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Lecture Text  
Professor John R. Wells 

Strategic Agility:  
Managing Continuous Change 

(edited for clarity) 
 
 
Why Do Successful Companies Fail? 
I’m just going to ask you a question, straight off: why do successful companies fail? 
This could be any company; I’ll show you some genuine companies that it applies to. 
Years and years of successful financial performance, then all of a sudden, they fall off 
the edge of a cliff. IBM did a fantastic job of it; Texas Instruments has done it a few 
times; Philips has done it a few times, but it’s not just high-tech companies. Marks & 
Spencer has done it, retail. Lots of companies do this. Why? Jerry? 
 
__: Well, the environment changes, and they lose some of their core advantages. 
 
PROFESSOR WELLS: Things change and they kind of don’t do anything about it. It’s 
Jack Welch—and I hope you read the article last night about Jack Welch. If a 
company fails to change as fast as its environment, then inevitably it will die. And 
the challenge of course is that the environment is often determined, because 
environment isn’t an exogenous thing; it’s our competition. If we don’t manage to 
change faster than they do, inevitably we’re going to end up in the graveyard. And 
it’s intriguing how many companies do this. Where do you think the problem started? 
At the top here? 
 
__: No. Couple of years before.  
 
PROFESSOR WELLS: A couple of years before. Back here, when things still looked 
good. Carlos? 
 
__: When the growth curve starts losing its momentum. 
 
PROFESSOR WELLS: Its momentum. See, Carlos wants to do differential equations 
here: it’s somewhere back there, guys. It’s intriguing, the finances continue to look 
great, and yet there’s a fundamental underlying problem. And when companies first 
face a fundamental problem, they have an intriguing behavior pattern: they try 
harder. They don’t question what they do, they just try harder.  
 
Put a pigeon, by the way, in a cardboard box with two little feeders on it—one red, 
one green. It doesn’t matter which feeder you put the food in. Put the feed in one 
and nothing in the other, and it will peck around until it finds the feeder that works, 
and then it will eat. Then take the feed out of that feeder and put it into the other 
feeder. The pigeon will continue to peck the first feeder until it dies of starvation. 
Intriguing, isn’t it? The pigeon can’t learn.  
 



 

精品课程  权威双证  全国招生  请速充电 

你可能准备跳槽或者求职,却为缺少行业经验和专业证书而被用人单位百般挑惕! 

你可能目前衣食无忧,但随着年龄的增长和社会竞争压力的增大,因为得不到专业的全新培训而失去

竞争的机会和面临被淘汰的危机。 

美华教育携手中国经济管理大学面向全国举办迷你 MBA 职业经理双证书班，毕业颁发双证书。 

招生专业及其颁发证书 

认证项目 颁 发 双 证 学 费

全国《职业经理》MBA 高等教育双证书班 高级职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《人力资源总监》MBA 双证书班 高级人力资源总监职业经理资格证书＋2 年制 MBA 高等教育研修证书 1280 元 

全国《生产经理》MBA 高等教育双证班 高级生产管理职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《品质经理》MBA 高等教育双证班 高级品质管理职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《营销经理》MBA 高等教育双证班 高级营销经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《物流经理》MBA 高等教育双证班 高级物流管理职业经理资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

全国《项目经理》MBA 高等教育双证班 高级项目管理职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《市场总监》MBA 高等教育双证书班 高级市场总监职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《酒店经理》MBA 高等教育双证班 高级酒店管理职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《企业培训师》MBA 高等教育双证班 企业培训师高级资格认证毕业证书＋2 年制 MBA 高等教育研修证书 1280 元 

全国《财务总监》MBA 高等教育双证班 高级财务总监职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《营销策划师》MBA 双证书班 高级营销策划师高级资格认证证书＋2 年制 MBA 高等教育研修证书 1280 元 

全国《企业总经理》MBA 高等教育双证班 全国企业总经理高级资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《行政总监》MBA 高等教育双证班 高级行政总监职业经理资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

全国《采购经理》MBA 高等教育双证班 高级采购管理职业经理资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

全国《IE 工业工程管理》MBA 双证班 高级 IE 工业工程师职业资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

全国《企业管理咨询师》MBA 双证班 高级企业管理咨询师资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

 



 

【授课方式】   全国招生、函授学习、权威双证      
我校采用国际通用3结合的先进教育方式授课：远程函授＋视频光盘+网络学院在线辅导（集中面授） 

【颁发证书】学员毕业后可以获取权威双证书与全套学员学籍档案     
1、毕业后可以获取相应专业钢印《高级职业经理资格证书》；     
2、毕业后可以获取2年制的《MBA研究生课程高等教育研修结业证书》；      

【证书说明】     
1、证书加盖中国经济管理大学钢印和公章（学校官方网站电子注册查询、随证书带整套学籍档案）； 
2、毕业获取的证书与面授学员完全一致，无“函授”字样，与面授学员享有同等待遇，证书是学员求职、提

干、晋级的有效证明。 

【学习期限】 3个月（允许有工作经验学员提前毕业，毕业获取证书后学校仍持续辅导2年） 

【收费标准】 全部费用1280元（含教材光盘、认证辅导、注册证书、学籍注册等全部费用） 
 函授学习为你节省了大量的宝贵的学习时间以及昂贵的MBA导师的面授费用，是经理人首选的学习方式。 

【招生对象】 
1、对管理知识感兴趣，具有简单电脑操作能力（有2年以上相应工作经验者可以申请提前毕业）。 

2、年龄在20－55岁之间的各界管理知识需求者均可报名学习。 

【教程特点】    
1、完全实战教材，注重企业实战管理方法与中国管理背景完美融合，关注学员实际执行能力的培养；  
2、对学员采用1对1顾问式教学指导，确保学员顺利完成学业、胸有成竹的走向领导岗位；  
3、互动学习：专家、顾问24小时接受在线教学辅导+每年度集中面授辅导 

【考试说明】    
1．  卷面考核：毕业试卷是一套完整的情景模拟试卷（与工作相关联的基础问卷）  
2．  论文考核：毕业需要提交2000字的论文（学员不需要参加毕业论文答辩但论文中必修体现出5点独特

的企业管理心得）  
3．  综合心理测评等问卷。  

【颁证单位】   
中国经济管理大学经中华人民共和国香港特别行政区批准注册成立。目前中国经济管理大学课程涉

及国际学位教育、国际职业教育等。学院教学方式灵活多样，注重人才的实际技能的培养，向学员传授先

进的管理思想和实际工作技能，学院会永远遵循“科技兴国、严谨办学”的原则不断的向社会提供优秀的管

理人才。 

【承办单位】 
美华管理人才学校是中国最早由教委批准成立的“工商管理MBA实战教育机构”之一,由资深MBA教

育培训专家、教育协会常务理事徐传有教授担任学校理事长。迄今为止，已为社会培养各类“能力型”管理

人才近10万余人，并为多家企业提供了整合策划和企业内训，连续13年被教委评选为《优秀成人教育学校》

《甲级先进办学单位》。办学多年来，美华人独特的教学方法，先进的教学理念赢得了社会各界的高度赞

誉和认可。 

【咨询电话】13684609885  0451--88342620     【咨询教师】王海涛  郑毅 

【学校网站】http://www.mhjy.net      【咨询邮箱】 xchy007@163.com  



 

 

【报名须知】 
1 、报名登记表格下载后详细填写并发邮件至  xchy007@163.com  (入学时不需要提交相片，毕业提交试卷

同时邮寄4张2寸相片和一张身份证复印件即可) 

2、交费后请及时电话通知招生办确认，以便于收费当日学校为你办理教材邮寄等入学手续。 

【证书样本】（全国招生 函授学习 权威双证 请速充电）  

（高级职业经理资格证书样本）              （两年制研究生课程高等教育结业证书样本） 

【学费缴纳方式】(请携带本人身份证到银行办理交费手续，部分银行需要查验办理者身份证) 

