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The concept of workforce diversity is very much
in vogue at the moment. It is partly driven by
the approach of our US-led multinational sector
to enriching the talent pool and also by more
general inclusiveness in Ireland in recent years
for people from different gender or LGBT backgrounds. It is unquestionably a good thing.
A new book called ‘The Power of Company
culture’ by US HR expert Chris Dyer, however,
highlights the need to think about diversity in
a different way. How diverse is the thinking of
the team that you have assembled, he asks? It
is not a question of how varied their ethnicities
are or whether the top team is gender balanced,
thought these clearly have a weight and bearing
on the health of the organisation, as he readily
acknowledges. The issue for him though is how
varied are the approaches of your people to the
important tasks that they undertake.
Limiting diversity programmes to particular
groups of people, he says, excludes the individual from the equation. From those individual
qualities comes monolithic strength. These are
qualities of mind and character, not appearance,
race, gender of sexual preference.
The distinction may seem subtle but a focus
on group diversity, he argues, can actually divide
and weaken a workforce, while intentional cultural diversity harnesses individual strengths.
Dyer cites taxi-service firm Uber as a case in
point. It has good ethic diversity, with around 50
per cent non-white employees and highlights this
in its formal diversity policy. In 2017, rumours
and accusations of sexual harassment at the firm
and an environment in which the most aggressive get rewarded, went public. While ostensibly,
the company made group diversity a priority,
its leaders chose to promote power-hungry, cut
throat employees to drove their high growth
strategy. As Dyer notes, Uber’s problems came
not from limiting disparate groups in their workforce but from promoting people who thought
the same way.
The solution to increasing diversity, he concludes, is not to set quotas based on gender or
make-up but rather to search for talented people
with different thinking qualities and styles.
In light of recent governance issues close to
home, this approach is one that might be considered when selecting boards and management
teams.
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Editor
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Wellbeing in the air
by Yvonne Gordon

Lack of ambition in
smaller firms

The lack of ambition in Irish
SMEs is highlighted in a new
report from a University College Cork which revels that
Irish small businesses are
content to keep their business to their current scale,
with only one in four looking
to grow into a national or
international business.
The study – Micro-Businesses in Ireland: from Ambition
to Innovation – is one of the
first reports to examine this
important enterprise segment in
Ireland, and to compare it with
micro-businesses in the UK and
the US. Micro-businesses are
firms with between one and nine
employees, and constitute 90%
of business in Ireland, employing over 400,000 people. Microbusinesses account for almost
20% of all Gross Value Added in
the Irish business economy.
Over 1,500 micro-businesses
were surveyed to identify their
ambition, innovation and adoption of digital technology, and
this information was compared
to the responses of over 6,000
micro-businesses in the UK and
over 2,000 in the US.
The report found that 71% of
Irish micro-businesses are keen
to keep their business similar
in scale to how it operates
now and that just 27% of micro-business in Ireland want to
build a national or international
business.
More positively, adoption of
digital technologies by micro-businesses in Ireland is
strong and growing. In fact,
uptake of digital technologies
by micro-businesses in Ireland
compares well with those in the
UK and is considerably higher
than those in the USA. However,
three in five small business are
failing to adopt common digital
technologies such as cloud
computing.
Drilling into the detail, the
report found that microbusiness
in the West (Galway & Galway
city, Mayo & Roscommon) were
amongst the most ambitious
in the country and are especially keen to build a business
with a view to exit while Dublin
micro businesses were not
markedly more ambitious than

BUSINESS TRAVEL

Larger players
leveraging innovation
efforts better

micro-business across the
country.
Overall levels of innovation in
Irish micro-business in Ireland are
higher than those in the UK and
USA, but innovation varies across
Ireland and is lower in peripheral
regions – particularly the South
East and Border regions.
The benefits of being your own
boss are of particular importance
to Irish small business owners,
with most emphasising ‘freedom
and autonomy.’ Some 77% of
micro-businesses in Ireland are
family owned, the ratio of male
to female owners is 2:1 and the
ambitions of male and female
owners are broadly similar.
“These business are our
plumbers, our builders, our
accountants and our mechanics, they play an important role
in the fabric of Ireland’s national
and local economy. This study
lifts the lid on their ambitions,

innovation and growth aspirations and presents an in-depth
economic picture of where
Irish microbusiness are, versus
their international competitors.
Government policy is to grow
small business but this may not
be what small business want”
commented the report’s co-author Dr Jane Bourke, economist, Cork University Business
School, UCC.
The Irish government has
plans of improving Small and
Medium sized enterprises’
(SME) productivity by 1% by
per year to 2025. While, Future
Jobs Ireland, has identified the
need to incentivise SMEs to
invest in new technologies.
This report was authored by Dr Jane
Bourke and Professor Stephen Roper at
Warwick Business School and represents a
collaboration between the Spatial and Regional Economics Research Centre (SRERC)
at Cork University Business School, UCC and
the UK’s Enterprise Research Centre (ERC).

Standout industrial companies have found highly
effective ways to scale their
digital innovation efforts,
resulting in much higher
returns on digital investment,
according to global research
from Accenture.
These “Champions” consistently scale more of their proofs
of concepts (PoCs) and achieve
higher-than-average returns on
their efforts compared to their
peers.
Accenture surveyed 1,350
senior and C-suite executives
from industrial businesses
across 13 industries, representing both discrete and process
manufacturing. The key finding:
while all companies surveyed
were investing to scale their
innovation efforts beyond the
PoC stage, only a small group
of them — the 22 percent
Champions — reached expected earnings.
“Scaling innovation is critical for digital transformation
success, but clearly presents
a challenge for many organisations,” said Mike Sutcliff, group
chief executive of Accenture
Digital. “The key question is,
therefore — how can companies succeed at it? The Champions we found in our research
are very strategic. They leverage
four specific management best
practices to specify the value
they’re seeking to create, and
then focus on changing their
organization. To them, it’s not
about scaling more — even
though they do that — it’s about
scaling better.”

The rewards for
being a Champion

The best-performing companies in the sample scale more
than 50 percent of their PoCs.
They also expect much higher
returns from their efforts than
their peers. Most importantly,
they tend to not only meet these
high expectations — but to
exceed them. Accenture’s research found that, on average,
Champions expected a Return
on Digital Investment (RODI) of

22.3 percent — but realized
25.5 percent.
The other 78 percent of
companies reported RODI
figures far below these. “Contenders” — the group of about
65 percent of the sample that
scales nearly as many PoCs
as the Champions — said they
expected returns of 7.2 percent.
But they were only able to
realise 6.4 percent, effectively
earning RODI below industry
average. The companies in the
third and last group — “Cadets”
— scaled less than half of their
PoCs and realized 9.9 percent
RODI, missing their target of
11.25 percent.

The four actions
Champions take

The research also indicates
how Champions manage to be
so much more successful than
their peers: All the companies
in the best-performing sample
cluster tend to take four specific
actions to drive the scaling-up
of their innovations:
Defining the value that will
guide innovation efforts: Champions assess the opportunities before them, and, at the
senior-most levels, narrow in on
the market opportunities they
want to pursue. They then use
that clarity to communicate with
middle management, address-

ing two key challenges — “Digital value driven from the top
down” and “Innovation that’s
stuck in the middle” — and
direct their innovation efforts to
secure expected returns.
Focusing on external value
and internal change: Champions blend technology transformation efforts with organisational change to avoid a divide
between the two — effectively
creating what Accenture calls
an “ambidextrous” organization. 63 percent of Champions
said explicitly that this was an
objective for them, while only 54
percent of the other groups said
the same.
Enabling innovation in each
business function: The research
data shows that Champions are
masters at matching investments to innovation requirements: they are very good at
putting “enablers” — like data
analytics platforms, new ways
of working, or new models of
functional collaboration — to
those business functions that
need them the most and will
use them best.
Building in-house innovation
factories: Rather than spinning
off — or buying — corporate
start-ups to innovate, Champions prefer building in-house
innovation factories. These
organizational units are then
put into the service of already

existing business groups, which
can work with them to innovate
and scale new solutions.
“Successful digital reinvention
can only be driven from within,
with digital capabilities that sit
inside the core functions of a
business”, said Aidan Quilligan,
managing director and global
lead for Accenture Industry X.0.
“Champions know this. They
first pinpoint what their customers most value, and then build
digital factories to bring the
might of their entire organisation
behind delivering that very value. This is how they overcome
the challenges to innovation that
all companies are facing.”
The challenges to innovation
Findings from the research
make it very clear how a company’s capability to scale digital
innovation is closely correlated
to how it manages six specific organisational challenges: management alignment,
measurement of digital value,
skills, technology infrastructure,
management of partnerships,
and company culture.
The report offers an econometric model that establishes a
correlation between the management of these challenges
and RODI, indicating how much
companies could boost their
RODI by better managing any of
the six issues.

Travelling regularly and for
business can be stressful,
but one airline is looking at
ways to improve the wellbeing and relaxation of its
business passengers both
in the air and on the ground.
Cathay Pacific is taking
steps to ensure the ultimate
in passenger wellbeing with
everything from healthy food
menus to yoga and meditation in its lounges.
The Hong Kong-based airline
started working with Pure Yoga
last year to introduce a new
inflight well-being programme,
Travel Well with Yoga. Passengers can follow a series of
videos, with Pure Yoga instructors, which help them ease into
their journeys with yoga and
meditation exercises and tips.
Also with Pure Yoga, the
airline has created The Sanctuary, a dedicated yoga and
meditation space in its business
class lounge The Pier at Hong
Kong International Airport. The
area is divided into two zones:
The Body Sanctuary for yoga,
and The Mind Sanctuary, where
travellers can meditate to focus
and calm the mind. First class
passengers can use The Retreat
at the first class lounge in Hong
Kong, which includes a bespoke
service and massages.
Business class customers
travelling from Dublin or London
can also avail of restaurant-style
dining on board the flight, with
an à la carte menu with a choice
of three appetisers, six main
courses and three desserts, with
the main course option including
a wellbeing option.
The airline has also looked at
other ways to improve passenger wellbeing in the air. “Our
customers have told us that
wellness is becoming increasingly important to them,” says
Elaine Lee, head of customer
experience ground product
at Cathay Pacific. “Passenger
wellness is always a focus for
Cathay Pacific, not just on the
ground in our premium lounges,
but in the air too. This is why
we invested in the A350 aircraft,
where the technology offers
a real step change in inflight
well-being,
DECISION SPRING 2019
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things over and over again and
they think they don’t need to
listen – even though their lives
could depend on it.
It’s boring.

