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Is There More to Corporations than
Maximizing Profits?

by Bryan Smith and Art Kleiner

he sole purpose of a corpor- dation of learning organization prin- an essential requirement for success
ation is to maximize returnon  ciples and beliefs. According to Peter with an organization’s actual purpose is
investment to shareholders.” Senge, it is “the most insidious idea that  like thinking that breathing is the pri-
That is the raison d’étre for most organi-  has crept into mainstream Western mary reason for living. Our entire in-
zations—and many believe it is point- management in the last 30 to 40 years.”  dustrial enterprise has been crippled by
less to develop any other purpose. Pro- Obviously, making money is impor-  this erroneous assumption. Yet it is so

ponents of this belief say that any loyal,

dedicated officer of a company should
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have no aspirations aside from provid- %
KING

ing good financial results as quickly as

possible. While the assumption is
prevalent, it contradicts the very foun-
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“Shifting the Burden” to Return
on Investment
Regardless of the origin of the mental
model that profitability equals core pur-
pose, managers still feel hamstrung by it.
Many feel they can’t focus on core pur-
pose as long as they are bound by this
frantic need for short-term profits. But
it is a Catch-22: to ultimately meet me-
dium- and long-term bottom-line de-
mands, they must focus on core purpose.
These managers and their organiza-
tions are caught in a “Shifting the Bur-
den” dynamic, where a more immedi-
ately appealing “quick fix” impairs a
system’s ability to address the real root
causes of a problem (see “Dangers of
Bottom-Line Thinking”). The funda-
mental solution to this bottom-line fo-
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cus is a potentially lengthy, soul-search-
ing effort to develop a sense of core pur-
pose and build strong relationships with
investors, customers, and employees
(B2). Since this kind of process is slow
and seemingly risky, many managers opt
for the quicker fix: “We’ll show inves-
tors we can enhance returns by doing
something really dramatic right now.”
Declaring “the purpose of our company
is maximizing return on investment to
stockholders,” they institute tough fi-
nancial measures, hastily cutting staff
and R&D. Improved financial state-
ments attract investment from capital
markets, which allows them to survive
in the short-term (B1).

But this strategy has dangerous
side-effects. While this stance attracts
short-term capital, it also demands even
more short-term bottom-line measures.
The managers’ fear of becoming con-
trolled by the numbers becomes a self-
fulfilling prophecy. And to long-term
investors, this approach telegraphs a
lack of focus on the business itself.
Meanwhile, the com-
pany has also sent an implicit message
to customers: “The fundamental pur-

Customers.

pose of our firm is returning investment
to shareholders. We merely depend
Which can

be interpreted as: “We're willing to
P g

upon you for our revenues.”

make money off you in any way we
can.” This may be one of the key causes
of eroding brand loyalty, because cus-
tomers realize (possibly through a de-
cline in product quality or through more
aggressive marketing) that the customer
relationship is no longer fundamental.
The eroding loyalty in turn reinforces
the belief among managers that custom-
ers only care about price. Over time,
the company can drift into becoming a
low value-added commodity producer.
Employees. In addition, the im-
plicit message of a “return on invest-
ment” focus for employees is the same:
“Our purpose is to use you as a resource
and make a buck off your back in what-

ever way we can.” This intangible fac-

tor often evokes bitter, expensive labor-
management battles and sharp declines
in morale. Any company that focuses
all its energies toward maximizing prof-
its has a remarkably different feel than
one where personal and shared visions
are as important as monthly financial
statements.

Top Management. A similar pres-
sure bears on the top management
team. The new short-term focus adds
powerful reinforcement to the idea that
managers should put aside their per-
sonal wants, aspirations, feelings, and
desires to add value, and focus on the
corporation’s financial measures. The
senior managers’ potential vision, cre-
ative force, and effort thus remains un-
tapped. The managers become like
sports players who spend every possible
moment looking over their shoulders at
the score board instead of focusing on
the game.

