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Wouldn’t you like your business to have:

• 95 percent of its customers say they are highly satisfied with the products and services it  provides?

• Its employees say that it’s one of the best companies in the world to work for?

• Its growth rate exceed the average for its industry?

• Its return on equity in the top five percent of companies in its industry?

And, on each of these dimensions, wouldn’t you like your company’s performance to keep improving at such a pace
that the competition can’t keep up?

Many companies around the world have tried to achieve this level of performance over the last decade by embracing
a range of „solutions,“ including mergers and acquisitions, downsizing, financial engineering, and Total Quality
Management (TQM).

Overall, the results have been disappointing. While some of these approaches have proven useful in certain instances,
few have led to sustained high performance. Even such basically sensible approaches as customer focus and TQM
are piecemeal and insufficient in practice.

To understand why, we like this analogy: Imagine that your company’s business is long-distance running. Along
comes a company doctor who says, „The way to win the marathon is by strengthening your left leg.“ A second
doctor says, „No, it’s the mindset that you have to get right.“ A third doctor advises lung exercises. In fact, you really
need to get many things working well at the same time – and then you need to continue improving them forever.

The High Performance Business Model

Our model of a High Performance Business appears in Exhibit 1. Helping shape objectives and priorities are the
three groups of stakeholders whose satisfaction is absolutely critical: customers, employees, and owners. Clearly, the
organization must also satisfy other stakeholders, such as the communities around it, various governments, and the
environment. But unless you have met the needs of the first three groups, you won’t be able to meet the needs of the
others.

The central core of our model consists of the work processes of your company. In our view, getting these processes
right is the primary way you satisfy your stakeholders. This focus runs counter to traditional thinking, which looks at
functions and departments and tries to figure out how to improve them. We believe that the processes of work matter
more than the organization structure; and so, in order to improve satisfaction, you have to improve processes. This
article focuses primarily on how to go about doing that.

Exhibit 1

The High Performance Business



At the bottom of our model – the foundation level –  are resources and organization. In order for processes to work
well, you have to have the right resources in place to execute those processes. Similarly, it is critically important to
take a look at what we call organizational characteristics, which provide the contextual motivation for the people to
perform the processes well and to improve those processes at a faster rate than the competition.

We are sometimes asked, „Where is strategy in this?“ The old concept of strategy emphasized broad market needs
(critical success factors or bases of competition). A more compelling definition involves choosing how to satisfy all
key stakeholders – and how to continuously improve their satisfaction.

Satisfying Customers, Employees, and Owners

How Stakeholder Satisfaction Works. It is now well established that customer satisfaction means profitability.
Satisfied customers come back, buy more, and climb your product line to more profitable products and services.
Simultaneously your selling costs decline. Customer satisfaction also leads to growth. Exhibit 2 shows a measure the
automotive industry calls the CSI – the customer satisfaction index. It compares the CSI for Honda – which until
1991 was first in the United States in customer satisfaction – with the average for the industry. As the lower portion
of the exhibit shows, Honda’s significant lead in customer satisfaction has yielded tremendous growth in Honda’s
US. market share: from about 5.5 percent to 8 percent in four years.

Exhibit 2

Customer Satisfaction Leads to Growth

What’s happening is a lot of word-of-mouth marketing on the part of satisfied customers. That, in turn, generates a
great deal of free publicity. Eventually, customer satisfaction translates into growth.

But customer satisfaction alone is not enough. To deliver consistently high customer satisfaction, you need to satisfy
the owners of your business and the employees simultaneously.1 Exhibit 3 shows how satisfied customers lead to
fewer customer defections, which lead to high profits and growth, which lead to owner satisfaction.

Satisfied owners are the most likely to invest in the human resources of the firm – not necessarily by paying
employees more, but by providing the training, the equipment, and the conditions to make their work more
productive and enjoyable. That leads to a dedicated work force, which in turn leads to superior products and services,
and that leads back to higher customer satisfaction. In short, satisfying customers, owners, and employees is a never-
ending chain that reinforces itself.

It is important to distinguish between employee satis faction and employee empowerment. Many surveys reveal that
employees value other aspects of their work – such as having a clear career path, professional training, and a
company they can be proud of – ahead of employee involvement or empowerment.

While satisfying key stakeholders sounds fairly straightforward, the fact is that most companies don’t do it.