“Both our A350-900 and
A350-1000 aircraft provide a
very quiet cabin, approximately
50 per cent quieter in perceived
levels of external noise. The
aircraft additionally benefits from
a higher cabin pressure. This
supplies more oxygen to the
cabin which reduces passenger fatigue and improves their
overall well-being.”
The A350s also feature
LED cabin mood lighting, with
different colours giving a relaxed
cabin ambience that helps
passengers adjust to new time
zones and reduce jetlag. Finally,
a meditation podcast is also
available on the inflight entertainment system.
Cathay Pacific’s A350-900
aircraft offers three cabin classes: business class with fully-flat
beds, premium economy
and economy, and the airline
operates four non-stop flights
a week from Dublin to Hong
Kong, with onward connections
to more than 190 destinations.
For more info, see www.cathaypacific.com

Avoid airport queues
with an iris scan

If you travel regularly through
Schiphol airport in the Netherlands, check out the Privium
service (€130 a year) which
gives fast security and passport
control clearance using special
iris-scan technology.
Members get access to a
6
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priority waiting area for security
and are then directed to the
shortest queues, while incoming passengers can use the iris
scan to skip queues at passport
control. A Privium Plus membership (€215 a year) also gives
lounge access, fast check-in
and priority parking.
See Schiphol.nl/en/privium

Wrinkle-free clothing

Wrinkled clothing is the bane
of the business traveller’s life
but check out these innovative
products which offer a solution
for business travel. The merino
wool Voyager shirt (hardvark.
co, €157) is anti-bacterial and
anti-wrinkle and because it is
breathable, natural and cotton-free, it can be worn for days
at a time. Or to revive clothing
and give it the just-washed
and ironed look, try Day2 dry
shampoo which you just spray
onto clothes for a second wear,
(day2.com, €4.65 for 75ml
travel-size spray).
COMMUNICATION

C O M M U N I C AT I O N
To inflate,
put on the red tag

Think about your message
and your audience if you really
want to be heard says Scott
McInnes.
In 1981, when I was eight,
my family emigrated to South
Africa. It was my first time on
a plane - back then, over 35
years ago, we didn’t go on
planes ten-a-penny as we do
today. But I remember it – it
was very exciting.
Fast forward to today and
we fly all the time. Getting on a
plane these days is as easy and
cheap as getting on a train to
Cork or a bus to Belfast. Just
recently I flew to the UK to see
a friend in his first play – at £14,
my taxi ride from Manchester to
Stockport was more expensive
than my €9.99 flight.
The airline industry has
changed enormously and,
for passengers, very much for
the better.
But one thing hasn’t really
changed – the in-flight safety
briefing that, by law, airlines
have to give before every single
flight. Today, largely the same
words are said in the same
order on every flight around the
world – that’s 101,000 safety
announcements A DAY! Yes,
it’s sometimes done with a

video or animation and some
airlines get a famous personality
to do it - but even they tend to
deliver the same words in the
same way.
Listening to it might just save
your life, so it’s kind of important
(call me old fashioned but I quite
like being alive!).
But people ignore it. Why?
Because they’ve heard it
loads of times, it’s the same

And in many instances the
same is true of how companies
communicate with their staff.
It was Albert Einstein who
said, “The definition of insanity
is doing the same thing over
and over again, but expecting
different results”, and we do it in
work all the time.
The same old news, trotted
out in the same old formats via
the same old channels.
And we wonder why, for
example, things don’t change,
the culture doesn’t improve or
people don’t understand the
company strategy.
So what can you do to
change, to make your communications more impactful, more
human, more interesting and
engaging so that your staff DO
listen?
Here are a couple of things to
think about:
1. Think about words – We
tend to have a speaking voice
and a writing voice. In one we
say words like start, best and
end. But the closer people
get to a keyboard, the more
formal people think they need
to become, preferring words
like commence, optimum and
terminate. Use short, simple
words.

2. Think about tone - How are
you saying what you’re saying?
If your tone gets a recipient’s
back up then you’ve lost- they
either don’t read the rest of the
message or won’t do what you
need them to do. Do the ‘Monday morning’ test - imagine
you’ve arrived at your desk on a
damp, dreary Monday am. You
open your inbox and your email
is the first thing you see - how
does it make you feel?  
3. Think about channel
- What’s the best and most
impactful channel to get your
message across? Email’s
always the ‘go-to’ channel and
it’s often the easiest. But is
it best? How else could you
communicate so your message
lands with impact? Yes, it might
be more work but that extra
work might just pay off.
Just try and think a bit differently - break out of the ‘this is
the way we’ve always done this’
mindset. Perhaps it might just
make your people sit up and
listen?
I’m not saying that doing this
will give you a better chance
of getting out of a burning aircraft - you’ll need to have paid
attention to the safety briefing
for that.:-)
Scott McInnes is the founder of Inspiring
Change a Dublin based consultancy that
helps organisations to drive sustainable
change and business performance through
the power of communications and engagement. scott@inspiringchange.ie

BOOKS
Why we are
not being heard

Author Nick Morgan talks
to Frank Dillon about the
problems with virtual
communication and how
to overcome them
Virtual communications
permeates every aspects of
our work and personal lives. In
many ways, this is a good thing.
Technology is a great enabler,
providing efficiency and flexibility
in the way that we communicate and opening up huge new
possibilities for how we live and
work. But there is a down-side,
even a dark side, something US
author Nick Morgan addresses
in his book, ‘Can you hear me?’
(HBR Press).
Morgan is an English professor turned communications
expert who has worked with
major corporate and political
figures in the US and worldwide. His thesis is that for all of
its great advantages which he
acknowledges, technology has
many deficits that can lead to
miscommunication and even
stress at work.
“The biggest issue is that
we use virtual communication – email, texts etc, as if we
communicated face-to-face
in the way we all learnt to
communicate so we’re used
to expressing the content of
what we are saying but not the
intent behind it – the emotional
overtone, what we really mean.
What’s missing is the intent. The
biggest problem is that intent is
no longer clear in our communication and the communication
of others and that’s where the
misunderstanding begins,”
Morgan explains.
The absence of body
language and the unspoken
aspects of communication lies
at the heart of the problem.
“One of the problems with
virtual communication is that
we have been hard-wired to be
anxious communicators. You
can imagine that among our ancestors, the ones who worried
about the sabre-toothed tigers,
were the ones who survived.
We immediately assume the
worst. When communication
doesn’t go our way and we
don’t get those ‘likes’ we

assume that we have fallen off
an emotional cliff that people no
longer love us or they are not
in interested and because the
bonds of virtual communication
are weaker we are more likely
to turn on people ourselves so
the whole tone can become
nastier.”
Twitter is an example, he
says, of an environment that
numbs normal human feeling
in a way that simply wouldn’t
happen in the real world. “When
we are face-to-face, we see
the pain in someone else’s eyes
when they are upset so we
don’t feel licence to hurt them.
That’s the great danger of social
media where that filter isn’t
there.”
With all of its advantages,
technology is leaving us poorer
and shallower, he adds. The
sheer efficiency, speed and
ease of virtual communications
means that we are never going
to give it up. Its too handy. Life
without it would now be insupportable but instead of depth
and clarity, we have speed and
superficiality.
Morgan says that lots of studies show that as we become
more and more information
overloaded, one of our responses is skim and to respond with
shorter email and text messages
and so of course there are more
misunderstandings and less
powerful communications get
DECISION SPRING 2019
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through. It’s a vicious circle.
Ambiguous emails, he notes,
increase stress and lead to
more friction between people.
“One of the shocking things I
discovered in my research is
that while we assume that our
emails are understood, they
are going through, the level of
misunderstanding is about 50%,
so the failure rate is huge. In any
other form of human activity, we
would not tolerate that.”
The danger in over-relying on
virtual communication, is that ultimately it makes us less human,
he maintains.
“The virtual world is inherently
uninteresting because it takes
survival out of the equation, it
takes human interest out of the
equation and it takes emotion
out of the equation. What’s left
no longer engages our deep
connections with other people.
What we humans are interested
in is connecting deeply with
other human beings and learning of their intent, how they feel
about us and how we feel about
them. In the virtual world that’s
unintentionally cut out.”
Morgan has plenty of advice
in his book about how to manage both text and audio-visually
based communication. He suggests using emojis to convey
emotion in email and text-based
messages. “It would save so
much agony. There’s research
that shows that the older you
are, the more likely you are to
find emojis silly or immature.

Morgan on
conference calls.....
Put some life in your voice

it helps many people to have an actual person in
the room with them. You are less likely to drift into
a monotone and it helps keep the
tone conversational

Have a designated MC

The result will be well worth the effort in having
someone monitor problems, field questions, provide a road map. The MC should also summarise,
add-in and generally clean up the conversation as
it unfolds.

Agenda and note-taking
Young people seem to have
no problem embracing emojis.
We can all learn to embrace
them. The biggest appeal is
that it saves time. If you offend
someone in an email because
they have not understood the
humour you are going to spend
six more emails sorting that out.
With an emoji or two, you can
prevent that ever happening.”
Another tip is to what he
describes as the ‘What’s in it
for me move’ – putting a key
phrase in the subject line to
show the intent of the message
my intent and this is what you
are going to get out of it. If you
train yourself to do that, it will
pay off handsomely, he says.

Agendas allow participants to pace themselves
while note-taking provides clarity on what was
discussed and agreed.

Limit the conversation

Attention spans have reduced greatly so never allow one person to speak for more than 10 minutes
with pausing for questions and comments. Take
questions as you go if there are several speakers.

Take on or appoint
someone as an active listener

An active listener repeats what they have heard
and gets confirmation on the accuracy of what
they have received.

Check out
Decision online

ISN’T IT TIME WE CHANGED THAT?

Our site features a
selection of content from
the current issue as well
as archive material and
updates.

To see how Irish Life could help empower your employees:

Irish Life EMPOWER is an approach to company pensions that helps
change the way your employees think about their future.
Find out more on our website at irishlifecorporatebusiness.ie

We have some innovative
offerings to roll out later
in the year, so sign up for
Decision Summer updates
on our website.

Call us on 01 704 1845
Talk to your pension consultant

We know Irish life. We are Irish Life.
www.decisionireland.ie
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Plugging the

The National Children’s Hospital is just the latest in a long
line of public capital projects to suffer from a massive cost
overrun. BARRY MCCALL asks what can be do to prevent
this happening in future.
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Contractors have to make money, or they wouldn’t stay in business very
long and this leads to the claims game. The ink will barely have dried on a
contract by the time the contractor is back with a claim for increased costs
saying that provision hadn’t been made for any number of things in the
specifications on which the tender was based

he maxim about those who do not learn from
history is often attributed to Napoleon or other
great historical leaders but it was actually first
stated by philosopher George Santayana. And it
wasn’t necessarily intended as advice, it was more
a lament for humanity’s inability to learn from even
the most painful of experiences.
Who knows what the great philosopher would
make of Ireland and its public procurement systems? Cost overruns for capital projects has long
been a systemic failing. Most observers attribute it
to the natural tension between the parties in a system set up to be adversarial.
That’s the kind version. The less charitable one
puts it down to a lack of honesty. Not in a corrupt
sense but in the way that people often prefer to obfuscate the truth, particularly when politics are involved.
You begin with a public capital programme. Notionally, the projects included are there because of
sound, objective reasons – they have undergone
rigorous cost benefit and needs analyses and prioritised accordingly. Well, that’s the theory anyway.
The facts of the matter are somewhat less clear
cut. Political geography usually trumps benefits
and needs when it comes to project prioritisation.
A minister’s constituency here, a marginal seat
there, a vociferous lobby group in another place.
But these projects aren’t included at the expense
of other more urgently required pieces of infrastructure – they are added to an already excessively long
list.
And that brings us back to quarts and pint pots.
When Taoiseach Leo Varadkar stood up in the
Dail earlier this year and complained of “low balling”
among contract bidders he should really have considered the mote in the government’s own eye first.
How do you get €100 billion worth of projects
to fit into an €80 billion budget? Simple. You underestimate the cost of all of them by 20 per cent.
Or, closer to reality, you underestimate the cost of
projects near the bottom of the list very significantly and try to put more realistic prices on the ones
which will take place soonest.
Indeed it is not unknown for government departments and others to underestimate the cost of projects in order to get them included on a list.
In one sense, there is not a lot wrong with this. In
a system where everyone is doing the same thing
there is little point in accuracy as it lowers the prospects of the project making the list. But one thing

which should never be underestimated is the cynicism of politicians – it is wise always to take commitments to projects with a start date more than five
years away with a very large grain of salt.
Those with long memories will remember not only
the number of times Tallaght Hospital was promised
but had start dates announced as well. The hospital
climbed the priority list with extraordinary rapidity
when Dublin South West became a five-seat constituency.
A few more Dail seats along the proposed route
of the long promised and much announced Cork to
Limerick M20 motorway might do that project the
world of good.
So, cost overruns are inherent in a system which,
charitably, takes an overly optimistic view of costs
in first place. But there are other factors at play as
well.
According to KPMG partner Michele Connolly the
quality of the original cost estimate, regardless of
political considerations, often leaves something to
be desired. “How good was the process that went
into the budget or programme or works plan?” she
asks. “Very often it’s been done on the back of an
DECISION SPRING 2019
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The Office of Government Procurement has over two
hundred staff working on the goods and services contracts

Public procurement processes and rules for construction
contracts are much more complicated than they need to be

envelope. I’m exaggerating for effect, of course, but
quite often the cost estimates are done very early
before projects have been speced up and designed
in any detail.”

for their Smart Motorway programme, for example.
In Ireland, we have a couple of small examples in
Transport Infrastructure Ireland where has successfully used it. There are some examples in Irish Water
for smaller projects as well. It is now being mooted
for Metrolink. That will be a massive example.”

