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Reengineering efforts are sweeping the country
as companies shift from purely functional organiza-
tions to those that better accommodate horizontal
work flows. Broad, crosscutting processes such as
product development and order fulfillment have 
become the new organizational building blocks, re-
placing narrowly focused departments and func-
tions. Managers, in turn, have begun to develop
new ways of working. But much remains to be
learned about how these new organizations are
crafted and led. The critical questions involve strat-
egy and management practice. Which strategic pur-
poses are best served by processes? How do the
roles and responsibilities of senior managers
change in these new organizations? What skills are
required to manage through processes?

To address those questions, I invited four senior
executives who have pioneered the shift to process-
based organizations to a roundtable discussion of
their experiences. The group consisted of Paul Al-
laire, chairman and CEO of Xerox; Robert Herres,
chairman and CEO of United Services Automobile
Association (USAA); Jan Leschly, chief executive of
SmithKline Beecham; and Craig Weatherup, presi-
dent and CEO of Pepsi-Cola North America. They
represent diverse industries–document processing,
insurance, pharmaceuticals, and soft drinks – and 
a wide range of competitive challenges. But their

observations about processes and process manage-
ment are strikingly similar. The discussion was
held at the Harvard Business School in Boston,
Massachusetts.

David A. Garvin: In recent years, there has been an
enormous surge of interest in processes. What caused
you and your organizations to make the shift?

Jan Leschly: The customer completely changed on
us. In the past, we were always a physician-driven
business; now we’re payer driven. In the United
States today, employers and insurance companies
pay our bills; in Europe, the government pays. So
we figured we’d better find out how to satisfy these
new customers, and that led us to a powerful real-
ization: The way we do business had to change
completely.

For a long time, we had four separate businesses–
pharmaceuticals, consumer health care, animal
health, and clinical laboratories – each working in
silos, independent of the others, developing strate-
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gies of their own. But when we looked at the health
care system as a whole and tried to understand how
it was changing, we had trouble fitting these busi-
nesses into the new world. We simply had no idea
which parts of the system to participate in and
which to avoid. After a fair amount of work, we de-
cided to focus on three key areas: care delivery, care
management, and care coverage. Each is a collec-
tion of broad processes driving the health care sys-

tem rather than a narrowly defined business. We
then defined strategies for each area and looked into
the capabilities that were necessary for success. We
ended up with a list of six critical capabilities: 
pioneer discovery, product development, low-cost
production, customer intimacy, alliance building,
and continuous improvement.

Eventually, that list led us to processes. Why? Be-
cause we realized that a capability comes only by
combining a competence with a reliable process. To
be a leader in biotechnology, you first need the best
cellular and molecular biologists in the world. But
that isn’t enough. You must also have a reliable, re-
peatable discovery and development process; other-
wise, products won’t emerge regularly from the
pipeline. These larger processes are themselves di-
vided into many smaller ones – in the case of prod-
uct development, more than 3,000 in all. Today
each of these processes is charted and on the way to
being repeatable and controllable. But I believe that
we have at least five years to go before we become 
a fully process-oriented organization.
Paul Allaire: The incentive for us to shift to pro-
cesses was similar: a fundamental change in cus-
tomers’ requirements and competitive forces. You
can’t survive if you don’t respond to those new con-
ditions. But first you have to understand them, so
we began in 1989 with a broad review of trends in
our environment. We called the review Xerox 2000
and used it to generate and examine assumptions
about technology, markets, customers, and com-
petitors over the coming decade. After studying po-
sition papers and meeting with experts in each of
those areas, our senior team created a list of some
60 possible assumptions about the future. Then we
voted on the ones that we deemed most likely to
prove valid. Some of the assumptions were particu-
larly thorny, such as whether paper would continue
to be widely used in offices or whether digital tech-

nology would replace analog products altogether.
The validated assumptions led us to a new set of
imperatives – things we must do to succeed in the
future – as well as to a new strategic direction,
which we call the Document Company. Our goal
shifted from being a manufacturer of copier, print-
er, and facsimile products to becoming a provider of
document tools and services that enhance our cus-
tomers’ productivity. We soon realized that the or-

ganization had to be redesigned to reflect our strate-
gy, and that’s when we began focusing on processes.

