by Don Sando

Companies that Operate from Strategic Plans

A study published in the Journal of Small
Business Management reported that small
and medium enterprises (SMEs) that “oper-
ated from a strategic plan” grew 63% faster
and achieved 45% higher revenue per em-
ployee than those that did not operate from
such a plan.

The significance of these two performance
measures should not be overlooked. Not
only was higher revenue growth achieved,
but perhaps more importantly, higher rev-
enue per employee as well. So the criteria to
achieve these results is worthy of further in-
vestigation. The criteria are subtly presented
in the two key words of this study: the first
is “operate”. There are other studies that
conclude that there is no noteworthy rela-
tionship between planning & performance;
yet this study disagrees. That is because
planning, of itself, does not drive the desired
results. However, operating from a plan is
different than going through a planning ex-
ercise, or hiring a consulting firm to merely
provide a plan. “Operating” implies an
entire organizational discipline that we will
analyze further.
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The second key word is “strategic”. Stra-
tegic plans not only analyze the market
and competitive environment, but actually
develop and articulate the company’s com-
petitive advantage as well as document the
plans necessary to improve and capitalize
on this advantage.

Consequently, the imperative to outpace
the competition is two-fold: not only to
develop a strategic plan, but to truly op-
erate from the plan ... that is, actually
execute it. It turns out that executing the
plan is the much more difficult endeavor.

Why is that?

There are two relevant studies that shed
significant light on why executing a plan
is such a challenge: the first was recently
published by Booz | Allen | Hamilton,
and examined how effective companies
were at converting strategy into acfion.
This Booz | Allen | Hamilton report de-
fined a “healthy” organization as one that
was able to convert strategy into action.

Their survey found that only 36% of the re-
spondent companies were able to convert
strategy into action. The key question to an-
swer was, of the remaining 64%, why were
they unsuccessful, and what can be done
to correct it? The reasons fell into four dif-
ferent categories, which can be examined
further:

32% - Everyone appears to agree, yet fail to

execute ... nothing changes

In these organizations, people only pay lip

service to directives from the top, making

only enough effort to appear compliant.

There were five root causes identified:

* Individuals lack clear understanding of
which decisions / actions they are
responsible for

¢ Once made, decisions are often
second guessed

e Field / line employees lack the
information they need to understand
the bottom line impact of their daily
decisions

Companies that Execute
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¢ Organizational silos exist -
information does not flow freely across
organizational boundaries

e The performance appraisal process
fails to differentiate among high,
adequate, and low performers

12% - Organization has outgrown the
management capability

These organizations have outgrown the ca-
pability of the management team. Typically,
they were previously successfully driven by

a small, involved management team. How-
ever, the resultant growth exceeded what
this team could effectively manage, and the
team was unable to expand / delegate rap-
idly enough.

11% - Culture too bureaucratic; everything
decided from the top

These large organizations have multiple lev-
els of management; however the culture has
degraded into a highly bureaucratic and po-

litical environment. .
Continued on Reverse



e Unclear accountabilities for execution

* Inadequate performance monitoring

* Inadequate rewards / consequences
for success / failure

* Lack of execution invisible to top
management

9% - People not on the same page
These organizations are characterized by
scores of smart, motivated, and talented
people who rarely pull in the same direction
at the same time.
*  Often send conflicting messages to
the marketplace
* Important information about the
competitive environment rarely gets
to the key decision makers quickly

Perhaps the most alarming finding was the
misperceptions of top management. 54% of
senior managers viewed their organizations
as “healthy”, yet only 30% of the rest of the
organization had the same view! 70% of
the rest of the organization rated their or-
ganizations as unable to effectively convert
strategies into action.

Of course, one might ask... so what? What's
the relationship between converting strategy
into action and bottom line performance?
48% of the “healthy” organizations report-
ed a profitability higher than their industry.
However, “unhealthy” organizations were
just as likely to be less profitable as more
profitable than their industry. In summary,
healthy organizations are almost twice as

likely as their unhealthy peers to report a
better-than-industry-average profitability.

The highest correlation between superior
profitability and specific traits occurred with
two items: the ability to quickly translate stra-
tegic and operational decisions into action
and the capacity to deal with unpredicted
changes in the competitive environment.

The second study was published recently in
the Harvard Business Review. This equally
helpful study took a slightly different per-
spective than the Booz | Allen | Hamilton
approach, but the results have interesting
similarities. This study examined how effec-
tively companies accomplish what they set
out to do.

This study reported that most companies
accomplish only 63% of their annual ob-
iectives, and further identified why 37% of
the objectives were not accomplished. The
reasons for this 37% loss of performance
fell into four areas. The implication is clear
. overcome the problems and obstacles
to which the performance loss is attributed,
and a higher level of results are possible.

Let's examine these four areas of perfor-
mance loss in more detail:

17% - Actions, responsibilities & resources

* Inadequate or unavailable resources

e Actions required to execute are not
clearly defined

*  Unclear accountabilities for execution

* Inadequate skills

8% - Strategy development

e Strategy is poorly communicated

* leadership uncommitted to strategy
e Strategy unapproved

6% - Accountability

* Inadequate performance monitoring

* Inadequate rewards / consequences
for success / failure

6% - Leadership / Culture

*  Organizational silos & culture blocking
execution are invisible to top
management

e Poor senior leadership

Each organization has its own specific chal-
lenges & issues. [t is important to identify
which of the factors above plague your par-
ticular business, and then deal with them.
The authors of the study recommended five
key disciplines to close the performance gap:

1. Include everyone in the strategic
planning process

2. Examine what happened in the past &
learn from it, without pointing fingers

3. Discover the limiting attitudes in the
organization, and shift them
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4. Align on the top priorities at every level

5. Establish monthly review sessions to
monitor actual vs. planned
performance

Solution items 1, 4 & 5 are process disci-
plines. These can easily be accomplished in
a straightforward, although not necessarily
simple manner, by having the organization
put the appropriate processes in place, and
allocate adequate time & priority to them,
even if the discipline has been lacking.
However, items 2 & 3 are more challenging,
because they are cultural items. Changing
attitudes and developing a specifically posi-
tive culture are skills that are not common-
place in organizations, and effective pro-
cesses to create internal & cultural change
are equally scarce, but can be found.

The Bottom Line

The message to organizations from both
these studies is similar — determine the or-
ganizational and performance issues that
trouble your particular business and de-
vise a plan to overcome them. The pay-
off is achieving a higher percentage of the
company’s objectives and a higher-than-
industry-average profitability. Develop
a strategic plan, identify and remove the
obstacles that hinder its execution, and
your organization will grow 63% faster and
achieve 45% higher revenue per employee
than your competitors who are not operat-
ing from such a plan.
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