SIMPLE SOLUTION

She offers a relatively simple solution to this issue.
“Take a €100 million project, for example. That cost
estimate is based on an early and very broad spec.
It’s probably too low. There should be a risk premium on top to reflect the early stage. But that doesn’t
happen. The price is given as €100 million and then
the next few years are spent on recriminations and
arguments over cost overruns.”
And then comes the tender process itself. The
mantra here is that the lowest tender will not necessarily be awarded the contract. But that is almost
invariably the case nevertheless.
Connolly again: “In a lot of cases the tender process is very price focused. They might say price is
only 40 per cent and quality is 60 per cent but in
the end quality doesn’t outweigh price. This forces
people to bid bottom dollar prices. That leaves very
little scope to absorb variations if something goes
wrong when you put a spade in the ground. They
have no choice but to get into the claims culture
and look for more money. The State is pushing so
much risk onto contractors that it leads to an adversarial claims culture.”
The claims culture she refers to is a kind of cat
and mouse game which is probably as old as public procurement. On one side of the equation is the
custodian of the public purse looking for the lowest
price possible and on the other side is a bunch of
contractors bidding against each other for much
needed work.
Tendering is an expensive and time-consuming
business and only a fool would go into a process
without giving themselves the best chance of winning. That means going in with a bid that is barely
profitable or indeed marginally loss-making. This is
well known in the industry – the Construction Industry Federation frequently issues warnings in relation
to below cost tendering.
The only thing that stops bidders going in with
massively loss making tenders is the fact that they
would be ruled out as unrealistic.
Contractors have to make money, or they
wouldn’t stay in business very long and this leads
to the claims game. The ink will barely have dried
on a contract by the time the contractor is back
with a claim for increased costs saying that provision hadn’t been made for any number of things in
the specifications on which the tender was based.
Historically, this was an accepted fact of life. Negotiations took place and a figure was arrived at
which both sides deemed acceptable. Various efforts have been made to eradicate the claims culture, but all have failed, mainly because of the na12
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ture of the system which places excessive risk with
contractors while failing to reward them for taking it.
And this brings us back to the less than honest
basis of the system. Both sides enter into the process in the knowledge that the eventual cost will be
significantly different to the one originally estimated
as well as the one agreed at contract stage. Most
charitably, this is unrealistic.
But it is important to be clear. No one is cheating,
there is no suggestion of corrupt practices, the people involved are all honest and doing their best. It is
the system which needs to be changed.

SECURE VALUE

The public servants running procurement competitions are keenly aware of the need to secure value
for money, according to Dr Peter Brennan, managing director of tender manager service specialist
Bid Services. “They are incredibly protective of the
taxpayer’s dollar”, he says. “If they do a business
case for a €100 million project, they will pull it if the
cost goes to €115 million and can’t be justified.”
But that still leaves the question of what to do
about the broken system.
Shane MacSweeney, head of government and
infrastructure with EY, stresses that the benefits of
public capital projects have to be taken into consideration before reform is contemplated. “It is important to reaffirm the huge economic benefits that
flow from delivering infrastructural assets”, he says.
“Whether it’s a hospital, school, rood or a runway,
it’s about stitching together the economy. The National Development Plan sets that out to 2040.”
He worked in Australia for eight years before returning to Ireland two years ago. He has also worked
on projects in South East Asia and the Middle East.
“I’ve seen what worked and what didn’t. You have
to see it in the context of the massive economic
benefits delivered. You are always going to have
challenges with major projects. This is not unique to
Ireland. What is crucially important is not to throw
the baby out with the bathwater.”

COLLABORATION

But how can we do it better? “We need to broaden
our choice of procurement routes”, he says. “Globally, the system has evolved into a much more collaborative approach. It’s not adversarial which you
get in Ireland. The adversarial relationship between
public and private sectors results in the variation
game being played.”
The collaborative relationship he refers to is
known as alliancing. “The government and private
sector get into bed together and co-develop the design, sensibly share risks, and sensibly share pain
and gain. They both work together to design out
risk. It’s used a lot in Canada and Australia for water
and transport projects. In the UK it’s used for water
and is coming into transport now. They are using it

EARLY INVOLVEMENT

The system has the virtue of early contractor involvement. “It gets the contractor into it earlier and
has proved exceptionally successful. I worked on
a rail project in Australia which came on time and
within budget.”
It’s not necessarily suitable for absolutely
everything, of course. “It’s best used for big large
complex projects where risk is difficult to define.”
“One of the other major challenges is market capacity”, MacSweeney adds. “The volume of construction workers is not there. We can either take a
risk on contractors who are not fully road tested or
we can attract foreign contractors. In terms of delivering the pipeline ahead we need to promote Ireland
inc in Europe and globally from a construction perspective. Other sectors go on trade missions. We
do it for agri and so on very successfully. We should
do a roadshow across Europe and globally. We
should point to the project tracker for the next 10
years – it’s €116 billion. Worth of projects and we
can’t deliver it by ourselves. There is an opportunity
for overseas contractors. We can show a pipeline of
activity that the industry can identify as an investment opportunity.”
This is not an entirely new concept. “We did it
successfully in the early 2000s successfully for
eight public private partnership projects. We need
to go out to the market to bring the most sophisticated players into country.”
Peter Brennan points out that there is nothing
technically wrong with the way major works contracts are awarded at the moment. “A bid is scored
on different aspects and the contractor with the
highest score wins. That is nearly always the contractor with the lowest price. That’s fair enough,
they are the rules. But they don’t necessarily deliver
the best value for money.”
He also believes in a form of alliancing. He argues
that every project over a certain size, €5 million perhaps, should be subject to a different approach with
a rigorous risk assessment and business assessment carried out before it ever goes to tender. The
process he suggests is a competitive procedure
with negotiation.
“You shortlist two or three tenderers for a contract
like a bundle of schools worth an estimated €100
million”, he explains. “You then enter into a dialogue
with the tenderers and their design and technical
teams and negotiate over a period of two, three,
four or even five months. You find out what the contractors can do, you talk about the design, the site,

and various other aspects of the project. At the end
you get a best and final offer. You get an agreed
appreciation and understanding of what’s involved
and an alignment of the parties’ requirements. That
way you get best value for money.”
“There is a very strong argument that the competitive procedure with negotiation will produce much
better results”, he adds. “It might delay a project
slightly at the early stages but will deliver much
greater cost certainty and value for money in the
long run.”
It will also rule out the prospect of appointing
a contractor who can’t do what the client needs.
“They will drop out during the negotiations if the job
is too much or too risky for them.”
Increased resources are also required for the
procurement of works contracts. “Works contracts
are three or four times more complicated to procure than goods and services”, Brennan points out.
“The Office of Government Procurement has over
two hundred staff working on the goods and services contracts and they do an exceptionally good
job. But there is only a handful on the works side.
They are seriously under-resourced. What’s there is
excellent, but they could do with another 30 or 40
staff.”
“Public procurement processes and rules for
construction contracts are much more complicated
than they need to be and, in some cases, might not
even be compliant with EU rules”, he adds. “They
need to be overhauled.”
There are better ways to procure projects, the
question is if there is the political will to adopt them.
The government has committed to ensuring that all
major projects will have to have a business case
made for them before proceeding. This is a start
but won’t address the cost overruns on its own. The
procurement system itself must change.

GOOD REPUTATION

Notwithstanding that, Ireland does have a good
reputation when it comes to the delivery of the projects themselves. “It’s not that we are very bad in
Ireland at doing these projects”, says Michele Connolly. “Globally we are seen as very good. Where
we are poor is at balancing risk with pricing. Other
jurisdictions set up infrastructure delivery authorities. This takes the politics out of it. They leave it
up to the professionals to tell the government what
to build for the good of the economy. Projects are
prioritised on the basis of bang for buck and on the
basis of need.”
We have shown that this can work in Ireland with
Transport Infrastructure Ireland and, despite its
unfortunate experience with charges, Irish Water.
Maybe it’s time to hand the National Development
Programme over to an independent body which will
employ best practice procurement processes and
take the politics out of it.
DECISION SPRING 2019
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Virtually

not the same
Virtual teams don’t operate the
same way as in-office ones and
it is a dangerous assumption
to think otherwise says author
ALEXANDRA LEVIT

I

Highly effective virtual teams
comprehend expectations.
Roles and responsibilities,
as well as team rules and
protocols, are tightly defined.
Team members know how to
arrange a meeting in another
time zone, how to escalate an
issue, and how to get in touch
with a colleague about a
time-sensitive issue
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am a member of four virtual teams. My colleagues
and I correspond by email, text, Gchat, and Slack.
We live across the world from each other, mostly
in the U.S. but some of us in Australia, India, and
the U.K. I have never met most of these people in
person, and I may never will.
By the end this decade, organisations will integrate virtual teams into most departmental operations. A virtual team is technically any group of
employees in different geographic locations who
leverage technology to work together on a project
or series of projects.
However, just because you hire a team residing
outside your headquarters and provide its members
with equipment and access doesn’t mean the team
will automatically work as efficiently as it would if
everyone lived on a cubicle farm. This is a dangerous assumption. In fact, virtual teams will be successful if its members meet the following criteria:
Highly effective virtual teams are comprised of
employees with the “Three A’s” – assertiveness,
accountability, and ability to work independently.
Team members take responsibility for getting
their work done and know when and how to
speak up with concerns and suggestions. Because solid results are ensured, they possess a
certain degree of flexibility.
Highly effective virtual teams comprehend
expectations. Roles and responsibilities, as well
as team rules and protocols, are tightly defined.
Team members know how to arrange a meeting
in another time zone, how to escalate an issue,
and how to get in touch with a colleague about a
time-sensitive issue. Feedback is clearly communicated. Assumptions do not exist.
Highly effective virtual teams are infused with
relevant technology. Team members have access
to the most sophisticated collaboration tools so
that project work is efficient and seamless. They
make use of instant messaging, videoconferencing and social networks to converse in real time.
DECISION SPRING 2019
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The study also found that
physical presence played a
role in leadership scores, as
team members tended to give
higher scores to members who
were in a room with them than
members in other locations.
The exception was on teams
where members were fully
dispersed in separate locations, in which case location
had no effect on a person’s
leadership score

“

Highly effective virtual teams are familiar with the in-person dynamic. Ideally, team members have met each other
in person more than once in both a business and social
setting. Although not always feasible, a single in-person
gathering makes it much more likely that employees will
trust and like each other.
Highly effective virtual teams have a visible manager. Team
members are more engaged, more productive, and less
stressed when they see their manager in the flesh from
time to time. They know what their manager is working on
and are well-informed about how team activities impact the
organization’s bottom line.
Highly effective virtual teams build and maintain solid
relationships. Team members understand how important it
is to jump on the phone and talk through conflicts, and to
learn about their virtual colleagues as people. Especially
with a new team or new hire, the buddy system is helpful in
igniting bonds.
Highly effective virtual teams run great meetings. Agendas
are sent out in advance. Team members are punctual because they know the meeting will be short and productive.
Discussion time is built in to allow for input and consensus.
Sensible ground rules–like reducing ambient noise–keep the
group focused and on track.
Here’s something surprising. The most effective virtual team
members are…strong typists? You read that correctly. A 2017
study from the University of Iowa and published in Leadership
Quarterly and on the university’s website found that to the fast
typist go the virtual team leadership spoils. “Individuals who
can type faster are able to more quickly communicate their
thoughts and drive the direction of a team in a collaborative
work setting, whereas individuals with lower abilities lag behind their counterparts,” said Greg Stewart, professor of management and organisations in the UI’s Tippie College of Business and co-author of the study.
In the study, the research team conducted an experiment
that divided 344 participants into four-member teams. Some
teams separated all four members into different rooms; some
16
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had two in one room, two in another; while some had three in
one room and one in another, etc. Each member then played
the role of the leadership team of a Hollywood studio deciding
which of several scripts to produce, based on various marketing studies they read. Unless they were in the same room together, the team members communicated only by texting with
a computer.
After the experiment, the participants completed a questionnaire, at which time they were asked to rate the leadership ability of their colleagues. The survey found that typing ability was
positively related to leadership perceptions. Individuals who
could type well – taking into account both speed and accuracy
– were more likely to emerge as leaders within the experiment.
The study also found that physical presence played a role in
leadership scores, as team members tended to give higher
scores to members who were in a room with them than members in other locations. The exception was on teams where
members were fully dispersed in separate locations, in which
case location had no effect on a person’s leadership score.
Just as with flexwork, leaders should actively measure the
productivity of their virtual teams. The usual management metrics of organizational KPIs (key performance indicators), team
targets, individual goals, and defined processes and procedures are equally appropriate for virtual teams.
However, it’s probably a good idea to take a close look at
metrics related to communication specifically, since this can be
a downfall of virtual teams. An article in HRM Asia, for instance,
recommended that leaders track the percentage of meetings
held by videoconference, since quality of decision-making is
reduced when team members multi-task during calls. You can
also measure time spent on each discussion item during status
calls, or number of communication touch-points from the team
leader to each member over the course of a project.
Virtual teams don’t operate the same way as in-office ones,
but if you set up and maintain them properly, they can be just
as effective.
Alexandra Levit is the author of the new book Humanity
Works: Merging Technologies and People for the Workforce of
the Future (Kogan Page, October 2018). . She has been recognised by Thinkers50 as one of the top 30 new leadership
thinkers to watch in 2019.
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The power of

CREATIVE
DISRUPTION

Still image from the recent VHI Digital Campaign
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Staying relevant in a time of
rapid transformation in the business
landscape has proved a challenge
for many industries. The creative
one is no exception. CONOR BROPHY
looks at how one Dublin agency has
responded.

