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Running with the Herd: Building a Business Strategy
All business strategies can be broken into one of three categories: conventional, variant, and radical.  Each can produce success.  Each can also produce failure.

Every organization that competes successfully has a business strategy.  Its strategy may never have been fully articulated.  It may exist only as a list of things the organization regards as fundamental to success.  It may be a one-line sentence that sums up what the organization intends to do in order to succeed.  Or it may be embodied in a well written strategic plan.  But whatever form a business strategy takes, if you dig long enough, you'll find it's located at the center of any thriving organization.

Business strategies are sometimes the result of trial and error or dumb luck rather than a rigorous strategic planning process.  That may be why some top executives have little respect for formal strategic planning.  They've succeeded without it and know others who have as well.  But none of them succeeded without something that gave them a sustainable advantage.  That something may have been a fortunate chain of events that got them to market first (Apple Computer).  It may have been a chemist's mistake in the lab that resulted in a marketable product (NutraSweet).  It may have been doing a better job with somebody else's business strategy (Walmart outdid K Mart).  But there was always something that allowed the organization to be different in a way that was meaningful to its market:

· Apple's early computer provided a completely new product concept which over time offered clear advantages over typewriters, accounting ledgers and board games.

· NutraSweet offered a safer, more pleasant tasting alternative to the artificial sweetener, saccharin.

· Walmart created an advanced warehousing and distribution system while targeting small town markets.

Every top executive must develop an understanding of the somewhat uncertain art of formulating and interpreting business strategies.  Not only must the successful organization have its own business strategy, it must watch and interpret those of its competitors.  Here are eight observations on business strategy:

Business strategies often aren't what they appear to be.  What goes out in the press releases may not fully represent the real underlying business strategy.  Why should it?  Beyond the need of publicly traded companies to convey a solid business strategy to investors, organizations rarely will have an interest in broadcasting their intentions.  There may be legal or regulatory vulnerabilities associated with a business strategy.  And there could be adverse public relations challenges created if a nonprofit hospital publicly conveyed its competitive ambitions.

A business strategy is only as good as its assumptions.  The first step in the development of a workable business strategy is to reach some conclusions about the present and the future.  Simple enough, right?  But most organizations spend little time contemplating the true nature of their current environment, let alone the future.  A business strategy must be crafted (and consistently recrafted) in an environmental context.  Only by luck will it succeed if the quality of its underlying assumptions is low.  While recognizing that the environment is in constant flux, the organization must still do its best to create agreement about the shape of the field on which it will be playing.  That field must shape the strategy.  Even quicksand can be traversed if it's attacked lying down.  (Stand up and you may sink out of sight.)

No business strategy can be carved in stone.  While Walmart continued to leverage its warehouse and distribution system, it also expanded into increasingly urban markets.  Not doing so would have meant limiting its growth and giving competition time to mount a counterattack.  Many a company - IBM and GM, for example - loved their business strategy for too long.  An organization must be prepared to modify or even abandon a business strategy. This can be very difficult because it often means beginning to jettison a strategy that is still winning management accolades and bonuses.  Unfortunately, it's impossible to really ever know what the right timing for a strategy change is or what the consequences of inaction might be.  Success builds self-confidence that can easily transition to overconfidence, and overconfidence has undone more organizations than any other danger lurking in the competitive jungle.  In a turbulent environment, schizophrenia is probably the healthiest mental state.  If it feels like everybody is out to get you, it may be because everybody is.  That's particularly the case in industries characterized by overcapacity as well as those experiencing rapid change.  Health care lives in both worlds.  While executives spend most of their time contemplating utilization of existing capacity, new technology is usually already washing away demand for that capacity.  A look at the photography industry demonstrates just how quickly this can occur.  Digital photography has nearly wiped out the world's leaders in film, including Kodak.

