FREDMUND

VIALIK

IMANAGEMENT|

IRIERESSENCE
OF THE CRAFT






Contents

Author’s Preface to the English Edition 2010 . .............. .. 11
Preface to the New German Edition 2007 .. ................. 15
Concept and Logic of the Series
“Management: Mastering Complexity” ... .................. 18
Introduction . ... ... ... ... 20
Central Propositions ... .............. ... 21
AWordonthe Terms Used . .. ....... ... ... ... ... ...... 22
Part |
What Management Is and What ltIsNot .. .. ... ... .. .. ... . 25
1. What ManagementIsNot. ............... ... ......... 27
Management Is Not Status, Rank, and Privileges . .. . ... ... ..... 28
Management Is Not Business Administration . . . ... ............ 28
Management Is Not Limited to Commercial Enterprises . . .. .. ..... 29
Management Is Not Management of People . . . .. ... ........... 30
Management Is Not Doing Business . . ... .................. 32
Management Is Not Entrepreneurship . ... ... ............... 32
Management Is Not Only Top Management . ... .............. 33
Management Is Not Identical with U.S. Management . . . ... ....... 34
Management Is Not Identical with MBA programs . . .. .......... 35
Management Is Not Identical with Operational Tasks ... ......... 36
Management Is Not Leadership . ... ...................... 37
2. What ManagementIs . ... ... ... ... ................. 39
From Resourcesto Value . . . .. ... ... ... .. .. uiin.. .. 39
What Further Sharpens the View on Management . . ... .......... 40

Contents | 7



What Does “Craft” Mean? . ... ... . ... ..., 42

From an Art to a Profession . . ... ... ... ... 43
Management is Dealing with Complexity ... ................. 44
What Is Cybernetics? . . . .. .. ... 46
Simple and Complex Systems . . .. ... .. ... 48
The Dominance of Reductionism . . ... .................... 49
Management — Control of High-Variety Systems . . ... ... ........ 51
The Law of Requisite Variety . . . ... .. ... .. 53
New Role Models . ... .. ... ... . . . . . ... 55
3. Why Management Is Important . . ... ............. 57
Management Is the Most Important Societal Function . ... ........ 57
Management Is the Social Code of the Ability to Master Life . . ... ... 58
4. Right Management Is Universally Valid . ................. 60
Two Differentiations so Far Overlooked . . ... ................ 60
A Solution to Time-Honored Pseudo-Problems . . . .. ............ 62
Everybody Makes Their Own Mistakes . . .. ................. 63
Business Model and Management Are Different Things . ... ... .. .. 64
Important and Unpleasant Consequences . .. .. ............... 64
The Courage to Be Normative .. .. ....... ... . 65
Part Il
Effectiveness: Managing People - Managing a Business . . . . .. 67

5. Managing People: The Standard Model of Right

and Good Management . ............................ 69
Logic of the Model . ... ..... ... . . . . . . . . ... 69
What Every Manager Needs . . . . ... . ... ... 72
Expansion of the Model . .. ... ... .. ... . . ... ..., 89
Management Tasks and Operational Tasks:

A Much-Neglected Distinction . ... .............uuini.... 89
Specifics of Application . . . . .. ... ... ... 92
Five Fields of Application in Practice . ... ................... 94

6. Managing a Business:

The Integrated Management System (IMS®) . .. ............ 98
Function of the IMS® From Corporate Purpose to Results . . . . ... ... 101
The Result-Producing Unit as a Basic Element of Management . . . . . . 101
Dimensions of Integration . . .. ... .. ... .. ... 102

