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ABSTRACT

Institutions for business education fail to teach their students how to organize and use knowledge after they
acquire it™, which requires not only analysis but also synthesis. This deficiency is apparent in poor appreciation for
Business-Governance™, and thus fostering understanding of The Deming System of Profound Knowledge.

PREFACE

“The aim of The W. Edwards Deming Institute® is to foster understanding of The Deming System of Profound
Knowledge to advance commerce, prosperity and peace.”

Given Dr. Deming’s success in establishing Japan’s reputation for innovative high-quality products, one would
expect that every CEO in the United States had beaten a path to Fordham University, in order to learn from their
fellow countryman themselves, while he was still alive. After all, the success of Dr. Deming’s System of Profound
Knowledge had been demonstrated by Japanese car manufacturers and their influence on the world market. This
was even before Dr. Michael Porter of Harvard Business School published his five forces strategic theory on how to
influence and shape the industry in which one operates. Deming had both the experience and the theory -
“Experience without theory teaches nothing” he said.

Still, after so many years, The System of Profound Knowledge seems like a fine glass of chilled fino Sherry. Despite
the fact that it is well known within the industry, easily accessible, and moderately priced, it is an acquired taste.

What separates The System of Profound Knowledge from the Kool-Aide business doctrines that everyone seems to
be drinking? Their thirst is insatiable and they keep-on drinking, only to find themselves battling with recurring,
unintended, unwanted but persistently disappointing top- and bottom-line results and now also with the so called
“War-for-Talent”, that are testing the strengths of economies worldwide!

To be more precise, | want to explore the following questions:
=  Why are executive decision-makers so reluctant to even acquaint themselves with a proven successful
management theory?
=  Why do they keep-on choosing the same kind of solutions over-and-over again when the results are
rather predictable from previous experiences?
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1.0 OBSERVED REALITY

Sun Tzu' said: “The good fighters of old first put themselves beyond the possibility of defeat, and then waited for an
opportunity of defeating the enemy. To secure ourselves against defeat lies in our own hands, but the opportunity
of defeating the enemy is provided by the enemy himself. Thus the good fighter is able to secure himself against
defeat, but cannot make certain of defeating the enemy.”

This quote should cause every CEO to ask him/herself the following vitally important questions:
= |s my business beyond the possibility of defeat?
=  Whois my immediate enemy?

In random order, these are the Top-10 obstacles that CEOs themselves have identified as probable cause for
suspecting that their business is not beyond the possibility of defeat:

» Lack of employee engagement —resistance to change = Disappointing bottom-line results
= Lack of differentiation —inability to create long-term value = Disappointing top-line results

= High cost of high CEO turn-over rate = High executive burn-out rate

= Damage due to fraud, and breaches of ethics, trust, and credibility = Weak sustainability potential

= lack of creativity and Innovation for critical self-renewal & re-invention = Fighting a War-for-Talent

These problems are significant because they are persistent, recurring, unintended, and unwanted. What makes
these problems even more significant are the statistics showing that less than two percent of all problems are due
to technical failure and that about four percent are directly attributable to a single person or a group of people.
The remaining ninety-four percent of problems are SYSTEMIC, which means they are part and parcel of a business’
standard operating procedures. In other words, they are no acts of God to which a business happens to fall victim.

These problems that we prefer to call “challenges” are not actual causes of failure. They are symptoms of a failing
business system, which is caused by inadequate CEO-Effectiveness™ at governing the business system. The
unintended result is that CEOs fold their own businesses back inside themselves, morally, mentally, and physically.

Business is often referred to as a team-sport like crew. Everyone is in the same boat, having to pull their own
weight. The boat, the oars and the crew are the system for completing the journey; to bring home the bacon.
No-one is more important or less important than another, which you will experience first-hand when someone
falls overboard. However, different crew members have different levels of responsibility and authority, and it is the
CEO who assumes ultimate responsibility for success and failure of the business system because (s)he can exercise
ultimate authority over the state of the system. There can only be one captain per ship.

Dr. Michael Porter classified all activities that a business performs into two categories. Together, they represent
nine centers or areas of sameness, that he called The Value-Chain:

Primary Processes Support Processes

= Firm Infrastructure = Inbound Logistics

= Human Resources = QOperations

= Technology Development = QOutbound Logistics

= Procurement = Marketing & Sales
= Service

The challenge before any business professional is thus to assist CEOs in solving problems that undermine the
integrity of his/her business system. The threat to system integrity is explained by a key principle of architecture:
“Action is not in the centers or areas of sameness. What really matters happens at the edges — that is, where one
surface or material meets or changes into another.”

The study of Information Analysis teaches that a problem is defined as a variance between a desired future state
and the current Observed Reality. This raises the following two questions:
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=  Future State
How familiar is the crew operating the ship with the Commander’s intent; the Grand-Strategy or reason why
they are in business? It is not uncommon for different executives of the same business to have different
interpretations of the definition of success. Be that as it may, does everyone agree on the purpose of the
business; are they convinced that their journey together is worth their endeavor?

= Current Observed Reality
How effective is the CEO at explaining the current state of business in terms of process, in order to accurately
assess the nature, severity, growth and urgency of the symptoms mentioned earlier?

This is what “A Course in Miracles” teaches about solving problems:

“A problem cannot be solved if you don’t know what it is!
Even if it was already solved, you’d still have the problem because you wouldn’t recognize that it has been solved.
Who can see that a problem has been solved if he thinks the problem is something else?”