Business strategy requires resolve.  Here's one more paradox for executives to digest.  While there must be a constant readiness to abandon a business strategy, there must be a counterbalancing resolve to see it effectively executed.  Failure can result from holding onto a business strategy too long, but it can also result from abandoning it too early.  Investors demand returns, and they are notorious for their interest in short-term returns.  This has often made it difficult for the for profit hospital companies to invest significantly in the longer term.  Most business strategies require significant new investment of human and financial capital.  While the current business strategy is being milked, a new one must be steadfastly whelped and nurtured.  Timing may not be everything but it's certainly something.  Business strategies abandoned before their time represent missed opportunities on at least two levels.  First, of course, you miss the benefits the business strategy would've delivered if you had stuck with it long enough.  Second, you eat the costs of the investments you made prior to abandonment.

Yesterday's failed business strategy may be tomorrow's success.  Urgent care centers were a business strategy embraced in the early '80s.  Within three to four years, this strategy was being widely abandoned.  The reason?  It typically lost money or just broke even.  In some instances, urgent care centers aggravated a hospital's independent medical staff.  So many a hospital executive decided they weren't worth the trouble and sold or closed them.  Many of the hospitals that hung onto their urgent care centers were glad they did.  Why?  Because they made excellent sources for convenient high volume primary care.

Business strategies are often the result of luck and opportunism.  The minivan was the outgrowth of a desperate bid to save Chrysler.  Lee Iacocca was smart enough to recognize the opportunity the minivan represented after the company stumbled onto it.  Once the full extent of the minivan market began to become apparent, Iacocca solidified Chrysler's lead and expanded it.  The reason advance planning often falls short is that its practitioners attempt to project current trends as continuous straight or curved lines into the future.  They ignore the fragile nature of these lines and their demonstrated tendency to shatter or dart off in completely unexpected directions.  Although Chrysler was smart enough to leverage early success with minivans, it completely missed another related product opportunity.  So did GM at first, even though one of the hottest vehicles of the mid-'90s sat languishing for years in its long-standing stable.  No one doing projections in the late '80s would have predicted that a utility truck with gas mileage in the mid-teens would emerge as the darling of the country club set.  But that's exactly what the Suburban did.  The Suburban didn't change much in 10 years.  But the customer did.  And nobody in Detroit predicted it.  Just as no one in Detroit (or Germany) predicted that an underpowered, underengineered minicar from Volkswagen would sweep America in the '60s.

No successful business strategy is sustainable.  The minute a business strategy is recognized as having worked, it begins to attract attention and imitators.  The herd begins to shift towards what may have been once regarded as a radical innovation.  The radical business strategy begins a rapid transformation into conventionality.  Ultimately, the herd will arrive and gnaw the once long grass, roots and all.  By that time, tomorrow's winning strategy is over the next hill someplace.  It's important to consistently and persistently deliver the message that, "All successful business strategies create only fleeting success."  Management must constantly define, articulate and execute new business strategies.  Kaiser Permanente was once viewed as an almost invulnerable prototype for the future.  Its vertical integration of hospitals, doctors and health plans represented the ultimate path to success.  But its business strategy proved less than formidable.  A new hospital it built in the Los Angeles suburbs to meet predicted demand sat idle.  And the demand for the specialists it employed fell.  Enrollment in its plans peaked and began to slide.  Competitors flourished.  The Kaiser business strategy and all its vertical integration cost Kaiser flexibility and locked in many of its costs.  While other HMOs could pressure hospitals and doctors for significant discounts, Kaiser had to deal with the in-house doctors, labs and hospitals in its own system built up over several decades.