The Alternative: Building
Purpose from Scratch
In “Shifting the Burden” structures, the
greatest leverage always comes from
finding your way back to the fundamen-
tal solution. This may mean weaning
your company from the “maximum re-
turn” addiction and raising capital by
aligning investors, employees, and cus-
tomers with your purpose and vision.
At Hanover Insurance, for ex-
ample, former president Bill O’Brien
spent 20 years defining his company’s
vision, values, and sense of common
purpose. “In those days,” he explains,
“when mainstream businessmen be-
lieved the only purpose of business was
making money, we were very radical.
We said that the purpose of our com-
pany was three-fold: to give the Ameri-
can people the maximum value for their
property and liability insurance dollar,
to provide each employee with the help
and environment necessary to become
all he or she was capable of becoming,
and to earn a profit to fuel our growth,
provide for a rainy day, and reward our-
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selves. It was a mission statement, al-
though nobody had heard of that word
yet.” A

Part of O’Brien’s work at Hanover
involved developing a set of core values
by which the company and all of the
employees would operate. These in-
cluded:

® merit—making decisions based on
intended results, not on politics;

® openness—being more honest in
communications among employees and
with sharcholders;

¢ localness—making decisions at the
level closest to the problem.

These principles helped operation-
alize the vision in a way that all stake-
holders could see and understand. For
example, the value of openness led to a
rethinking of how shareholder reports
were written. According to O’Brien, “I
had worked in four companies before
Hanover, and had seen first-hand how
sometimes the reports to shareholders
were not forthright interpretations of
actual performance.... Not only did the
shareholders tend to see through this,
but it also made it impossible for em-
ployees to trust us.... At Hanover,
starting in the 1970s, we sent the same
report to front-line managers as we sent
the board of directors, with no spin on
the news.”

The alternative to the hard work of
clarifying vision and values that oc-
curred at Hanover is to arm yourself
against potential invaders and maintain
a high stock price at all costs. But this
cultivates a negative vision, and nega-
tive visions tend to backfire. Building a
corporation whose stock price reflects
the value we create, on the other hand,
can be a positive, motivating experience
for all employees.

Core Purpose and Performance
We have seen some powerful linkages
between this work on defining core pur-
pose and the deeper examination of a
company’s core competencies and eco-
nomic value. Gary Hamel and C.K.

Pahalad’s work, for example, in Compet-
ing for the Future, describes the definition
of a company’s core competencies as key
to developing an enduring competitive
advantage for the future. It is not
enough, they argue, to design new prod-
ucts and develop patents; a company
must view the competencies that reside
in those processes as their competitive
advantage. However, identifying what
areas to develop competence in requires
a clear sense of organizational purpose.

Another approach that is comple-
mentary to clarifying core purpose and
core competencies is EVA (Economic
Value Added), an analytical framework
that challenges many traditional no-
tions of corporate financial perfor-
mance, including narrow definitions of
profitability and earnings per share.
EVA is described in the book The Quest
for Value, by G. Bennett Stewart 111
(Harper Collins, 1991), and is being
used with substantial success by compa-
nies such as Coca-Cola and Quaker
Oats.

Developing an enduring vision for

an organization is not an immediate
process, and it will certainly take longer
than simply decreeing that all employ-
ees must produce more return to share-
holders. Every organization’s process for
developing its sense of purpose will be
different—depending in large part upon
the current relationship between the
company and its investors, employees,
and customers. Building such a purpose
means embarking on a developmental
journey, but unless organizations begin
the journey, they will, in effect, be
adrift—with no purpose at all. @

For more ondeveloping a corporate strat-
egy for building a shared vision, see “Building
Shared Vision: How to Begin,” The Fifth Disci-
pline Fieldbook (New York: Doubleday, 1994),
page 312. Hanover Insurance’s experience is
described in more detail on page 306 of the
Fieldbook.

Art Kleiner is co-author and editorial
director of The Fifth Discipline Fieldbook, and
author of the forthcoming The Age of Heretics,
a history of the social movement to change
large corporations for the better. Bryan Smith
is co-author of The Fifth Discipline Fieldbook
and president of Innovation Associates of
Canada (Toronto, Ontario).
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A company facing
difficult times can enter
a long process of devel-
oping better relation-
ships with key stake-
holders to improve its

outside investment (B1).
Focusing on quick re-
sults, however, can take
attention away from a
deeper look at the
company's purpose,
which could weaken
stakeholder relation-
ships and threaten the
long-term survival of
the company (R3).
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