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One good indicator of the accelerating pace of changeisthetimeit takes for die total amount of human
knowledge to double. At the end of the first millennium, it doubled in about 200 years; at the beginning of the
industrial revolution, in about 30 years; and today, in about five years. Welcome to the information age!

Many thoughtful people are asking whether, in the face of thisincredible amount of new information, it makes
senseto, do” strategy at all. How useful isit to engage in strategic reviews, analy zing market positions and
setting goals and tactics, when at the end of the process the world will have changed — and will continue
changing? Isstrategy still relevant?

The answer isyes, it is. Consider the battle between Garri Kasparow and Deep Blue. Garri Kasparow is an
international chess champion who has at his disposal some 50 billion neurons and can think through about two
moves per second. Deep Blueisan IBM computer consisting of 32 processors and able to calculate 200 million
moves per second. How can a human being possibly compete with such a superb piece of technology? And yet,
Garri Kasparow has won most of the matches between the two. It's hard to imagine a better illustration of the
power of strategic thinking — or the superiority of ambition-driven versus resource-driven strategies.

Today there is much discussion about core competencies and strategic focus as ways for companies to better
leverage their limited resources. Thisis good. Much harm was done when businesses attempted to do too many
things at the same time. But merely narrowing a company’ s focal range cannot in itself ensure strategic success.
What each company needsis aclear and shared ambition that the entire organization can pursue with real
dedication.

Arthur D. Little's Ambition-Driven Strategy™ framework and methodology are designed to create this
dedicated pursuit of shared goals by establishing a high degree of alignment across the organization. Unlike
conventional strategy-formulation processes —which address only the rational, analytical elements of strategy —
Ambition-Driven Strategy also addresses the fundamental behavioral aspects. Moreover, Ambition-Driven
Strategy actively addresses the issue of uncertainty, not as an obstacle to long-term success, but as aresource for
business opportunities.

Creating strategy today requires a new toolkit. In this article, we discuss the development of the Ambition-
Driven Strategy approach, which supports innovation and growth — and a few thoughts on why traditional
strategic planning isn’t working very well.

The Trouble with Traditional Strategy

Virtually all major companies develop strategies. Companies understand the need to have a common course of
action toward shared goals. Yet according to research conducted recently by Fortune magazine, companies
execute only 25 percent of these devel oped strategies.

How could that be? After all, these companies have invested millions of dollarsin strategic planning, using the
latest analytical planning tools. What goes wrong in the development of these strategies? We' ve identified a
number of reasons:

« For many people, strategy remains remote and almost mystical, the outcome of atop-secret senior-management
retreat. Thiskind of strategy can’t generate staff enthusiasm or even support. How can employees act strategi-
cally without knowing anything about the strategy?

« Traditionally, strategy development hasinvolved alot of data gathering and analysis of past performance —
neither of which does much to help manage fundamental market uncertainty. Often, internal discussions of
whether the company’ s target market share should be 12 percent or 12.5 percent become more important than
any discussion of future business drivers and their impact.

« Strategy isstill perceived as primarily an analytical processthat endsin one, best” strategy for the company.
This, best* strategy is then translated into a business plan, which the organization attempts to implement. But if
strategies were the result of apurely analytical and rational process, think how easy it would be for all com-
petitorsto predict each other’s strategies.

¢ ,OK, the strategy is done, let’s get back to operations,” isafrequently heard observation. Eveninrelatively
enlightened companies, strategy development isonly rarely set up as an ongoing process, and strategic reviews
are rarely incorporated into the business planning process.

* What usually causes strategy to fail is not wrong information, but inappropriate or misaligned behavior. Check
this observation against your own company’ s experience:



when you were trying to implement your last strategic initiative, where were the barriers —in content or
behavior? Most companies spend 95 percent of their strategy development time in defining the content of the
strategy — mostly by analyzing the current market and company performance.

So what happens when the ,, behavioral aspects’ —i.e., the people — are left out of die strategy process? First the
strategy cannot generate the necessary buy-in for implementation in operations. People may pay lip service to the
new strategy, but they won't live by it. And second, even if this content-based strategy were somehow
implemented, it would be unlikely to be very differentiating, because the information that shaped it isreadily
available to every competitor in the marketplace.

To avoid the shortcomings of traditional strategic planning, companies must first recognize that in both
formulating and implementing strategies they must wrestle with issues that are far from certainty and far from
agreement. The key challenges are managing the uncertainty in the market environment and achieving alignment
of the employees within the company, as shown in Exhibit 1. Because the uncertainty in the business
environment is pushing strategic planning to the far right of this matrix, companies that stick to traditional
planning methods will often fail in implementing strategies. Every company should ask whether its strategic
planners have the appropriate tool s to tap into the organization’ sintuition and creativity, to create agreement and
alignment at the far right of the matrix.