Any business strategy that doesn't connect with the customer will fail.  Price is a definable measure and point of comparison.  In the absence of solid information regarding relative levels of quality among competing options, price will be the focus.  But no customer, either an insurer buying on behalf of enrollees or a consumer buying on behalf of a loved one, buys on the basis of cost alone.  They buy on the basis of value which represents the utility of a bundle of benefits relative to its price.  Manipulate either variable (benefits or price) and the value changes.  Kaiser's stumble reflected its problems related to both variables in its value equation.  Its investment in hospitals and physicians impacted its ability to price competitively, while its size and operating philosophy impacted the utility of the benefit bundle it offered customers.  According to its CEO at the time, David Lawrence, Kaiser was not focused on offering an array of flexible managed care products.  Lawrence acknowledged that, "there was a steady drumbeat of companies telling us that they wouldn't offer Kaiser to their employees or that they were dropping us" because Kaiser limited its enrollees' ability to receive care from doctors other than those it employs.  In October of 1994, the Kaiser plans were rated by an employer coalition in the lower 25% of California HMOs when it came to member satisfaction.  So many callers were left waiting when they called Kaiser that 30% hung up.  Too often, business strategies are formulated in the rarefied air of the corporate board room and painted only with numbers.  Unfortunately, there are no numbers that matter unless, somewhere, there are satisfied customers willing to generate them.

There is always more than one way to win in an industry.  Indeed, success is always predicated on creating some level of uniqueness in serving a market.  Strategy experts, Gary Hamel and C.K. Prahalad, referred to this uniqueness as "genetic variety" in their book, Competing for the Future, and observed that:  "At different times, one has been able to observe a startling lack of genetic variety across whole industries:  the U.S. car industry in the '70s, the European chemical industry in the '80s, the U.S. banking industry in the '70s, and business schools from the '60s through the '80s.  Take one example of genetic sameness:  the major U.S. airlines.  By the early '90s American, United, Delta and Northwest all had a strikingly similar set of conventions:  hub-and-spokes route structure, minimalist in-cabin service, mileage-based loyalty programs, and ownership of reservation systems.  Consider the airlines' uniformly low service standards.  Scan the newspapers and business magazines of the early '90s.  How often did a U.S. air carrier crow about the quality of service it offered travelers on domestic routes?  Typically, the only advertised claims were about the size of the carrier's network and the fact that its planes generally arrived on time.  This is equivalent to an auto company bragging that its cars really do have four wheels and can be relied on to get you from point A to point B…The result has been a downward spiral of customer expectations, where ever poorer service begets ever lower expectations and ever more price sensitivity.  In this environment, the only way an airline can keep fliers loyal is to bribe them with free miles (the airline's equivalent of auto rebates)."

All business strategies can be broken into one of three broad categories.  Each of the three types can produce success.  Each can also produce failure:

Conventional - This is the herd phenomenon in which a business strategy is generally accepted as being fundamental to success by the majority of the industry participants.  The entire herd then moves in that direction.  Those who execute the strategy first may enjoy the rewards of their good timing for awhile, but eventually most of the herd converges on the same pasture.  Standing shoulder‑to‑shoulder, together they gnaw ever shorter grass.  The airline industry's fixation with "hubs" as a central business strategy represents a conventional approach.  Risks are lower but so are returns.  And eventually risks increase and returns drop as the grass is reduced to dust.  There is a prospect worse than a depleted pasture, however, and that's no pasture at all.  Sometimes conventional wisdom is also completely wrong wisdom.  Early in the development of video players, the electronics industry started heading down the "Beta format" path for video.  After all, Beta provided higher quality and was smaller.  Just as important, it was being pioneered by market leader, Sony.  As the dust settled, the industry discovered that customers were happy enough with the VHS format and those who had adopted the Beta format lost their investment.  Conventional strategy can produce considerable success but you've got to stay on its front edge to arrive early enough to still find grass in the field.  QuadGraphics has long been recognized as one of the nation's best companies.  It has achieved its reputation by consistently staying ahead of the rest of a very traditional printing industry.

Radical - Here is that rare, risk laden but often highly rewarded option of turning left when the rest of the herd heads right.  With no record of success to serve as a landmark, the radical business strategy plows new ground.  Apple did this.  So did Canon when it capitalized on copiers and laser printers with disposable toner cartridges.  Swatch revolutionized watch making with affordable products distinguished by dramatic designs.  In the airline industry, hubs represented the conventional business strategy while Southwest Airline's approach of flying short hops with quick turnarounds and without reliance on hub airports must be regarded as radical.  It's important to recognize that only the successful radicals tend to be known.  The unsuccessful simply disappear into oblivion.

