I. Final reports / Presentations 


II. Sabari 

III. Bureaucratic costs  

IV. Why might a company include more than one business?  (e.g., why not have separate businesses run each ‘campus?’)  

V. Multi-business firms  


VI. Making big decisions    

a. anchoring exercise 


VII. Strategic planning processes 
a. Real options  


VIII. Creating new businesses 


IX. student evaluations at break 


X. My research project   


XI. why I didn’t talk about governance.  


XII. How a leader can actually create change - IBM Software Solutions 
290 – New Businesses & Multi-Business Companies 
If you have a fancy video and you intend to run them on my computer, it’s better to run it separately from PowerPoint.   

I. Schedule – 

a. This is last class with a lecture.


b. Next week by my count we’ll have 11 presentations, maybe 9 or 10 if some people who have issues with confidentiality find they can’t present.  
i. about 3 hours. 


c. We’ll try to end a bit early for the last day, take some time to celebrate.   

II. Presentations – handout 
a. projector



























III. Papers
a. I’m finding in conversations that it’s hard for a lot of you to think carefully about sustainable market position.   


b. I’ll try to review new papers on sustainable market position by the end of Wednesday, but for me to do that and get results to you, you have to email me your paper.    


c. The challenge now is to evolve to a complete business plan with a great executive summary that would persuade resource providers to support you.  

d. Please review the checklist; 
i. Check that it covers all the points in the high-level checklist.  

ii. Go through the rest of the checklist.  Where will each important issue fit in the plan?  Are there issues you haven’t thought about?  

e. a few things will absolutely be irrelevant to some companies.  But most of the items, particularly of the first 7 or 8, are very relevant to everybody.  Some items I’m finding in meetings that people are misunderstanding:  

i. How will the product be sold – the product can be a service

ii. What is management’s expertise/what additional human resources are needed?
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IV. Sabari
a. allow time for questions.  
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V. Bureaucratic costs 
a. Flextronics - Economies of scale 

i. they continue forever, as far as I can see. 


b. But is there any reason a company shouldn’t keep growing forever?  


c. Flextronics, like a lot of companies before it, purchased a lot of capacity.  
i. What difficulties does that lead to?


d. Above some size, you have diseconomies of scale, too.  
Bureaucratic costs. 
i. Economists, in fact, assume that when there aren’t economies of scale or assets that are specialized for serving one customer, making something is always cheaper in a company that is smaller and specializes in it.  
ii. To do many things effectively, you’d better have a clear 
business model that puts things together.  


iii. Flextronics had a model that stopped working, and we have to remember that in cases like that it is going to be very hard for them to develop a new way of doing business that’s really valuable.  
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VI. Today’s schedule – I spend a lot of my life studying how firms create new businesses.  But we don’t actually know too much about it that’s valid for all companies.  In fact, a lot of what’s in all 3 chapters today, particularly Ch. 9 on new businesses and Ch. 12 on strategic planning.  But it will make more sense to talk about new businesses if we’ve already talked about 
multi-business companies and strategic planning and decision-making.   
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VII. The multi-business company


a. When we talked about vertical integration we showed some reasons for running two businesses within one firm.  

i. Sometimes it’s strategically important.  Toyota makes cars, and in its vision of what a car company is, they have to make engines.  But engines are so big and complex and go in so many different kinds of cars that you have to treat them as a separate business.  


ii. Costs of creating a transaction may be so high that it’s not worth it.  This happens when the product you want involves 
specialized assets and there’s uncertainty.  A company that’s building a mine may build the railroad to bring the ore out because either it can’t get a transportation company to guarantee the right price or it doesn’t trust that the transport company won’t hold it up with outrageously high rates when times are good.  


b. But only a tiny portion of the multiple businesses in firms exist because they are strategically important or high-transaction-cost vertical integration.  Why else do firms have multiple businesses?  


i. Good reasons 

1. explore new / related businesses 


2. leverage competences  



ii. Bad reasons  





c. Name some multi-business companies you have worked with.  
IBM, GE, Hewlett-Packard, Apple, BP, DuPont  


i. Let’s think of some reasons for existence 


1. BP – like DuPont – one business leads to the next, there may be economies of scope.  


2. IBM – one business leads to the next, existing business provides profitable opportunities for innovation, leverages competences.
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d. How do we manage them?  


i. Each multi-business company that justifies its existence has its own reason for existence – business model. 
1. Each new business better fit with the model. 

ii. In the 1960s, Bruce Henderson at the Boston Consulting Group came up with the Growth-Share matrix.  P. 259.