Dr. Albert Einstein said a long time ago that: “The significant problems that we face cannot be solved at the same
level-of-thinking at which we were when we created the problem.”

Therefore, as per Dr. Einstein’s suggestion, let us explore a different level-of-thinking to obtain clarity and order
about a business’ desired future state, Observed Reality, and the variance between both, which is the problem.
The answer to a problem should be found inside the business. All that is missing are the right questions to ask.

2.0 SILO-MANAGEMENT -The Dominant Level-of-Thinking about Business

Silo-Management is the dominant paradigm which we use for understanding business. Each silo of specialized
knowledge is a center or area of sameness within the Value-Chain. Even within these silos, we recognize further
levels of specialization. For example, Marketing and Sales has created specializations for wholesale, retail,
industrial, international, on-line, health-care, and so-on-and-so-forth.

This division in domains of expertise is also reflected in the curricula of educational institutions and the creation of
industry groups for every specific silo of specialized knowledge.

Because performance is measured in monetary equivalents, we assume that failure at realizing the forecast
bottom-line results is a financial problem that needs to be resolved with a financial solution. Consequently, every
thought leader, coach, consultant, or trainer is now on the hunt for the next Best-Practice that PRE-scribes how
individual silo-managers can make more money within the silo profit center for which they are responsible.

Unfortunately, the only available financial solution for

m making more money within an individual silo-manager’s
m sphere of influence is to crank-up Operational Efficiency
” i i i L S without consideration where the work flow of one area
c . .
gl{sfl 2 P £l s of expertise meets or changes into that of another.
BRI IERIIBIIEE N . .
HIHIE A THIEIFIE Silos of In the beginning, this approach proved very lucrative
8 ﬁ g g ._U' E o ED E Specialized . .
HIHIEIHIEIBIEIEIE Knowledge because every area of expertise that is not carefully
- ° o) .f . . oy .
£ 5 e £l 2 *‘g 2 managed is prone to exhibiting a certain amount of slack.
< . . .
8 Deep What we call the Low-Hanging-Fruits, can be picked-up
Expertise . .
I I I I I I I I easily with a great Return-on-Investment.
BEST-P CTICES

RA However, Operational Efficiency is subject to the law of
diminishing returns, which means that the next round
Figure 1. The Silo-Management Paradigm has a worse Return-on-Investment than the previous

round; every next round requires a larger investment in
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return for a smaller reduction in production cost.

What is even more important is that Operational Efficiency requires standardization. Therefore, continuous efforts
to save money cannot fail to eventually erode the differentiating qualities of their original products and services.
This is a form of predatory cultivation because it fractures a business’ current target audience.

Not only that, but CEOs pursuing the same Best-Practices will see their value propositions converge to the point
where the only differentiating quality is price. How does one justify incurring exponentially higher expenses for
ever more refined measures of Operational-Efficiency only to give away the hard-earned cost-savings as a price
discount to attract new buyers because your original target audience has walked away? Competing on price is a
downward spiral that leads to an inevitable War-of-Attrition. All one can hope for is a Pyrrhic victory.

Alternatively, you might enter into a Merger and Acquisition transaction, to give yourself a last stab at Operational-
Efficiency, or boosting revenues by more than enough to justify the price premium of acquiring a business.
However, the success rate of these transactions stands around thirty percent, which is no guarantee for survival.

Operating a business under the Silo-Management Paradigm, aiming for multiple Best-Practices for multiple silos at
the same time, is like playing golf on a course where every hole has multiple greens, each with its own pin and cup.
There is no way one can hole-out simultaneously in every cup, with one ball, using the same number of strokes!
Oh, in order to win, one must have fewer strokes than one’s competitor.

A long time ago, Dr. Albert Einstein also said that:
“Perfection of means and the confusion of ends seem to characterize our age.”

The Silo-Management Paradigm is a perfect example of our efforts of perfecting the means by which we do
business. We show an incredible willingness to doing whatever it takes to make-more-money. When was the last
time that you stopped to question the validity of that assumption as the prime reason why you are in business?

Consultants, speakers, authors, gurus, coaches, seminar companies, industry groups and universities rival to
develop, present and above all to sell you the latest and greatest Best-Practice for making-more-money. | have no
intention what so ever to enter the fray of arguing the importance of, for example, Change Management over
Project Management or Business Process Management over Lean Six-Sigma. | acknowledge buyers’ and sellers’
insatiable urge for ranking so that we can declare one as the winner and trash all others as sore losers. However,
theories are like individual baseball-, hockey- or football players, and what is the point of determining which player
is more important than another in a game that requires a team-effort to win? Long-live differentiation!

Instead, | propose DE-scribing the activities that any business must perform in order to function successfully as a
singular, unique and integrated system, for the pursuit of a compelling vision of service to others. My intention is
to reveal basic assumptions that support the reason why anyone would want to be in business in the first place,
and what activities enhance CEO-Effectiveness. Please be reminded of this quote by General George S. Patton US
Army: “Never tell people HOW to do things. Tell them WHAT to do and they will surprise you with their ingenuity”.

3.0 COMMANDER’S INTENT -The Grand-Strategy for Business

Business theories, best-practices, standard operating principles and habits derive their validity from their
assumptions, which limit the performance of which we believe a business capable. In order to solve our significant
problems once and for all, we need to question all assumptions. We do that by DE-scribing WHAT a business does.
WHAT are its most basic component parts (Actors) and WHAT are their connections or interactions (Behavior) that
are necessary for a CEO to achieve the level of success that (s)he envisions? This is the Commander’s Intent.