8 | Management



OQUETVICIY . . o o 103

Logic and Elements of the IMS® . . . . . ... ... ... .. ... ....... 104
What Else Must Be Considered ... . ... ..................... 110
Part Il
The General Management Functions .. ... ... ............. 115
7. The Basic Model of General Management . ............... 117
8. The Organization’s Environment . . . .................... 120
Model Categories for the Enviromment . . ... .. ............... 121
Understanding Economic Aspects . .. ... ..... ... .. 122
Neoliberal Misconceptions . . ... ... .. 123
New Economic Understanding Needed? . . ... ................ 126
Want or Must? Debt Pressure as a Driver of Economic Activity . . . . . . 127
The Myth of the U.S. Economy’s Superiority . .. ............... 133
An Alternative Scenario . . ... .. ... .. ... 138
9. Corporate Policy and Corporate Governance . . ............ 142
Errors of Corporate Governance . . .. .. .. ... ..., 145
Business Mission: The Basis of Right Governance . ... ........... 163
The Six Central Performance Controls (CPCs)
of a Healthy Company — the Real Balanced Scorecard . ... ........ 172
10, Strategy . . .. ... 176
The PiONeers . . ... vv et 177
A Cybernetic CONCept . . . . . oo v e et 179
Integral Business Navigation With Compelling Logic . . . .. .. ...... 181
What Matters MOSt? . . . ..o 183
Strategic Principles . . . .. .. .. ... 191
The High Art of Strategy: PIMS — Profit Impact
of Market Strategy . . . . .. o i 195
11.Structure . ... ... ... 205
Organizing . . . . . . 206
Basic Functional Prerequisites . . .. .. ... .. ... ..o .. 209
Top Management Structure . . .. .. ... .. ... .. 213
12. Culture ... ... .. 228
Cultural Change . . .. ... ... .. . . .. 229
Values . . . . . . 230

Contents | 9



The Unity of Management Knowledge . . .. .................. 232

The Strongest Signals: Staffing Decisions . . . ... ............... 233
Critical Incidents . . .. .. ... . . . . .. 235
Questions of MOtivation . . .. .. ... .. ... .. 237
Culture and Meaning . . . . .. .. ... .. ... 241
13 EXECUIVES . . . oottt 244
Does Management Need a Concept of Man? . . .. .............. 245
New Qualifications and Requirements . .. ... ................ 246
Major Tasks Abead for HR Management . .. ................. 251
Money: Managers” Compensation . . ... ... ......c..o.uuven.... 257
14. Innovation and Change . ................ ... ......... 262
False Doctrines and Misconceptions . . . .. ... ..., .. 263
The Guidelines . . . ... ... . 265
Part IV
Management is Getting ThingsDone . . ... ................ 273
15. Implementation . ... ... ............. . 275
Concentrate ona Few Things . . . .. ... . i 275

Epilog — Management Responsibility and Management Ethics . ... 282

Appendix — The Malik Management System and Its Users . ... ... 285
About the Author ... ... ... ... 294
Literature . ... ... ... 296
Index . ... 299

10 | Management



Author’s Preface to
the English Edition 2010

In this book I am presenting a new kind of management for a new kind of
world. It is my concept of right and good management for functioning
organizations in functioning societies of exceeding complexity.

The need for such a concept arises because conventional management — by
which, basically, I mean the US-type management theory and practice now
applied worldwide — has come to its very limits as it is unable to deal with the
consequences of its own success. The result of its tremendous achievements is
a world of inextricably interrelated dynamic systems which are incompre-
hensibly complex. This has largely been ignored by the dominating US man-
agement approach because it was never designed for such conditions. It now
fails exactly for this reason, thereby causing the present crisis. I have actually
been predicting this for years in many of my publications, including the Ger-
man version of this book which was first published in 20035.

The fact that success almost inevitably breeds its own failure is often
overlooked, although it is well known in many fields and in particular in
those that accept complexity explicitly as their research subject such as
biology or ecology. Albert Einstein already remarked that one cannot solve
problems with the same methods which produced them.

Failure to manage complexity as the major cause
of the world-crisis

What, at present, a majority — at least in the West — considers to be a mere
financial crisis can probably be much better understood if it is looked at
from an altogether different perspective: the failure to understand and
manage complexity.
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Business and society seem to be undergoing one of the most fundamen-
tal transformations in history. Only on the surface, and only if perceived in
conventional categories, do present changes appear to be financial and
economic in nature.