方式一 学校地址 
邮寄地址：哈尔滨市道外区南马路 120 号职工大学 109 室   

邮政编码：150020    收件人：王海涛 

方式二 
学校帐号 

（企业账户） 

学校帐号：184080723702015  账号户名：哈尔滨市道外区美华管理人才学校

开户银行：哈尔滨银行中大支行  支付系统行号：313261018018    

方式三 
交通银行 

（太平洋卡） 

帐号：40551220360141505    户名：王海涛 

开户行：交通银行哈尔滨分行信用卡中心 

方式四 
邮政储蓄 

（存折） 

帐号：602610301201201234    户名：王海涛 

开户行：哈尔滨道外储蓄中心  

方式五 
中国工商银行

（存折） 

帐号：3500016701101298023   户名：王海涛 

开户行：哈尔滨市道外区靖宇支行 

方式六 
建设银行帐户

（存折） 

中国人民建设银行帐户（存折）： 1141449980130106399 

用户名：王海涛 

方式七 
农业银行帐户

（卡号） 

农业银行帐户（卡号）： 6228480170232416918  用户名：王海涛 

农行卡开户银行：中国农业银行黑龙江分行营业部道外支行景阳支行 

方式八 
招商银行 

（卡号） 

招商银行帐户（卡号）： 6225884517313071    用户名：王海涛 

招商银行卡开户银行：招商银行哈尔滨分行马迭尔支行 

可以选择任意一种方式缴纳学费，收到学费当天，学校就会用邮政特快的方式为你邮寄教材、考试问

卷以及收费票据。 

 

http://www.mhjy.net 
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And it’s funny how you can take a large number of intelligent managers and put 
them into an organization, and they have the collective intelligence of a pigeon. 
Because they just try harder. And then of course, after they’ve finished trying 
harder, they say, “Well, let’s have an overhead cost reduction.” And of course, an 
overhead cost reduction limits your ability to be able to change because you’ve now 
taken the change capacity out of the organization.  
 
Or, “Let’s have a reorganization!” And then when things really get desperate, the 
CFO comes in and does financial engineering. For those of you who have been CFOs, 
this is a matter of scraping the balance sheet of all the profits and putting it into the 
P&L line, by which time you’ve got no flexibility, and then you fall off the edge of a 
cliff and the company collapses. And 20 or 30 percent of the top management get 
fired, and lots of the employees get fired. You restructure, you refinance. And 
unfortunately, some companies then start the cycle all over again. Intriguing!  
 
Why Don’t Companies Change? 
You have to ask the question, why—and that’s the question we’ll be trying to answer 
over the next hour, to try and understand, why no change? Now some would say 
there’s an economic logic. In some business circumstances, you’re better off 
continuing to do the same thing until you disappear into oblivion. So an interesting 
argument; I’ve seen examples of it, but very few companies, certainly no 
management teams, typically think that’s what they’re about. I’ll try and show you 
some examples. 
 
The real issue is one of inertia: companies find it difficult to change. First of all, 
cognitive inertia. They don’t even perceive that they need to change. They can’t see 
that the environment is changing; they’re blind to it. They have a model of the world 
that says, we’re doing the right thing, and they continue to do it. Another key 
challenge is action inertia: we can see there’s a problem, but we can’t seem to get 
our organization to do anything about it. And the third category, I call it volitive 
inertia, a fancy term for the fact that we can see there’s a problem, we could do 
something about it, but we don’t really want to. We have no will to do it; in fact, it’s 
just too unpleasant. It’s too hard, and we’d rather continue to do what we’re doing 
now.  
 
Strategic Agility 
To deal with these issues, we need a lot more agility to survive. Agile strategy. We 
use these techniques, but we use the techniques in a way that we’re prepared to 
change the whole time. We need an agile structure, an organization that will allow us 
to respond. Because you can have some organizations that are impossible to change, 
even though you know you need to. And agile minds: the people have to be 
prepared to change. Because ultimately, the ability of a company to change is limited 
by the capacity of the individuals in the company to change. And that’s a key to 
basically making strategy happen on a continuing basis. 
 
Let’s talk about some examples.  
 
Atari 
Atari, has anybody heard of Atari? Does anybody know where Atari is now? In 1972, 
Atari was founded by Nolan Bushnell, the grandfather of video games. And actually, 
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a couple of the two earliest employees were Steve Jobs and Steve Wozniak, who 
then started Apple later. Fascinating company. They started with a game called 
Pong. Anybody remember Pong? Oh, great game. It depends on the generation, you 
see. Pong—before that, we used to play pinball. Pong was a great game, because 
you could play it with one hand and drink with the other, so it was very popular.  
 
And Atari decided that they would launch this as a video console in 1975, and it was 
hugely popular. And then hundreds of competitors came in with new video consoles 
that you could put multiple games in. And they almost gave the consoles away. 
Really, they lost money on every console they sold. Why did they decide to give 
them away? 
 
They sell the games! Yeah, you make money. It’s the old razor blade strategy: give 
away the razor, then you make a lot of money on the blades. Now Atari said, well we 
can do that, too. And in 1976, they said, “We will launch the 2600 console.” But it 
was going to take a lot of cash, so they sold themselves to Warner. By 1978, they 
still had two-thirds of the market, and Nolan Bushnell went to Warner and said, “It’s 
time to go for the 5200, the next-generation game.” And Warner said, “No way.”  
 
And he was very disappointed. He said, “We’ve got to start with the competition.” 
But look at Warner’s point of view. In 1976, they bought the business for multiples of 
$36 million. In 1977, it made no money. In 1978, growing like a weed but making no 
money.  
 
And along comes Nolan Bushnell and says, “Well, the game is over on that one; we 
want to start an even better one.” Warner said, “Uh-uh.” Right or wrong? The knife-
edge of decision: when do you go to the next generation? If you go too soon, it costs 
you too much; if you go too late, it costs you too much. You haven’t got time to 
debate it.  
 
In 1979, $239 million in sales. Warner says, “Oh, we’re quite happy with that.” In 
1980, $512—$70 million in profits. 1981, $287 million in profits. 1982, $323 million 
in profits from the 2600 console. Boy, it’s very expensive making a decision too 
soon; it’s also often a big decision, making it too late.  
 
Because 1982 was an interesting year for Atari. First of all, they turned down a game 
from a little, tiny company in Japan called Nintendo, called Donkey Kong, which 
turned out to later be one of the biggest games of all time. The second thing is, they 
launched Pac-Man on the 2600. And the 2600 wasn’t powerful enough for Pac-Man, 
and it was a disaster. But then they made the biggest mistake of all in the way they 
actually handled the introduction of the 5200, which they introduced. Because the 
trade said, “Are you going to help us with this? Because we’ve got lots of inventory.” 
And they said, “No.” And overnight, sales of 2600 games went from X to zero. And 
the trade was furious. Video games went down to one dollar a piece from fifty 
dollars, and the industry was in disarray. In 1982, the industry was $3 billion dollars; 
the trade said, “Never again.” And within three years, the industry had shrunk to a 
$100 million industry, because they were so mad. 
 
What happened to Atari? Of course, they actually lost $500 million in 1983 launching 
a new console, the 5200, into a market that said, “We’re just simply not going to 
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accept it.” Now you can turn around and say, was that bad timing? Or was it just bad 
strategic management, as you actually change your channel?  
 