Once we have established a business’ Actors and their Behavior, we can look for theories or concepts that
prescribe how to make a business perform effectively and efficiently in realizing a specific compelling vision.
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Subsequently, once we gain insight and appreciation for WHAT the business does and HOW it produces and
delivers its products and services, we can measure the variance between this benchmark and actual performance.

A) The Business
COMMANDER’S INTENT Any business is a singular, unique and integrated
system, which is comprised of Human beings,
continmous Improvement Machines and Technology, and Human-Machine
R°"'i"e<-£quawmm Interfaces for people to interact with the many
ceo g ey .{s“m automated and mechanized business processes.

Failure

Result/Effect -oriented <= Feed-Back

B) Business-Governance™
Governance is a part of a business system by means

Executive-Sponsorship

CRITERIA: Change #=— AUTHENTIC SOLUTION™

R e e e e ehose needs I of which the realization of its vision is guaranteed,
= Adjusting to new situations with Speed & Flexibility . . . . . g
= Reducing friction & conflict in Production & Delivery ~ Cause -oriented < Feed-Back mm— notW|thstand|ng Var|at|0ns n market-condltlons or
) its capacity and work-load.
Although the methodology remains the same, the
Figure 2. Establishing a Common Departure-Point functions it performs for Change are different from
those for Routine.
C) Performance

D)

E)

F)

G)

Performance is a snapshot-measurement of a moment in time, which is in and of itself meaningless. These
guantitative performance measurements derive their significance from Business-Governance; operations are
planned, and results are forecast and compared with actual current measurements.

Success

When the collaborative of Human Beings, Machines, and the Human-Machine-Interfaces succeed at realizing
the intended strategic goals in pursuit of the vision of the company, that level of business performance is
called “Success”.

The Feedback of performance data to Business-Governance is Result- or Effect-Oriented. This data can become
the cause for Continuous Improvement or Quality Assurance efforts, in order to optimize the business’
functioning as a singular, unique and integrated system.

Failure

When the collaborative of Human Beings, Machines, and the Human-Machine-Interfaces does not succeed at
realizing the intended strategic goals in pursuit of the vision of the company, that level of business
performance is called “Failure”.

The Feedback of performance data to Business-Governance is Cause-Oriented,; it is indicative of the root-cause
of the friction or conflict that prevents the business from functioning as a singular, unique and integrated
system. This data is essential for creating Authentic Solutions™ to reduce or eliminate any problems.

Executive-Sponsorship

Most strategic change initiatives are proposed Bottom-Up by the people who use the processes in question on
a daily basis. However, for them to see their enterprise-wide initiative through to successful implementation
requires their CEO to delegate authority to them and allocate all necessary resources.

Whether a business system receives the governance measure it requires is thus greatly dependent on the
extent at which a CEO understands a business’ strategic relationships between means & ends and cause &
effect, to justify the expenditure in time and money. A confused mind says no or postpones a decision.

CEO-Dilemma™

This dilemma greatly reduces the nature and number of governance measures a CEO can impose onto the
business system. Because CEOs are given the right to exercise near ultimate Authority over the business’
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H)

strategic direction and the allocation of its resources, they are expected to assume full responsibility for
success and failure, which cannot be delegated down the hierarchy.

Yet, any CEO who tries to use this authority to unilaterally issue orders or reject proposals that have come up
through the organization -seeking Executive Sponsorship- will pay dearly. Giving orders can cause resentment
and defensiveness in colleagues and subordinates. Second-guessing a senior manager can demoralize and
demotivate not only that person but others around him, while eroding his authority and confidence.

CEO-Effectiveness™
Effectiveness is the CEQO’s ability for independent action to influence and shape the market place for its target
audience to the point where it reflects the business’ own vision. To thrive on his/her own terms.

This requires that a CEO is in command of business governance in order to direct the business system’s
performance towards realizing its compelling vision; i.e. to describe his/her decisions in terms of process that
encourage working with the system rather than against it, thus overcoming the CEO-Dilemma and Executive
Sponsorship challenges.

3.1.0 The Business System

In order for an executive decision-maker to change business performance, (s)he needs to understand the strategic
relationships between means & ends and cause and effect of the critical component parts of the system. Absence
of such knowledge reduces leadership to mere trial-and-error, which does not build credibility with employees and
shareholders when explaining past-performance and laying-out plans for the future.

Modes of Consequently, | believe that a CEO should be required to

UN R e G possess a level of system-knowledge similar to an airline-

EMOTIONAL RATIONAL pilot’s understanding of the aircraft’s systems for, for
'l

example, hydraulics, pneumatics, electrical, fuel, control,
~ navigation, and communication.

Y

v v . ) .
& WHAT  © HOW A D<.)<.:torate degrge in a smgle.area gf expertise and no
Substance  Methodology out significant expertise and experience in any other would

not nearly be enough for certification by the Federal
Aviation Administration.

Business

Mechanics™
‘@

Anticipated
Outcome™

Observing a system raises the question of how it should
be understood. Robert Pirsig described in his famous

N
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book “Zen and the Art of Motor-Cycle Maintenance; an

Figure 3. Modes of Understanding a Business System Inquiry into Values” two modes of understanding.

A)

B)

Emotional

This mode of understanding systems is also known as a Romantic approach. It is about the impression or the
emotion it evokes in its observer. What opinion does one form when looking at outer appearances such as the
products or services it produces and delivers? This is associated with a target audience’s Brand-Experience.

Another expression of the outer form is financial statements. You may like the financial picture they paint
absent any indication of the business’ capability of generating long-term value; its structure and sustainability.

