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If you are a devotee of
publications like the
SMR, you may have
come to believe that
formal planning, re-
plete with the latest
analytical models, pro-
vides the ideal means
by which corporate
strategic goals should
be established. Your
faith may have been
shaken, however, if
you read this author’s
“Strategic Goals: Pro-
cess and Politics” in
the Fall 1977 SMR.
This article, the second
in what willbe a
three-part series, goes
on to explain how “log-
ical incrementalism”
operates in several
major corporations.
The author further ar-
gues that such “mud-
dling,” far from being a
“‘necessary evil,” may
provide the normative
model for strategic de-
cision making. Ed.

Strategic Change:

“Logical Incrementalism”

James Brian Quinn

“When I was younger I always conceived of
a room where all these [strategic] concepts
were worked out for the whole company.
Later I didn't find any such room, . . . The
strategy [of the company] may not even exist
in the mind of one man. I certainly don't
know where it is written down. It is simply
transmitted in the series of decisions made.”
Interview quote.

When well-managed major organizations
make significant changes in strategy, the ap-
proaches they use frequently bear little re-
semblance to the rational-analytical systems
s0 often touted in the planning literature,
The full strategy is rarely written down in
any one place. The processes used to arrive
at the total strategy are typically fragmented,
evolutionary, and largely intuitive. Al-
though one can usually find embedded in
these fragments some very refined pieces of
formal strategic analysis, the real strategy
tends to evolve as internal decisions and ex-
ternal events flow together to create a new,
widely shared consensus for action among
key members of the top menagement team.
Far from being an abrogation of good man-
agement practice, the rationale behind this
kind of strategy formulation is so powerful
that it perhaps provides the normative model
for strategic decision making — rather than
the step-by-step “formal systems planning”
approach so often espoused,

The Formal Sy Planni pproach

A strong normative literature states what fac-
tors should be included in a systematically
planned strategy! and how to analyze and
relate these factors step-by-step.2 The main
elements of this “formal planning approach”
include: (1) analyzing one’s own internal
situation: strengths, weaknesses, competen-
cies, problems; (2) projecting current prod-
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uct lines, profits, sales, investment needs
into the future; (3) analyzing selected exter-
nal environments and opponents’ actions for
opportunities and threats; (4) establishing
broad goals as targets for subordinate
groups' plans; (5) identifying the gap be-
tween expected and desired results; (6)
communicating planning assumptions to the
divisions; (7) requesting proposed plans
from subordinate groups with more specific
target goals, resource needs, and supporting
action plans; (8) occasionally asking for spe-
cial studies of alternatives, contingencies, or
longer-term opportunities; (9) reviewing and
approving divisional plans and summing
these for corporate needs; (10) developing
long-term budgets presumably related to
plans; (11) implementing plans; and (12)
monitoring and evaluating performance
(presumably against plans, but usually
against budgets).

While this approach is excellent for some
purposes, it tends to focus unduly on
measurable quantitative factors and to
under-emphasize the vital qualitative, orga-
nizational, and power-behavioral factors
which so often determine strategic success
in one situation versus another. In practice,
such planning is just one building block in a
continuous stream of events that really de-
termine corporate strategy.

The Power-Behavioral Approach

Other investigators have provided important
insights on the crucial psychological, power,
and behavioral relationships in strategy for-
mulation. Among other things, these have
enhanced understanding about: the multiple
goul structures of organizations,? the politics
of strategic decisions,* executive bargaining
and negotiation processes,’ satisficing (as
opposed to maximizing) in decision mak-
ing,® the role of coalitions in strategic man-
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agement,” and the practice of “muddling” in
the public sphere.? Unfortunately, however,
many power-behavioral studies have been
conducted in settings far removed from the
realities of strategy formulation, Others have
concentrated solely on human dynamics,
power relationships, and organizational pro-
cesses and ignored the ways in which sys-
tematic data analysis shapes and often
dominates crucial aspects of strategic deci-
sions. Finally, few have offered much nor-
mative guidance for the strategist.

The Study

Recognizing the contributions and lim-
itations of both approaches, I attempted to
document the dynamics of actual strategic
change processes in some ten major com-
panies as perceived by those most knowl-
edgeably and intimately involved in them.
These companies varied with respect to
products, markets, time horizons, technolog-
ical complexities, and national versus inter-
national dimensions.® While the problems of
this kind of research are well recognized,!
many precautions were taken in order to in-
sure accuracy.!!

Summary Findings

Several important findings have begun to
emerge from these investigations.

— Neither the “power-behavioral” nor the
“formal systems planning” paradigm
adequately characterizes the way success-
ful strategic processes operate.

— Effective strategies tend to emerge from a
series of “strategic subsystems,” each of
which attacks a specific class of strategic
issue (e.g., acquisitions, divestitures, or
major reorganizations) in a disciplined
way, but which is blended incrementally
and opportunistically into a cohesive pat-
tern that becomes the company’s strategy.