W

hen VHI was planning a new paediatric clinic
in Dublin it faced a problem familiar to any
parent with young children: how do you take
the fear out of a visit to a medical facility?
In the search for a solution the health insurer naturally sought advice from…its advertising agency.
Actually this particular agency, Publicis, now uses
the term “creative consultancy” to describe the
service it provides to clients. Managing director of
Publicis Dublin Padraig Burns feels this better explains how the company is transforming its offering
in response to disruption being experienced both
by its clients and the agency itself.
“If we’re going to be saying we’re creative problem solvers, the first problem to solve is the disruption in our own industry,” he says. That means
finding a way to remain relevant, and profitable, in
an era where consumer brands are moving spend
away from traditional ad campaigns and the agencies which devise them. Digital ad spend will surpass traditional ad spend in the US this year, for the
first time, according to eMarketer. Amid criticism
around transparency of metrics used to gauge the
effectiveness of some of that online spend brands
are also laser focused on getting full value for their
ad spend. Procter & Gamble, for example, is in the
midst of a cost-cutting drive through which it plans
to make $500 million a year in savings by reining in
ad production costs and slashing agency fees.
The impact of these trends in agency land is compounded says Burns, by the rise of tech titans such
as Amazon, Google, Uber and Netflix, which have
been less reliant on storytelling and more on consumer experience to build their brands.
Publicis’ newest non-executive director Mark
Ryan, who joined the board earlier this year, is embracing these challenges. Ryan, former managing
partner with Accenture, says he enjoys working
with a business “in a very interesting industry that
was being massively disrupted by technology” but
which isn’t “caught in the headlights”.
Publicis’ response to the disruption has been to
go back to core principles. “What there is here is a
unique culture of creativity,” says Ryan. That ability,
as he puts it, to approach a problem with a “blank
piece of paper”. Approaching the issue in the same
way it would a challenging client brief, the agency
began to sketch out a solution on its metaDECISION SPRING 2019
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Amid criticism around transparency of metrics used to
gauge the effectiveness of some of that online spend
brands are also laser focused on getting full value for their
ad spend. Procter & Gamble, for example, is in the midst of
a cost-cutting drive through which it plans to make $500
million a year in savings by reining in ad production costs
and slashing agency fees
phorical blank piece of paper. The emphasis was
on finding the best way to utilise its intuitive grasp
of what lies at the heart of all successful creative
campaigns – understanding the consumer.
Armed with that insight the distance between creating clever ad content and divining clever ways to
improve customer experience was not so much a
leap as an obvious and natural next step.
“If you have a good experience you have affinity
towards the brand and that’s positive brand equity.
If there’s a really nice piece of communications (an
advertising campaign) it’s also a positive experience
that builds equity towards the brand,” says Burns.
As Mark Ryan explains, where Publicis might
once have been called upon by clients simply to
come up with the big idea behind an ad campaign,
now it is applying creative brainpower in a different context for clients. “How do you take that idea
and ensure that any interaction that a consumer has
with that brand will be consistent and that creativity
– whether it’s an app, a TV ad, whatever it is – it’s
all consistent?”.
This requires clients to let Publicis loose on problems that would not traditionally have formed part
of a brief sent to an “ad agency”. Happily from the
Publicis perspective a number of longstanding clients have seen the value in doing so. VHI looked to
the agency to help with customer experience design
for its paediatric clinic. Irish Rail also sought its help
for a complex, ongoing project to design a new lost
property process for the state’s entire rail network.

Convergence
Below is an mage from
the Irish Rail ongoing
project to design a new
lost property process
for the state’s entire rail
network.
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There was a certain amount of surprise at Publicis making these forays outside of what might
have been considered its natural domain. “You’ve
got people in board meetings saying: ‘That’s your
creative agency doing that? I didn’t know they did
that’. Because you’ve stepped outside the traditional barriers but, guess what, that’s the disruption
and the convergence that’s happening. Everybody

is stepping outside their traditional comfort zones
and getting involved in, very simply, solving clients’
problems, not following traditional demarcation
lines,” says Ryan.
One clear sign of this convergence was the purchase by Accenture of the Irish creative agency
Rothco. The former Accenture managing partner
describes this as a sort of “external validation” of
the Publicis approach. For the consulting firm to
see the value in integrating the creative agency’s
skillset into its business, for Ryan, underlines Publicis’ focus on the “convergence of brand experience
and customer experience”.
That doesn’t mean, says Burns, that Publicis is
on a journey to become a management consulting
firm. Its selling point is as a “unique creative consultancy that has something the management consulting firms don’t have,” he says.
The transformation from “creative agency” to
“creative consultancy” has still required that new
skills be hired in, however. That means project managers, for starters.
“The single biggest skill people are out there
looking for across any industry that I’m involved
in is project managers. Project managers, project
managers. This stuff is complex. It’s getting more
and more complex all the time. If you’ve got that
creativity and you can execute it right through the
organisation it’s a deadly combination,” says Ryan.
Burns lists some of the skills now found in its
Dublin offices. Apart from the highly prized project
managers it also houses such varied professionals
as videographers, journalists and music producers… “a blend of people that you just don’t find in
other organisations”.
It’s blend that he believes contains all the right
ingredients to help Publicis achieve the vision of a
people-powered “creative consultancy” in a digitally-disrupted era. “Creativity in all of its manifestations is going to be increasingly important and I just
don’t think you can write algorithms for it,” he says.

“

Everybody is stepping
outside their traditional
comfort zones and getting
involved in, very simply,
solving clients’ problems,
not following traditional
demarcation lines

If we’re going to be
saying we’re creative
problem solvers, the first
problem to solve is the
disruption in our own
industry

Mark Ryan
Non-executive Director

Padraig Burns
Managing Director
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HUMAN RESOURCES

When Joy Breeds Magnificence
In an extract from their new book,
Nine Lies about Work: A freethinking Leaders’s guide to the real world,
MARCUS CUNNINGHAM and ASHLEY
GOODALL highlight the link between
passion and performance
LIE #4: Well-Rounded People are Better (Or, a lie
about how to get the best out of people.)
Watch Lionel Messi dribble. Go on YouTube, type in
“Best Messi Dribbles,” click on any of the clips that
come up—there will be hundreds to choose from;
any one will do—and you will see a small man with
magical feet, running at what seems like double
time past one defender after another until he gets
into the penalty area and shoots. If you are already a
soccer fan, you will have seen him do this countless
times already, but if you aren’t, it’s worth taking a
moment to watch this man.
All of us who are interested in excellence can benefit from studying preternatural ability in action. We
can wonder at what caused it, analsze the technique of it, and dissect the steps involved, or we
can simply revel in the fluid mastery of it and try to
imagine where in our lives we, too, can experience
flow such as this.
We get the sense, watching him, that acquiring this
advantage was no rational calculation on his part.
For sure, he must have practiced ten thousand
hours and more, but what he conveys as he swerves
and skips toward the goal is not diligence and discipline, but joy—pure, unconscious, unstoppable joy
in his craft. To see him run with the ball at his feet
is to see the fullest and best and most authentic
expression of this man. It delights us, and lifts us
up, as it always does when we see someone shine
as only they can shine. And just like the opposing
captain, we want to catch his eye, pat him on the
shoulder, and smile in deep, unqualified admiration.
Messi plies his trade on the world’s largest sporting
stages, but you’ll have experienced similar admiration with your colleagues at work. One of them puts
together a presentation and delivers it with wit and
clarity, and you smile in admiration. Another handles a grumpy customer with just the right mix of
empathy and practicality, and you grin at how easy
he made it look. Another defuses a complex political situation and you look at her and wonder how
on earth she did it. As humans, we are wired to find
joy in seeing someone else’s talents in action. We
recognize the naturalness, the fluidity, and the honesty of a thing done brilliantly well, and it attracts
us, draws us in, and lifts us up.
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And you will have experienced the Messi joy
when it is your own performance that you are experiencing, too—that is, when you are expressing your
own strengths. This sensation is not, at the root,
created by how good you are at something; rather,
it’s created by how that activity makes you feel. You
will have many activities or skills that you are quite
good at, and yet that bore you, or leave you cold, or
even drain you. “Something you are good at” is not
strength; it is ability.
A strength, on the other hand, is an “activity that
makes you feel strong.” This sort of activity possesses for you certain definable qualities. Before
you do it, you find yourself actively looking forward
to doing it. While you are doing it, time seems to
speed up, one moment blurring into the next. And
after you’ve done it, while you may be tired and not
quite ready to saddle up and tackle it again, you
nonetheless feel filled up, proud. It is this combination of three distinct feelings—positive anticipation
beforehand, flow during, and fulfilment afterward—
that makes a certain activity a strength. And it is
this combination that produces in you the yearning
to do the activity again and again, to practice it over
and over, and in the end produce the skill improvement necessary for excellent performance.
We are drawn to activities in which we find joy.
We can’t always explain why, but some activities
seem to contain ingredients that breathe life into us,
that lift us up out of ourselves to reveal something
finer, more resilient, and more creative. And when
our work does indeed bring us this joyful ingredient,
when we do indeed feel love, even, for what we do,
then we are truly magnificent.
This is what work does to Lionel Messi when he
dances around defenders and finds the net from
impossible angles—he finds joy. This is what we
see when we see anyone who is really good at their
work—we see someone who has found love in what
they do. And this is what your company hopes your
work will do for you. When your leaders say they
want you to be creative and innovative and collaborative and resilient and intuitive and productive,
what they are really saying is, “We want you to fill
your working hours with activities that bring you joy,
with tasks that delight you.”
Oddly—and sadly—this set of observations is often dismissed in business circles, perhaps because
business is meant to be about rigor and objectivity
and hardness, next to which the idea of looking for
joy in work, as a precursor to excellence in work,
seems rather soft. Fixing shortcomings, no matter
how hard that might be, is the business of business;
finding delight is the province of poets.
Yet the data does not lie. Of the eight conditions
that are the signature of the highest-performing
teams, there is one item in particular that stands

“

I have the
chance
to use my
strengths
every day
at work

out—in study after study, irrespective of industry,
and irrespective of nationality—as the single most
powerful predictor of a team’s productivity. It is,
of course, “I have the chance to use my strengths
every day at work.” No matter what kind of work
your team is doing and no matter which part of the
world you’re working in, your team will always be
most productive when more team members feel delight and joy in what they do every day.
Now, when we remove the words “every day”
from the question, reasoning that perhaps the quotidian frequency is too high and that perhaps we
should ask only that people get a chance to feel a
“good fit” between their strengths and their job, the
item ceases to function— the link between those
who strongly agree to it and the performance of the
team vanishes. The “every-day-ness” of the feeling
that your work plays to your strengths is a vital condition of high performance.
Somehow, on the best teams, the team leader is
able not only to identify the strengths of each person, but also to tweak roles and responsibilities
so that each person feels that their work calls for
their strengths on a daily basis. When a team leader does this, everything else—recognition, sense of
mission, clarity of expectations—works better. But
when a team leader doesn’t, nothing else that they
try, whether in the form of money or title or cheerleading or cajoling, can make up for it.
Ongoing work-strengths fit is the master lever
for high-performance teams—pull it and everything

else is elevated; fail to pull it, and everything else is
diminished.
Nothing thus far should be particularly surprising.
We’ve all seen people like Lionel Messi demonstrate their brilliance, and been uplifted by the sight.
We’ve watched colleagues excel, and we’ve felt
happy wonder in their success. We’ve experienced
the joy of being at one with an activity, and the pride
of knowing everything we’ve been able to contribute through our unique combination of strengths.
Even the data shouldn’t be particularly shocking—
of course the best teams are built around the optimal fit between strengths and roles. For any of us
with much experience of the world, there is (or at
least there should be) no earth-shattering revelation
here.
Which makes it all the more surprising (or frustrating, or depressing) that companies are not, in
fact, built to help us pinpoint and then contribute
our unique strengths. In their systems and processes and technologies, in their rituals and language
and philosophies, they evidence exactly the opposite design: to measure us against a standardized
model, and then train and incent us to become as
similar to this model as possible. They are built, in
other words, around the lie that The Best People
Are Well-Rounded.
Reprinted by permission of Harvard Business Review Press. Excerpted from
Nine Lies About Work: A Freethinking Leader’s Guide to the Real World.
Copyright 2019 Marcus Buckingham and Ashley Goodall. All rights reserved.
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A clarion call for real innovation
Bureaucracy and the dominance of ever larger
companies threatens our capacity to innovate,
leading management thinker Gary Hamel says.
DECISION Editor FRANK DILLON sat down with
him a recent global leadership conference and
found him full of passion and brimming with
ideas for how we put this right.