Rational

This mode of understanding systems is also known as the Classical approach, which concerns itself with
meaning. Each system is characterized by its executives’ deliberate choices in its design, construction,
implementation, maintenance and management, as a means to achieving a definite end. For example, most
airlines are designed to operate according to a “Hub-and-Spoke” system whereas Southwest Airlines chose a
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“Destination-to-Destination” system. The elegance of some systems testifies of great craftsmanship.

3.1.1 Business-Mechanics™

Describing how a business functions as a singular, unique and integrated system shows remarkable similarities
with an illustrated cook book. Starting with the end in mind, you are first presented with the picture of a Belgian
double chocolate cake with white chocolate shavings on top and raspberry sauce and Cornwall Clotted Cream on
the side. This is a serious call to action; you either keep-on reading or move to the next recipe. The picture is what |
call Anticipated Outcome™, which is the definition of purpose. This is a very powerful motivator, not only for WHY
we do what we do but also WHAT, and HOW we do. | will elaborate on Anticipated Outcome below.

Right underneath the picture of the cake, is the list of ingredients, with specifications for their quality and quantity.
In terms of Business-Mechanics, these are the WHAT of a system, a.k.a. its Substance; the functions that a system
performs and its component parts such as people, hierarchical structures, silos of specialized knowledge,
processes, doctrines, intellectual property, and tools and technology.

Next, you find a description of HOW to process the ingredients into this sumptuous cake; the Methodology. The
methodology for making a business successful is called Business-Governance™.

3.1.2. The Business System within the Market Place

Every business system has a purpose of service to others and it functions as an open system in its interactions with
the outside world. To illustrate this point, Figures 3 and 4 depict the business system as an electrical component, in
which the following aspects of Dr. Michael Porter’s Value-Chain can be recognized:

= Inbound-Logistics, represented by “IN”, standing for the required substance or ingredients of a system.

= Qutbound-Logistics, represented by “OUT” standing for the finished products or services.

= QOperations are represented by Business-Mechanics.

Using electricity as analogy, we need to satisfy the
following two requirements in order for a business to
function successfully as an open system:

A) Potential Difference
Electrical components need a life power source in
order to function. The potential difference between
the plus- and minus terminal is called Volt. Likewise,
any business needs a vibrant market place that is
capable and willing to buy its products and services.
Need || Want The potential difference between the cost of a
product or service offered (= Want) and the price
paid to satisfy a specific Need is called Utility or
Figure 4. What makes a business system buzz? Profit Margin.

v Potential Difference
v’ Closed Circuit
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Consequently, a powerful market is characterized by a product or service that commands a high profit margin
and that can absorb a large volume or units. Such markets are attractive for competitors to enter. | refer to Dr.
Michael Porter’s five forces theory for strategic positioning.

B) Closed Circuit
Any electrical component needs to be connected to aforementioned power source with a closed circuit. Any
bad connections from frayed wires, lose contacts to open circuit-breakers increase the internal resistance
from just a little, all the way to infinity where the current is fully interrupted. Likewise, any business must be
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connected to its market through market intelligence and physical distribution. Any form of friction and
conflict, anywhere in the circuit interrupts the flow of units sold. When you create a demand for your product
or service, you would better make sure that your internal friction and conflict is as low as possible, in order to
enhance your effectiveness and efficiency.

3.2 Anticipated Outcome™

Every business starts with an idea. Because we do not want to invent the wheel every time we want to produce
and deliver that idea, we create a system. Therefore, every system has a purpose, a reason for being created that
is worthwhile the investment of one’s time, money and brain-power.

The purpose of a system is twofold:

=  Realization of a compelling vision of service to others; your reason for being in business.
This vision will by necessity have to focus on a specific target audience with which one resonates. No target
audience will resonate with a business owner/operator whose sole purpose is self-serving; to make-more-
money. There is only one institution in the United States of America that makes money and that is the Federal
Reserve Bank. Everyone else must earn their money, which happens in an exchange for goods and services.
The bigger the applause you receive from buyers, the higher the profit margin they are willing to pay.

= Quality of the end-product and Quality of the production and delivery processes.
As entrepreneur you want to succeed in business on your own terms. Your terms can stipulate if your business
model is a for profit or a non-profit organization. It can state your desired position in the market place;
wholesale or retail; low-end or high-end; mass-distribution or exclusivity.
Who you are and how you show-up in the world is the very essence of your Brand-ldentity -how you
differentiate yourself from all others that operate within the same market place.

Furthermore, satisfying a target audience’s needs goes beyond the physical product or actual service delivery
and includes intangible aspects of a wide ranging nature. Buyers concern themselves with values, ethics,
moral standing, social responsibility, environmental consciousness, political correctness, ownership structure,
working climate and so on. These intangibles are part and parcel of your Brand-Identity and can, without
changing the actual physical product, have a dramatic effect on your capacity to earn money.

Anticipated Outcome is the goal at which Business-Governance is aimed. In other words, it is the moral compass or
Brand-ldentity of any business. If your level-of-thinking aligns with great design and user-friendliness you might be
inspired by Apple computers. If you align with low cost and on-time air travel, you might aspire to becoming the
next Southwest Airlines. If you align with making money, you might want to become the next Bernie Madoff!?

This is a long way for saying that apple seeds grow apple trees and acorns grow oak trees.

Now, let us have a look at the seed of a business, because these seeds can be altered, modified, enhanced, or
stimulated by executive decision-makers’ use of their free-will. But, why would they want to do that?