- The logic behind each “subsystem” is so
powerful that, to some extent, it may serve

as a normative approach for formulating
these key elements of strategy in large
companies.

— Because of cognitive and process limits,
almost all of these subsystems — and the
formal planning activity itself — must be
managed and linked together by an ap-
proach best described as “logical in-
crementalism.”

— Such incrementalism is not “muddling.”
It is a purposeful, effective, proactive
management technique for improving and
integrating both the analytical and behav-
ioral aspects of strategy formulation.

This article will document these findings,
suggest the logic behind several important
“subsystems” for strategy formulation, and
outline some of the management and
thought processes executives in large orga-
nizations use to synthesize them into eifec-
tive corporate strategies. Such strategies em-
brace those patterns of high leverage deci-
sions (on major goals, policies, and action
sequences) which affect the viability and di-
rection of the entire enterprise or determine
its competitive posture for an extended time
period.

Critical Strategic Issues

Although certain “hard data” decisions (e.g.,
on product-market position or resource allo-
cations) tend to dominate the analytical lit-
erature,!? executives identified other *soft”
changes that have at least as much impor-
tance in shaping their concern’s strategic
posture. Most often cited were changes in
the company’s:

1. Overall organizational structure or its
basic management style;

2. Relationships with the government or
other external interest groups;

3. Acquisition, divestiture, or divisional
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control practices;
4. International posture and relationships;

. Innovative capabilities or personnel
motivations as affected by growth;

[

=2}

. Worker and professional relationships
reflecting changed social expectations
and values;

~

. Past or anticipated technological envi-
ronments.

When executives were asked to “describe the
processes through which their company ar-
rived at its new posture” vis-d-vis each of
these critical domains, several important
points emerged. First, few of these issues
lent themselves to quantitative modeling
techniques or perhaps even formal financial
analyses. Second, successful companies
used a different “subsystem” to formulate
strategy for each major class of strategic is-
sues, yet these “subsystems” were quite
similar among companies even in very dif-
ferent industries. Finally, no single formal
analytical process could handle all strategic
variables simultaneously on a planned basis.
Why?

Precipitating Events
Often external or internal events, over which
managements had essentially no control,
would precipitate urgent, piecemeal, interim
decisions which inexorably shaped the
company's future strategic posture. One
clearly observes this phenomenon in: the de-
cisions forced on General Motors by the
1973-74 oil crisis,’ the shift in posture
pressed upon Exxon by sudden nation-
alizations, or the dramatic opportunities al-
lowed for Haloid Corporation and Pil-
kington Brothers, Ltd.!s by the unexpected
inventions of xerography and float glass.
In these cases, analyses from earlier formal
planning cycles did contribute greatly, as
long as the general nature of the contingency
had been anticipated. They broadened the
information base available (as in Exxon’s

case), extended the options considered
(Haloid-Xerox), created shared values to
guide decisions about precipitating events in
consistent directions (Pilkington), or built
up resource bases, management flexibilities,
or active search routines for opportunities
whose specific nature could not be defined
in advance (General Mills, Pillsbury).!6 But
no organization — no matter how brilliant,
rational, or imaginative — could possibly
foresee the timing, severity, or even the na-
ture of all such precipitating events, Further,
when these events did occur there might be "
neither time, resources, nor information
enough to undertake a full formal strategic
analysis of all possible options and their
consequences. Yet early decisions made
under stress conditions often meant new
thrusts, precedents, or lost opportunities that
were difficult to reverse later.

An Incremental Logic

Recognizing this, top executives usually
consciously tried to deal with precipitating
events in an incremental fashion. Early
commitments were kept broadly formative,
tentative, and subject to later review, In some
cases neither the company nor the external
players could understand the full implica-
tions of alternative actions. All parties
wanted to test assumptions and have an op-
portunity to learn from and adapt to the oth-
ers’ responses. Such behavior clearly oc-
curred during the 1973-74 oil crisis; the en-
suing interactions improved the quality of
decisions for all. It also recurred frequently
in other widely different contexts. For ex-
ample:

< Neither the potential producer nor user of
a completely new product or process (like
xerography or float glass) could fully con-
ceptualize its ramifications without interac-
tive testing. All parties benefited from pro-
cedures which purposely delayed decisions
and allowed mutual feedback. Some com-
panies, like IBM or Xerox, have formalized
this concept into “phase program planning”
systems, They make concrete decisions only
on individual phases (or stages) of new
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product developments, establish interactive
testing procedures with customers, and
postpone final configuration commitments
until the latest possible moment.