Intriguingly enough, as you look at the video game leaders, the first generation, 
Atari won and then collapsed. The second generation Nintendo won but never 
recovered from the third generation. The sixteen-bit generation, where Sega came in 
and won. Sega then collapsed and Sony came in. And then the next generation, 
Sony won again. The big difference between Sony and these other players is Sony, 
for the last 30 or 40 years, has being managing from one generation of technology 
into the next, and so knows how to manage out from one layer and into the next. 
And so people are speculating as to whether it’s going to be our good friends 
Microsoft that will win the 128-bit game. But Sony looks like a frontrunner because 
they really understand the model of how to win. 
 
Kodak 
Another example: Kodak. Anybody heard of Kodak? In 1990, Kodak, the number one 
in old traditional film, by far. The biggest camera producer in the world. They didn’t 
make any money on cameras. And why would they sell cameras and not make 
money on them? Film! The same story again, razor blade strategy: you don’t make 
money on cameras; you make money on film. In 1983, 1984, somebody says, “You 
could have digital cameras.” “Oh,” says Kodak, “this is not a very good idea.” But a 
courageous company—the chief executive says, “We will commit; we’re going to be 
the number one in digital imaging.” 
 
Now in 1986, Kodak produced the first million-pixel receptor in the industry, years 
ahead of anybody else. They had the best hardware technology for the digital world. 
They had the best software by far; in fact, they’ve set the standards for digital image 
processing. So here’s a company that, although they’re threatened, invests a fortune 
in the new world. Pretty impressive logic.  
 
Then you take a look at their operating profits, and they continue to go up. Have a 
bit of a setback, but doing nicely. Bang! What’s going on? Well, let’s take a look at 
what’s really going on: global film share. In the old world, while they were looking at 
the new world, they completely gave up their leadership position to Fuji. There’s an 
old story in marketing: Never let go of one branch until you’ve got hold of the next. 
Then you go into the new world, and you find that Fuji is also number one in digital 
processing in stores. Remember, you make your money from processing and film, 
and Sony is number one in cameras in the United States. 
 
Kodak actually makes cameras. They’re number three with 15 percent market share. 
And reportedly they lose sixty dollars on every camera they sell. Minus 20 percent 
return on sales. Sony makes a plus-10 percent return on sales. For Kodak, they have 
lost the old world and they have lost the new world. And you say, how can that be? 
Here’s a company that was the strongest in the old world and the new world in the 
late 1980s. What were they doing?  
 
Their first digital launch wasn’t too digital at all. They came up with a player, about 
this size, that when you went to the store with your film, they would give you a CD 
that you could play on your TV—the box—so you can actually see your pictures on 
the TV. And it cost you about twice as much as a color TV to buy one of these. Who 
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would have bought one of those? So it’s horrible, isn’t it? And it’s just absolutely 
horrible. Everybody can see that you wouldn’t have bought one then, you wouldn’t 
buy one now. Why do you think they did it? 
 
__: They were just in turmoil, in internal conflict. You had the silver halide world, 
and you had the digital world. And they were trying to keep those two things blended 
in a way that they didn’t give up their silver halide technology. 
 
PROFESSOR WELLS: Yeah, “We don’t really want to give it up!” Meanwhile, with 
this fantastic chip in 1986, it was 1991 before they launched their first camera, and 
it was a professional version. It cost the equivalent today of $23,000. Meanwhile, 
Apple had already launched a camera using their chip, as had several other people. 
They didn’t exploit their own technology; other people took it and exploited it. 
Intriguing. They did most of their digital development—in the first instance, they 
wanted to do it in Rochester. Is Rochester a big digital location for doing research 
these days? 
 
__: It’s not a big location for anything. 
 
PROFESSOR WELLS: It’s a company town, by the way; it’s an important company 
town. So the expertise isn’t there but they wanted to handle it themselves. Product 
development scattered over more than a dozen divisions. Intriguingly, I found 
twenty-three different digital scanner projects in the organization. Is that a way to 
get a decent digital scanner, to try it twenty-three times? They’re just not structured 
in order to execute on the strategy at all. We’ve got a problem here of “They don’t 
really want to do it.” We have a problem here of “Hey, let’s try and preserve the old 
world.” They’re not structured behind supporting it. They set up a digital lab in 
Japan. I thought that was a great idea—access to Japanese ideas. But then they 
turned round and said, “Well, the divisions have to pay for the research in the lab in 
Japan.” And of course the divisions said, “Oh no, we’re not going to pay for that.” So 
the digital lab just meandered along; no corporate commitment at the time. 
 
And just to keep things really going, they had seven reorganizations between 1983 
and 1993. They’d come up with a great idea, that they were really a chemical 
company. And so they bought pharmaceuticals and blood treatment, and a whole 
bunch of other—which they subsequently sold, of course. And they kept changing 
CEOs. This was what was going on for the company.  
 
You’ve got to have a lot more than just a verbal commitment. You’ve got to have a 
strategy, which they sort of had. They didn’t have the structure, the systems or the 
incentives to really drive it through. So no agile structure, and when it came to the 
people, they were conflicted the whole time. They were conflicted. You’ve got to get 
the commitment behind it. 
 
Global PCs 
Another example: global PCs. Of course, IBM was number one in PCs. Here’s Apple 
and here’s Compaq. And I’ve combined Compaq and HP because they’re together 
now, but this is mainly Compaq in those days because Compaq came out with the 
first portable. Anybody remember the first Compaq portable? Boy, thirty kilos! But it 
was good. But the real thing is where they really started growing and became the 
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fastest-growing company in the United States, was when they adopted the 386 
processor and IBM didn’t, because IBM didn’t want to be dependent upon Intel.  
 
And so Intel’s mixed motives, and often inertia is created because you don’t want to 
upset the channel, or you don’t want to buy from a particular supplier. So that 
allowed Compaq into the door. HP got into the door as well because they had a 
fantastic distribution network. They made lots of money on printers, and copiers, and 
things, and they said, “OK, we’ll add PCs as well.” And so over time, Compaq and 
HP, between them, far surpass IBM and Apple. Who’s this? 
 
And so here’s Compaq, up and up and up. Then of course, they buy digital 
equipment, and then they decide they’re going to combine themselves. And Dell is 
getting bigger and bigger and bigger, and it is now number one in the world. 
Compaq and HP, both miles ahead of Dell. It must be the secret of Dell’s strategy; 
we don’t know Dell was doing. Does anybody know what Dell was doing?  
 
Everybody knows what Dell was doing! They’re selling direct and making to order, 
right? And the intriguing thing is, where does that turn into advantage? If you take a 
look at Dell’s advantage, it’s about 11 percent of sales. Rough calculations: in 1998, 
it was about 11 percent of sales. It’s still about 11 percent of sales. Now of course, 
costs have come down on both sides. By the way, Dell makes, on average over that 
period, 8 percent of sales. So you can see what the average profitability is in the PC 
business: it’s minus 3 percent of sales. Do a five forces on the PC industry, and you’ll 
see it’s a five-star turkey; that’s why it makes minus 3 percent on sales.  
 
Dell manages to make money. Yes, they’ve got a fantastic pipeline management 
system, customer inventory. They save on customer inventory and the capital 
involved. But the real big difference in that 11 percent is they don’t offer a channel 
margin, because they go direct. So two-thirds of their advantage is literally the 
margin and the marketing; they don’t give the channel. So what would you do if you 
were Compaq and HP in 1998? Because I can tell you, in 1998, Dell was 100 percent 
direct, Compaq was 4 percent direct, HP was 1 percent direct. And two-thirds of the 
advantage is the distribution channel. You might think about going direct, and 
they’re storming ahead. They’re already 10 percent direct, within five years.  
 
But remember, HP has built its whole business on great channels of distribution, so 
they’ve got real mixed motives about it. The other thing is, would you sacrifice that 
channel to sell more PCs when you need it to sell your printers and everything else? 
You don’t want to upset that channel, because you could lose the business. And HP 
and Compaq were looking at each other, each day saying, “Who’s going to go direct 
first?” because the other is then going to pick up all the business, because you’ll 
upset the channel. So it’s more than an internal problem; it’s an external problem. 
And indeed, Compaq actually pays local distributors, when it does go direct, to stop 
them from being upset and moving away from the business. Big problem.  
 