G

ary Hamel is on a mission. Bureaucracy, he says, is stifling
innovation and we need to kill it. It calls for nothing short
of a revolution in the way we run our organisations. Too
much lip service is paid to innovation and the rhetoric is not
being matched with practice.
“I have never met a CEO who thinks bureaucracy is a good
idea, but I have rarely met one with a plan to kill it,” the leading
management strategist tells Decision before addressing the
Global Peter Drucker Forum in Vienna.
“Every major company in the world has reengineered its operating model for speed and agility with enormous investments
in back office and optimising supply chains but that’s not
enough. Now we need to reengineer the management model
for innovation. How do we hire, how do we compensate, how
do we allocate resources, how do we plan, are questions we
need to ask but most importantly we need to know, what do
we do here that frustrates innovation?”
This form of reengineering can be done, he maintains, and
a stand-out example for him is the 75,000 employee Chinese
consumer appliance corporation Haier, a firm that has executed a root and branch reform of how it operates. It has slashed
management layers and now has an innovative ecosystem of
users, inventors and partners that has replaced its traditional
hierarchy. Haier’s revenues have grown by 23 per cent annually
since it made these changes and it has added more than $2
billion in market value from new ventures.
Another breakthrough concept that could really help, he
says, is to firmly link compensation to innovation efforts – not
just in the C-suite but throughout the organisation. Indeed,
Hamel, who has spent much of his career consulting in the
boardrooms of some of the world’s largest corporations, has a
surprisingly sceptical view of those at the top in terms of their
ability to lead innovation.
“Any innovative project has to get signed off at the top and
often these leaders have a lot of their emotional equity invested
in the past. They built the old business model and they often
feel compelled to defend decisions that they made a decade
ago or more. They typically don’t live close to the bleeding
edge of technology or they may not be in touch with customers
and yet they are called to arbitrate where and how the company innovates and that’s a fundamental problem.”
It’s a common mistake, he says, for CEOs and top line management to think that they are the ones to lead strategy.
“So, what happens when the speed at which an entire organisation can change is a function of how a few people at
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It is not alone
possible but
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bake-in a culture
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organisations
and to abandon
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thinking is the
preserve of a
special few

26

DECISION SPRING 2019

the top are willing to write off their depreciating intellectual capital? That happened at Microsoft and
indeed many other large companies and so you
have to create an internal innovation market where
people can innovate in small ways and get projects
funded and where the role of the CEO is not to be
the strategist-in-chief but rather to be the one to
create enough experimentation so that the odds of
finding the future are reduced.”
Bureaucracy has spread like a weed in recent
decades, he notes. In the US and throughout much
of western Europe, large organisations typically
now have twice as many managers as they had 30
years ago. “It’s a control mechanism which has traditionally been a very important organisational virtue but today in our companies we have all kinds
of other mechanisms for control – KPIs and project
reports and reviews etc. but we very little that positively supports curiosity, creativity, experimentation
and prototyping. Innovation is being outgunned by
the mechanisms of operational control.”
Bureaucratic control creates a low tolerance
for risk-taking, with its inevitable high failure rate.
An exception, he notes, is to be found at Amazon
where CEO Jeff Bezos defines his role as to help
create the world’s biggest laboratory and who talks
about how many times his organisation makes mistakes, characterising Amazon as ‘the best place in
the world to fail’.
In the sphere of management thinkers, Hamel
has few peers. His reputation as one of the world’s
leading business strategy thinkers was sealed with
his 1994 book ‘Competing for the Future’, co-authored with C. K. Prahalad and he has gone on to
be the most reprinted author in the history of Harvard Business Review as well as authoring several
other highly regarded books on strategy.
He is credited with coming up with some of the
leading management concepts of his generation
including the notion of core competence and has
been rated one of the world’s most influential business strategy thinkers by The Wall Street Journal,
The Financial Times and Fortune. A distinguished
professor on the faculties of both Harvard and the
London Business Schools, Hamel has also tested
many of his ideas at leading global organisation
through his consulting firm Strategos.

It is not alone possible but indeed urgent to bakein a culture of innovation in organisations and to
abandon the idea that innovative thinking is the
preserve of a special few, he notes.
“There are habits or perspectives that innovators
have that you can teach people. We can train people to recognise industry orthodoxy – when everyone is making the same assumptions and how you
challenge that in a smart way. We can teach people
how to discover the unarticulated needs of customers, the deep frustrations and desires of people that
we are not even aware of, how to be observant and
to how to read emotional cues and to see those
needs.
“You can train people how to see the changes in
the world, in terms of lifestyle and technology and
to be constantly asking if we addressed that trend,
what would we need to do differently. We’ve done
this in hundreds of organisations around the world
and it has created hundreds of billions of dollars
in market value but it is amazing to see how many
CEOs will say that we are really serious about innovation here but if I ask them how many of your
people down to admin assistants and store clerks
are trained to be innovative they say that we have
not done that.”
Hamel’s consultancy business Strategos did a
survey with Harvard Business Review of 10,000
managers recently which showed that 76% of new
ideas generated in their organisations were treated
with scepticism or outright hostility, suggesting that
the rhetoric is not matched by reality on the ground.
“Every leader I know tells me how serious they
are about innovation. I say, Let’s start by asking
what you mean by serious, because if you have not
trained your people to innovate and you don’t make
it easy and you don’t hold people accountable, I
don’t know how serious you are,” he notes.
Another misconception, he says, is that effective
innovation comes from big bets which the evidence
shows it doesn’t. It is not about money or resource.
“Innovative start-ups typically don’t have a lot of
money. They win by the quality of their ideas and
the speed of their execution not because they are
going to outspend the incumbents.”
So, for Hamel, the argument about the difficulty
of abandoning models that have worked in the past

“Twenty years ago, I wrote the first cover story for
Fortune magazine on the web. I said that the web
was not a new marketing channel, it’s the foundation for a new industrial revolution. I wasn’t particularly prescient. You could see it was going to
disintermediate a lot of people in the middle. It was
going to create micro markets and it would enable
peer-to-peer production. Twenty years on, digital is
still not a complex technology. We wrap it up in a
lot of mystique, but Airbnb has around 30 patents.
IBM gets that many in a week.”

The growth of big business

“I can’t speak for Ireland, but I can tell you that in
the US, more than 30% of the workforce work in
companies with more than 5,000 employees. The
number of start-ups is going down - not up - and if
you take all of the so-called Unicorn start-ups, their
collective value is less than 2% of the S&P 500.
Most organisations are big, they are stuck in the
mud and they are getting bigger. They are consolidating to gain even more political power and when
you have that kind of concentration of power in
business and Government, I don’t think that’s good
for democracy or for business and it sure as hell
isn’t good for human beings.”

Donald Trump

and appear to be still working today - and the potential back-lash from financial markets obsessed
with quarterly earnings if companies truly embrace
innovation - is not one that holds water.
“If I see a company that has no history of entering
new markets or strong organic growth and the CEO
is telling me I’m hamstrung by the investment community, I would say, lets test that proposition. See if
we can find a game changing low-cost way of experimenting or partnering to multiply its resources.
And then let’s see if it’s the investment community’s
problem or its the organisation’s own ability to innovate and grow that is the problem.”
Unilever is a stand-out example, he says, of a
corporation that told its shareholders that it would
do the right thing in the long-term interests, regardless of its short-term impact on margins of being
innovative.

Leaders are charged with doing the right thing for
their country but in a highly dependent world you
cannot decide what is good for you without a decision about what is good for everyone else. You
cannot resign from the rest of the world, much as
some leaders may wish to do. I have mixed feelings about the current President. He is responding
to something the Democrats didn’t see or care to
respond to. Forty years ago, the Democratic Party
was the party of the working class but that ceased
to be the case in recent decades, and you have
had a lot of frustration that was going to come out
somehow, some way. The fact that Donald Trump
is President is due to the inability of both parties to
deal with that productively.”

It’s time to be bold and brave is his message.
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Building a smarter future
MIMI MURRAY looks at how digitalisation
is changing the nature of building, leading
to significant cost savings and an
enhanced environment.

C

onstruction impacts on everyone’s life. We all
live, work, socialise and are educated in buildings. Aside from that, construction represents
about 10% of our economy. In the last number of
years, innovations in technology, such as Building
Information Modelling (BIM), are changing the way
people in the industry design, plan, and manage the
construction of buildings.
This leads to improved health and safety and
operating efficiencies, while lessening the environmental impact.
A study by the Boston Consulting Group (advisors to
the World Economic Forum) in 2016 “The Transformative Power of BIM”, suggested that full digitalisation
of construction projects could lead to costs savings of
13-21% in the design, engineering and construction
phase, and 10-17% in the operations phase.

So what is BIM?

BIM is an intelligent, object based, collaborative
3D model-based process that gives architecture,
engineering, and construction (AEC) professionals
the insight and tools to efficiently plan, design, construct, and manage buildings and infrastructure.
Designers use it to fully design projects and integrate that design with all disciplines involved in the
building process such as architecture, mechanical,
electrical and structural. Contractors use it for planning, coordination and execution of construction
projects. Clients use it to aid visualization at project
feasibility stage and then as a data rich as-built database for the operation of a facility.
Gary Comerford, who is a Chartered Quantity Surveyor working for Linesight, says BIM could be the
innovation that changes the way people think about
construction and what used to be a rolled up drawing in an architect or builders back pocket is now
being viewed on an ipod or mobile device.
To put it succinctly, the technology allows the
building to be virtually built, before it’s built in real life.
“You get to simulate the full construction of a
building so that of course helps with site set up; being able to look ahead in terms of health and safety
and identifying areas that would need more planning.
Visualisation is one of the big results of these kinds of
technologies and once you can do that, it definitely
assists with forward planning for health and safety or
environmental impacts.
“The use of laser scanning or 3D surveys means
there is better information for contactors when they
come onto site to commence the work. That is reducing the risks around those elements of the projects. It allows the contractor understand visibility
28
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issues and issues from a health and safety point of
view around different methods of actually building a
building. There’s always an alternative way of doing
something and that way you can review and analyse
alternatives so any risks can be managed out.”
Ireland’s leading BIM consultant and managing
partner of ArcDox, Ralph Montague explains the importance of technology in construction.
“In order to do something, anything, like constructing or operating a building effectively, people need
good “information” (clear instructions, or guidance)
otherwise the task will be difficult, or it is unlikely to
go well. The better the information the better the outcome.