Ambition-Driven Strategy

The challenge for companiesisto merge therational and analytical strategic planning tools with a process and
instruments that encourage creativity and trust. The goal isto enable the organization to make the necessary
quantum |eap to strategies based on people’sreal ambitions.

Arthur D. Little' sresponse to this strategic challenge, Ambition-Driven Strategy, differs from traditional strategy
in three fundamental aspects:

* |t creates content that is future-based and ambition-driven.

« It ensures that behavior is aligned with objectives.

« It provides continuous process management that relies on a balanced set of performance indicators.
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Future-Based, Ambition-Driven Content. In our experience, managers best meet the challenges of an
uncertain future when they start their strategy process by thinking about the future independent of their current
situation. The objective of this exerciseisto create an ambition that will drive strategic direction. To define that
ambition, the organization first needs to formulate two distinct perspectives, die, outsidein“ and the, inside
out,“ and then to merge the two (Exhibit 2).

The, outside-in“ perspective looks at the market. To develop this the organization holds structured brain-
storming sessionsin which it thinks about driving forces that might have an impact on itsindustry. These driving
forces are derived from expert knowledge and intense market research, assessed for its relative certainty and
arrayed on an Impact-Uncertainty Matrix. During the outside-in process, participants combine the endpoint
alternatives of various driving forces that have a high impact on their industry to create possible scenarios for
market development. Exhibit 3 shows the Impact-Uncertainty Matrix that a company intending to produce



retinaimplants created for itsindustry. The driving forces with a high impact and a high uncertainty form the
zone of focus. The endpoint alternatives for the driving forces are assembled into four to five scenarios. Each
selected scenario is described and given aname that captures the central theme, hi the case of the retinaimplants
company, one of the different scenarios was called ,, Innovate or out,” and the environment was described as
~customers pushing for lower prices, but innovative products capture market share. New competitorslikely to
enter and use technology asalever.”

Exhibit 2

Ambition as a Merge of the , Inside Out* and the ,,Outside In“ Perspectives
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When doing the scenario development it isimportant to check the:

« possibility, i.e., the events should have the potential to become reality

« coherence, i.e., the events should logically fit together

e uniqueness, i.e., each scenario should be different from the others

« usefulness, i.e., each scenario must have value for testing strategic options

Once the scenarios have been described, the teams define oneideal company for each scenario. Thisideal com-
pany isan industry leader and a nightmare competitor, configured specifically to address the specific market
conditions within the scenario. We use Arthur D. Little’ s well-established High Performance Business Model as
aframe to describe these future companies. The major questions we answer when using the High Performance
Business Model to describe the ideal company are: who are the stakeholders of the ideal company, and what are
their expectations? What are the most important processes to address the stakeholders needs? How are we
organized and what resources do we need to achieve a sustainable market position?

The snowboarding industry is agood example of the importance of addressing future market needs in strategic
planning — and of how industry structure can change overnight. Asistypical of mature industries, the market for
skiing equipment stagnated over many years. Suddenly there appeared an opportunity to change the industry
structure and to restart the industry life cycle: snowboards. The technological competence to produce
snowboards was in the domain of the classical ski manufacturers. But, with afew exceptions, they missed the
boat. The names on the snowboarding slopes today are Burton and Oxbow — not K2 or Atomic. More important



than the technical competence was the identification of a market need: the need of the younger generation to
differentiate itself and to transfer a certain lifestyle from the beaches to the mountains. None of the traditional
skiing equipment companies took theinitiative to think about the uncertainty of their future. Instead, the future
needs of the markets were anticipated by surfboard producers, who managed to transfer one lifestyle to another
industry and hence changed the industry structure.

Exhibit 3

An lllustrative Impact/Uncertainty Matrix (Example: Retina Implants)
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Complementing the outside-in perspective is the inside-out perspective, which incorporates the personal
ambitions of the organization’s employees. The same teams that have described the future scenarios and the ideal
companies from amarket point of view link their personal visionsto their organizational visionsto generate a
description of the future company. It isthe starting point that differentiates the two processes, since the
employees think first about their personal visions and then open up to the vision of their ideal organization. The
vision will be described mainly in qualitative terms, distinguishing between the work environment, values,
reputation with customers and marketplace, and contribution to overall organization, conmunity, and society.

The process of bringing together the descriptions of the ideal companies derived from the scenariosin the
outside-in perspective and the qualitative terms of the visioning exercise from the inside-out perspectiveinto a
coherent, qualitative, and quantitative vision of the company requires a certain instinct and intuition. We start
this processfirst by analyzing the ideal companies. Characteristics of an ideal company that are common to all
scenarios can be seen as sure wins and are incorporated into the base of the vision. The group then agrees on one
most feasible scenario and its corresponding ideal company. The driving-force end-point alternatives of the
chosen scenario form the premises of the strategy. The endpoint alternatives of the scenarios that are not selected
are reflected and monitored in the strategic controlling system. Asyou can imagine, the process of agreeing on
one scenario with its qualitative and quantitative elements creates alignment within the management team and a
set of shared goals and values that are a prerequisite for successful strategy implementation.