According to Hamel and Prahalad, a radical strategy always holds the potential to take the herd by surprise, "It wasn't Ford, after all, that challenged GM's most fundamental management beliefs.  It wasn't Unisys that shook IBM to its core.  It wasn't Montgomery Ward that surprised Sears.  Whole industries become vulnerable to new rules when all the incumbents accept, more or less, the same industry conventions.  An industry full of clones is an opportunity for any company that isn't locked into the dominant managerial frame."

Variant - Like a pack of wolves, the variant business strategy stalks the herd and feeds on its edges.  These strategies build a variant off the main thrust of the conventional strategy.  At one point, the conventional business strategy was to transform the majority of business computer users to laptop computers.  A variant business strategy sought to build the first color laptop or the lightest laptop.  Within the context of a conventional strategy, such variant strategies may appear somewhat radical but not compared to the business strategy that sought to make cell phones the ultimate successor to the laptop computer.  Using the herd analogy, the variant business strategy discovers how to move below the stubbled grass and claim the tender roots beneath the surface.  The variant strategy can provide rich rewards if it's well executed, but it's also very easy for the main herd to shift slightly and trample the variant.

In the early '90s, two conventional business strategies predominated thinking in health care - the hospital‑based delivery system in which status quo relationships in the delivery of care were preserved but hospital capacity was consolidated into local and regional multi‑facility delivery systems.  The second conventional business strategy was insurance-based and involved consolidation of HMOs and insurance products in order to increase leverage with buyers and providers.  Although these business strategies may have represented a departure from the balance of power that characterized the '80s, they still represented simple extensions of the two traditional business mindsets of that decade dominated by hospitals and insurance.  

A variant strategy in health care focused on the advanced acute care capabilities embodied in hospitals.  It focused on single specialty capabilities performed in an acute inpatient setting.  The freestanding heart hospital is an example.  These specialty hospitals built high volume in areas of clinical concentration and achieved the volumes necessary to demonstrate superior outcomes and economies of scale.  Another variant strategy manifested itself in the push to develop freestanding surgicenters.

A radical business strategy began to bloom in the early '90s.  While the herd was thundering off towards consolidated hospital-based delivery systems and consolidated insurer organizations, the fledgling Mullikin Medical Group identified an opportunity for a primary care-based organization that could position itself to go at risk for a global capitated rate (one prepaid fee for all the care required by an enrollee - primary care, specialty care, and hospital care).  By the time most of the industry looked up, Mullikin had grown from a small clinic to more than 350 physicians caring for more than 300,000 enrollees.  Once it had that many physicians caring for that many enrollees, Mullikin found it had built significant negotiating leverage both upstream with the HMOs as well as downstream with the specialists and hospitals that needed its referrals.  A move towards empowering primary care over specialists and hospitals would've upended the conventional hierarchy.  Signs of early success attracted a pack of imitators including a number of upstart for-profit practice management companies.  Ultimately, none of these organizations was able to create the upstream leverage necessary to move income to primary care and they ultimately crashed.

Are there other radical plays available in health care?  Of course.  An example is the virtual health care delivery system in which a value-added assembler of health care services owns little, if any, of what traditionally constitutes the means of production (hospitals and procedure-based specialists) but instead owns and controls an integrated stream of information that allows it to order up needed services in an instant blend that matches the purchasers desired mix of cost, quality and access.  William Davidow and Michael Malone popularized the concept of such a virtual organization in their 1992 book, The Virtual Corporation, in which they described their subject as appearing "to the outside observer…as almost edgeless, with permeable and continuously changing interface between company, supplier and customers" all held together by "integrated and ever changing data files on customer products and production and design methodologies." 

The virtual corporation is already a reality in competitive industries like computers and retailing.  But imagine, if you will, the look on the faces of the hospital board if radical strategists suggested selling off hard assets and reinvesting the money in nothing more tangible than an information system and a set of fluid relationships.  Hospitals are unlikely to pursue a radical strategy because they are too deeply invested financially and psychologically to break away from the herd.

