against
value determining investors. Some fund
managers can be directly influenced by
clearer and more compelling explanations
of how a strategy will deliver value. Others
may be influenced by a sheer increased
volume of targeted communications. But
our research would suggest that most are
likely to be influenced by indirect signals
of value. These may range from a change
in dividend or buy-back policy to more
complex signals such as the composition
of the board or remuneration policy. 

In general, fair value levers fall into three
broad categories:

• What we tell investors – in other words,
disclosure of facts and interpretations 
(eg financial performance measures,
operating measures, market indices,
strategic objectives, performance
guidance etc).

• How we tell investors – in other words,
what communications channels we
use, whether direct or indirect (eg use
of buy-backs and dividends and other
signalling devices, selection of
different communications mediums,
decisions
on timing of releases etc).

• What actions we take – whether we
have to resort to fundamental changes
to strategy or management to alter
perceptions (eg changes to 
non-executive board structure,
remuneration policy, capital structure etc).
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Within each category there is a long list of
potential specific levers, many of which will
have been used at one time or another by 
a particular company. Their impact on fair
value may not have been analysed and they
may not have been employed as part of 
a structured investor strategy. 

Managing a fair value strategy requires 
a coordinated approach among fair value
levers which appears to be underdeveloped
in many corporate centres. For example, the
input of the strategy group, the finance
group, as well as that of the CEO will be
called upon. Coordination is likely to be
provide by the IRO. But this assumes that
the IRO has the appropriate authority and
seniority which is not currently always the
case. The IR function is only now becoming
a career profession on a par with that
offered by corporate strategy. Establishing
this coordinating mechanism across parent
functions (Step 5), can be one of the most
challenging aspects of fair value.
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