What is happening might better be understood as an Old World dying
because a New World is being born. There will hardly be any bridges back
to the old state of affairs. Perhaps the most practical premise to navigate
by is that whatever can change will change.

If so, we are witnessing no less than the almost complete collapse of the
formerly so efficient US management approach, which was developed
mainly in the context of business administration and taught in business
schools as the ultimate wisdom with regard to the running of corporations
in a world where its premises applied to an ever lesser degree. Its realities
have already been changing for quite some time but this went largely un-
noticed because most people tend to see only the old familiar patterns in
the new realities.

We are experiencing in particular the failure of the US-type of corporate
governance and the kind of top management which is dominated almost
exclusively by financial variables only. We see the collapse of the share-
holder value approach, which due to its short term profit orientation is
largely ignoring the customer and is hostile to future-oriented investing
and innovating, thereby systematically misdirecting the allocation of soci-
etal resources. The failure of the US-approach is, among other aspects, the
consequence of mistaking financial investment for real investment, thereby
undermining the former strengths of the US-economy, of confusing moun-
tains of bad debts with sustainable wealth, and of failing to distinguish
between healthy and pathological growth.

Ironically, what collapsed first was the financial system which appeared
to be the most highly developed and sophisticated system ever designed. It
was believed to be free of systemic risk by most experts and run by the
world’s most excellent executives educated in what were thought to be the
best universities and business schools worldwide.

However, complex systems have properties and laws of their own. Their
driving forces — if systematically ignored — make them inevitably go out of
control. Such systems are incomputable and unpredictable in principle and
incomprehensible to the conventionally educated mind. They are non-lin-
ear, self-dynamic and continuously self-changing and self-restructuring in
unforeseeable ways. They are largely self-organizing and self-regulating.
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Nevertheless, they can be — up to a degree — controlled and regulated
albeit only by a fundamentally different kind of thinking, a new approach
for managing complexity and by applying the right methods and tools
which are the subject of this book and its companion volumes.

Reliable Functioning by Wholistic Management Systems

Economic and financial measures on the macro level alone will hardly cure
the crisis. What it takes on the level of societal institutions is a new way of
functioning which is described in my six volume series Management: Mas-
tering Complexity in which I present my Malik Wholistic General Man-
agement Systems. This first volume contains an overview of the system as
a whole whereas the other five volumes will describe the constitutive parts
of the system. The second volume “Corporate Policy and Governance:
How Organizations Self-Organize”, was published in 2008 in German
and will be available in English soon. The third volume on strategy is still
due in 2010. The remaining three volumes will be dedicated to the new
structure for functioning complex organizations, their appropriate culture
and the kind of executives who have to be able to understand and master
complexity.

Together these six volumes will contain the essence of the most compre-
hensive General Management System worldwide. To the best of my knowl-
edge my Wholistic General Management Systems are globally the only
ones explicitly designed to ensure reliable functioning under conditions of
exceedingly high and dynamic complexity.

For this reason and because my Management Systems are universally
applicable conventional business administration plays a limited role in my
book. For practical reasons, however, I am going to illustrate the applica-
tion of my systems mainly in the context of the business enterprise. Famil-
iar concepts and terms are left unchanged wherever possible in order to
avoid confusion for the practitioner whereas their meaning and most con-
tents are new and different.

The important new knowledge for mastering complex systems does not
come from economics or business administration but from what I call the
Complexity Sciences, i.e. Systemics, Bionics and Cybernetics, which can
also be called the Sciences of Functioning.
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For the term “Functioning” T often use the synonym “Right and Good
Management” as opposed to wrong and bad management. By this I want to
point to the need to understand management as a true profession with its
own standards of craftsmanship as indicated in the subtitle of this book.