Defining Satisfaction. It is essential to identify critical satisfaction attributes for all key stakeholders and to
determine how important each attribute is to each group. Exhibit 4 offers a representative list for a fictitious firm



called „High Performance Manufacturing.“

Exhibit 3

Customer, Owner, Employee Satisfaction

Exhibit 4

Importance of Selected Satisfaction Attributes



Next, you identify the gaps in satisfaction – the difference between the level of service or product stakeholders would
like from you and the level you in fact provide. The next step is to compare your own performance on these critical
satisfaction attributes with that of your competitors. For example, Exhibit 5 compares, for particular attributes of
satisfaction, the level of customer satisfaction with High Performance Manufacturing (vertical axis) and with ist
closest competitor (horizontal axis). Clearly in speed of delivery, the competitor performs significantly better than
High Performance Manufacturing. In competitive pricing, High Performance Manufacturing performs significantly
better than its competitor. But in durability, High Performance Manufacturing and its competitor are on a par – and
neither one is satisfying the customer. This information presents significant opportunities for improvement strategies.

Exhibit 5

Performance on Selected Satisfaction Attributes

Relative to Competitors

It’s useful to take this information one step further by arraying it on a Kano diagram (Exhibit 6). This chart displays
the company’s level of achievement versus customer satisfaction for a given attribute. As the chart shows,
satisfaction attributes fall into three categories: threshold, performance, and excitement. Threshold attributes have a
kind of saturation effect: beyond a certain point, improving your level of achievement on a threshold attribute
doesn’t have much effect on customer satisfaction. For example, a hotel might put two little bars of soap in each
guest’s bathroom – one for the sink and one for the bath. Failing to provide any soaps will cause customer
dissatisfaction. However, providing three or four bars is unlikely to be perceived as improved service, because two
are enough.

In contrast to threshold attributes, performance attributes are those for which „the more the better.“ For example, the
more you can tailor what you sell to each customer’s exact needs, the happier the customer is.

The third set, excitement attributes, have a very interesting characteristic: if you provide something that the customer
isn’t expecting, and the customer likes it, the level of satisfaction is extremely high. For example, the Macintosh
computer’s user interface made it possible for people to use computers without having to be rocket scientists.
Customers loved it, and flocked to Apple’s door.

Strategically, one way to achieve competitive advantage is, in fact, to create excitement attributes through innovation
– based on a solid understanding of what your customers are hoping for but not expecting. Once you have achieved
such an innovation, you implement it very quickly and broadly until customers come to expect it, so that it becomes
a threshold attribute, which the competition hasn’t yet figured out how to provide at reasonable cost. In this way, you
constantly keep your competitors off-balance through your process of innovation and subsequent widespread
implementation.



Exhibit 6

Customer Satisfaction vs. Level of Achievement on Selected Attributes

The next step is to conduct an overall assessment that tells you which of the satisfaction attributes are the most
critical to improve. Exhibit 7 offers a simplified example. Here, the attributes with high strategic need for
improvement are long-lasting products, speedy delivery, and competitive manufacturing costs.

Now you have identified some priorities that are directly connected to the performance of your business. It is
critically important that these priorities are not developed through a bottom-up process, but based on an
understanding of what drives the success of your business as a whole.

Once a firm identifies its priorities for achieving customer satisfaction, why doesn’t it just forge ahead in those
areas? The answer is that while the firm is providing satisfaction in one area – such as improving speedy delivery –
some other stakeholder’s interests are being affected. Setting priorities always creates conflict between stakeholder
requirements. Understanding that conflict in a systematic way is absolutely essential.

Handling Conflict.  It is essential to recognize and make explicit the tradeoffs required to satisfy stakeholders. For
example, it is not uncommon to have conflicts between competitive manufacturing costs and highly customized
products, as well as positive correlations between dedicated employees and a safe work environment, as shown in
Exhibit 8, which contains a quality function deployment or „house of quality“ chart turned sideways.

It is important to recognize conflicts, because they may prevent a company from doing what it needs to do. If you
don’t recognize the conflicts and don’t manage them, you end up confusing your employees. For example, some
senior managers declare, that customer satisfaction is paramount, while they act as though cost control is the most
important thing. Unless somebody at the top actually says, „this is how we’re going to deal with the conflict,“ people
get confused; and people who are confused don’t work with enthusiasm and dedication.

In fact, many conflicts exist only because the business is being run along traditional lines. Our High Performance
Business model suggests that improving the processes can reduce and eventually eliminate much of the conflict. And
rethinking business processes to eliminate conflicts can provide a huge competitive advantage.