There is a relationship between information and
outcome or performance. So innovations in Information Communication Technology (ICT), are really
helping to achieve better buildings.
Economic challenges have also driven the adoption and increased use of BIM, according to Claire
Crowley Cullen, who is a charted quantity surveyor,
working on major Infrastructure projects in Ireland.
“In recent years, there has been an increased
drive for improvement of costs, efficiency and delivery methods of construction projects which now
sees BIM playing a central role in achieving these requirements. BIM leads to efficiency in time and cost
throughout the construction and lifecycle of a building. The building industry is now more collaborative,
proactive and quick thinking, working in real time to
design and construct buildings from an intelligent
digital model,” she says.
Projects are now based in a single digital space
with the ability for multiple parties to access and
work live on project designs while receiving real time
information.
“For the Quantity Surveying profession this has
meant a shift from measuring paper drawings and
specifications to the extraction of quantities and the
application of on-screen measurement practices.
The Quantity Surveyor is no longer at the end of the
chain when it comes to receiving information; BIM
brings the QS to the forefront of the design and construction project, adding value from project inception
to completion,” she says.

Other technologies

As well as BIM, several other technologies such as
drones, robotics, geo-matics, digital fabrication, are
all changing the way construction occurs.
Cloud collaboration is used in many companies
now, for storing and sharing information through
online cloud platforms such as Dropbox.
DECISION
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The idea that you can build a building twice, first virtually in
software, where you can resolve all the issues, and check that
everything is working, fits together, and even confirms that it
is exactly what you want or expect, can save enormous
amounts of time and cost associated with solving
problems on site, which is the traditional approach
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Drones are often used to check sites as well as
monitor, manage and maintain buildings, Comerford
says.
“If you take a windfarm for example, it’s easier
to send a drone up to look at a turbine rather than
having a crew drive across a field and climb up.
“Even contractors, when they’re pricing work,
can look at topography of a field or road and get
far more useful information from a drone than they
could have got up until now,” he says.
Virtual Reality (VR) technology is sometimes used
to put a client in the middle of his or her building,
at design stage, helping them visualise the space.
Despite all of the technology available, at the
moment, “innovations” are happening on a small
scale, and in small pockets of expertise, according
to Montague.
The adoption of digitalisation in the construction
sector is still niche rather than business as usual,
which he says is down to constraints in investment
in research and development (R&D), capital investment into technology and employee development.
However, in order to meet the “challenges” faced
by society, including more places for people to live,
and more and better critical infrastructure, some
tough decisions are faced.
“Do we continue to propagate current methodology to develop design and construction information
in traditional 2D analogue processes that propagate
misunderstanding, delays, disputes, cost overruns
and low productivity. Or do we adopt modern ICT
technologies and methodologies like BIM and others, to find better ways of producing, managing and
exchanging information through digital technologies and processes, that will lead to vast improvements in productivity and outcomes,” he says.
While the answer seems simple, he says true
collaboration and collective input is needed in an
industry that is often “adversarial” and often ends in
dispute or litigation.
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Surveyor with Drone conducting a site survey

“In this environment, many parties are aiming to
provide as little information as possible, so as to
attract as little professional exposure or liability as
possible, within the given project parameters.”

So does BIM offer more client benefits?

“Benefits of BIM include increased visualisation for
clients at project concept stage and the opportunity
to construct the building before construction stage,
which results in building it right. Most importantly
BIM optimises facilities management through the
life of a building. The obvious benefits are a reduction in time from pre-planning and cost from the
avoidance of clashes and rework,” Crowley Cullen
says.
Montague agrees, if implemented correctly, BIM
can bring enormous benefits to clients, but if implemented badly, it may even cost clients more money,
or more time, or potentially add risk or waste.
“The idea that you can build a building twice, first
virtually in software, where you can resolve all the
issues, and check that everything is working, fits
together, and even confirms that it is exactly what
you want or expect, can save enormous amounts of
time and cost associated with solving problems on
site, which is the traditional approach.”
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Rethinking Efficiency
Roger L. Martin
Director, Martin Prosperity Institute

Eliminating waste is the holy grail
of management science, but overemphasizing it leads to a host of
problems. Companies should pay
just as much attention to resilience.
IN HIS LANDMARK 1776 work The Wealth of Nations, Adam Smith showed that a clever division of
labor could make a commercial enterprise vastly
more productive than if each worker took personal charge of constructing a finished product. Four
decades later, in On the Principles of Political Economy and Taxation, David Ricardo took the argument
further with his theory of comparative advantage,
asserting that because it is more efficient for Portuguese workers to make wine and English workers to make cloth, each group would be better off
focusing on its area of advantage and trading with
the other.
These insights both reflected and drove the Industrial Revolution, which was as much about process innovations that reduced waste and increased
productivity as it was about the application of new
technologies. The notions that the way we organise
work can influence productivity more than individual effort can and that specialisation creates commercial advantage underlie the study of management to this day. In that sense Smith and Ricardo
were the precursors of Frederick Winslow Taylor,
who introduced the idea that management could be
treated as a science — thus starting a movement
that reached its apogee with W. Edwards Deming,
whose Total Quality Management system was designed to eliminate all waste in the production process.
Smith, Ricardo, Taylor, and Deming together
turned management into a science whose objective
function was the elimination of waste — whether
of time, materials, or capital. The belief in the unalloyed virtue of efficiency has never dimmed. It is
embodied in multilateral organisations such as the
World Trade Organisation, aimed at making trade
more efficient. It is ensconced in the Washington
Consensus via trade and foreign direct investment
liberalisation, efficient forms of taxation, deregula32
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tion, privatisation, transparent capital markets, balanced budgets, and waste-fighting governments.
And it is promoted in the classrooms of every business school on the planet.
Eliminating waste sounds like a reasonable goal.
Why would we not want managers to strive for an
ever-more-efficient use of resources? Yet as I will
argue, an excessive focus on efficiency can produce startlingly negative effects, to the extent that
super-efficient businesses create the potential for
social disorder. This happens because the rewards
arising from efficiency get more and more unequal
as that efficiency improves, creating a high degree
of specialisation and conferring an ever-growing
market power on the most-efficient competitors.
The resulting business environment is extremely
risky, with high returns going to an increasingly limited number of companies and people an outcome
that is clearly unsustainable. The remedy, I believe,
is for business, government, and education to focus
more strongly on a less immediate source of competitive advantage: resilience. This may reduce the
short-term gains from efficiency but will produce a
more stable and equitable business environment in
the long run. I conclude by describing what a resilience agenda might involve.
To understand why an unrelenting focus on efficiency is so dangerous, we must first explore our
most basic assumptions about how the rewards
from economic activities are distributed.

Outcomes Aren’t Really Random

When predicting economic outcomes—incomes,
profits, and so forth, we often assume that any payoffs at the individual level are random: dictated by
chance. Of course, this is not actually so; payoffs
are determined by a host of factors, including the
choices we make. But those factors are so complex
that as far as we can tell, economic outcomes might
as well be determined by chance. Randomness is a
simplifying assumption that fits what we observe.
If economic outcomes are random, statistics
tells us that they will follow a Gaussian distribution: When plotted on a graph, the vast majority
of payoffs will be close to the average, with fewer
and fewer occurring the further we move in either
direction. This is sometimes known as a normal disDECISION SPRING 2019
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Idea in Brief
THE PROBLEM
Management has come to be seen as a science whose purpose is to make commercial enterprises more
efficient. But the single-minded pursuit of efficiency makes businesses less resilient.
WHY IT HAPPENS
Businesses that are consistently more efficient earn an increasing share of available proﬁts and can begin
to game the market - and in time, industries become consolidated around a single dominant business
model. This outcome carries a high risk of catastrophic failure and a high likelihood of exploitation.
THE SOLUTION
Business, government, and management education need to increase their emphasis on organisational
resilience. This will involve limiting the size of businesses, introducing more friction into global trade and the
capital markets, giving long-term investors a larger say in strategic decision making, creating jobs that are
richer in learning opportunities, and offering educational programs that balance efficiency and resilience.
tribution, because many things in our world follow
the pattern, including human traits such as height,
weight, and intelligence. It is also called a bell curve,
for its shape. As data points are added, the whole
becomes ever more normally distributed.
Because the Gaussian distribution is so prevalent in human life and in nature, we tend to expect
it across domains. We believe that outcomes are
and should be normally distributed—not just in the
physical world but in the world writ large.
For example, we expect the distributions of personal incomes and firm performance within industries to be roughly Gaussian, and we build our systems and direct our actions accordingly. The classic
way to think about an industry, however defined, is
that it will have a small number of winners, a small
number of losers (who are probably going out of
business), and lots of competitors clustered in the
middle. In such an environment, most efficiency
gains are swiftly erased as others adopt them, and
as firms fail, new ones replace them. This idealised
form of competition is precisely what antitrust policy seeks to achieve. We don’t want any single firm
to grow so big and powerful that it shifts the distribution out of whack. And if the outcomes do follow
a random distribution, and competitive advantage
does not endure for long, competing on efficiency
is sustainable.
But evidence doesn’t justify the assumption of
randomness in economic outcomes. In reality, efficiency gains create an enduring advantage for
some players, and the outcomes follow an entirely
different type of distribution — one named for the
Italian economist Vilfredo Pareto, who observed
more than a century ago that 20% of Italians owned
80% of the country’s land. In a Pareto distribution,
the vast majority of incidences are clustered at the
low end, and the tail at the high end extends and
extends. There is no meaningful mean or median;
the distribution is not stable. Unlike what occurs in
a Gaussian distribution, additional data points render a Pareto distribution even more extreme.
That happens because Pareto outcomes, in contrast to Gaussian ones, are not independent of one
another. Consider height — a trait that, as mentioned, tracks a Gaussian distribution. One person’s
shortness does not contribute to another person’s
34

tallness, so height (within each sex) is normally
distributed. Now think about what happens when
someone is deciding whom to follow on Instagram.
Typically, he or she looks at how many followers
various users have. People with just a few don’t
even get into the consideration set. Conversely, famous people with lots of followers — for example,
Kim Kardashian, who had 115 million at last count
— are immediately attractive candidates because
they already have lots of followers. The effect —
many followers—becomes the cause of more of
the effect: additional followers. Instagram followership, therefore, tracks a Pareto distribution: A very
few people have the lion’s share of followers, and
a large proportion of people have only a few. The
median number of followers is 150 to 200 — a tiny
fraction of what Kim Kardashian has.
The same applies to wealth. The amount of money
in the world at any one moment is finite. Every dollar
you have is a dollar that is not available to anyone
else, and your earning a dollar is not independent
of another person’s earning a dollar. Moreover, the
more dollars you have, the easier it is to earn more;
as the saying goes, you need money to make money. As we’re often told, the richest 1% of Americans
own almost 40% of the country’s wealth, while the
bottom 90% own just 23%. The richest American is
100 billion times richer than the poorest American;
by contrast, the tallest American adult is less than
three times as tall as the shortest — demonstrating
again how much wider the spread of outcomes is in
a Pareto distribution.
We find a similar polarisation in the geographic
distribution of wealth. The rich are increasingly concentrated in a few places. In 1975, 21% of the richest 5% of Americans lived in the richest 10 cities.
By 2012 the share had increased to 29%. The same
holds for incomes. In 1966 the average per capita
income in Cedar Rapids, Iowa, was equal to that in
New York City; now it is 37% behind. In 1978 Detroit was on a par with New York City; now it is 38%
behind. San Francisco was 50% above the national
average in 1980; now it is 88% above. The comparable figures for New York City are 80% and 172%.
Business outcomes also seem to be shifting toward a Pareto distribution. Industry consolidation
is increasingly common in the developing world: In

more and more industries, profits are concentrat- the entire pile collapses; suddenly a single grain has
ed in a handful of companies. For instance, 75% a huge effect. If the sandpile were in a no-gravity
of U.S. industries have become more concentrated context, however, it wouldn’t collapse. It falls only
in the past 20 years. In 1978 the 100 most profita- as gravity pulls that final grain down, jarring the othble firms earned 48% of the profits of all publicly er grains out of position.
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of the so-called new economy are in some measure waste-management companies—garbage collecresponsible — the dynamics of platform business- tors—across the country. Each had one to several
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network effects, quickly convert Gaussian distribu- profitability of those thousands of companies was
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The Pressure to
Consolidate

The Growing Power of the Few
Since 1997 a strong majority of industries
in the United States have become more
concentrated. Many are now what economists
consider “highly concentrated.” This tends to
correlate with low levels of competition, high
consumer prices, and high proﬁt margins.