If the institutions of today’s and more so of tomorrow’s societies are
supposed to function, management needs to liberate itself from fashions
and fads and has to become a profession of the same status as for example
the profession of the surgeon, the aircraft pilot or the lawyer all of which
have as a matter of course their standards of professionalism. The founda-
tion for a profession of effective management for functioning institutions
is to be found in my earlier book Managing Performing Living.

My General Management Systems — with the support of the experts of
my own organization — have been developed, tested and implemented in
numerous cases over more than 30 years in all sorts of institutions in busi-
ness and non-business areas mostly in Europe and particularly in the Ger-
man speaking world including their worldwide subsidiaries. What works in
the complexities of these areas will almost certainly work worldwide. Hav-
ing discussed the structure, functioning principles and effects of my systems
with tens of thousands of executives of all levels I have strong arguments
that there is only one kind of management that works effectively, namely
Right and Good Management as I present it in my books, and that it is —
contrary to mainstream thinking — universally valid and culturally invariant.
Fashionable arbitrariness which so often characterizes management should
not be given any place in what is one of the most important social functions.

In most respects my Wholistic Management Systems for Functioning
are the opposite of what is taught in most business schools. That they will
have to change fundamentally as a consequence of the global crisis is hesi-
tatingly becoming apparent to some — among them also a few leading ivy
league schools. But it might be a long and hard way for them to recover
from the fallacies of their own teachings and partly from the application of
wrong management to themselves. At the same time, however, if they
manage to change radically and fast it is one of the greatest opportunities
for them to show effective leadership in the service of a functioning society
in times of great change.

Fredmund Malik
St. Gallen, January 2010
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Introduction

“The very first step

toward success in any occupation

is to become interested in it.”

Sir William Osler (1849-1919), physician

Our increasingly complex world cannot function without management,
and it can hardly function without precise management. This is true for
all kinds of societal institutions, be it commercial enterprises or other
organizations. The purpose of this book is to help their managers and
employees fulfill their demanding occupational tasks in a professional
manner.

In the midst of a jumble of doctrines, ideologies, and true innovations,
this book will provide the overview required to distinguish right from
wrong and useful from useless. These distinctions are indispensable for
meeting both individual and shared responsibilities at each stage of a pro-
fessional career. They are also crucial for successful and productive inter-
action.

This book is a compact compendium for right and good management —
for general management — in that it provides the necessary overview of
what it entails. In the following volumes of this series, each of the elements
of right and good management will be described in greater detail, includ-
ing both theoretical content and recommended implementation ap-
proaches. Interested readers will be able to familiarize themselves with the
tools and practices of the craft, along with numerous practical examples.
As such, the present book is a prelude to a practical, comprehensive guide
to what the management craft and managerial professionalism must entail.

Sound general management is not about doing something new, modern,
or fashionable. What matters is that it is right, that it works, and that it
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helps practitioners fulfill their tasks to the best of their abilities. The sub-
ject of this book — and of the rest of my publications — is not the “manage-
ment thinking of today”. Rather, all my books are practical guides to ef-
fectiveness. They point out my personal opinions on different matters,
which are often not in sync with mainstream thinking.

Management. The Essence of the Craft continues, enlarges upon, and
complements my book Managing Performing Living. While the latter
deals with the conduct and actions of the individual manager, the present
book goes much further in that it deals with the institution as a whole —
with system-oriented general management.

The book contains a series of propositions which, compared to main-
stream thinking, may be regarded as provocative, unusual, and frequently
even wrong — at least initially. In this book, and the books to follow, I am
putting my arguments forward for discussion.

Central Propositions

1. Management is society’s most important function. The functioning of
society depends on management. Only management turns resources
into results.

2. Management can largely be acquired by learning. It is a profession and
a craft. It follows the same rules of professionalism that are known and
have proven useful in other professions. Talents are useful but not es-
sential.

3. The only kind of management a person needs to learn is right and good
management. Right and good management is universal, invariant, and
independent of culture. It is equally valid for all kinds of organizations
and all countries. There is no need for international, multicultural, or
global management. All effective institutions function in the same way.
They employ the same functional principles.