Improving Processes

A business process is a sequence of connected activities that take place inside – and sometimes outside – an
organization, along which information or hardware flows, with something added at each step. The end point of any
process is something that satisfies one or more of the stakeholders.

Why Focus on Processes? Seeing an organization as a series of processes rather than as a fixed structure is
particularly useful, because to improve satisfaction you must optimize the organization as a whole, and processes are
the chains of connection that cut across the entire organization. The product development process, for example, cuts
across research, engineering, manufacturing, and marketing (Exhibit 9). Traditionally, people identified problems
within individual departments, whereas in fact the root cause of the problem was often both broader and deeper in



the organization.

Exhibit 7

Weighing Satisfaction Attributes: Illustrative Examples

„High Performance Manufacturing“
Stakeholders Satisfaction attributes

Importance to
stakeholders

Relative
position

Relative need
for
improvement

Customers Long-lasting product
Competitive price Speedy
delivery

8 6 10 Average
Strong
Weak

High Low High

Employees Appreciative customers
Competitive wages Safe work
environment

5 10 9 Average
Strong
Average

Low Low Low

Owners Low working capital
Competitive manufacturing
costs Dedicated employees

8 10 6 Weak Weak
Strong

Medium High
Low

Exhibit 8

Tradeoffs Required to Satisfy Stakeholders: Illustrative Examples



Exhibit 9

The Product Development Process

All business organizations have a number of critical processes that are closely correlated with stakeholder
satisfaction. The scope of such processes is so large that they may cut across both functions and hierarchical levels
within an organization. The strategy development process, for example, involves all the levels in a company. And the
supply chain management process cuts across a variety of organizations: the firm’s suppliers, their suppliers, the
company itself, and its customers.

These large, critical processes tend to evolve incrementally as companies grow, until nobody understands how the
whole process works. And when you don’t understand something as a whole, you can’t improve it systematically.
You can only fix little pieces of it. Because these large and critical processes have become so unwieldy – and are so
rarely managed – they vary widely in performance. Exhibit 10 compares Honda’s product development process to
that of one of the U.S. Big Three in terms of various performance measures. How long does it take the U.S. firm to
develop a new car? Honda does it in two-thirds the time. How much effort does it take in terms of engineering man-
hours? Honda does it with one-third the effort. What’s the quality of the product, measured by customer satisfaction?
Honda’s product is significantly better. We see performance gaps of this magnitude between the average and the best
in many industries.

Exhibit 10

Automotive Product Development: Honda vs. a U.S. Manufacturer



Naturally, some processes are more critical than others in terms of affecting stakeholder satisfaction. The High
Performance Business model includes an elegant and systematic analysis to determine which processes within your
firm connect to which stakeholder satis faction attributes (Exhibit 11). This mapping, which is actually fairly easy to
do, quickly identifies the two or three processes on which you should focus.

Three Approaches to Fixing Processes.  Having identified your high-priority processes, you need to take a
look at three alternative approaches to improving them: incremental improvement, redesign, and rethink (Exhibit 12).

• Incremental improvement consists of small, often sequential improvements in current work processes, often as a
response to problems identified by self-empowered work teams. Incremental improvement can yield results quickly,
but they are usually insufficient to make a real difference.

• Redesign of the process is a higher level of improvement in which you take a look at the process as a whole and
say, „can we do this better?“ Rethinking must be done by mid-level management who collectively own the entire
process.

• Rethink  is a still higher level of improvement in which you reconceive the entire way of doing business. You have
to rethink when stakeholder satisfaction is extremely poor, when there are conflicts you cannot resolve within the
current way of running the business, or occasionally when the process simply doesn’t exist.

Exhibit 11

Linking Selected Critical Processes and Stakeholder Satisfaction Attributes

Exhibit 12

Three Approaches to Fixing Processes



For example, in the banking industry in the early 1980s, it was evident that customers were dissatisfied with banks’
working hours and service. In response, banks took very different approaches. Most large banks undertook
comprehensive operations improvement studies and opened more branch offices, kept their branches open longer,
added tellers, and installed electronic drop-off desks. Customer satisfaction went up, but so did costs.

BayBank, in New England, took another approach. It probed a little deeper into customer requirements and came to
the conclusion that what customers wanted most was access not to the bank, but to their money. BayBank was one of
the first regional banks to deploy automated teller machines widely. BayBank raised customer satisfaction
significantly – at much lower cost than competitors.

What most banks did was redesign; what BayBank did was rethink.