It’s an even bigger problem, of course, because HP is saying, “We won’t go direct 
because we’ll upset our distribution channel for printers, which is where we make all 
of our money, because we don’t make money on PCs. Has anybody noticed what Dell 
has started to sell? Printers! They’re doing exactly the same with printers. And HP is 
sitting there saying, “Oh, gosh!” So we’ll see where they are in five years’ time, but 
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if anybody wants to invest in the stock market, you know what put options are. So 
we can see: cognitive inertia. You can’t actually see the problem, or you can’t get 
agreement on what to do about it. You can’t get the organization to change, and you 
haven’t got the will to change yourself. How do you get to the agility? Agile strategy, 
agile structure, agile systems. 
 
 
The steel industry 
Why don’t I pick a really dull, boring example: the steel industry. How would you 
ever be agile in steel? This is 1986. Nucor, a little, tiny company: 6 percent of sales 
compared to the three big players. Let’s talk a little history of steel. Prior to World 
War II, there were three big steel producers in the United States. U.S. Steel had 
two-thirds of the market. Massive barriers to entry. It cost a fortune to get into the 
steel industry with open-hearth furnaces. The United States had the best technology. 
They were located near their customers, producing automobiles. They shipped steel 
all around the world. It was a wonderfully profitable time.  
 
After World War II, it continued to be profitable until the Japanese and the 
Europeans came up with the basic oxygen furnace, which was more cost-effective 
technology. All of a sudden, the export market started to wane a bit. “Oh, but that 
doesn’t matter because we’ve got a good home market. Who cares?” And the basic 
oxygen furnace can’t produce the quality of steel our customers require.  
 
And then the steel starts coming into the country, and all of a sudden it’s no longer a 
local play with three competitors; it’s multiple players. It’s a miserable business, 
particularly because of one source of supply. Who had real negotiating power and 
extracted most of the profit out of the steel industry in the ‘50s, ‘60s and ‘70s? The 
unions. Organized labor was extracting such huge prices for daily labor rates that 
they were losing a fortune. Then, just to make it worse, along comes a new minimill 
technology, which uses scrap. So now you locate the mill near the customer; you 
buy the local scrap; you produce the local steel. It’s low-quality steel, but your 
operating costs are incredibly low. And the minimum efficient scale, the size of a 
plant, is one-tenth of the size of the old technology. And the cost of capital per ton is 
one-tenth of the size. So we’re now talking about capital to get in the business: 1 
percent of the old technology.  
 
Now it looked fantastically profitable. A new player gets into this business and says, 
“I’m making a huge amount of money because I’ve got low operating costs.” What 
crosses your mind about what’s going to happen in the industry? What’s happened to 
the barriers to entry? They have dropped dramatically. So you think you might have 
figured out, well, actually, it looks great now, but what if other people came in? 
Dozens came in; dozens of minimills came in. And in the period 1966 to 1986, 
twenty-four of them— twenty-four new competitors—went bankrupt. So this is how 
ugly this business is. And Nucor is making 6 percent on sales. 
 
Then you take a look at what’s going on in terms of Nucor’s performance. And every 
year, their productivity gets better and better and better; more and more tons per 
employee. And every year they’re making good money. And you ask, well, how do 
they manage to do that? This is a really ugly business, so this must be a good 
example of how you can do that. Very strong focus. Their philosophy on life from the 
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strategy point of view is, “We build steel plants more efficiently and we operate them 
more efficiently than anybody else.”  
 
Because the only way you can make money in steel is being lower-cost. Very, very 
focused on delivering lower cost. Plant location: if they can’t get the right location for 
a plant, they won’t build it. And they want one that’s got multiple transport 
capability. They want competitors in the rail networks such that they can drive prices 
down. Very low-priced electricity. They go for the lowest-cost inputs in the area they 
can; otherwise they won’t bother. The build the plants themselves; they are the 
general contractor. And intriguingly, they hire local farmers to build the plant— 
farming labor, not union labor.  
 
And then when they come to open the plant, they hire the same labor to run it. 
What’s the advantage of that? The guys that built the plant, run the plant. They kind 
of feel they own it; they know exactly how it works. It’s intriguing.  
 
Sales and pricing: they will not give volume discounts. It sounds intriguing, but in 
their area they say, “We have an everyday low price.” The challenge is, if you give 
volume discounts, that means the big customer in the region gets bigger, and the 
small customers get smaller. And all of a sudden, you find you’ve just got one 
customer. And when you’ve got just one customer, what happens to price? You’ve 
got a lot of trouble. So they said, “No, we don’t want to play that game. We want as 
many small customers as possible.” And it was in the commodity distributor end of 
the steel business; they kept everybody fair. 
 
R&D and innovation: they spend an enormous amount of money on productivity 
improvements. But they don’t have an R&D department. They have one person that 
scans the world for everybody else’s technology the whole time, and they use their 
suppliers to provide the R&D. They do D; essentially, the supplier does R. And then 
from an innovative point of view, they’re always first with the latest technology to 
improve the quality of steel.  
 
For instance, everybody said you cannot make thick slab casting with this 
technology; it just won’t work. A Germany company said, “We think it’s possible. We 
have the technology.” In comes our good friends, Nucor, and says, “Well, we’re 
going to give it a go.” What sort of price do you think they got from that German 
supplier, for trying the technology? A very good price! And they tried the technology; 
it finally worked after eighteen months. It took five years for the next competitor to 
be able to copy it, because they built the plant themselves. By the way, they build 
plants in eighteen months, which is unheard of in the steel business. Start to finish, 
eighteen months for a steel plant. Intriguing. They’re very fast, and of course that 
means they had a monopoly in thick-strip casting until such time as the next player 
came in, and they made huge profits during that period. 
 
They are ruthless with their productivity benchmarking. You walk into the plant, and 
you see their productivity number on the door as you walk in. Everybody in the plant 
knows about what productivity is. Very clear performance metrics in terms of your 
return on assets the whole time, and cost behavior relative to the competition. And 
big rewards behind driving costs down and delivering profitability. “Here is the model 
of how we work, we’re continuously improving it, and we pay people to improve it.” 
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Then of course we take a look at their structure to support this: five layers from the 
shop floor through to the top executive, versus twelve or thirteen for U.S. Steel. 
Decision making: the plant manager makes all the decisions literally. You can see 
exactly what he’s doing because the information systems tell you. But rewarded on 
return on assets and continuing to invest and innovate. Five hundred employees per 
plant, no more, so the plant manager knows every worker in a plant. Twenty- to 
forty-person small production groups. I found this intriguing, because the whole 
plant is divided into production groups. And those production groups, intriguingly, 
have a group bonus. If they don’t hit their productivity target, no one gets a bonus, 
the whole team. What sort of behavior do you think that encourages? What happens 
to a slacker in this company? And steel is hot.  
 
And it’s the teams that recruit. And it’s the teams that have an input as to who 
should lead them. And who does the training? Nobody. It’s up to the team to train 
their new people. What incentive does a team that’s being rewarded for productivity 
have, to train somebody up, to make them productive? A huge incentive! All of a 
sudden, you’ve got an incentive machine. The actual compensation? Very low base, 
but with productivity incentives, they actually make more than any other steel 
worker. So when the plant is productive, everybody is productive. 
 
And great information systems; everybody on the shop floor knows the productivity 
of every one of the units, because there’s also a total company bonus, and everyone 
can see which business, which plant is slack and bringing everybody’s bonus down. 
Every plant manager knows the productivity of the next plant, and can pick up the 
phone to try and find out how to improve. Tremendous information transparency; 
let’s call it positive competition, internally. 
 