Anticipated Outcome -how a CEO wants his/her business to be perceived by its target audience- determines the
ingredients that go into the Business-Governance mix. Changes to the Planning, Execution and Control of the
business system that are congruent with Anticipated Outcome, cannot fail to result in a performance that reflects
the Commander’s intent. When actual performance matches-up with or exceeds the forecast results, the CEO
demonstrates his/her CEO-Effectiveness™.

A) Personality
Carl Jung and others designed psychometric questionnaires to measure psychological preferences in how
people perceive the world and make decisions, which recognize the following distinctions:
= Temperament
This distinction refers to an individual’s predisposition, or preferences that become recognizable in their
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talents, passions, and unique ability. These inborn preferences define how a person will operate in life.
Comparable to computer hardware, the way it was designed determines the activities it performs best.

This means that business owners/operators that, for example, are predisposed to the science of research
and development within the medical field are not likely candidates for running a steel mill.

= Character
This distinction is a configuration of habits, a disposition towards a certain attitude, and interaction with the
world. Comparable to computer software, character will de-facto determine how a person will function in
its environment, or society. Also, software can be easily changed, or adapted to new situations.

Unlike temperament, character evolves over time, subject to an individual’s personal experiences within the
culture in which (s)he was educated. When a person’s character matches-up with its temperament, that
person will be authentic in its behavior. However, when circumstances prevent a person to match-up its
character with its temperament, that person’s behavior will be perceived as dysfunctional, or inauthentic.
How many businesses do you know that claim customer satisfaction as their number one priority but they
do not allow you to speak on the phone to a real person?

Next, we take a look at our mind, which is not a thing but an activity.

B) Non-Conscious Mind

~ The non-conscious mind is similar to the hard-drive
g, PERSONALITY — ‘ | di . habi
z & Character & Temperament of a computgr. t stores para |gm§, stories or habits
E y that we believe to be true or right and false or
2 . .
2 NON-CONSCIOUS MIND wrong. We receive our mental programming
< Perceiving & Mental through mimicking pargnts, .and/or other |anL'Jent|aI
S Match-Up of Concept programming role models, thus creating filters through which we
= with Observed Reality Beliefs - Paradigm . : H
zZ perceive the world, and the way we give meaning to
n&

events. This includes our education and thus
w everything we know about business.

CONSCIOUS MIND OFF on
Intellect + five senses Free-Will
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We believe Observed Reality to be true when it

matches-up with our concept of reality.

Figure 5. Anticipated Outcome™; the seed of business If the match-up fails, it must be false or wrong.

Q)

D)

The mind operates de-facto like our personal editor to the extent that it censures out, or refuses to allow in
any evidence that conflicts with what we have decided to believe. These filters coloring our mindset are our
only frame of reference that we use for living our lives on auto-pilot.

Conscious Mind
"Everyone thinks of changing the world, but no one thinks of changing himself." - Leo Tolstoy

We observe reality with our conscious mind, which comprises the senses and our capacity to think. We tend
to favor thoughts and ideas that are in harmony with our mental programming and thus reinforce our comfort
zone; we think INside-the-box.

An extreme form of thinking inside-the-box is ideology. What is troubling about ideology is it does not allow
for any critical discussions. You already know the answer to everything, and the certainty of the personal
infallibility prevents any learning from mistakes. While persisting in the soundness of their own judgment,
ideologues risk piling one mistake on top of the other, causing a chain effect of unintended and unwanted
results.

Free-Will
Our mind has the capacity for conducting thought experiments, for which we temporarily suspend our
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disbelief and consequently start thinking OUTside the box. This allows us to question all assumptions that are
intricately connected to our paradigms, doctrines, theories, beliefs, values, morals, ethics, habits, etc.
Moreover, our eyes see more than what our brain perceives. Therefore, we can expand on what the brain is
capable of perceiving by expanding and updating the current mental programming.

New realities are characterized by new relationships between means & ends and cause & effect. Therefore,
solutions that support the realization of this new reality must by definition have different features, advantages
and benefits from the solutions to which you were accustomed in the old reality. Trying to assess the validity
of new-reality solutions with old-reality criteria is a mind-trap!

33 Business-Governance™

Business-Governance is also known as Cybernetics, which is the interdisciplinary study of the structure of
regulatory systems. A CEO is, so to speak, the governor who exercises authority over a cyclic process of Planning,
Execution, and Control of the business system’s: = Design

= Construction

= Implementation

= Maintenance

= Management.

It is important to notice that man-made systems are impartial by nature, which means that they do not question
any of its actions or underlying assumptions regarding its design, construction, implementation, maintenance or
management. Systems do what they do because they are what they are, similar to railroad cars.

Therefore, the way you lay the track is the path the train will follow. No matter how robust, safe, secure, or

technologically advanced your business, it will fail on a track that is not laid on solid grounds, or that dead-ends
into a bumper. Sooner or later, everyone will be confronted with the systemic problems that were designed right
into the system itself! Employees are -inadvertently- set-up to fail. They are held responsible for operator error
without any authority over Business-Governance, which is unjust. Furthermore, operator error is not the cause of
failure but the symptom of a failing system, which is a CEO responsibility and thus a demand on CEO-Effectiveness.