Similarly, even under pressure, most top ex-
ccutives were extremely sensitive to organi-
zational and power relationships and con-
sciously managed decision processes to im-
prove these dynamics. They often purposely
delayed initial decisions, or kept such deci-
sions vague, in order to encourage lower-
level participation, to gain more information
from specialists, or to build commitment to
solutions., Even when a crisis atmosphere
tended to shorten time horizons and make
decisions more goal oriented than political,
perceptive executives consciously tried to
keep their options open until they under-
stood how the crisis would affect the power
bases and needs of their key constituents.
For example:

< General Motors's top management only
incrementally restructured its various car
lines as it understood, step-by-step, the way
in which the oil crisis and environmental
demands would affect the viability of each
existing divisional and dealership structure.
In the aggregate these amounted to the
greatest shift in balance and positioning
among GM'’s automobile lines since Alfred P.
Sloan, and management was deeply con-
cerned about the way its decisions would
influence the power and prosperity of vari-
ous groups.!?

To improve both the informational content
and the process aspects of decisions sur-
rounding precipitating events, logic dictates
and practice affirms that they should nor-
mally be handled on an incremental basis.

Incrementalism in Strategic Subsystems

One also finds that an incremental logic
applies in attacking many of the critical sub-
systems of corporate strategy. Those subsys-
tems for considering diversification moves,

divestitures, major reorganizations, or
government-external relations are typical
and will be described here. In each case,
conscious incrementalism helps to: (1) cope
with both the cognitive and process limits on
each major decision, (2) build the logical-
analytical framework these decisions re-
quire, and (3) create the personal and organi-
zational awareness, understanding, accep-
tance, and commitment needed to imple-
ment the strategies effectively.

The Diversification Subsystem

Strategies for diversification, either through
R&D or acquisitions, provide excellent ex-
amples. The formal analytical steps needed
for successful diversification are well
documented.’® However, the precise direc-
tions that R&D may project the company can
only be understood step-by-step as scientists
uncover new phenomena, make and amplify
discoveries, build prototypes, reduce con-
cepts to practice, and interact with users dur-
ing product introductions. Similarly, only as
each acquisition is sequentially identified,
investigated, negotiated for, and integrated
into the organization can one predict its ul-
timate impact on the total enterprise.

A step-by-step approach is clearly neces-
sary to guide and assess the strategic fit of
each internal or external diversification can-
didate. Incremental processes are also re-
quired to manage the crucial psychological
and power shifts that ultimately determine
the program’s overall direction and conse-
quences. These processes help unify both the
analytical and behavioral aspects of diver-
sification decisions. They create the broad
conceptual consensus, the risk-taking at-
titudes, the organizational and resource
flexibilities, and the adaptive dynamism that
determine both the timing and direction of
diversification strategies. Most important
among these processes are:

— Generating a genuine, top-level psycho-
logical commitment to diversification. Gen-
eral Mills, Pillsbury,' and Xerox all started
their major diversification programs with
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broad analytical studies and goal-setting.
exercises designed both to build top-level
consensus around the need to diversify and
to establish the general directions for diver-
sification. Without such action, top-level
bargaining for resources would have con-
tinued to support only more familiar (and
hence apparently less risky) old lines, and
this could delay or undermine the entire di-
versification endeavor,

— Consciously preparing to move oppor-
tunistically. Organizational and fiscal re-
sources must be built up in advance to
exploit candidates as they randomly appear.
And a “credible activist” for ventures must
be developed and backed by someone with
commitment power. All successful acquirers
created the potential for “profit center-
ed” divisions within their organizational
structures, strengthened their financial-
controllership capabilities, took action to
create low-cost capital access, and main-
tained the shortest possible communication
lines from the “acquisitions activist” to the
resource-committing authority. All these ac-
tions integrally determined whicl. diver-
sifications actually could be made, the tim-
ing of their accession, and the pace they
could be absorbed.

— Building a “comfort factor” for risk tak-
ing, Perceived risk is largely a function of
one’s knowledge about a field, Hence well-
conceived diversification programs should
anticipate a trial-and-error period during
which top managers reject early proposed
fields or opportunities until they have ana-
lyzed enough trial candidates to “become
comfortable” with an initial selection, Early
successes tend to be “sure things” close to
the companies’ past (real or supposed) ex-
pertise. After a few successful diversifica-
tions, managements tend to become more
confident and accept other candidates —
farther from traditional lines — at a faster
rate. Again the way this process is handled
affects both the direction and pace of the
actual program,

— Developing a new ethos, If new divisions

are more successful than the old — as they
should be — they attract relatively more re-
sources and their political power grows.
Their most effective line managers move into
corporate positions, and slowly the com-
pany’s special competency and ethos
change. Finally, the concepts and products
which once dominated the company’s cul-
ture may decline in importance or even dis-
appear. Acknowledging these ultimate con-
sequences to the organization at the begin-
ning of a diversification program would
clearly be impolitic, even if the manager
both desired and could predict the probable
new ethos. These factors must be handled
adaptively, as opportunities present them-
selves and as individual leaders and power
centers develop.