And the people? Hiring steel workers with psychographic tests. They actually hire 
people that are goal-oriented, self-reliant attitude, and have never been in steel 
before. Now, very careful. Openness encouraged in this organization; if you disagree 
with the boss, you say so and you’re rewarded for it. And if you’ve got an issue, the 
chief executive will reply within twenty-four hours; you can just talk straight to the 
chief executive. So no one’s going to start getting too shirty with people for coming 
forward with ideas, because everybody can go over the top very, very easily, indeed. 
Peer evaluations help determine shop floor promotions. 
 
And everybody shares in the pain. When the market goes down, they don’t have 
layoffs, they go for a shorter workweek. And senior executive pay goes down by 60 
or 70 percent. In bad times, senior executives suffer; everybody shares the pain. 
You’ve got a flexible workforce driven very hard to deliver on productivity, and they 
all feel they own a piece of the game. Intriguing.  
 
Everybody said, “Well, how can you basically improve productivity above 400 tons 
per employee in 1986? Can this model continue to work?” So I just thought I’d give 
you an update since 1986. This is what’s happened. They were 700,000 tons; they 
are now a 17-million-ton company. They’re the biggest steel producer in the United 
States. U.S. Steel has 23,000 tons of capacity; it’s managed to get rid of 3,000 tons 
from the twenty-six that it had. It only, however, produces around 17,000 tons, the 
same as Nucor. Nucor produces its steel with 9,900 employees; U.S. Steel uses 
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47,000 employees to produce the same amount of steel. You think you’d be able to 
copy it, but it’s an incredible machine that you can get going. A nice, interesting 
story. 
 
Credit cards 
Now we’ll talk about credit cards, because you read about credit cards last night. 
This is another wonderfully agile organization. This is the economics of the business. 
This is what the merchant pays: 2.2 percent. The issuer—that’s the bank—gets 1.7 
percent. And VISA and Master Charge get 0.4 percent for doing the marketing. And 
then the merchant-processor that does the paperwork is getting 0.1 percent. Well, 
these are very tiny numbers, aren’t they? You can understand why a merchant is 
happy to pay 2.2 percent. They're very tiny numbers of a trillion-dollar business; this 
is huge amounts of money. There are thousands of credit cards. Now, if you've got 
thousands of people issuing credit cards, all competing in the financial service 
business, what would you say the average profit for those guys should be? Very thin. 
And yet it's the most profitable product that all these banks operate. 
 
And so our good friends come along and start this business, and decide they’re going 
to change prices. Here’s their economics, by the way. Strategy is all about making 
more money from a customer, or having lower costs to serve for a customer. And 
here are the various sources of their money: they make a billion dollars out of credit. 
What drives the amount of money you get from credit interest? If you want to get 
more from a person? Ian? 
 
__: Two things: one is the amount you spend and the amount that’s generating 
interest.  
 
PROFESSOR WELLS: Yeah, so you put your interest rate up, but you want people 
to spend more and not pay off their bills. You don’t want the revolvers; you want the 
people that literally don’t pay off their bill each month. You want to pick the right 
sort of customer that spends a lot and doesn’t pay off their credit card. So they don’t 
like revolvers. Late payment—a billion dollars in late payments. Anybody refuse to 
pay a late payment fee? Jasper, why did you refuse? 
 
__: Because I thought it was unnecessary.  
 
PROFESSOR WELLS: It was unjust, wasn’t it? 
 
__: No, it wasn’t. But my estimate was, I was worth more to American Express than 
their £15, so I pointed that out to them. 
 
PROFESSOR WELLS: And what happened? 
 
__: They forgave me. 
 
PROFESSOR WELLS: They rolled over. This customer is an absolute pain. Because I 
didn’t get the late fee, and I had to answer a telephone call with him whining about 
how good a customer he was. It cost me money to give him his money back. “Jerry, 
I want you. I want as many suckers as I can get, because I make lots of money. Oh, 
it’s fifteen bucks. Who cares?” So you want to pick the right customers, the ones that 
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just pay up and don’t complain. And then of course interchange—that’s the volume 
of business—you want people to buy a lot on their credit card. And ideally, by the 
way, high-ticket items on a credit card, because it costs you the same to administer 
a small amount as a large amount.  
 
Now, loss provision. What is loss provision? Back to Ian. 
 
__: The percent of the revolving book or the outstanding debt that goes bad. 
 
PROFESSOR WELLS: Right, in other words, we don’t want customers that don’t 
pay; we love credit. But we’ve got to pick customers that will use credit, but end up 
paying at the end of the day. Services, of course: the phone that we’re answering. 
So we don’t want customers like Jasper who keep calling us up, because they cost us 
money. And marketing is how costly it is to get new customers. Picking the right sort 
of customer in this business is absolutely key. Because if we can pick low-risk 
customers, we can give them a price discount—in other words, be lower-cost from 
their point of view—but as long as the losses are even lower still, we make a bigger 
margin.  
 
And we can also go to the other side. We can say, “Well, here’s a high-risk customer. 
We will give that high-risk customer a credit card, but we’re going to charge them a 
lot more money in interest for it. A higher price, a higher cost to serve, but we still 
make more money.” The essence of differentiation, by the way, is you get a better 
price but it’s got to exceed any extra costs involved. So you can play either game. 
And of course, as soon as you do this, the competition can copy. So you’ve got a fair 
amount of time before making money. And then everybody copies and does the 
same thing, and you have to think of another idea.  
 
An intriguing game, Capital One. Strategy? They’ll deliver a better product from a 
customer’s point of view, a lower cost product. They’re very much faster than their 
competition. Very clear metrics. Did you notice the way they reward people? They 
say, “We reward you based on the net present value of a customer.” You go and say 
that to the average credit card company, “What is the net present value of the 
customer?” And they say, “Net? What’s that mean?”  
 
But that’s what you really want. You want a customer that signs up and gives you 
profits every year, for years. So you want an idea of how long they’re going to be 
with you and how much money you’re going to make from them each year. And a 
loyal customer, even if they’re not very big, can often be a very attractive customer. 
So everybody in the organization is motivated on, “What’s the net present value of 
this customer?”  
 
And the only way you can tell that is if you’ve got test data to show. And they’re the 
only ones with the test data, because they track how attractive these customers 
have been in the past, and therefore predicting the future. So they’ve got fantastic 
data that no one else has got. And every test they run gives them more data that 
nobody else has got, so it gets better and better and better.  
 
The structure to support it? Look at the way they run the organization. What do you 
think of that as an organization’s structure? How does that compare with the average 
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bank? The average bank: big functional silos. They run their business just like a 
consulting firm. That’s because they were consultants and they didn’t know how to 
run a company. It’s just as well, really, because if they’d run it like a conventional 
financial service firm, as one of their competitors did, they’d go bust.  
 
But people come together—you know, you get IT people sitting with marketing 
people, and coming up with an idea; IT people being entrepreneurial. You know, it’s 
incredible. And then everybody gets motivated to deliver net present value. If it 
works, they get the reward; then they go on to the next idea, and the next idea. 
That way, you end up with twenty-odd thousand ideas a year, as opposed to one 
idea. And it gets implemented quick, as opposed to slow.  
 
How long does the average product last in this business? Six months! This is an 
incredible machine, that they’re generating that number of products and making 
profit out of things that only last six months. But you have to have a completely 
different logic to your organization structure to do it. But with strong rewards, 
focused on what really counts in the business from a strategic point of view.  
 
And the people are definitely not bankers. They don’t hire bankers. They actually 
seek people that like this sort of adhocracy and moving to the next. So they’re 
entrepreneurial types, ex-McKinsey people who literally want to do something, as 
opposed to advise. And they reward people for it. A completely different logic in how 
they operate.  
 