For organizations interested in defining their business strategy, the following questions can be applied:

· Have you made assumptions about the shape of the future, particularly its impact on your customers and competitors?  Do you have a plan for responding to the future you anticipate?

· Do you have a plan for responding to your most important customers?

· Do you have a plan for responding to your most pressing competitors?

· Do you have a plan for significantly increasing the quality of your services while reducing their cost?

If the answer to any of the questions above is "no," there is work to be done.  Put bluntly, answering these questions is what executives are paid for.  If they're unanswered, the organization is strategically bankrupt and it's management's fault.  The potential for such a strategic shortfall is increased by the natural isolation and myopia that limits the perspective of executive management.  Hamel and Prahalad reflect on this problem:  "Senior executives are prone to believe that their organizational status confirms that they know more about the industry, customer needs, competitors, and how to compete than the people they manage.  But what they know more about is, all too often, the past.  The rules of competitive success in yesterday's world were etched into their minds as they climbed the corporate ladder.  Unless these perceptual barriers, these bulwarks against the unconventional, are breached, a company will be incapable of inventing its future."

In answering these questions consideration needs to be given to just what kind of business strategy should be pursued (conventional, variant or radical).  Remember that most hospitals are pursuing a conventional business strategy.  That means lower risk but much shorter grass in the pasture.  Can you outrun the herd?  Will there be enough grass left when you get there?  Or does it make more sense to move at a variant angle or take a radical run into the open plain?

For those satisfied to be swept along by the herd, I'd offer this gentle reminder.  That warm feeling you may be sensing could be nothing more than the body heat at the center of the pack.

	Sailing Away from the Fleet

Competitive sailing provides a metaphor for business strategy.  Most sailboat racing occurs around floating "marks" which define the race course.  The sailor must chart a course around the marks based on knowledge of the complex interaction of the boat, the wind, and the water as well as the actions of competitors.  The fleet jockeys for position at the starting line and then at the gun, heads for the first mark.  But not directly in a straight line.  A boat can't be sailed directly into the wind.  The skipper must make a series of tacks to get there.  Typically, the vast majority of the fleet will sail off together following roughly the same path, mimicking and mirroring the movements of the lead boats.  Some will avoid the crush of the main fleet by getting well in front of it or hanging to either side.  And a few sailors will take a gamble and head off at a radical angle to the rest.

The main fleet (pursuing the conventional strategy) has the comfort of knowing that the vast majority of sailors have determined they are on the right course.  But that fleet is also usually crowded, there is less room to maneuver and the wind is greatly disturbed by the number of sails.  Those boats to either side of the main fleet (pursuing a variant strategy) have better wind and more room to operate, but they also may get squeezed out when the fleet rounds the first mark as the fleet concentrates itself there with focused intent.  The few boats that took the big gamble (pursuing a radical strategy) may also get a big reward. They too have the advantage of not having their maneuvering room as limited by the crowd.  The wind away from the main fleet will be less disturbed.  It may be blowing harder on that side of the course or it may shift, giving the radical sailors a better angle on the first mark.  But they could also lose big.  The wind may die or shift against them.  They may end up having to sail a greater distance to the first mark. Despite their gamble, they may arrive at the mark with the main fleet and find themselves fighting the crowd after all.  And if the radicals discover a clear advantage in the force or angle of the wind on their side of the course, some or all of the main fleet may notice their success and shift to join them.

Competitive sailing has ingredients of uncertainty that few other contests have.  As in all other sports, the competition is a major variable.  But it is not the only variable.  The wind is also a key factor.  It shifts constantly and unpredictably.  In no other sport are the main ingredients for success so variable.  The sailor who understands the wind best and can sense its direction and force first has a profound advantage.  But even this sailor can be left mired in a lull while the fickle wind finds another boat, fills her sails with simple luck and pushes her across the finish line first.  And the same is true for any business strategy. 
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