Each of the above processes interacts with
all others (and with the random appearance
of diversification candidates) to affect action
sequences, elapsed time, and ultimate re-
sults in unexpected ways. Complexities are
so great that few diversification programs
end up as initially envisioned. Conse-
quently, wise managers recognize the lim-
its to systematic analysis in diversification,
and use formal planning to build the “com-
fort levels” executives need for risk taking
and to guide the program’s early directions
and priorities. They then modify these flexi-
bly, step-by-step, as new opportunities,
power centers, and developed competencies
merge to create new potentials,

The Divestiture Subsystem
Similar practices govern the handling of di-
vestitures. Divisions often drag along in a
less-than-desired condition for years before
they can be strategically divested. In some
cases, ailing divisions might have just
enough yield or potential to offer hoped-for
viability. In others, they might represent the
company’s vital core from earlier years, the
creations of a powerful person nearing re-
tirement, or the psychological touchstones of
the company’s past traditions,

Again, in designing divestiture strategies,
top executives had to reinforce vaguely felt
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concerns with detailed data, build up man-
agers’ comfort levels about issues, achieve
participation in and commitment to deci-
sions, and move opportunistically to make
actual changes. In many cases, the precise
nature of the decision was not clear at the
outset, Executives often made seemingly un-
related personnel shifts or appointments
which changed the value set of critical
groups, or started a series of staff studies
which generated awareness or acceptance of
a potential problem. They might then insti-
gate goal assessment, business review, or
“planning” programs to provide broader
forums for discussion and a wider consensus
for action. Even then they might wait for a
crisis, a crucial retirement, or an attractive
sale opportunity to determine the timing and
conditions of divestiture. In some cases, de-
cisions could be direct and analytical, But
when divestitures involved the psychologi-
cal centers of the organization, the process
had to be much more oblique and carefully
orchestrated. For example:

© When General Rawlings became president
at General Mills, he had his newly developed
Staff (Corporate Analysis) Department make
informal presentations to top management
on key issues, Later these were expanded to
formal Management Operating Reviews
(MORs) with all corporate and divisional top
managers and controllers present, As prob-
lem operations were identified (many “gen-
erally known for a long time"), teams of cor-
porate and divisional people were assigned
to investigate them in depth. Once needed
new data systems were built and studies
came into place, they focused increasing at-
tention on some hasty post-World War II ac-
quisitions,

First to go was a highly cyclical — and
unprofitable — formula feeds business for
which “there was no real heavy philosoph-
ical commitment.” Then followed some
other small divisions and the low-profit elec-
tronics business “which the directors didn’t
feel very comfortable with because it was so
different. . . . At the time, this business was
headed by a recently appointed former Fi-

nance Department man, “who had no strong
attachments to electronics.” Only then did
the Annual Reports begin to refer to these
conscious moves as ones designed “to con-
centrate on the company’s major strengths.”
And only then, despite earlier concern, frus-
tration, and discontent about its commodity
aspects, could the traumatic divestiture of
flour milling, the core of the company’s tra-
ditions, be approached.

Careful incrementalism is essential in most
divestitures to disguise intentions yet create
the awareness, value changes, needed data,
psychological acceptance, and managerial
consensus required for such decisions. Early,
openly acknowledged, formal plans would
clearly be invitations to disaster.

The Major Reorganization Subsystem

1t is well recognized that major organiza-
tional changes are an integral part of strat-
egy.2® Sometimes they coustitute a strategy
themselves, sometimes they precede and/or
precipitate a new strategy, and sometimes
they help to implement a strategy. However,
like many other important strategic deci-
sions, macro-organizational moves are typi-
cally handled incrementally and outside of
formal planning processes. Their effects on
personal or power relationships preclude
discussion in the open forums and reports of
such processes.

In addition, major organizational changes
have timing imperatives (or “process lim-
its”) all their own. In making any significant
shifts, the executive must think through the
new roles, capabilities, and probable indi-
vidual reactions of the many principals af-
fected. He may have to wait for the promo-
tion or retirement of a valued colleague be-
fore consummating any change. He then fre-
quently has to bring in, train, or test new
people for substantial periods before he can
staff key posts with confidence. During this
testing period he may substantially modify
his original concept of the reorganization, as
he evaluates individuals' potentials, their
performance in specific roles, their personal
drives, and their relationships with other
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team members.

Because this chain of decisions affects the
career development, power, affluence, and
self-image of so many, the executive tends to
keep close counsel in his discussions,
negotiates individually with key people, and
makes final commitments as late as possible
in order to obtain the best matches between
people’s capabilities, personalities, and aspi-
rations and their new roles. Typically, all
these events do not come together at one
convenient time, particularly the moment
annual plans are due. Instead the executive
moves opportunistically, step-by-step, selec-
tively moving people toward a broadly con-
ceived organizational goal, which is con-
stantly modified and rarely articulated in de-
tail until the last pieces fit together.

