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FROM THE EDITOR



Asking the Right Questions S



OMETIMES I FIND MYSELF



ing a business as though it were a big train. The engineer-CEO sits in the cab, wearing one of those hickory 5tripe railroad caps. The dials in front of him display the speed, pressure, temperature, and the like. At his hand are levers controlling the throttle, the brake, and so on, along with buzzers and phones to communicate with the crew. In a children's book, about which



I remember everything except the title, there's a train that races from ^ ^ ^ ^ ^ ^ ^ ^ Kalamazoo to Timbuktu. Our family's favorite line, which we always chanted loudly whenever we came to it, was: "Slam! Bam! Creasetheengine! Throw out the throttle and give it the gun!" But - back to business - what if the engineer has the wrong set of instruments? What if the levers don't connect to anything? What if there's a steam pressure gauge, but the train has an electric motor? What if you have the skills and controls for a train but find yourself in the cockpit of an airplane? Many managers partly and intuitively understand that the controls they have might not be right for their business. For example, they know it's not especially meaningful to measure the return on assets for a company like Microsoft, which has relatively few assets (apart from cash). They understand that economies of scale are a big deal in the automobile industry but that scale effects are markedly smaller in advertising, law, or hotel management. They know that some familiar levers seem irrelevant; they may complain, "The stock market doesn't understand us."They're less clear on why this is so and what they can do about it. "The Surprising Economics of a 'People Business"'takes a revealing and useful look at this issue. Felix Barber and RainerStrack.quantitatively minded partners at the Boston Consulting Croup, have looked inside different kinds of firms to see which levers connect to which cams, gears, and other drivers. What they found is a whole {and very large) class of companies that look different on the outside but are very similar on the inside. These are people businesses, where capital costs are low compared to payroll and where there aren't a lot of activities aimed at creating value for the future, such as R&D. This might be true of an entire company or just one unit. IBM is a good example. The economics



of its growing consulting and services business resemble those of an advertising agency like Omnicom or an oilfield services business like Schlumberger. IBM's hardware side, however, looks like Intel, A rich stream of consequences flows from this insight and analysis. The most important have to do with making sure that a company's leaders are paying attention to the levers and gauges that are relevant to the business's performance. Take a gold standard measurement like Economic Value Added, EVA gives a picture of the true economic profit of a business by recognizing the cost ofthe capital employed in the business. EVA is the number that tells shareholders whether they're getting their money's worth. Executives should care about that and about something else: the steps they can take to increase EVA most effectiveiy. Those steps are different for peopleintensive shops than for capital-intensive ones. I'm a little worried that I've made this all sound more technical than it is. In fact. Barber and Strack's article is full of implications for line managers, human resource executives, CFOs-and the engineer in the cab. There's lots more in this issue, including a superb pair of articles that spotlight the strategic and operational risks of moving into new markets, I want to call your attention to one feature in particular: "Developing First-Level Leaders" by BP executive Andreas Priestland and Dialogos VP Robert Hanig, HBR devotes many pages to the issues senior managers face - how they develop, how they can lead more effectively, and so on. Research shows that first-level managers-those work-group supervisors on the front lines of the business - have an enormous effect on performance. "Developing First-Level Leaders" takes us inside a major company, BP to show how it made big improvements in the training and performance of this important group. Make sure you read it.
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