Needlessto say, this alignment cannot be hammered in. The processisiterative, often involving a number of
loops, and it must be carefully managed. But the effort is well worth the time. Whereas misaligned undertakings
based on unhappy compromises are doomed to fail, aligned teams can move mountains.

Behavior That Is Aligned with Objectives. For any strategy to be successful, companies must not merely
involve people but engage their real energy and enthusiasm. And then companies must manage the momentum.
Because strategy is afundamental change initiative, it requires companies to create and sustain the readiness for
change. One instrument that we use to assess the readiness for change within an organization is an Unwritten




Rules of the Game™" appraisal, which reveals, through a brief sequence of structured interviews, the company’s
actual and potential barriers to change, hi one client company we worked with, there was an unwritten rule that
more than two personal failuresled to an employee’ s dismissal. Clearly the company would have had ahard time
implementing a strategy based on innovation.

Another company wanted to focus on shareholder value creation. The barrier to this goal was the unwritten rule
that the only important performance indicator was the quarterly bottom line. Management over-invested heavily
in current performance, neglecting to monitor its return on the capital it employed. Once management identifies
the unwritten rules, it must address them and take action to remove the barriers for change.

We sometimes compare creating buy-in to the strategy process to heating cold water in ateakettle. Once the
kettleis set over aflame, the temperature of the water slowly increases, affecting every water molecule. The art
isto manage this creative tension and involvement throughout the process— not overheating the organization to
the point of distraction or unrealistic expectations, but increasing the temperature quickly enough to sustain the
excitement.

Managing the momentum for a new strategy requires involving as many employeesin the strategic process as
possible, either actively, through participation in workshops, or passively, through companywide communication
about this major change initiative. In one medium-sized company we worked with, we actively involved more
than 200 managers — half the peoplein all layers of management. This process requires sophisticated
communications, to calm fears and dispel rumors about changes in the conpany and to recognize and reward the
people who actively participate in the strategy formulation process. For one company we even placed articlesin
the Financial Times, not so much to inform external stakeholders, but more to generate enthusiasm and
momentum inside the company.

Continuous Process Management. Asstated earlier, one misunderstanding people haveisthat strategy in
itstraditional senseis usually something companies develop episodically, at long intervals, and implement
afterward. In Ambition-Driven Strategy, implementation is from the start an integral part of the process. Once
the company has agreed on its vision of an ideal company, and once thisideal company isin line with the
organizational vision, the team has to consider what thisideal meansin view of the company’s current situation.
For example, if ashared goal isto lead the industry in innovation, what does that mean? Does it mean reducing
time to market from 12 to 5 months, or increasing the product introduction rate by 20 percent, or selling via
innovative sales channels such as the Internet? Similarly, if cost leadership is key in all scenarios, the company
needs to be very explicit about defining its desired end-state in terms of cost leadership, so that it can measure its
performance. While management teams often agree easily on general goals, such as being more innovative,
defining what these goals actually mean to their companies can be considerably more difficult.

Only when the team has made the defined vision tangible, with specifically defined parameters, will it become
clear whether the team really is aligned and how this team can implement its vision. Toward that end, we
incorporate the idea of abalanced reporting and monitoring system early in the strategy development process. A
balanced set of performance indicators can be seen as providing timely , x-ray* health check-ups for the
company’s strategy, revealing progress toward objectives. Theseindicators also link afive- to six-year strategy
to the yearly planning and budgeting process, and even to monthly performance, as shown in Exhibit 4.

Managing the strategy development and implementation processis particularly challenging and complex because
all three aspects must be addressed in parallel (Exhibit 5). In Ambition-Driven Strategy, the distinction between
strategy and organization beginsto blur asincreasingly organization is strategy. In establishing Ambition-Driven
Strategy processes in companies around the globe, we have observed several commonalities. The developed
strategies lead to fundamental changes in the organization. Growth and innovation are recognized as central
initiatives that require immediate and radical action. Divestiture and investment go hand-in-hand as waysto
create value. Interestingly, the rate of management buy-outsis significantly higher in these organizationsthan in
comparable firms using traditional strategy processes, possibly because their management teams feel they can
best reach their ambitious targets under new ownership constellations.

Another result of effective alignment is asurfacing of previously submerged feelings and agendas. Ambition-
Driven Strategy is an open and honest process. It goesto the heart of companies, detecting and creating not only
shared values and goals but barriersto change. Asthe latter become apparent, they require action. But they also
free the organization’ s energy and help it align for unprecedented innovation and growth.



Exhibit 4
Balanced Reporting and Monitoring as a Link Between Strategy and Operations
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Exhibit 5
The Ambition-Driven Strategy™ Framework
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