Major organizational moves may also
define entirely new strategies the guiding
executive cannot fully foresee. For example:

& When Exxon began its regional decen-
tralization on a worldwide basis, the Execu-
tive Committee placed a senior officer and
board member with a very responsive man-
agement style in a vaguely defined “‘coor-
dinative role” vis-a-vis its powerful and suc-
cessful European units. Over a period of two
years this man sensed problems and ex-
perimented with voluntary coordinative
possibilities on a pan-European basis, Only
later, with greater understanding by both
corporate and divisional officers, did Exxon
move to a more formal “line” relationship
for what became Exxon Europe. Even then
the move had to be coordinated step-by-step
with similar experimental shifts to re-
gionalized consolidations in other areas of
the world. All of these changes together led
to an entirely new internal power balance
toward regional and non-U.S. concerns and
to a more responsive worldwide posture for
Exxon.

O At General Mills, General Rawlings and
his team of outside professional managers
actively redefined the company’s problems
and opportunities in ways the prior man-
agement could not have. Once the divesti-

tures noted above were made, the funds re-
leased were used for acquisitions, thus au-
tomatically increasing the visibility and
power of the Controllership-Financial group.
Similarly, with fewer large divisions com-
peting for funds, the Consumer-Food groups
rapidly increased in their importance. This
ultimately led to a choice between these two
groups’ leaders for the next chairmanship of
the company — and hence for control over
the corporation’s future strategy.

In such situations, executives may be able to
predict the broad direction, but not the pre-
cise nature, of the ultimate strategy which
will result. In some cases, such as Exxon, the
rebalance of power and information relation-
ships becomes the strategy, or at least its
central element. In others, such as General
Mills, organizational shifts are primarily
means of triggering or implementing new
strategic concepts and philosophies. But in
all cases, major organizational changes
create unexpected new stresses, oppor-
tunities, power bases, information centers,
and credibility relationships that can affect
both previous plans and future strategies in
unanticipated ways. Effective reorganization
decisions, therefore, allow for testing, flexi-
bility, and feedback. Hence, they should, and
usually do, evolve incrementally.

The Government-External Relations
Subsystem

Almost all companies cited government and
other external activist groups as among the
most important forces causing significant
changes in their strategic postures during
the periods examined. However, when asked
“how did your company arrive at its own
strategy vis-a-vis these forces?” it became
clear that few companies had cohesive strat-
egies (integrated sets of goals, policies, and
programs) for government-external relations,
other than lobbying for cr against specific
legislative actions. To the extent that other
strategies did exist, they were piecemeal, ad
hoc, and had been derived in a very evolu-
tionary manner, Yet there seemed to be very
good reasons for such incrementalism, The
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following are two of the best short explana-
tions of the way these practices develop:

We are a very large company, and we understand
that any massive overt action on our part could
casily create more public antagonism than sup-
port for our viewpoint. It is also hard to say in
advance exactly what public response any par-
ticular action might create. So we tend to test a
number of different approaches on a small scale
with only limited or local company identification.
If one approach works, we'll test it further and
amplify its use, If another bombs, we try to keep it
from being used again. Slowly we find a series of
advertising, public relations, community rela-
tions actions that seem to help. Then along comes
another issue and we start all over again, Gradu-
ally the successful approaches merge into a pat-
tern of actions that becomes our strategy. We cer-
tainly don't have an overall strategy on this, and
frankly I don’t think we devote cnough [organiza-
tional and fiscal] resources to it. This may be our
most important strategic issue.

I [the president] start conversations with a num-
ber of knowledgeable people . . . . I colloct articles
and talk to people about how things get done in
Washington in this particular field. I collect data
from any reasonable source. I begin wide-ranging
discussions with people inside and outside the
corporation. From these a pattern eventually
omorges. It's like filting together a jigsaw puzzle,
At first the vague outline of an approach appears
like the sail of a ship in a puzzle. Then suddenly
the rest of the puzzle becomes quite clear. You
wonder why you didn't see it all along, And once
it's crystallized, it’s not difficult to explain to oth-
ers,

In this realm, uncontrollable forces domi-
nate. Data are very soft, often can be only
subjectively sensed, and may be costly to
quantify. The possible responses of individ-
uals and groups to different stimuli are dif-
ficult to determine in advance. The number
of potential opponents with power is very
high, and the diversity in their viewpoints
and possible modes of attack is so substantial
that it is physically impossible to lay out
probabilistic decision diagrams that would
have much meaning. Results are unpredict-
able and error costs extreme, Even the best
intended and most rational-seeming strate-
gies can be converted into disasters unless
they are thoroughly and interactively tested.
For example:

¢ In the 1960s General Motors found that
technical discussions of cost vs. benefit
tradeoffs were useless against demagogic
slogans like “smog kills” or “GM is the worst
polluter in the world.” It publicly resisted
some early attempts to impose pollution
standards, stating that they were “beyond
the state of the art.” Then after successfully
completing the costly and risky develop-
ment of the catalytic converter, GM had its
earlier concerns thrown in its face as “foot
dragging” or “lying” about technical poten-
tials, As one executive said, “You were
damned if you did and damned if you
didn’t.”