4. Apparent differences are not related to management but to the nature of
the different tasks to be fulfilled in different organizations.

5. Not everyone can manage just any organization. This is not due to man-
agement skills but to the difference in operational tasks.

6. All managers in all organizations and across all hierarchy levels need
the same kind of management skills. Not all, however, need them in the
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same degree of comprehensiveness and detail. Disregarding this princi-
ple leads to a lack of orientation and direction, which, in turn, means
the end of communication and function.

7.In my view, most of the management ideas prevailing over the past fif-
teen years or so are false, misleading, and harmful. This is true in par-
ticular for anything related to the doctrine of shareholder value and its
consequences — such as value-increasing strategies and a way of think-
ing that focuses predominantly on financial aspects. The stakeholder
approach is equally wrong.

8. The economic difficulties of our time, which I believe will inevitably
deepen, are largely due to factors other than political errors. They are
results of misguided management, of faulty and poor management. As a
result, the question as to what right and good management is gains all
the more importance.

A Word on the Terms Used

In management — as opposed to other, more advanced and mature dis-
ciplines of learning — there is no such thing as uniform or common
parlance. Quite to the contrary: most authors attempt to impress read-
ers by inventing their own terms and slogans. This is a roadblock to
progress and to acquiring management skills. For this book, I essen-
tially draw on the terms used in the St. Gallen Management Model, the
first and so far only wholistic, system-driven management model, as
well as on the linguistic usage of Peter F. Drucker, the doyen of manage-
ment theory. As far as cybernetics and system sciences are concerned, 1
draw on the terms used by Stafford Beer, the originator of management
cybernetics, and my own book Strategie des Managements komplexer
Systeme | “Strategy for the Management of Complex Systems”].

1. The terms “company”, “organization”, and “institution” are largely
used in the same sense. Certain variances in meaning relate to the degree
of generality, or the special limitation to a segment of society. The most
general terms are “institution” and “organization”. They refer to all
organizations existing in a society, no matter what kind or legal form.
The term “company”, in essence, belongs to the business sector. When-
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ever no specific pointers are provided, it will be clear from the context
what I mean when using each of these terms.

The term most frequently used in this book is “company” and other
terms related to it, such as “corporate policy”. The statements made
will generally be applicable to all kinds of institutions. Depending on
the field of usage, the terms might need to be adapted somewhat, as in
“educational policy” or “health policy”.

. The term “management” itself can be understood in several ways:

Firstly, as a function that exists in any kind of organization and is
indispensable for its functioning. This is the so-called functional dimen-
sion of management. It is neither linked to specific persons nor to orga-
nizational elements. This function is not perceptible to our senses. It is
incorporated in certain actions taken by individuals and in this way its
impact is perceived.

Secondly, the term “management” can be understood to be the sum
of the legal and/or organizational authorities in an institution. Exam-
ples include the executive board of a private company, the executive
committee of a public company, a national government, or a universi-
ty’s board of directors. This is referred to as the institutional dimension,
and it also includes expanded boards of managers, group management,
management circles, or partners’ conferences. As far as mandatory and/
or higher-level authorities are concerned, the respective responsibilities,
rights, obligations, and accountabilities are governed by laws, articles
of incorporation, or statutes. Those of other organizational entities are
determined by common sense and habits.

Thirdly, management can be understood to include the persons that
belong to the institutional authorities mentioned. This is the personal
dimension of management. In particular the terms “top management”
and “top manager” frequently carry that meaning.

. T use the term “management” in the same meaning as its German equiv-
alent “Fiithrung”. Both terms mean the same. In all my German-lan-
guage publications, I use the two terms synonymously. By contrast, the
terms “management” and “leadership” do not mean the same.

. In the chapter on structure, the term “organization” carries two differ-
ent meanings: the first, as mentioned above, is what we refer to when
we speak of an institution being an organization; the second is what we
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mean when we speak of an institution having an organization. Which
one of the two meanings applies should be clear from the particular
context.
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