So we’ve seen some examples of good, bad. Let’s just step back and look at what’s 
the problem: a lack of strategic agility, the lack of structural agility, what the sources 
are and how we can overcome it, and the lack of people agility. Because I hope that 
at least I’ve illustrated that having it is important. 
 
  
Lack of Strategic Agility 
The lack of strategic agility is a lack of what? Let’s call it collective intelligence. It’s 
the pigeon syndrome. And number one, it’s an analytical issue—we don’t know what 
we should do; and number two, it’s an alignment issue—we can’t get agreement on 
what we should do. And that is often much more of a problem. I find, in 
organizations, it’s not that people don’t see it as a problem, it’s they can’t agree on 
what the solution could be, because they’re not speaking a common language. 
 
The challenge is a lack of a shared, explicit model of success. I’m quite explicit in 
this: it needs to be an explicit model, not an implicit model. The implicit model in 
Kodak is, you can’t make money on cameras; you make money on film. So they 
weren’t terribly committed to cameras, whereas actually the industry profit was 
going to move to cameras. You had to make money on cameras if there was no film. 
It has to be a very clear, explicit model, and it’s shared by everyone.  
 
Lack of measures of strategic performance. Boy, oh boy. Now, what do I mean by 
that? Well, what do you think of financial performance as a good measure of 
strategic performance? We need forward-looking indicators like customer satisfaction 
relative to the competition; market share, relative to the competition. But it’s the 
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lack of measures of strategic performance, and all measures of strategic 
performance are relative measures. The number of companies I’ve been to that say, 
“We’re lower cost,” and then can’t tell me what their competitors’ costs are. So 
excuse me? If you’re lower cost, you mean lower than the competition. 
 
Lack of rewards. This comes back to, we don’t have a model, and we’re not 
rewarding people for delivering on strategic performance. Capital One: net present 
value. Nucor: productivity improvements to drive costs down.  
 
Lack of process for building or refining the model. These are both structural issues 
that drive a flexible strategy. If you don’t have a way of modifying your model, then 
it doesn’t change, by definition. I don’t like the words “strategic planning process,” 
because most strategic planning processes are glorified budgeting processes. I think 
getting the management team together to lay out the models—what are the real 
options we’ve got for running this business—that’s strategic planning. Budgeting is 
entirely another matter, for bureaucrats. 
 
Lack of openness to reasoning. A lot of companies, you’re not allowed to say the 
obvious.  
 
The thing I’d also emphasize, always, is we also can have trouble with customers. 
U.S. Steel couldn’t switch its technology in the first instance, because the customers 
said, “We’re worried about quality.” IBM was worried about a supplier. Hewlett-
Packard is hugely worried about its channel. That causes challenges, as well. 
 
Making strategy more agile 
Making strategy more agile. Build and maintain an explicit model of success. Use the 
five forces. Use the sources of competitive advantage. You can use any model, as 
long as it basically focuses on how you win in the business. And it’s explicit: these 
are our assumptions about how to win in this business.  
 
Which battlefields? That’s your strategic choices. Which products, which markets, 
which geographies, which segments of the market? Because you know, using the five 
forces, that some battlefields are more attractive than others. And therefore, on 
average your profits are going to be higher if you choose the right battlefields.  
 
And choose the battlefields where you think you can win against the competition. In 
other words, what weapons do you have; where can you win? Are you going to be 
differentiated, are you going to be lower cost? Are you just going to faster than the 
competition? These are our assumptions about what it takes to win.  
 
Constantly monitor the strategic scorecard. Not the balanced scorecard—by all 
means have a balanced scorecard—I’m talking about the things that show how 
healthy you are from a strategy point of view. What’s your relative market share? 
What’s your customer satisfaction relative to the competition? What’s your cost 
position relative to the competition? Always tracking, tracking, tracking. Leading 
indicators of strategic health, not the rearview mirror.  
 
Reward strategic success. I say this and people say, well, that’s trivial. The number 
of companies that don’t. What they do is they reward just the opposite. And they 
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say, “Oh, please do X, and by the way, we reward you for Y.” And it just drives you 
crazy, because you haven’t got alignment and you lose an awful lot of motivation.  
 
Track competition and outsmart them to stay ahead of the game. Because 
remember, this is the competitive environment. Let’s not get too fancy about what it 
is—it’s your competition. How are you going on the next stage on them?  
 
I like strategic paranoia. Always be worried, not so worried that you’re not going to 
do anything, but you’re constantly testing your model, saying, what are the big 
assumptions? I don’t mean lots of contingency planning; just identify the two or 
three key assumptions in your model that, if you turn out to be wrong, you’d have to 
change what you do. That’s what I call a critical assumption. And then you test for 
that the whole time. And you’re ready to change, because you’ve already identified 
what you would do if that assumption turns out to be wrong.  
 
A lot of companies say, “We’re going to do this,” and it’s heavily dependent upon 
what a competitor might do or not do. And so you say, “Well, what if the competitor 
does X?” “Oh well, this will be our game plan if the competitor does X. If one of our 
biggest competition is acquired by a big overseas player,” they say, “we’re ready, 
we’re flexible.”  
 
Always identifying the threats and how you would deal with them. Notice the way 
Jack Welch does strategic planning. He said, “Oh, to hell with all this planning.” 
Literally just wants a sheet of paper that says, tell me about what your advantage is; 
tell me what your biggest competitive threat is; tell me what you’d do about it, if it 
happened. He’s focusing on the future the whole time, not the past, in terms of the 
way he asks people.  
 
But not just paranoia, also look to how you can proactively change your model. 
What’s the biggest opportunity? If this happened to your industry, it will be 
fantastically attractive for you. And what are the things that you can do to nudge it, 
such that it could move in that direction? As opposed to just worrying about what 
other people do, try and think out of the box about how you could make your reality 
more attractive. 
 
Industry attractiveness: five forces 
And of course, you’ve done all of this. Five forces tells you which battlefields to 
compete in. You’ve done the six forces now, because you’ve been told about 
complements. People turn around and say, “Well, are these the only forces? Are they 
the right forces?” It doesn’t matter. This is a simple way of remembering where the 
competition is for profits. If you forget one of these, it’s liable to be the one that 
bites you. 
 
But you can add some other things to worry about. Technology affects all of these 
forces, so never forget it. Regulation in some markets—market preferences and 
tastes change. What has happened in the last one year in the United States is 
staggering because of Atkins. All of a sudden we can eat beef now, as much as we 
can load, but carbohydrates are bad. And the food industry is in disarray over it. 
Tastes can change, and that just changes the five forces. 
 



Professor John R. Wells 
Strategic Agility: 

Managing Continuous Change 
 

 
Copyright © 2005  15 
 
 
 

Regulation. Regulation and technology. By the way, very, very often, these are the 
ones that are a step function, bang! And then all of a sudden the game has changed 
dramatically. These two—market preferences tend to change slowly, and the social 
demographic changes change slowly. All of a sudden, you find you’ve got a lot of old 
consumers. So remember those in building the context, as well as the five forces. 
But remember, we’re not interested in today; we’re interested in tomorrow. 

 
Pursue competitive advantage 
Better differentiation. I’m just going to give you my religion on differentiation, 
because I’ve been to hundreds of companies that just like to be different.  
 
It’s not different, it’s better. It’s not better, as defined by the head of R&D or the 
chief executive, as it is defined by the customer. Customers don’t care if you 
innovate, they don’t care what your technology is. They care about what you do for 
them: are you better? Acid test of whether you’re better? Like for like, they will pay a 
price premium. If they won’t pay a price premium, why do you think you’re better? 
They’ll either pay a price premium, or you get the business, i.e., you gain share over 
the other player at the same price. But you still don’t have an advantage yet, 
because if it’s to be better, you get a price premium, and it doesn’t exceed the extra 
costs involved, you have a problem.  
 