We can think that multi-business firms exist because they can effectively allocate resources among different kinds of businesses, increasing profits over time.  

1. What do you think of it?


2. What’s wrong with it? 
     If one company is following an approach like this, it may work terrifically.  If everybody is follow this, how can they all be better at picking winners than the banks and VCs?  
a. People at the top can’t know everything about what’s happening at the bottom or middle. Relying on financial statistics alone results in poor understanding.  
b. You’d better have some special understanding (competence(s)) that justify things being together. 

iii. The basic approach – 
1. Decentralization centered on product divisions.


2. Allocate capital, set goals, measure performance at the corporate level
a. Can be worse than independent businesses with a bank.  


3. Add value consistent with your particular reason for existence.  




iv. Does this get harder in any way if you have businesses whose units interact (as most multi-business firms do) – BP or IBM or DuPont? 


1. Transfer prices 

v. What can the corporate center do to justify its existence?  


1. Centralized activities 


a. R&D  


b. Maintain special expertise in core competence. 


2. Any roles in developing countries that centers don’t have in US?  

a. No banks, VCs, business schools – big conglomerates make more sense

i. I’ll discuss a bit of that next week when I introduce Said Amidi.  

b. no diversification discount.  


vi. Culture has to tie things together.  


1. willingness to take the right kind of risks


2. ability to learn openly.  
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VIII. Making big decisions 


a. Anchoring.  

i. Don’t answer out loud - 
Does anyone know when did Attila the Hun sack Rome?  what century? 



ii. In calculating – does the under 300 phone numbers have a lower date than the over 700 phone #s.  

b. Decision-making – 

i. Be conscious of 

1. How your organization frames decisions

a. Frames are mental structures people create to simplify and structure decisions.  

i. Individuals and organizations have to simplify.  

2. How you are framing your decisions. 


3. Whether the frames are reasonable 

a. The challenge is to 

i. recognize that you are simplifying 
ii. think intelligently about whether you are simplifying reasonably.
b. The Flextronics case discussed Flextronics mostly in terms of size and market share.  So when I asked, ‘how is Flextronics doing?’ you answered in terms of size and market share. 

i. I think that’s not right.   


ii. How you frame things reading a case is trivial.  But people simplify enormous topics in incredibly screwy ways 
1. thinking about a money-losing business in a way that never considers getting out
2. thinking about problems without considering moving somebody who’s in the wrong job.  


3. automakers – manufacturing efficiency - operations research – how many of a single model should we make before we switch to a different model? 

a. Japanese redesigned the presses.  

iii. Think about your framing, choose it intelligently  
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IX. strategic planning – On average, companies that plan rationally perform slightly better than those that don’t.   

a. Actual writing of the plan requires adoption of a frame. 


b. A ‘dreaming’ step early in the planning cycle can cause people to loosen their frames.  It’s needed. 

i. But a big crowd of people doesn’t radically change its framing at a 2-day workshop. 


ii. Big disasters have to be foreseen by a few individuals who fight like crazy to get people to see them.  