Only after prolonged interaction with reg-
ulators, legislators, and public interest
groups did GM truly understand the needs
and pressure potentials of its opponents.
Area by area it learned to communicate bet-
ter with various major interests. Only then
could it identify effective patterns for deal-
ing with all parties.

For such reasons, companies will probably
always have to derive major portions of their
government-external relations strategies in
an experimental, iterative fashion. But such
incrementalism could be much more proac-
tive than it often has been in the past. Favor-
able public opinion and political action take
a long time to mold. There is a body of
knowledge about how to influence political
action. There are also methods of informal
and formal anslyses which can help com-
panies anticipate major political movements
and adjust their goals or policies in a timely
fashion. Once potential approaches are ex-
perimentally derived (without destroying
needed flexibilities), more cohesive plan-
ning can ensure that the resources commit-
ted are sufficient to achieve the desired
goals, that all important polities are included
in plans, and that rigorous and adaptive
internal controls maintain those high per-
formance, attitude, service, and image qual-
ities that lend credibility to the strategy. But
again, one sees logical incrementalism as the
essential thread linking together information
gathering, analysis, testing, and the behav-
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ioral and power considerations in this
strategic subsystem.

Formal Planning in Corporate Strategy

What role do classical formal planning tech-
niques play in strategy formulation? All
companies in the sample do have formal
planning procedures embedded in their
management direction and control systems.
These serve certain essential functions. In a
process sense, they:

— Provide a discipline forcing managers to
take a careful look ahead periodically;

— Require rigorous communications about
goals, strategic issues, and resource allo-
cations;

— Stimulate longer-term analyses than
would otherwise be made;

— Generate a basis for evaluating and inte-
grating short-term plans;

— Lengthen time horizons and protect long-
term investments such as R&D;

— Create a psychological backdrop and an
information framework about the future
against which managers can calibrate
short-term or interim decisions.

In a decision-making sense, they:

— Fine tune annual commitments,

— Formalize cost reduction programs;

— Help implement strategic changes once
decided on (for example, coordinating all
elements of Exxon’s decision to change its
corporate name);

Finally, “special studies” had high impact at
key junctures for specific decisions.

Formal Plans Also “Increment”

Although individual staff planners were
often effective in identifying potential prob-
lems and bringing them to top man-
agement’s attention, the annual planning
process itself was rarely (if ever) the initiat-
ing source of really new key issues or radical
departures into new product/market realms.
These almost always came from precipitat-

ing events, special studies, or conceptions
implanted through the kinds of “logical in-
cremental” processes described above.

In fact, formal planning practices actually
institutionalize incrementalism. There are
two reasons for this. First, in order to utilize
specialized expertise and to obtain executive
involvement and commitment, most plan-
ning occurs “from the bottom up” in re-
sponse to broadly defined assumptions or
goals, many of which are longstanding or
negotiated well in advance. Of necessity,
lower-level groups have only a partial view
of the corporation’s total strategy, and com-
mand only a fragment of its resources. Their
power bases, identity, expertise, and rewards
also usually depend on their existing prod-
ucts or processes. Hence, these products or
processes, rather than entirely new depar-
tures, should and do receive their primary
attention. Second, most managements pur-
posely design their plans to be “living” or
“ever green.” They are intended only as
“frameworks” to guide and provide consis-
tency for future decisions made incremen-
tally. To act otherwise would be to deny that
further information could have a value.
Thus, properly formulated formal plans are
also a part of an incremental logic.

Special Studies

Formal planning was most successful in
stimulating significant change when it was
set up as a “special study” on some impor-
tant aspect of corporate strategy. For exam-
ple:

< In 1958, when it became apparent that
Pilkington’s new float glass process would
work, the company formed a Directors Flat
Glass Committee consisting of all internal
directors associated with float glass “to con-
sider the broad issues of flat glass [strategy]
in both the present and the future.” The
Committee did not attempt detailed plans.
Instead, it tried to deal in broad concepts,
identify alternate routes, and think through
the potential consequences of each route
some ten years ahead. Of some of the key
strategic decisions Sir Alastair later said, “It
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would be difficult to identify an exact mo-
ment when the decision was made. . . . Nev-
ertheless, over a period of time a consensus
crystallized with great clarity.”

< In the late 1960s, after the extraordinary
success of the 914 copier, Xerox's Chairman
Wilson and President McColough began to
worry about the positioning of their total
product line. At their request the company’s
engineers worked with the product planning
department to evaluate a series of experi-
mental products (which were then in devel-
opment) from which top management could
choose. These groups developed a series of
strategies (from A through Q) concerning
these alternative products — where to con-
centrate and where to deploy lesser re-
sources. Top management chose Strategy Q,
which led to the development of the product
lines on which the company concentrated in
the 1970s, Yet many of the initial targets for
product positioning, timing, and price were
adjusted as cost and market realities became
clearer.