Differentiation is better, as defined by the customer, such that you get a price 
premium that exceeds the extra costs involved. That’s the ruthless discipline of 
differentiation strategy.  
 
Then there’s lower cost, which is lower cost than your competition. Because if you’re 
lower cost than your competition for the same product and you can charge the same 
prices, you make more profit. But beware. Many companies say, “We’re lower cost,” 
but their product is inferior so they have to offer a discount. But as long as the 
discount they offer is smaller than their cost advantage, they still make more money, 
and so they’ve got a competitive advantage.  
 
But the idea that you can only be better or lower cost is, of course, rubbish. You can 
have both of those advantages, and many companies do; it’s just how you get there. 
And they both disappear with time, so you better be faster. Do you get there first? If 
you’ve got a natural monopoly until the next player gets there, if they catch up, then 
what are you going to do for an encore? And last but not least, something you 
haven’t covered this week I’m sure is smarter: doing things that are very, very tough 
for the competition to copy, or doing things today where you know you’ve got to 
change for tomorrow. 
 
So that’s the unerring pursuit of competitive advantage.  

 
Learning path to agile strategy 
Agile strategy. We have the academics here. Companies that love to analyze and 
never get anything done; that’s the academic dimension. Then we have the Marines 
here, literally. This is action-oriented—let’s go and do something. I’m not quite sure 
what, but at least we’ll learn something from it. What you actually want is a 
combination of the two where you do a bit of analysis. You’ve got a pretty good idea 
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of where you’re headed. Then you try it, find out what works, find out what doesn’t, 
readjust, and keep learning along the path. That’s very much a learning path.  
 
It’s like the Special Services. They have a clear overall objective. They start off with 
a particular strategy. When it stops working, one of them gets killed; they 
reorganize, and basically move on and get the job done. Learning in real time, 
because no one really knows what the competitive environment is. All the analysis in 
the world isn’t going to tell you exactly what’s going to be there in the future, 
because the future is uncertain. So having an approximate idea, giving it a go and 
being prepared to adjust, keeping the long-term goal in sight, is what agile strategy 
is all about. 
 
So have your model, run the test. If it’s working, fine; if it’s not working, find out 
why, adjust the model, and keep adjusting it as the environment changes.  
 
Variations in profitability 
Now that’s the strategy, and you’ve been talking about strategy all week. This is 
where profit comes from. This is averages, of course. Eighteen percent of profit 
seems to be determined by which industry a business is in. Thirty percent of profit 
seems to be determined by the relative position in an industry. Are you number one, 
number two? What sort of competitive advantage do you have? So we could say that 
half of profit seems to come from good strategy, good strategic positioning. The 
other half comes from doing it well.  
 
Lack of Structural Agility 
Lack of structural agility: you’re not aligned with what you’re trying to do. Literally, 
the roles and responsibility aren’t there. Look at Kodak. We just didn’t have a 
structure to execute on that strategy. That’s problem number one. Problem number 
two is, it’s hard to change the structure. Because if you change the strategy, you’ve 
got to change the structure. If you’ve designed it such that it’s difficult to change, 
then you have a real problem.  
 
So is it easy to change? Then the question is, it may be easy or not easy to change. 
If we don’t have a way of improving—lack of renewal processes—then it won’t 
change. And if there are no rewards for improvement, it definitely won’t.  
 
Formal and informal organizations 
Look at how complex organizations are. Everybody, most people, have an 
organigram. Although in the good old days of dot-com, lots of people didn’t even 
have an organization chart. Business decision processes: most companies don’t do a 
very good job of mapping out how they make decisions. They don’t even do a very 
good job of mapping out literally how they handle the paperwork, which I find 
intriguing. Because actually, a management team is a decision factory. And we work 
incredibly hard to get our manufacturing plants to operate incredibly efficiently. And 
yet, when it comes to the decision factory, we start again from first principles every 
time, and we’re incredibly inefficient in the way we make even routine decisions. And 
I would say, lots of companies operate on an incredibly low level of efficiency in 
terms of decisions.  
 
Then there’s measurement and reward systems that are typically motivating people 
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to do the opposite of what you want them to do. And then there are professional 
development systems that don’t train them to do what you’re asking them to. And 
it’s all tied together with information systems. 
 
And if that weren’t difficult enough, just knowing—because most of this isn’t mapped 
out in an organization. There are loads of informal things going on, like who really is 
in charge; the informal network for getting things done; implicit rewards: if you do 
this, you’ll get a promotion; the mentoring and coaching. It’s a very complex system. 
And the trouble with complex systems is, when you change something here by fiat, it 
has horrible effects somewhere else. And you didn’t ever predict it. Just like big IT 
systems: change something here on a monolithic system, and all of a sudden it 
breaks somewhere else.  
 
Levels of agility 
So if you actually, however, map everything you do, which I call level one agility, it’s 
amazing just by looking at what you do, how much improvement you can get. So 
engage the front line, map what you do, and constantly question, “Does it make 
sense?” Always try and find a better way with your current organization, you can do. 
But level two is when you can turn to a totally self-organizing system. Look at what 
Nucor has done. It’s componentized. It said, “We’re going to get the twenty to forty 
work groups, and we’re going to make them be the productivity machine. They’ll find 
ways of improving productivity; we’ll just pay for the productivity.”  
 
Look at what Capital One has done: “We’re going to get people to come together to 
focus on the objective. They’ll work out how to deliver the objective. We’ll empower 
them to do it, but we’re not empowering them to do anything they like. We’re 
empowering them to find high net-present-value customers.” Let’s call it structured 
empowerment, componentizing the organization. Then you get a context for a self-
organizing, self-improving system. And the top layers, then. Top management is 
there to deal with the exceptions and create the right context for making this 
happen, not telling everybody what to do. 
 
You can’t tell people how to do 26,000 products a year. You have to rely on them, 
but they literally have got very well defined parameters about what they can do and 
what they can’t do. So you’ve modularized it. Clear objectives, clear definition of 
inputs, clear definition of outputs. And then you say, “Right, you design your own 
work. And if you do it better, we will pay you part of that.” So you have always got 
the incentive to improve, such that when the environment changes, they’re ready to 
change. You’re no longer rigid and can’t move, because everybody is always looking 
for ways of improving, as is with Nucor. And of course, the top management’s job is 
to set the reward structures and the context, the information systems, to allow them 
to do that. 
 
Lack of Agile Minds 
Now let’s go to lack of agile minds.  
 
Sense of mission 
Summarizing fairly quickly in fifteen minutes on agile minds, the biggest challenge in 
companies, I think, is, I call it sense of mission. I don’t mean a mission statement. If 
you are wounded in battle, the chances of you getting up to fight on are entirely 
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dependent upon your level of morale and your clear view of objective. If you don’t 
know what the objective is, the first bullet takes you down. If you’ve got a very 
powerful objective and you’re really driven, you get up and you’ll take several bullets 
before you finally go.  
 
Fear of change 
When people don’t know what they’re doing or where they’re headed, when they 
don’t have a sense of mission, then literally they don’t want to change. They will be 
quite flexible if they think the overall objective is fair, and I’ve got to find a way 
round: “I can understand why this organization is asking me to change.” Because no 
sense of mission increases the fear of change. 
 
Low capacity for learning  
And last but not least, the fear of change is often driven by a lack of learning 
capacity. “I don’t want to learn; I want to do the same things.” And we’re all like 
that. And organizations where the hierarchy counts more than the strength of an 
argument; where you’ve got silos of unquestionable expertise; where people make 
untested attributions about others; they don’t listen to other people’s ideas; they 
blame others for the things that go wrong, you have a real problem.  
 