1. AT&T had a huge, well-regarded strategic planning system that almost completely failed to see long-distance was disappearing. 

a. NTT engineers had presented a paper on this in 1972.  


c. There’s no one right way to plan.  

i. Consider the significance of ‘real options’ and/or scenario planning – ways to think about things you don’t expect will happen.  

d. Whatever processes get used, a result can be big company-wide initiatives  
   See text p. 225 on GE.  
i. Develop or update a competence. 
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X. Creating New Businesses (and major innovations generally)  
a. So we need new businesses and big innovations
i. and the strategic planning/decision-making system won’t produce them. 


b. 2 ways of getting them 

i. somebody inside (not usually the strategic planning guys) decides to go out and buy a business

ii. somebody creates 


c. Particular criteria (cf. Haranath Gnana’s business)
i. What is the new business going to do for the firm? 

ii. What is the firm going to do for the business?  

1. In many cases the established firm only brings inertia and irrelevant questions.  


d. There are a lot of interesting ideas in the text, but there is no one model.  To illustrate the real situation I want to speak briefly about 
my own research..  Back when I was working with Gary Hamel, we were trying to figure out how companies could succeed with strategic innovation.   
i. In companies that innovate successfully, the difference is enormous in how the innovate.  It depends on what kind of company they are and what kind of innovation they need. 

1. GE Capital – 

a. simple innovations (new kinds of leases, loans); 

b. simple system – business development groups one or two hot shots set them up.    

2. Monsanto – 

a. really complex innovations (new ways of using biotechnology) 

b. large cross-functional teams.  

ii. Top mgmt planning how to innovate (reading the textbook) always failed.  Lucent.  

iii. The ways of innovating / creating new businesses that worked grew out of improvisation in the face of crisis.  

1. crisis 

a. GE  /  Monsanto 

2. Strategic intent  

3. Improvisation around the strategic intent

4. ‘Hey, let’s do more of that’ – learning 

5. What’s learned becomes a routine.  

e. This supports the Hamel & Prahalad model – strategic intent – instead of conventional planning. 
8:12
XI. SOTE-equivalents



BREAK
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XII. My research – How leaders change the rules of the game in organizations (institutions). 
a. have studied 

i. TQM rules

ii. strategic innovation rules 


b. general findings – people improvise, learn from what they improvise.  



c. But it seems some things can’t be improvised – tech systems.  

i. lots of tech systems change the rules in organizations. 

1. often people dislike the way they change the rules. 


ii. are there systems that change the rules for the better in a way that’s strategically crucial? 


d. Looking to study 

i. information technology projects 

ii. aiming to change how organization or group of organizations work 

iii. with significant reach over the border of the organization  






XIII. IBM  - Mostly, the cases we’ve looked at have been descriptions of companies and their strategic situations.  Often the case writer has put things in story form, but if you think you got a clear sense of the internal dynamics of Wizards of the Coast or TiVo or Flextronics from those cases, I think you’re naïve.  


It happens, though, that when I was at Harvard I got a remarkable chance to get into a case.  
John Patrick & Lou Gerstner.  


Let us get inside IBM as it struggled to create real innovation and particularly as a couple of senior executives struggled to create real innovation.  

a. First, we want to
i. clarify what the problem is
ii. understand what is happening in the first 6 pages
iii. discuss some of the terms that are hard to understand 
iv. discuss how you can use the tools of this course to at least begin 
to understand even a situation as complicated as this one is.  

b. What do we see happening at the start of the case?  

c. History 
i. 1970s/80s 
i. Early 1990s – IBM in crisis due to decline of mainframe. 

a. Mainframe = large, people interact through dumb terminals. 

b. Client server – smaller, cheaper, people have PCs on a network, so the software can have a lot of the work done at the user’s site.   

2. Few client-server products

3. Mills pushes DB2 for client-server

ii. 1993-95  Mills heads software division 

1. war room, “SWAT teams”

2. Seeks H1, H2, H3 businesses


iii. 1996   New organizational structure
1. What was wrong with the old organizational structure?

a. We’re not going to study the text’s discussion of organizational structure, because real organizational structures are way more complex than those discussed in the course. 

b. But you have to know sometimes organizational structures can be really destructive 

b. Key terms – not in dictionary – technical – MBAs may know.  
You have go find someone who knows and can explain.