In each case there were also important pre-
cursor events, analyses, and political interac-
tions, and each was followed by organiza-
tional, power, and behavioral changes. But
interestingly, such special strategic studies
also represent a “subsystem” of strategy’
formulation distinct from both annual plan-
ning activities and the other subsystems
exemplified above, Each of these develops
some important aspect of strategy, incremen-
tally blending its conclusions with those of
other subsystems, and it would be virtually
impossible to force all these together to crys-
tallize a completely articulated corporate
strategy at any one instant,

Total Posture Planning

Occasionally, however, managements do at-
tempt very broad assessments of their com-
panies’ total posture. Two examples follow:

O Shortly after becoming CEO of General
Mills, Mr. James McFarland decided that his
job was “to take a very good company and

move it to greatness,” but that it was up to
his management group, not himself alone, to
decide what a great company was and how
to get there. Consequently he took some
thirty-five of the company’s topmost man-
agers away for a three day management re-
treat, On the first day, after agreeing to broad
financial goals, the group broke up into units
of six to eight people. Each unit was to an-
swer the question, “what is a great com-
pany?” from the viewpoints of stockholders,
employees, suppliers, the public, and soci-
ety. Each unit reported back at the end of the
day, and the whole group tried to reach a
consensus through discussion.

On the second day the groups, in the same
format, assessed the company’s strengths
and weaknesses relative to the defined pos-
ture of “greatness.” The third day focused on
how to overcome the company’s weaknesses
and move it toward a great company. This
broad consensus led, over the next several
years, to the surveys of fields for acquisition,
the building of management’s initial “‘com-
fort levels” with certain fields, and the
acquisition-divestiture strategy that charac-
terized the McFarland era at General Mills.

< Xerox Corporation used several such pos-
ture analyses between 1965 and 1974, The
first of these was the Strategy Q analysis de-
scribed above. In 1971, Mr. McColough
formed another committee of top-line offi-
cers to define for the company how it should
develop itself around a coalescing theme,
“the architecture of information,” which had
seemed to catch the imagination of the com-
pany. This produced a plan defining some
eight business areas for the company. This
was flexibly implemented through acquisi-
tion and internal development,

In 1974, Mr. McColough asked another
group, with the full support of internal staffs
and external consultants, to help define for
the company what its posture should be vis-
d-vis many of the great issues of the times
(food shortages, energy, ecology, materials
supplies, the world’s poor, etc.). They were
to “discard every taboo written, stated, or
believed objective of the company.” They
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were to “write strategies and comment on
strategies in a broad frame” and report to the
chairman and president on these matters.
The committee was to use a full array of all
the available formal strategic analysis tech-
niques in arriving at its conclusions. These
resulted in a series of discussions with the
CEO and president.

Yet even such major endeavors were only
portions of a total strategic process. Values
which had been built up over decades stim-
lated or constrained alternatives. Precipitat-
ing events, acquisitions, divestitures, exter-
nal relations, and organizational changes
developed important segments of each strat-
egy incrementally. Even the strategies articu-
lated left key elements to be defined as new
information became available, polities per-
mitted, or particular opportunities appeared
(like Pilkington’s Electro-float invention or
Xerox's Daconics acquisition). Major prod-
uct thrusts (like Pilkington's TV tubes or
Xerox’s computers) proved unsuccessful.
Actual strategies therefore evolved as each
company overextended, consolidated, made
errors, and rebalanced various thrusts over
time. And it was both logical and expected
that this would be the case.

Logical Incrementalism

All of the above suggest that strategic deci-
sions do not lend themselves to aggregation
into a single massive decision matrix where
all factors can be treated relatively simulta-
neously in order to arrive at a holistic op-
timum. Many have spoken of the “cognitive
limits*’2t which prevent this. Of equal impor-
tance are the “process limits” — i.e., the
timing and sequencing imperatives neces-
sary to create awareness, build comfort
levels, develop consensus, select and train
people, etc. — which constrain the system,
yet ultimately determine the decision itself.
Unlike the preparation of a fine banquet, it is
virtually impossible for the manager to or-
chestrate all internal decisions, external en-
vironmental events, behavioral and power
relationships, technical and informational

needs, and actions of intelligent opponents
so that they come together at any precise
moment.

Can the Process Be Managed?
Instead, the executive usually deals with the
logic of each “subsystem” of strategy formu-
lation largely on its own merits and usually
with a different subset of people. He tries to
develop or maintain in his own mind a con-
sistent pattern among the decisions made in
each subsystem. Knowing his own lim-
itations and the unknowability of the events
he faces, he consciously tries to tap the
minds and psychic drives of others. He often
purposely keeps questions broad and deci-
sions vague in early stages to avoid creating
undue rigidities and to stimulate others’
creativity. Logic, of course, dictates that he
make final commitments as late as possible
consistent with the information he has.
Consequently, many a successful execu-
tive will initially set only broad goals and
policies which can accommodate a variety of
specific proposals from below, yet give a
sense of guidance to the proposers.2? As they
come forward the proposals automatically
and beneficially attract the support and iden-
tity of their sponsors. Being only proposals,
the executive can treat these at less politi-
cally charged levels, as specific projects
rather than as larger goal or policy prece-
dents, Therefore, he can encourage, discour-
age, or kill alternatives with considerably
less political exposure. As events and oppor-
tunities emerge, he can incrementally guide
the pattern of escalated or accepted propos-
als to suit his own purposes without getting
prematurely committed to any rigid solution
set which unpredictable events might prove
wrong or which opponents find sufficiently
threatening to coalesce against.