Let me explain how. Change causes stress. By the way, people think that the more 
change, the more stress. No. Lack of change causes stress, too. Actually people like 
change, just not too much of it. So ideally, they want to be here, where they 
minimize their stress. They like it; it’s a bit of fun. Now, different people have 
different tolerances for stress. So lesson number one, if you want to change, just 
hire people that want to change. That’s what Capital One does, that’s what Nucor 
does. You pick the sort of people with the right psychographic profile.  
 
But that said, if you create a context that allows everybody greater capacity for 
change, it’s less threatening. Then everybody will improve on average. So it’s a 
selection process plus an environmental process.  
 
Learning hurts, it’s embarrassing, it’s uncomfortable. And so most of the time we 
think, well, it’s just not worth it. By the way, it is not true that the older you get, the 
harder it is to learn. It’s not that you can’t teach old dogs, new tricks; it’s just that 
they can’t see the benefits of doing so. It there’s not a big enough payoff, why 
bother? We just get smarter: “Oh, God, no, I’m not going to go through that pain 
again.” You know literally, I’d rather stick with my current score. So you just have to 
have bigger incentives.  
 
And the problem is, we don’t know what we know, and we don’t know what we don’t 
know, in terms of learning. And the only way we can be sure that we’ll find out what 
we don’t know is by always giving the benefit of the doubt, and listening carefully to 
what anybody says, and saying, “Could that be true?” as opposed to, “It’s definitely 
not true.”  
 
Anti-learning skills  
And yet, we’re fantastically good at anti-learning skills. We advocate our position as 
if it’s the truth, and make sure nobody responds. We force it on them: “I’m going to 
make a strong case for my recommendation, and drown them in arguments if they 
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dare to question it. I’ll blow them away. I’ll give them so much data, they can’t 
possibly ask. I won’t give them my logic, of course.” You save face for yourself and 
others. “Oh, this person is just not up to the job. I’m not going to say it; I’m going to 
work round them, and ignore them.” Now, of course, whether they are a fool or not, 
they’ve now become a fool, because you treat them as a fool. And you never find out 
whether they had a good idea in their head. 
 
You don’t test attributions because it might be embarrassing. “They don’t really 
mean that, but I daren’t admit it. God, that guy is lying. That’s not what he said 
yesterday. There’s something wrong here.” And then you label that person when it 
may have been something completely different, and you build up the wrong model 
for them. You’ve built up a defensiveness, and you therefore can’t learn from them. 
Intriguing. We’re very good at it.  
 
How does it show in organizations? Give people the same data. Marketing people 
select from that data. They then infer meanings from the data. They then draw 
obvious conclusions from the data. And then they advocate the position as if it was 
the truth, and on the other side you have manufacturing people doing exactly the 
same. So this is what I mean about the unquestionable silos of expertise. We must 
always put our logic forward and say, “Please test this.” Put your opinion forward, 
but make sure you do it in a way that says, “Now, please test it for me.” 
 
Balancing advocacy and inquiry 
Good organizations: you advocate, but not forcing the conclusions. You say, “Well, 
this is my position. I’ll explain my logic. Let’s test my logic, because it’s the logic that 
counts.” Bad organizations often, when they’re not actually putting forward their 
opinion, they’re not laying it out and they’re trying to think there’s a problem. Of 
course, in organizations that don’t have opinions and don’t test them, either, you’ve 
got a total losing crowd. It’s balancing the advocacy with the inquiry, is the 
challenge. And that requires good listening.  
 
Blame games 
Another thing that gets in the way of learning is blame games. Now, if you literally 
focus all your energy on areas of concern that are beyond your area of influence, you 
get nothing done, by definition. If you focus on your area of influence, it’s amazing 
how your area of influence tends to grow. You can find a way.  
 
Teaching organizations to learn 
Very important for learning, but how do you teach an organization to learn? 
Coaching, coaching. I could spend an hour on coaching, and all I would argue is that 
little and often, I find most personnel reviews worthless. What really counts is 
somebody taking you aside just after you’ve done something and saying, “Well, this 
is what you did well, and this is what you could have done a bit better. Good job, 
give it another go.” That is incredibly helpful. “The deepest principle in human nature 
is the craving to be appreciated,” so make sure that you appreciate the person as 
you do it. Tell them what they did right, and help them to improve what they did 
wrong, and they will appreciate you, and they will grow. 
 
But it’s behavior: like father, like son. What intrigues me is children who’ve never 
been very good at listening to their elders, but they never fail to imitate them. Have 
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you noticed, by the way, sometimes when you’re saying something, you say, “Oh, 
my god. That’s just what my mom or my dad used to say and do! I never wanted to 
be that, but I’ve turned into it, myself.” It happens to all of us, because we’re an 
imitating machine. Be a role model. In every culture, we find these same sorts of 
phrases and sayings, for very good reasons. Set a good example. “We must be the 
changes we wish to see in the world,” says Gandhi.  
 
The shadow of the leader 
It’s all about the shadow of the leader. What you do people will copy. And of course, 
actions speak louder than words. Carnegie: As I grow older, I care less about what 
people say, and watch carefully what they do. 
 
Practice what you preach. Why is that important? If you say one thing and you do 
another, you are a hypocrite. That is what your subordinates think of you.  
 
Now, just take care on that one, because if there’s that gap, you’re undermining 
your ability to do an awful lot of things. And so, now the way you deal with it, of 
course—because I keep making mistakes; we do it all the time—is to say to your 
people, “Look, I don’t want to do this. When I do it, wave the red card at me.” And 
at one point, I actually got pieces of red card and gave it to people. I said, “I want 
you to help me improve my behavior.” And that really drives commitment, because 
you look an absolute idiot if you don’t comply then, in terms of—it’s walking the talk. 
So leadership is message backed by action.  
 
What you need for agile minds 
Summarizing. What do you need for agile minds? A strong sense of mission: we 
really know what we’re trying to achieve in the long run; a context that celebrates 
and rewards change, and a high capacity for learning. That’s what we advocate in 
this organization. We have opinions but we question them, and we lay out our logic 
so everybody can question it. At Nucor, even if you’re on your shop floor, you can 
turn around and say, this doesn’t make sense.  
 
Risk embarrassment in the service of learning by inquiring. The reason we don’t ask 
questions is we feel stupid. So the way I do it, by the way, when I’m feeling really 
stupid, I say, “Maybe I’m having a dumb attack, but this doesn’t seem to make 
sense to me.” That way, I’m trying to soften the fact that I do look pretty dumb by 
asking the question. I’ve just found that one helpful to try and risk embarrassment. 
 
Test attributions constructively: “Did you really mean that, because I thought you 
said yesterday, X? But let’s clarify this because I’m confused now.” Don’t accuse in 
silence; it’s self-sealing. Listen positively, be accountable, coach others, and walk the 
talk.  

 
Overcoming Inertia 
So, how do we overcome inertia? We have to overcome cognitive inertia with agile 
strategy; a clear, explicit model of how to win; with clear assumptions that we’re 
making, that, if they turn out to be wrong, we will change; and the clear metrics of 
success that we will reward. Agile structure: at a minimum we’ve mapped out how 
we do things. But actually we’ve created a business where we’ve got modules of 
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capability that kind of run their own scene, but in a very structured way.  
 
And last but not least, agile minds. We’ve got an organization where people are open 
and prepared to learn, and courageous in learning. All of that requires, how do you 
get most of this into an organization? You can think about big processes and 
systems, but probably it takes time. But the most effective way is for you to do it. 
Because if you do it and you’re in a position of leadership, other people will do it. 
And that’s the essence of what leadership is all about in driving agility.  
 
Two minutes overtime; apologies for that. Let’s have a cup of tea, and I’ll come back 
for the history of the universe after coffee, OK? Thank you. 
 
 