i. Mainframe

ii. Transaction processing 

iii. Client server

iv. Application development 

c. Now I want to pause and consider where they were early in the case - SWOT in 1994.  

i. Strengths – distinctive competencies 
1. Building mainframe computers – (declining)

a. large

b. reliable 

c. slow 

d. centralized  

2. Software for mainframes

a. Writing
3. Servicing big companies   

ii. Opportunities – new things continually evolve – what are the challenges?  

iii. Threats – they can die with the mainframe.  

iv. Is the structure appropriate?  sort of.  But maybe not appropriate enough.  
d. Do you think Steve Mills and John Swainson have been doing the right things to position IBM effectively in software?  

i. Comment will be, ‘yes, but they should have planned better.’
When and what should the have done something different?  

ii.  Strategy professors, journalists, and such like to talk about strategic planning.  They want to believe you can plan things so that they’ll come out right. Some people like to say that it’s fine for a piddling little company like Replacements to be running on emergent strategy, but a big important firm like IBM should plan what it does.  

1. I suspect that’s not true.  In the 1980s, IBM tried to plan everything about the growth of computing and technology.  It didn’t work, because other companies that moved quicker, including some from around here, got better products out.  

iii. At the time I finished writing the case, in 2002, IBM was back 
on top of the computer software market for large organizations.   We want to look at this difficult case to understand something of how that happened, because I think it says a lot about how things happen and even how they should in big, complicated organizations like universities. I want to ask the question:  

What can and should managers do when they face a rapidly changing market and they’re being beaten?  And have Steve Mills, John Swainson, and Alfred Spector done those things?    




e. So now, I want to take us through the rest of the history laid out in the case, and I want you to think, at what point did Mills or Swainson or Spector do something he shouldn’t have done that caused that big clash described at the start of the case.  

i. around 1996

1. Transaction Systems puts CICS on client-server, 
creates MQSeries [messaging product]

2. Application Development improves COBOL, 
creates Java tools.  

3. Swainson et al create unit to build universal translator.  

ii. 1997 – ‘Component Broker’ impresses first users. 

iii. 1998 

1. New ‘web server’ (provides special services for web aps) 

2. Unifying Transaction Systems products as ‘TX Series’

3. Transaction Systems sales force shocked by Component Broker.

4. New web server includes Apache.  

5. Swainson, Spector both say that things aren’t working out, offer to quit.    


f. Are we looking at planned strategy or emergent strategy? Some of each.
Should it have been more planned?  
Could it?  



g. Bumping in the marketplace. 

h. Now, what do you think? Have Steve Mills and John Swainson been doing the right things to position IBM effectively in software?














i. Harvard has published an IBM A and B case.  You haven’t seen the B case because we wanted you to focus on what had happened up to 1998 and think about it like real managers would have to think about it – make decisions with only part of the information, without knowing how the story came out.     Next Events in 1998

i. Alfred Spector came back.  He said

1. Swainson had driven the development of Component Broker.

a. That seemed likely to drive the growth of the merged divisions.  

2. Swainson is better positioned to run the merged divisions. 

3. He (Spector) should take position of marketing director under Swainson. 

4. Why do you suppose he did that?  


ii. Mills

1. says that if Spector hadn’t proposed that, Mills probably would have proposed it himself.  

2. says “Managers can see a pattern developing.  The smart ones come in and say, ‘I see where you’re going, and I think it matches where the customers are going, and I think we should do X.”  


3. Can anyone think of other ways Mills could have addressed the situation?  

a. Other proposals Spector could have made? 


It seems that Swainson has gone ahead, and taking a risk that was 
not too big, has created a product that is really powerful.  And having done that, he’s made it easy for IBM to advance in that direction and almost a necessity for the company to give him power.   


To me, this case illustrates how leaders get things done in companies that survive. Swainson is focused on creating the new competences he knows his company needs to lead in the next generation of his product.  

He knows that he can’t do that by being nice to everybody.  He just 
makes sure it happens.  
j. IBM’s experience vs. the standard model. 


i. Much more improvisation.  
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