Another example of a rethink comes from the familiar area of just-in-time manufacturing. Traditionally, people used
to believe that service quality, as measured by how quickly you fill a customer’s order, was fundamentally in conflict
with cost considerations, such as inventory-carrying costs. This is a classic stakeholder conflict: the owner’s
requirement is lower inventory-carrying costs, while the customer’s requirement is better service.

Business experts spent three decades developing operations research methods aimed at locating the „best“ point on
this curve. Meanwhile, in Japan, people were saying, „we must think of a different way of doing this.“ Their solution
was the just-in-time approach, which substitutes better planning for inventory. This rethink shifted the tradeoff curve
to a different part of the map by allowing businesses simultaneously to improve service quality and reduce inventory-
carrying costs (Exhibit 13). Whereas small changes in these tradeoff curves can yield some improvements in one
dimension or the other, rethinking can achieve gigantic leaps forward.

A third example can be found in the American automo tive industry. Although the jury is still out on Saturn, it may
yet turn out to be one of the most successful rethinks in the U.S. automotive industry since the days of Henry Ford
and Alfred P. Sloan.

Aligning Resources

To execute any process well, you need to have the right kinds of resources in place. By resources we mean people,
facilities, information, technology, and suppliers. Exhibit 14 lists, for example, resource needs for the product
development process.

A recent MIT study of management practices among automotive manufacturers in Japan, the United States, and
Europe identified, among other very interesting conclusions, the absolutely critical importance of having these
resources in balance.2 It is illustrative to compare General Motors’ automotive assembly plant in Hamtramck,
Michigan, with Toyota’s NUMMI plant in Fremont, California.

Exhibit 13

Rethinking Can Move the Whole Curve



The Hamtramck plant was crammed full of automation on the theory that it was best to get people out of the plant,
because people are the source of problems. When the plant opened, it went haywire: robots spray-painted each other
and automated guided vehicles ran into cars. GM couldn’t get production going for several months. The company
eventually concluded that it had to put good people back into the plant to program, run, and maintain the machines.
They ended up with a medium-quality production facility and high costs because they had all the labor back and all
the capital investment.

Toyota approached its design of NUMMI much more thoughtfully. Management recognized that there are things that
people do well and others that machines do well, and they decided to try blend them together effectively. They ended
up with less automation, less capital investment, and more highly-trained people than at Hamtramck. The result was
one of the lowest-cost, highest-quality plants in the United States.

You must begin to think of changing your strategy from emphasizing economies of scale, where you can do one
thing with very high efficiency, to beginning to emphasize economies of scope, where you can do multiple things at
reasonable cost (Exhibit 15).3

Why? Because markets are getting segmented and fragmented, product life cycles are shrinking, and the importance
of being able to create a multiplicity of products at reasonable cost is beginning to outweigh the ability to create one
product at very low cost.

Exhibit 14

Selected Resource Needs for the Product Development Process

People: Computer-literate engineers

Facilities: Equipment to speed manufacturing of
prototypes

Information: Up-to-date intelligence on customers’
needs and competitors’ plans

Technology: Techniques to analyze reliability

Suppliers: Suppliers with their own world-class
product development processes

Ten years ago many automotive manufacturers sold 500,000 to 700,000 units of essentially the same model per year
with very small differences. Now it’s unusual for a model to go beyond 200,000 cars a year. We believe that in five
years most model runs will be fewer than 50,000 cars a year. This shift from economies of scale to those of scope has
important implications for each of the five categories of resources. For example, it will require multifunctional
people who can do a variety of things, rather than highly specialized people.

In addition, flexible resources make continuous change practical.

Aligning the Organization

As you fix your processes to meet your stakeholders’ needs and rationalize your resources to align with the
processes, you also need to take a look at three aspects of your organization: its structure, policies, and culture.

The historical approach to structure has been to collect together individuals with like skills doing like work. The
emphasis was on efficiency, economies of scale, and ease of resource allocation. As a process focus begins to
develop, the internal boundaries of the old structure will need to become porous, so that people sharing a process can
work well together. Planning, budgeting, decision-making, and reporting systems will all need modification.



Exhibit 15

Scale vs. Scope: Illustrative Examples

In terms of policies, four types really make a difference:

• Performance measurements

• Salary and reward systems

• Jobs scope

• Training

These four policies have the biggest impact on staff motivation to make critical processes work well and to
continuously improve them. Unfortunately these policies are too often frozen in the dark ages, partly because they
are complex and therefore difficult to modify appropriately.