So your motivation for shifting to processes was
fundamentally strategic?

Allaire: Absolutely. You can’t redesign processes
unless you know what you’re trying to do. What
you’re after is congruence among strategic direc-
tion, organizational design, staff capabilities, and
the processes you use to ensure that people are
working together to meet the company’s goals. So
you start by looking at the competition and review-
ing your strategic direction; then you figure out
how to organize to achieve the new goals. Today the
toughest competition comes from smaller compa-
nies. Unless large companies like ours are able to
change the way we operate, smaller companies will
win because they are able to react to the market-
place so quickly.

We decided to respond to competitive forces by
breaking our business into smaller pieces. But, at
the same time, we didn’t want to lose the effective-
ness of a large organization. We wanted to be more
customer focused but no less efficient. That, we
found, is the magic of processes – you can have it
both ways. A process orientation allows you to take
huge amounts of cost out of the system while still
improving customer satisfaction. It keeps your eye
on both objectives simultaneously. Today we have
nine separate divisions, each drawing on common
research laboratories, a shared sales force, and a set
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of aligned processes. We realized pretty quickly
that the only way to manage this kind of structure
was to focus on core processes.
Craig Weatherup: Our motivation was a bit more
internal, although I suppose it could also be traced
to a changing environment. We’ve competed against
Coke forever. But, in the late 1980s, we made a 
$4 billion bet, buying up many of our independent
bottlers to gain more control over distribution. 

Almost overnight, we went from a company with
600 customers – the franchised bottlers – to a com-
pany with 600,000 customers. And we moved ag-
gressively into a wide range of alternative bever-
ages, such as juices and teas, and added lots of new
packaging. All of a sudden, we had an explosion of
complexity in various shapes, forms, and sizes. To
give one example, between 1990 and 1992 we intro-
duced 8 new stock-keeping units; in the next two
years we introduced 110. 

At the same time, we were still a company with a
“big event” marketing mentality. Our entire mind-
set was geared to superstar entertainers such as
Michael Jackson and Ray Charles. However, we
now had several hundred thousand customers, and
we weren’t spending enough time thinking about
them. The complexity was a huge challenge and
drove us to this compelling commitment: to devote
as much time, energy, and passion to operations
and service as we had historically devoted to mar-

keting. That quickly pointed us toward processes.
As we got into it, we began to recognize the tremen-
dous leverage that we would gain by improving our
operating skills. We had processes, of course, since
we were producing and selling every day. But they
weren’t working well enough. We have focused
over the last four years on installing the context,
tools, training, and incentives to make all our pro-
cesses more effective.

Couldn’t the changes you three have described
been made years ago?

Allaire: Yes and no. The concept of processes really
isn’t that new. Effective managers have long known
that you manage by processes – they’re an essential
tool for getting things done. What’s different now is
the enabling technology. Today’s information sys-
tems allow you to do things that weren’t possible in
the past, such as accessing information simultane-
ously from multiple locations and diverse function-
al groups. With that ability, you can enjoy the effi-
ciency of a process orientation without losing the
responsiveness of a divisional orientation. The less
developed information systems that supported
command-and-control structures couldn’t do that.
In fact, those structures – which can probably be
traced to the church and to the military as far back
as Caesar – persisted precisely because for many
years they were the only way to manage large, com-
plex organizations.
Robert Herres: When I was taking management
courses, we used to describe management as a pro-
cess. I’m not sure that everybody got it. But the 
old rule that you plan, organize, direct, and control
always seemed to me to be a pretty good description
of what management is all about.