Key: How Concentration Is Calculated
The portion of an industry that is controlled by
the top four ﬁrms indicates that industry’s
concentration—a measure that changes over time.
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group, the top four
ﬁrms are gaining
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Overall,
Concentration
Is Increasing…
Plotting the change in
concentration of more
than 850 U.S. industries
from 1997 to 2012
reveals upslopes
in two-thirds of cases
and downslopes in onethird. The large gap at
the top of the downslope
chart indicates that
nearly all the industries
that were highly
concentrated in 1997
maintained or increased
their concentration
and that many industries
are now very highly
concentrated indeed.
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Source: U.S. Census Bureau, with analysis by the Economist (which provided this data to HBR)
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Industry consolidation is increasingly common in the developed world. In 1978
the 100 most profitable U.S. firms earned 48% of the profits of all publicly traded
companies combined, but by 2015 the figure was an incredible 84%

A supereffi cient dominant model elevates the risk of catastrophic failure. More
than 80% of all almonds are now grown in California - so one extreme local
weather event or one pernicious virus could destroy most of the world’s production
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…Especially When
There Are Big
Shifts in the Power
of the Top Firms
During that time 285
industries (about a third
of those studied) were
“big movers”—the market
share of the top four ﬁrms
changed by at least 10
percentage points. Of
those, 216 became more
concentrated and 69
became less so.
The pattern is even more
pronounced among the
92 “very big movers” (for
which the market share of
the top four ﬁrms changed
by at least 20 percentage
points)—and all but 10 of
those industries became
more concentrated.
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The Pattern Holds
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Note: When 2012 data was unavailable, data from the closest available year was used instead.
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Power and Self-Interest

As we saw with WM, another result of efficient systems is that the most efficient player inevitably becomes the most powerful one. Given that people
operate substantially out of self-interest, the more
efficient a system becomes, the greater the likelihood that efficient players will game it—and when
that happens, the goal of efficiency ceases to be
the long-term maximisation of overall societal value. Instead, efficiency starts to be construed as that
which delivers the greatest immediate value to the
dominant player.
You can see this dynamic in the capital markets,
where key corporate decision makers make common cause with the largest shareholders. It goes
like this: Institutional investors support stock-based
compensation for senior executives. The executives
then take actions to reduce payroll and cut back on
R&D and capital expenditures, all in the name of efficiency. The immediate savings boost cash flow and
consequently cause the stock price to spike. Those
investors — especially actively trading hedge funds
— and executives then sell their holdings to realise
short-term gains, almost certainly moving back in
after the resulting decline in price. Their gains come
at a cost. The most obvious losers are employees
who are laid off because of the company’s flagging
fortunes. But long-term shareholders also lose, because the company’s future is imperilled. And customers suffer in terms of product quality, which is
threatened as the company reduces its investment
in making improvements.
Advocates of shareholder value argue that competition from entrants with superior products and
services will compensate: The newcomers will employ the laid-off workers, customers will flock to
their products, and shareholders will switch to the
investments that promise better returns. But this
assumes that the market is highly dynamic and
that power is not concentrated among a handful of
players. Those assumptions are valid in some sectors. The airline industry is one: The main assets —
planes and gates — are relatively easy to acquire
and dispose of, so whenever demand rises, new
players can enter. But it is not easy to start a bank,
build a chip factory, or launch a telecom company.
(Ironically, entry is perhaps most difficult in some
of the hottest areas of the new economy, where
competitive advantage is often tied up with network
effects that give incumbents a powerful boost.) And
sometimes power becomes so concentrated that
political action is needed to loosen the stranglehold
of the dominant players, as in the antitrust movement of the 1890s.
The pension fund business provides a particularly
egregious case of abuse by dominant insiders. In
theory, fund managers should compete on the quality of their long-term investment decisions, because
that is what delivers value to pensioners. But 19 of

the 25 biggest U.S. pension funds, accounting for
more than 50% of the assets of the country’s 75
largest pension funds, are government-created and
- regulated monopolies. Their customers have no
choice of provider. If you are a teacher in Texas, the
government mandates that the Teacher Retirement
System of Texas — a government agency — manage your retirement assets. Fund managers’ jobs,
therefore, are relatively secure as long as they don’t
screw up in some obvious and public way. They are
well placed to game the system.
The most straightforward way to do so is to accept inducements (typically offered by hedge funds)
to invest in a particular way (one that benefits the
hedge funds). In the past 10 years alone, senior executives of two of America’s largest pension funds
(government monopolies, I might add) were successfully prosecuted for taking multi-million-dollar
bribes from hedge funds. We can assume that for
each occurrence we see, many more escape our
scrutiny and the bribery isn’t always so blatant, of
course. Pension fund managers also accept luxurious trips they couldn’t afford on their own, and
many have left their positions for lucrative jobs at
investment banks or hedge funds.
A particularly insidious pension-fund practice is
lending stock to short-selling hedge funds (pension
funds are the largest such lenders), in return for
which the funds’ managers earn relatively modest
fees that help them meet their returns goals. The
practice lets hedge funds create volatility in the capital markets, generating opportunities for traders
but compromising the ability of company leaders to
manage for the long term. Pensioners suffer while
hedge funds and pension fund managers benefit.
The invisible hand of competition steers self-interested people to maximise value for all over the
long term only in very dynamic markets in which
outcomes really are random. And the process of
competition itself works against this as long as it is
focused exclusively on short-term efficiency, which,
as we have seen, gives some players an advantage
that often proves quite durable.
As those players gain market share, they also
gain market power, which makes it easier for them
to gain value for their own interests by extracting
rather than creating it.
How can society prevent the seemingly inevitable process of efficient entropy from taking hold?
We must pay more attention to the less appreciated
source of competitive advantage mentioned earlier:
resilience.

Toward Resilience

Resilience is the ability to recover from difficulties
— to spring back into shape after a shock. Think of
the difference between being adapted to an existing
environment (which is what efficiency delivers) and
being adaptable to changes in the environment.
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People operate substantially out of self-interest, so the more efficient a system
becomes, the greater the odds that efficient players will game it—and when that
happens, the goal of efficiency ceases to be the maximisation of societal value

Resilient systems are typically characterised by the
very features—diversity and redundancy, or slack
— that efficiency seeks to destroy.
To curb efficiency creep and foster resilience, organisations can:
Limit scale. In antitrust policy, the trend since the
early 1980s has been to loosen enforcement so as
not to impede efficiency. In fact, in the United States
and the European Union, “increase in efficiency” is
considered a legitimate defence of a merger challenged on the grounds that it would lead to excess
concentration — even if the benefits of that efficiency gain would accrue to just a few powerful players.
We need to reverse that trend. Market domination is not an acceptable outcome, even if achieved
through legitimate means such as organic growth.
It isn’t good for the world to have Facebook use
its deep pockets from its core business to fund its
Instagram subsidiary to destroy Snapchat. It isn’t
good to have Amazon kill all other retailers. It wasn’t
good to have Intel try to quash AMD decades ago
by giving computer manufacturers discounts for
not using AMD chips, and it wasn’t good to have
Qualcomm engage in similar behaviour in recent
years. Our antitrust policy needs to be much more
rigorous to ensure dynamic competition, even if that
means lower net efficiency.
Introduce friction. In our quest to make our systems more efficient, we have driven out all friction.
It is as if we have tried to create a perfectly clean
room, eradicating all the microbes therein. Things
go well until a new microbe enters — wreaking havoc on the now-defenceless inhabitants.
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To avoid such a trap, business and government
need to engage in regular immunotherapy. Rather
than design to keep all friction out of the system, we
should inject productive friction at the right times
and in the right places to build up the system’s resilience.
For example, lower barriers to international trade
should not be seen as an unalloyed good. Although
David Ricardo clearly identified the efficiency gains
from trade, he did not anticipate the impact on Pareto outcomes. Policy makers should deploy some
trade barriers to ensure that a few massive firms
don’t dominate national markets, even if such domination appears to produce maximum efficiency.
Small French baguette bakers are protected from
serious competition by a staggering array of regulations. The result: Although not cheap, French baguettes are arguably the best in the world. Japan’s
non-tariff barriers make it nearly impossible for foreign car manufacturers to penetrate the market, but
that hasn’t stopped Japan from giving rise to some
of the most successful global car companies.
Friction is also needed in the capital markets. The
current goal of U.S. regulators is to maximise liquidity and reduce transaction costs. This has meant
that they first allowed the New York Stock Exchange to acquire numerous other exchanges and
then allowed the NYSE itself to be acquired by the
Intercontinental Exchange. A fuller realisation of this
goal would increase the pace at which the billionaire hedge-fund owners already at the far end of the
Pareto distribution of wealth trade in fewer but ever
bigger markets and generate even-more-extreme

Pareto outcomes. U.S. regulators should act more
like the EU, which blocked the merger of Europe’s
two biggest players, the Lon-don Stock Exchange
and the Deutsche Börse. And they should stop placing obstacles in the way of new players seeking to
establish new exchanges, because those obstacles
only solidify the power of consolidated players. In
addition, short selling and the volatility it engenders
could be dramatically reduced if the government
prohibited public sector pension funds (such as the
California Public Employees’ Retirement System
and the New York State Common Retirement Fund)
from lending stock.
Promote patient capital. Common equity is
supposed to be a long-term stake: Once it is given,
the company notionally has the capital forever. In
practice, however, anybody can buy that equity on
a stock market without the company’s permission,
which means that it can be a short-term investment.
But long-term capital is far more helpful to a company trying to create and deploy a long-term strategy
than short-term capital is. If you give me $100 but
say that you can change how it is to be used with 24
hours’ notice, that money isn’t nearly as valuable to
me as if you said I can use it as I want for 10 years.
If Warren Buffett’s desired holding period for stock
is, as he jokes, “forever,” while the quantitative arbitrage hedge fund Renaissance Technologies holds
investments only for milliseconds, Buffett’s capital
is more valuable than that of Renaissance.
The difference in value to the company notwithstanding, the two types of equity investments are
given exactly the same rights. That’s a mistake;
we should base voting rights on the period for
which capital is held. Under that approach, each
common share would give its holder one vote per
day of ownership up to 3,650 days, or 10 years. If
you held 100 shares for 10 years, you could vote
365,000 shares. If you sold those shares, the buyer
would get 100 votes on the day of purchase. If the
buyer became a long-term holder, eventually that
would rise to 365,000 votes. But if the buyer were
an activist hedge fund like Pershing Square, whose
holding period is measured in months, the interests
of long-term investors would swamp its influence
on strategy, quite appropriately. Allocating voting
rights in this way would reward long-term shareholders for providing the most valuable kind of capital. And it would make it extremely hard for activist
hedge funds to take effective control of companies,
because the instant they acquired a share, its rights
would be reduced to a single vote.
Some argue that this would entrench bad management. It would not. Currently, investors who are
unhappy with management can sell their economic
ownership of a share along with one voting right.
Under the proposed system, unhappy investors
could still sell their economic owner-ship of a share
along with one voting right. But if a lot of share-

holders were happy with management and yet an
activist wanted to make a quick buck by forcing
the company to sell assets, cut R&D investment, or
take other actions that could harm its future, that
activist would have a reduced ability to collect the
voting rights to push that agenda.
Create good jobs. In our pursuit of efficiency, we
have come to believe that routine labor is an expense to be minimised. Companies underinvest in
training and skill development, use temporary and
part-time workers, tightly schedule to avoid “excess hours,” and design jobs to require few skills so
that they can be exceedingly low paid. This ignores
the fact that labor is not just a cost; it is a resource
that can be productive — and the current way of
managing it drives down that productivity as it reduces the dollar cost.
What if we focused on longer-term productivity? Instead of designing jobs for low-skill, minimum-wage clock punchers, what if we designed
them to be productive and valuable? In The Good
Jobs Strategy, MIT’s Zeynep Ton describes how
some discount retailers have doubled down on
their employees, seeking more-engaged and
more-knowledgeable workers, better customer
service, lower turnover, and increased sales and
profits, all leading to further investment. A key but
counterintuitive element of the strategy is to build in
slack so that employees have time to serve customers in unanticipated yet valuable ways.
It’s not just businesses that can benefit from a
good jobs strategy. The cheap labor model is extremely costly to the wider economy. When they
cut labor costs, companies such as Walmart simply
transfer expenses traditionally borne by employers
to taxpayers. A recent congressional study evaluated the impact of a single 200-person Walmart
store on the federal budget. It turns out that each
employee costs taxpayers $2,759 annually (in 2018
dollars) for benefits necessitated by the low wages,
such as food and energy subsidies, housing and
health care assistance, and federal tax credits. With
11,000 stores and 2.3 million employees, the company’s much-touted labor efficiency carries a hefty
price tag indeed.
Teach for resilience. Management education focuses on the single-minded pursuit of efficiency —
and trains students in analytic techniques that deploy short-term proxies for measuring that quality.
As a result, graduates head into the world to build
(inadvertently, I believe) highly efficient businesses
that largely lack resilience.
Management deans, professors, and students
would undoubtedly beg to differ. But the curricula show otherwise. Finance teaches the pursuit of
efficient financial structures. Efficient cost management is the goal of management accounting. Human resources teaches efficient staffing. Marketing
is about the efficient targeting of and selling to segDECISION SPRING 2019
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Stocks Have Fully Recovered—but
Housing Prices Have Not

The Tax System Has Grown Less Progressive
Federal income-tax rates for most Americans increased steadily throughout
the 1970s before falling sharply after the 1981 and 1986 Reagan tax cuts. Taxes
paid by the highest-earning Americans on their ﬁnal dollars of income have
dropped sharply since 1966, while taxes paid by those near the middle of the
income distribution have declined by far less—and in some cases have increased.