A Strategy Emerges

Successful executives link together and
bring order to a series of strategic processes
and decisions spanning years. At the begin-
ning of the process it is literally impossible
to predict all the events and forces which
will shape the future of the company. The
best executives can do is to forecast the most
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likely forces which will impinge on the
company’s affairs and the ranges of their
possible impact, They then attempt to build
a resource base and a corporate posture that
are so strong in selected areas that the enter-
prise can survive and prosper despite all but
the most devastating events. They con-
sciously select market/technologicaliproduct
segments which the concern can *“dominate”
given its resource limits, and place some
“side bets"2 in order to decresse the risk of
catastrophic failure or to increase the com-
pany’s flexibility for future options.

They then proceed incrementally to han-
dle urgent matters, start longer-term se-
quences whose specific future branches and
consequences are perhaps murky, respond to
unforeseen events as they occur, build on
successes, and brace up or cut losses on fail-
ures. They constantly reassess the future,
find new congruencies as events unfurl, and
blend the organization’s skills and resources
into new balances of dominance and risk
aversion as various forces intersect to sug-
gest better — but never perfect — align-
ments. The process is dynamic, with neither
@ real boginning nor end. Pilkington
Brothers Ltd. provides an excellent exam-
ple:24 .

© After carefully formulating its broad float
glass strategy in 1958, Pilkinoton Brothers
Ltd. quickly developed a technical domi-
nance in flat glass throughout the world,
With its patents and established businesses
it could control access to selected growth
markets in specific countries, Float gener-
ated high growth and, after an initial in-
vestment period, high cash flows, These
gave the company the resources to diversify
geographically and into new product lines in
order to decrease the risks inherent in the
company’s one product emphasis in a rap-
idly weakening British economy, It acquired,
formed joint ventures, and expanded in se-
lected product and geographical areas as op-
portunities became available, Meanwhile,
soclalism and modern communications
combined to break down traditional depen-
dencies among workers, employers, and

communities. Growth and diversity required
new professional managers and workers, and
these executives created a new element in
the lengthening gap between workers and
owners. All these added to Pilkington’s size
and complexity.

By 1965, the company had become too
complex to manage with its old centralized
organization. When a key executive, Mr.
Phelps, retired, this opened a chain of pro-
motional possibilities, and after a number of
formal and informal studies, the organiza-
tion was decentralized. The process went too
far, however, and the company had to be
tightened up through further planning, reor-
ganization, and new controls. Meanwhile,
float technology led to entirely new product
possibilities, even higher profits, and in-
creased credibility for its successful (non-
family) inventor, knighted as Sir Alastair
Pilkington, All of these elements reinforced
a decision made broadly in the early 1960s to
go public near the end of the decade in order
to help with the family owners’ death duties
and to provide a more flexible capital base
for the company. In 1970, just before the
company was to go public, a strike con-
vinced the owners to ask Lord Pilkington,
who was about to retire as chairman, to stay
on for three more years before Sir Alastair
became chairman. The strike also speeded
moves away from Pilkington’s paternalistic
management st. ' to a more professional
one. In the mid- 1970s, the company's strat-
egy and posture were still being shaped by
the key personalities and decisions of the
1950s.

When the original float strategy was formu-
lated, no one could have forecast or forasecn
the interaction of all these events, Any rigid
posture would have been doomed, Logic,
therefore, dictated the kind of constantly ad-
justed incrementalism one sees in this vig-
nette. The history of all other companies
studied would lead to similar conclusions.
Strategy deals with the unknowable, not the
uncertain, It involves forces of such great
number, strength, and combinatory powers
that one cannot predict events in a prob-
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abilistic sense. Hence logic dictates that one
proceed flexibly and experimentally from
broad concepts toward specific commit-
ments, making the latter concrete as late as
possible in order to narrow the bands of un-
certainty and to benefit from the best avail-
able information. This is the process of “log-
ical incrementalism.”

Conclusion
“Logical incrementalism” is not “mud-

dling,” as most people use that word. It is
conscious, purposeful, proactive, good man-

agement, Properly managed, it allows the
executive to bind together the contributions
of rational systematic analyses, political and
power theories, and organizational behavior
concepts. It helps the executive achieve
cohesion and identity with new directions. It
allows him to deal with power relationships
and individual behavioral needs, and per-
mits him to use the best possible informa-
tional and analytical inputs in choosing his
major courses of action, This article discus-
ses the rationale behind “logical incremen-
talism” in strategy formulation. A succeed-
ing article is planned which will treat the
management of this process in detail.
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