BUSINESS GOVERNANCE™ A) Strategic Level -before entering into engagement
Vlslli; pupose contel:Informatio,, mdusuyiandards [ Planning
/—-_\

I—)M\ss\on H HWYH H H H
stategic |_>| — oo |<_ oy ThIS actmty refers.to "ch'e designing, covstructlng,

implementing, maintaining and managing of the
business system. Planning receives its input for
the Strategic Planning process from the

Feedback

Goals

\ 4 Governance-Principles™  Vision, Purpose and

Tactical Objectives

Mission. It also receives Feedback from Control.
= Fxecution

O perational R e P Execution receives its input for the Execution
Ple]C I PlE]C Ple]C I Ple]C P[e]C IP[E]C processes from Planning and, in the form of
\ P[e]€ P[E]C Ple]C / Feedback, from Control. This activity refers to
Copyrigh © 2005 by Nerden Al Worldvide Rightseserved translating the Strategic plan into long-term goals
Figure 6. Business-Governance -Integrity for the design, construction, implementation,
maintenance and management of the system.
= Control

Control receives its input for the Control processes from Planning, Execution and outside benchmarks
collected by industry groups and the like. This activity provides meaning to the performance data generated
by people working on the design, construction, implementation, maintenance and management of the
business system. Control processes provide Feedback to Execution for Continuous Improvement and Quality
Assurance programs and to Planning for change initiatives for creating Authentic Solutions™ to business
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growth or to address the significant, persistent and recurring problems that are unintended and unwanted.

B) Tactical Level -during engagement
Long-term goals need to be translated into short-term objectives of the activities that different departments
must develop for their contribution to the design, construction, implementation, maintenance and
management of the business system. These activities must be Planned, Executed and Controlled.

C) Operational Level -engagement itself
Every individual department is responsible for realizing their short-term objectives. These contributions to the
design, construction, implementation, maintenance and management of the business system, must be
Planned, Executed and Controlled.

The Control phase lends significance to the result or outcome of the Execution phase, through comparison with an
intended value that was identified during the Planning phase. We measure the outcome of the Execution phase in
monetary equivalents because most quantitative measurements can be expressed in a monetary value.

The benefit of expressing different values in a compatible measurement lies in the ease with which actual
outcomes can be compared with forecast outcomes, and one period with another, or one business with others
inside and outside their industry group.

However, the fact that we measure performance in terms of money does not imply that the purpose of a business
system is to make money and that success should be understood as making more money.

If a business system does not produce your intended results you must change the system. In terms of an earlier
analogy, if you do not like harvesting apples, you should not spend your time, money and energy on apple trees. If
you do not like apple trees, you should not have planted apple seeds in the first place!

The most critical seed that executives should replace without delay is the doctrine of Silo-Management and its
multiple Best-Practices that PRE-scribe a relentless pursuit of cutting cost in order to make more money. Instead,
we must plant the vital seed of Business-Governance™.

Integrity

Figure 5 shows a Hierarchy of Objectives where Planning of the Operational level supports the Planning of the
Tactical level, which in turn supports the Planning of the Strategic level and thus contribute to the realization of
the business system’s compelling vision of service to others. This same hierarchy applies to the objectives for
Execution- and Control processes. Any business that is governed according to this principle of Business-Governance
has INTEGRITY". In other words, Business-Governance keeps your business system HONEST!

Therefore, in order to be accurate in our language, we can call only one plan strategic. Everything else that we like
to call a strategy, for example for on-line, customer-service, or branding is in fact tactical, if not operational in
nature. After all, how many strategies does one need to grow a business from where it is today to the realization of
its compelling vision? To use a sports analogy, how many strategies does one need for winning a round of Golf in
addition to finishing with the least amount of strokes? A ball that lands in a sand trap is already in-play and thus
calls for a measure designed for activities during engagement, which makes it a tactical measure. Every hit is a
means to the end of landing your ball in the cup. Every time you hole-out brings you closer to completing your
round of golf. Therefore, every hole is a milestone on your strategic plan. The measure of your performance is a
comparison of your score against par for each hole, and for the course as an integrated whole.

34 CEO-Effectiveness™

All systems are impartial because business performance derives its significance from governance, for which the
CEO assumed ultimate responsibility because (s)he can exercise ultimate authority for changing that system.
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We learned that Business-Governance is a cyclic process that begins with Planning, from where it moves on to
Execution, Control and then cycles back to Execution or Planning again via a Feedback loop.

Since Planning is so important to successful governance, lets examine some measurements of CEO-Effectiveness,
for which | submit the following criteria:

= Recognizing its target audiences’ real needs

=  Positioning the business as the “Obvious Choice” for solving those needs

= Adjusting to new situations with Speed and Flexibility to remain the “Obvious Choice”

= Reducing friction & conflict in the Production and Delivery of those solutions

Real Needs

Philip Kotler, Professor of International Marketing at the Kellogg School of Management at Northwestern
University, says that: “A human need is a state of felt deprivation in a person”. A need is thus a feeling, or an
intangible urge that can be satisfied with a product or service. The success of that product or service depends on
one’s ability for identifying that need as precisely as possible.

Obvious Choice

A target audience is characterized by its propensity for choosing the same solution to similar needs. The product or
service you produce and deliver should be characteristic of your Brand-ldentity. When your products and services
match-up with the Anticipated Outcome™ of the responsible decision-makers, buyers will perceive your Brand-
Identity as Authentic. Therefore, when a target audience resonates with the decision-makers behind the brand of
their choosing, you have become their “Obvious Choice” for solving their real needs.

Speed and Flexibility

Once you are established as your target audience’s Obvious-Choice, competitors will challenge your market
position. In order to maintain your Obvious Choice position, you must keep your eyes on their need as it changes.
Most needs are latent and will only surface when a solution is presented. That solution would be better yours!