The weak recovery of housing prices after the 2008 crash has
meant that Americans whose wealth is based in housing assets
have become poorer. The bottom 50% of Americans lost 16%
of their wealth, on average, from 2007 to 2016 (after adjusting for
inﬂation). But the main stock-market indices were 30% above their
2007 levels by 2016—a rebound that largely beneﬁted the wealthy.
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Electrifying the driving experience
By Brian Byrne

FORD COMMITS TO ‘ELECTRIFICATION FOR EVERYBODY’

I haven’t been to a motor show for a while. Increasingly,
larger carmakers are dropping out of them too. Which is
partly why I’ve stopped what had for many years become
a twice-yearly pilgrimage. Besides, with the internet I can
now attend the press days of the shows virtually from my
desk. I’m not missing anything except the buzz and the
tactility of being up close and personal with new cars and
concepts. New technologies are no longer kept for motor
show days either.

B

y mounting their own reveals and conferences away from the
traditional shows, the big carmakers are getting more bang for
their buck. They’re also in full control of their presentations, not
rushing a rigidly timed slot between their competitors, journos flowing
in a pack from one to the other.
Which is all a preamble to a recent event by Ford which I attended in
Amsterdam. An example of why carmakers are opting out of presence at
prime European shows in Geneva, Paris and Frankfurt. There were about
400 of us there for the day, with the blue oval brand’s bosses and
experts able to take their time presenting and detailing the electrification plans of one of the world’s top five vehicle manufacturers.
It was illuminating. Not least because there’d be a general perception
that Ford is late to the electric party. Toyota is the flag-carrier of hybrid,
Nissan-Renault the same with pure electric, and other big automotive
players have previously flagged their extensive electrification
programmes.
But while Ford only introduced its first Europe market hybrid last year,
as a variant of the Mondeo, the company was actually the first American
carmaker to produce its own hybrid model. The Escape SUV of 2004 was
also the first SUV to come with a gasoline-electric hybrid engine option.
A year later, it was enthusiastically adopted as a fuel-efficient New York
taxicab, breaking the monopoly of gas-guzzling Ford Crown Victorias,
Checker Cabs, and ageing Chevrolet Caprices. To update the record, the
Escape hybrid worked very successfully in NYC for a significant time,
although today the dominant vehicle is the larger Toyota Camry hybrid.
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A new all-electric is on the way,
based on the Mustang
An all electric variant of the Focus had been available in Europe for several years, but lack of significant interest — just 100 units sold in 2015-2016
— caused Ford to drop European production of the
EV in 2017, leaving it only built in the US. All Focus
production in America ended in 2018, so that model
in pure EV form is dead.
But Ford’s reputation was built on making cars
that ordinary people want to buy, and producing
them at an affordable price. And if it hasn’t been a
European market leader in electrification up to now,
that’s about to change. And change fast, if the timetables and the nameplate ranges detailed at the ‘Go
Electric’ event in Holland is carried through. Of 16
models slated for the electric treatment, eight of
them will be launched in 2019.
The company has clearly been looking hard at
matching its electrification efforts to the real needs
of the people who buy its various models, including
in the light commercial vehicle space where it has
long been a major player.

PRICE SENSITIVE

Adding electric elements to engine systems carries cost. As a mass market carmaker, Ford is very
conscious of how price-sensitive each of its models
is in their very competitive market segments. Even
though no prices were available at the event, the rollout of its plans in Amsterdam showed this. Bottom
line, the company is tailoring its electrification. As
engineering director of Ford of Europe Jeorg Beyer
put it, ‘no one size fits all’ in this area. “Our strategy
is nuanced, designed to help our customers find the
right solution.”
So there’s only a ‘mild hybrid’ plan for the Fiesta,
which involves recovering kinetic energy from braking and coasting to a 48v battery, energy which can
be subsequently used either to make normal driving more fuel efficient, or as a booster to increase
torque and acceleration. Steven Armstrong, chairman of Ford of Europe, explained that as ‘we don’t
just electrify the car, we electrify the driving experience’. Clearly, how an owner uses electrification is
up to themselves.
The Focus hatchback and wagon, a bread and
butter model for Ford, will soon have both mild hybrid and full self-charging hybrid engine options.
The latter is, according to the company’s engineers,
the most suitable option for owners who drive up to
20,000 kms in a year. Which fits the general demographic of Focus buyers. That system is also the one
in the Mondeo Hybrid launched here last year, which
later in 2019 will be joined by its wagon variant.
But the big news in passenger cars at Amsterdam
was the reveal of the new-generation Kuga compact
SUV. As the fastest growing format for passenger
car in most markets, Ford decided that this one
should have all possible electrification options short
of pure battery electric.
44

DECISION SPRING 2019

”

Not knuckling under to the prevailing wisdom that
the internal combustion engine is in the extinction
waiting room, Ford will launch Kuga towards the end
of this year in both petrol and diesel versions. In 2020
there will be no less than three electrified offerings, a
mild-hybrid with the 1.0 EcoBoost petrol engine and
recaptured kinetic energy, a full self-charging hybrid,
and a plug-in hybrid with a combined 225hp power output and over 50 kms of electric-only range.
The first three generations of Kuga sold almost 1.1m
units, so it is now a key star in the Ford firmament.
The US Ford flagship SUV, Explorer, was also a
major Amsterdam revelation, now coming to Europe
with a 3.6L gasoline-hybrid drivetrain that will give
the same output as a Mustang GT, along with pulling
power in the region of 840Nm. Which last is awesome. We won’t be getting it in Ireland though, as it
will only be available in left hand drive. As a 7-seat
car, it would have had its buyers, even at a likely high
price. But it’s interesting that its arrival in Europe
parallels that of the Toyota Camry return here, also
without a diesel but powered by a gasoline-electric
hybrid. Neither car has been a viable option in diesel-centric Europe for a long time.
The ‘Go Electric’ conference also provided a teaser of a brand new vehicle, another SUV using the
Puma name from a Fiesta-based sporty car of the
late 1990s. It will debut later this year, sitting below
the new Kuga and above the EcoSport, and will be
powered by a 155hp mild hybrid based on the 1.0
EcoBoost.
Ford hasn’t abandoned the pure electric sector,
though. A new all-electric SUV is on the way, based
on the Mustang and which will have an all-electric
range of 600 kms while retaining the ‘sheer joy of
driving’ which the nameplate from the mid-1960s
still provides in its current incarnation. This will directly challenge the newly-arrived Audi e-tron and
the Jaguar I-Pace which has been around since last
year.

Roelant de Waard, Vice President, Marketing, Sales and Service,
Ford of Europe, revealing the hybrid Focus and Fiesta.

Explorer PHEV

will be a full-size electric Transit available in 2021. In
the meantime, Transit Custom vans and the Tourneo
Custom 8-seat people mover are both available in
hybrid formats. PHEV versions have been thoroughly tested in London in real life operation with 20 key
fleet operators over the last year, achieving a 51pc
all-electric operation over the period.
A one-off concept 11-seat minibus based on a
Transit but with a pure electric powertrain is also under test at the moment, which has a 150 kms range
from a 4-hour charge.
As part of its research for urban electric delivery,
through a joint project with StreetScooter in Germany, Ford is providing an all-electric solution targeted
at the last-mile delivery sector. The Transit-based
StreetScooter WORK XL is assembled at the Ford
plant in Cologne, and is currently in service with
Deutsche Post DHL. Later this year, WORK XL vehicles will begin pilots with a range of other businesses in Germany, the Netherlands and Belgium.
Finally, Ford is also one of the founding members of the Ionity consortium, which is installing a
network of 400 high-capacity chargers on the key
motorways of Europe, to help make long-distance
electric motive power a viable reality.

Brian Byrne has been an automotive journalist for
30 years and has a special interest in the future of
personal mobility as the subject changes.)

SERIOUS COMMITTMENT

All of the foregoing shows not just a serious commitment by Ford to using electrification technology, but
doing so as it sees best suits each model and how
owners use them. Which it terms ‘making electrification available to everyone’ in the heritage of founder
Henry Ford’s mass market automotive concept.
The event wasn’t just about cars. Electrification
in its various ways is arguably as important, maybe more so, in the light commercial vehicle arena.
Goods deliveries are the life-blood of most retail
businesses, and globally Ford is one of the serious
players in the area. The Transit brand is also now its
global van brand, and the Amsterdam ‘Go Electric’
put a lot of emphasis on this
Although behind other big players like MercedesBenz, Renault and Volkswagen in actually having
medium and large electric vans on the market, there
EcoBoost PHEV platform
for Transit Custom
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THE ART OF BUSINESS

NEW PEUGEOT 508
WHAT DRIVES YOU?
PREVIEW IT NOW AT YOUR LOCAL PEUGEOT DEALER

Women on Walls
Women on Walls at RCSI in partnership with Accenture is a campaign that seeks to make women leaders visible through a
series of commissioned portraits that will create a lasting cultural legacy for Ireland.
In March 2019, RCSI unveiled a series of new portraits for the Board Room located in RCSI’s historic building on St.
Stephen’s Green. These portraits recognise the pioneering achievements of eight extraordinary women and enhance the
visibility of historical female leaders in healthcare. Six artists were commissioned to complete these eight portraits.
History often overlooks women’s accomplishments and we wanted to do our part to rectify this. Over the past year and
half, our Archives team have worked tirelessly to piece together the stories of these female RCSI leaders. During this
process, we have had the privilege of getting to know the family members and colleagues of our Women on Walls portrait
subjects. Our portrait artists have further embellished their stories by translating these eight women’s lives into colour,
form and symbolism.
Each of these women made unique contributions to healthcare and society globally. The portrait of Sr Dr Maura Lynch highlights the global impact of RCSI’s alumni. After twenty years of clinical work in Angola, Lynch recognised the need for specialist
surgeons in women’s healthcare and at the age of 47completed a surgical fellowship in RCSI. Returning to Africa, over the
next thirty years she revolutionised obstetric fistula care in Uganda and was a founder member of the College of Surgeons of
East, Central and Southern Africa (COSECSA), which allowed future generations of surgeons to train and work in Africa.
Our hope is that Sr Dr Maura Lynch and the other seven strong female role models in these portraits will inspire
future generations of healthcare leaders.

PEUGEOT i-Cockpit®
NIGHT VISION*
ADAPTIVE CRUISE CONTROL*

Avril Hutch PhD
Associate Director - Head of Equality, Diversity and Inclusion
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ALTERNATIVES

MULTI-ASSET

QUANTITATIVE

ACTIVE EQUITIES

FIXED INCOME

REAL ESTATE

PRIVATE MARKETS

Smaller companies.
Bigger potential.
The opportunity for attractive returns from investing in smaller companies is too big
to ignore and could offer a return premium for long-term investors. Our highly-active
smaller companies portfolios provide diversification benefits by providing very
different exposures than the broader market. For active managers, this large and
less researched universe of companies provides many opportunities to identify
mispriced assets and add value above the index return.
aberdeenstandard.ie/connections
Capital at risk
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