For example, everyone now recognizes the importance of teamwork in most businesses. Yet, how many Western
companies have performance measurement and reward systems that are based on teamwork? Very few. In Japan, in
contrast, this subject has received considerable attention.

Finally, cultural impediments to change must be identified and overcome. Peter Scott-Morgan of Arthur D. Little has
a simple definition of culture: the unwritten rules of the game. Policies, in contrast, embody the written rules. In your
organization’s culture, is honest communication difficult? Is teamwork ineffective? Is the messenger who conveys
bad news shot? The roots of such behavior lie in the unwritten rules, which can and must be modified.

When the organization has improved its processes and aligned its resources, structure, policies, and culture, it
achieves something that Arun Maira of Arthur D. Little calls „acceleration.“ He is referring to the heightened pace of
continuous improvement. For example, while U.S. and European cars have improved over the last 30 years, Japanese
cars have improved much faster (Exhibit 16). Today, most Japanese cars are better than most comparable American
and European cars in terms of quality and value for money. American cars are now beginning to catch up, but they
have a long way to go.

The point is that continuous improvement is not enough: What matters is how fast you’re improving. And the only
way to achieve acceleration is to align structure, policies, and culture to dramatically increase people’s motivation to
make this happen.

Getting Started

To create the High Performance Business in your organization, you must satisfy your key stakeholders by improving
critical business processes and aligning your resources and organization to support those processes (Exhibit 17). This
is a major undertaking. Furthermore, it isn’t something that you do once and it’s over. You keep doing it forever.

Most companies find radical change difficult, mainly because they don’t take the time early on to understand where
resistance to change will come from. People resist change for perfectly understandable reasons, including fear of
losing power, fear of uncertainty, conflicting messages from management, and doubts about management’s long-
term commitment to the new way of doing things.



Exhibit 16

Acceleration in Continuous Improvement

It is essential to unearth those kinds of resistance and to deal with people’s concerns in an honest and forthright
manner. One way to get support rather than resistance is to involve people in developing the program for change.
First, you must have management commitment and leadership, because people are looking for that. If you don’t
explicitly show them that this process is owned at the top, people are going to be skeptical about it.

Exhibit 17

Creating a High Performance Business

You then have to get the involvement of employees. You want to do this with facts, because facts are what overcome
emotions. The more you base decisions about new approaches on facts, the more impartial you make them, and the
process goes forward with much less friction.



It is very helpful to do an early pilot project to establish the credibility of the entire improvement process. A pilot
project demonstrates actual results.

You also need to provide your key people with what we call just-in-time and task-aligned training. Just-in-time
training means training in techniques such as problem-solving and teamwork, provided when you’re about to start an
improvement project. Task-aligned training means training specific to the task at hand. These principles are critical:
Businesses have wasted an immense amount of money providing training, just because it seemed the right thing to
do. But when you train people and then don’t give them the opportunity to apply that training within the next few
months, they forget what they’ve learned.

Finally, we think it’s important to do some very thorough planning before you actually start the implementation
process.

The implementation process appears in Exhibit 18. It begins (after some preliminary fact-finding) with a
management workshop, to get the top managers to agree on the vision of the High Performance Business and
understand that it’s necessary and desirable.

The next step is an assessment process, using the High Performance Business model to identify the first process that
you are going to work on. It’s very important to do this carefully. You need to choose a process for which both the
opportunity for improvement and the probability of success are reasonably high. If the pilot project fails, you’ll kill
the whole program.

Once you’ve completed the pilot project, you begin to develop a comprehensive implementation plan for the next
three years. Simultaneously, you provide just-in-time and task-aligned training.

We are absolutely confident that by using this model to shape your improvement strategy, you can begin to move
onto the next plateau of performance and from that plateau to the next one and thus continually climb to higher and
higher levels of performance. You can become a company with acceleration. And regardless of where you are, in less
than a decade you can overtake the best in your industry. The effort is well worth making.

Exhibit 18

Implementing the High Performance Business



1Leonard A. Schlesinger and James L. Heskett have explored this connection in great detail. See, for example, their
article, „Breaking the Cycle of Failure in Services,“ Sloan Management Review, Spring 1991.
2The results of the $5 million, five-year study on the future of the automobile are captured in The Machine That
Changed the World , by James P. Womack, Daniel T. Jones, and Daniel Roos, Rawson Associates, 1990.
3Our thinking on scale vs. scope is built on ideas originally formulated by Joel D. Goldhar and Mariann Jelinek, as
published in the article, „Plan for Economies of Scope,“ Harvard Business Review, November-December 1983.
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