Whether you can maintain your Obvious Choice position or not, depends on the agility -flexibility and speed- with
which your business system adjusts to an ever changing reality. Agility is a property that has to be designed,
constructed and implemented into the business system; it is not an accessory that can be attached to the system
as an after-thought.

Friction and Conflict

Friction and conflict inside a business system is not always avoidable. However, the key element is working WITH
the system rather than working AGAINST the system. For example, many businesses are governed by fear because
executives believe that it will make employees work harder. The ultimate fear is being fired from one’s job, which
creates a climate that is not conducive to open communication, creativity and innovation for fear of making
mistakes that can get you fired. Fear works against the system because no one will risk reporting a problem or
making a well-intended suggestion for system improvement when there is a chance that it will back-fire.

4.0 THE BUSINESS-GOVERNANCE PARADIGM - A New Level-of-Thinking about Business

We know that systemic problems that seem impossible to solve are symptomatic of a failing business system,
which causes any business to be susceptible to defeat. We also know that business systems are impartial and that
their performance is the effect of its Business-Governance; the Planning, Execution, and Control processes, for the
business system’s design, construction, implementation, maintenance, and management. Because every ship can
only have one captain, the ultimate responsibility for governing the business system towards realization of its
compelling vision of service to others, lies with its CEQO. Success and failure of a business is thus a function that is
inherent to CEO-Effectiveness at Business-Governance.

Before taking a closer look at obstacles to CEO-Effectiveness, let us contemplate Business-Governance as a new
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level-of-thinking to replace the dominant Silo-Management Paradigm.

The Business-Governance Paradigm recognizes that the business system is just a means-to-an-end. Therefore, in
order to direct the business towards the successful realization of its compelling vision of service to others, the CEO
must organize the contributions of all silos of specialized knowledge within the Value-Chain into a Strategic Plan.

corsory This plan lays out a course of independent action for
Knowledge becoming the target audience’s Obvious Choice.

For a CEO to thrive on his/her own terms, (s)he must
e make hard trade-off decisions regarding the functions,

Knowledge processes and activities that are mission critical to
achieving an Obvious Choice market position.

Firm Infrastructure
Human Resources
Procurement
Inbound Logistics
Operations
Outbound Logistics
Marketing & Sales

Technology Development

Deep
Domain
Expertise

To illustrate this point, Southwest Airlines is the Obvious
Choice for passengers that value low fares and on-time
departure and arrival. Therefore, they traded first class,
§ assigned seating, transfers with rivaling airlines and
o meals for a faster turn-around time, which also happens
to save money. In addition, they conduct their own
Figure 7. The Business-Governance™ Paradigm ground operations, which might be more expensive but it
increases reliability and dependability dramatically.
Every employee knows that Southwest Airlines earns its money by flying; not by waiting at the gate for passengers,
or service providers. Southwest Airlines is not driven by cutting cost but by vision. Envious of Southwest’s success,
rivaling airlines copied the cost savings in order to cut cost and thus failed at copying the airline’s success.

Organized
Knowledge

| Business-Governance™
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Business-Governance treats each area of expertise as an open-system; it encourages the free exchange of ideas
and information between silos. Therefore, there can be no competition for first place among silos regarding cost-
savings, contribution-margins or budget allocation.

4.1 Obstacles to CEO-Effectiveness
When businesses grow, they become more complex, which removes its CEO further from the primary business

processes, which decreases his/her ability for a hands-on leadership approach. A hierarchical layer of additional
decision-makers and information technology has been placed in between the CEQ’s desk and the shop floor.

As a result, executive decisions take longer to implement,
and are subject to misinterpretation on lower echelons.
Furthermore, decision-makers physically closer to the
focal area of interest are better informed when making
recommendations for executive approval. However, their
feedback information tends to be aggregated and

FOREIGN
CONCEPT

MENTAL I
ROGRAMMING

P

OBSERVED REALITY

. ) > Theory; Doctrine; Ideology colored and thus looses some of its sensitivity for CEOs.

» Top-line results » Assumptions

> Bottom-line results » Best-Practices

:» Employee engagement f Habits .

> War-for-talent _ > Values CEOs feel a loss of control whenever they experience

» Creativity and Innovation r Bell.efs ] ) i )

7 Executive burn-out 7 thics conflict in the match-up between their Observed Reality

» CEOturn-over » Etc.

» Fraud, ethics, trust, credibility and their Mental Programming.

» Differentiation —long-term value .

> sustainabilty In other words, CEOs try to make sense out of their
comn R e Observed Reality against the back-drop of their Mental

Figure 8. Matching-up Reality with Personal Beliefs Programming, which exists of knowledge that they firmly
believe to be valid, true and thus right.

However, this conflict will perpetuate as long as they keep asking the same question over-and-over again:
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“How can business appear to act that way when | know that it is impossible?”

Even if they are given a solution, they will still feel conflicted because that solution must have been derived from a
concept foreign to their Mental Programming; that foreign concept fails to match-up with assumptions
underpinning their Mental Programming. The persistence and recurrence of systemic problems indicate that
CEO-Effectiveness is inadequate for successful governance of a business system under normal operating conditions
(= Routine), let alone under exceptional operating conditions (= Change), created by the need for solving systemic
problems. Both routine and change require the same level of CEO-effectiveness at governing the business system.

4.2 The Paradigm-Shift

The solution to increasing CEO-Effectiveness cannot be found in any theory, methodology, behavior or technology
that is the brain child of our current level-of-thinking. Indeed, persisting in performing the same activities with
faster technology, that creates more precise measurements, at a lower cost per unit, so that you can work smarter
not harder, is indeed insane. Improving the efficiency of ineffective solutions is a waste of time and money!

It should be evidently clear that the Silo-Management Paradigm and its pursuit of Best-Practices for making-more-
money is in direct conflict with the realization of a business’ compelling vision of service to others.

The significant problems that we face can only be

TRANSFORMATION resolved by changing our level-of-thinking
FROM: Silo-Management
Silo-Management I—-> MAKE-MORE-MONEY TO: Business-Governance™

Because of this paradigm-shift, we must change what

PARADIGM we believe to be the purpose of a business
SHIFT FROM: Making-more-Money
TO: Becoming Obvious-Choice for target audience

OBVIOUS-CHOICE
TARGETfXLD.ENCE Therefore we must also change our expectations of
individual silo-managers’ performance

FROM: Cutting Cost

Figure 9. Paradigm-Shift TO: Reducing friction & conflict within the system

Business-Governance™
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CONCLUSION

Businesses function as open systems in their relationships with the outside world. That means that decision-
makers listen to and act upon opinions and requests from individuals and groups such as buyers, suppliers,
industry groups, consumer groups, and governments.

However, most businesses function as a closed system internally; in their relationships between silos of specialized
knowledge. The Silo-Management Paradigm encourages silo-independence, which prevents one silo-manager to
be influenced by another, even though they are working on the production and delivery of the same products and
services of the same business. That is what executives explicitly or implicitly decided in their Business-Governance,
for how they wanted the business system to function. Subsequently, one can only expect system performance to
reflect the level of friction and conflict that was deliberately or inadvertently designed and built into the system.

Based on the second Law of Thermodynamics, Dr. Werner Heisenberg’s Uncertainty Principle, and Dr. Kurt Godel’s
Incompleteness Theorems, Colonel John Boyd US Air Force" concluded the following about closed systems:
“One cannot determine the character or nature of a system within itself. Moreover, attempts to do so lead to

confusion and disorder.” This applies both to one’s mental- and physical environment.
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Whenever an individual decision-maker experiences a conflict between his/her mental programming -the habits,
concepts, values, etc. that (s)he firmly believes to be valid and true- and his/her Observed Reality, which includes
the suggestion of adopting a foreign concepts such as The System of Profound Knowledge, that individual feels
threatened. His/her comfort zone is under attack. A natural reaction is to defend one’s own position.

However, Colonel Boyd tells us that any attempt at proving the validity of one’s own mental programming will only
cause more confusion and disorder, and thus perpetuates the significant problems we so desperately try to solve.
Silo-Management condemns us to making the same mistakes over-and-over again. We are our own worst enemy!

A business’ only hope for recovery from this death-spiral is True-Leadership! We need CEOs that are willing to ask a
different question: “What would business be like if it did act the way we observe it to act?”

In conclusion, for a CEO to position his/her business beyond the possibility of defeat, (s)he must create his/her
own concepts to create clarity and order until (s)he is satisfied with its match-up with Observed Reality.
Buckminster Fuller said: “You never change something by fighting the existing reality. To change something, build a
new model that makes the existing model obsolete."

CEO-Effectiveness depends on the fulfillment of the following requirements that hinge on an individual’s choice of

exercising his/her Free-Will.

=  Programming your mind with the comprehension of multiple concepts or silos of specialized knowledge and
continuous exposure to new knowledge, both from inside and outside your industry. After all, when creating
your own concepts through analysis and synthesis, you need to have different concepts at your command
from which to choose those ideas and concepts that fit your needs.

= Ability to temporarily suspend your disbelief to welcome a paradigm-shift.

Catch 22

Our hopes for solving persistent and recurring systemic problems seem to have reached an impasse:

=  Business leaders, who are unwilling to stretch their comfort zone, are unlikely to request of institutes for
executive education to offer additional programs that are outside their personal silo of specialized knowledge.

=  As long as institutes for executive education continue to operate under the Silo-Management Paradigm, they
will keep optimizing the supply of Silo-Management programs, which excludes catering to other Paradigms.

Which university is committed to a definite purpose of becoming the Obvious Choice for Executive Education?
I look forward to sharing my unique program “The Missing-Link in the Value-Chain™” with its representative.

Please be reminded of what Napoleon Hill said about education in his book “Think and Grow Rich”, back in 1937:

KNOWLEDGE will not attract money, unless it is organized, and intelligently directed, through practical
PLANS OF ACTION, to the DEFINITE END of accumulation of money. Lack of understanding of this fact
has been the source of confusion to millions of people who falsely believe that “knowledge is power”.
It is nothing of the sort! Knowledge is only potential power. It becomes power only when, and if, it is
organized into definite plans of action, and directed to a definite end. This “missing link” in all systems
of education known to civilization today, may be found in the failure of educational institutions to
teach their students HOW TO ORGANIZE AND USE KNOWLEDGE AFTER THEY ACQUIRE IT.

i Ancient Chinese military general, strategist and philosopher who is believed to have authored the Art of War,
an influential ancient Chinese book on military strategy.

ii Integrity: Unreduced or unbroken completeness or totality; moral soundness.

iii Colonel John Boyd (January 23, 1927 — March 9, 1997) was a United States Air Force fighter pilot and Pentagon
consultant of the late 20th century, whose theories have been highly influential in the military, and business.

Copyright © 2011 by Hans Norden. All Worldwide Rights Reserved. 15