At USAA, we have always had processes linking
together our basic activities. There’s an underwrit-
ing process, a rate-setting process, a loss-manage-
ment process, a catastrophe-management process,
as well as the usual collection of functional pro-
cesses. They’ve been there for years, although we
haven’t always been conscious of them. In fact, in
some cases I think those processes were working 
in spite of our organizational structure.

Like Xerox, we were helped enormously by new
developments in information technology. How?
They forced us to think about the most effective

ways of managing by process. We found that if you
really want to exploit new technology – and for us,
that includes both communications and informa-
tion systems–you have to analyze how the work in
your organization actually gets done and decide
which steps can be tailored to a machine and which
are best left to people. To do that, you have to devel-
op detailed process maps and get the whole organi-
zation thinking in process terms.

Could you say a bit more about the links between
information technology and processes?
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Beyond Total Quality Management and Reengineering:                

Virtually all efforts to redesign business processes
today have their roots in two movements: total qual-
ity management (TQM) and reengineering. Both have
provided managers with a powerful means of reshap-
ing individual processes so that they serve existing
categories of customers more efficiently. Reengineer-
ing, in particular, has helped managers harness the
formidable power of information technology to im-
prove process performance. But a growing number of
managers are discovering that TQM and reengineering
have three severe limitations.

First, these techniques assume that process re-
design can be divorced from rethinking business strat-
egy. Most TQM and reengineering programs take a
strong operational view of improvement. They target
processes that have grown with little rationale or plan-
ning; measure progress by reductions in cycle times,
defect rates, and costs; and define success as better or
faster execution. Those are laudable goals. But, in an
era of volatile and rapidly changing
markets and technologies, TQM
and reengineering can generate a
much improved process for com-
peting in an environment that no
longer exists.

Second, while TQM and reengi-
neering are powerful tools for re-
designing individual business pro-
cesses, they often treat processes as
unconnected islands. But the suc-
cess of most businesses depends on
how a bundle of their critical pro-
cesses interact – something that
TQM and reengineering programs
often don’t address.

Third, TQM and reengineering efforts typically fo-
cus on redesigning business processes and ignore man-
agement processes – the ways senior managers make,
communicate, implement, monitor, and adjust deci-
sions, and measure and compensate performance. But
senior managers’ role in a process-oriented organiza-
tion is radically different than in a functional, com-
mand-and-control hierarchy. Unless management pro-
cesses are redesigned, too, chances are the company
will not come close to reaping the full benefits 
of its TQM or reengineering plan.

When I say that TQM and reengineering have limi-
tations, I do not mean that they are inherently flawed.
I am merely arguing that they are tools for achieving
operational improvements, not total solutions. But
the level of disappointment among companies that
have embraced TQM or reengineering – reengineering
experts report failure rates as high as 70% – suggests

that many managers see them as panaceas rather than
as tools for fixing particular problems.

Thus, before setting out to redesign a critical 
process, a manager first should ask whether the chief
problem is the quality, cost, or speed of the process or,
rather, the fundamental inability of the process to sup-
port the strategy. In other words, should the process be
improved or should it be radically transformed to ac-
commodate strategic requirements? 

Consider a semiconductor manufacturer that has
historically competed in slow-moving niche markets
with limited competition. The company’s manag-
ers describe its traditional resource-allocation process
as “covering the roulette table” – avoiding difficult
choices by spreading R&D dollars among a large num-
ber of small-scale, low-payoff projects. Product develop-
ment has always been a leisurely and extended affair:
Work on a product’s next generation would begin only
after work on its predecessor had been completely

finished.
Today, however, changes in un-

derlying technologies and customer
preferences mean that instead of
selling components, the company
now must bundle components into
complex systems. The required lev-
el of research per product is there-
fore rising rapidly, at the same time
that product life cycles are shrink-
ing from 10 to 15 years to 3 to 5
years. The company’s mainstay cus-
tomers have also changed. Formerly
a virtually exclusive supplier to
many companies in niche markets,

the manufacturer now serves a handful of automak-
ers and disk-drive producers and faces aggressive
competition.

In short, the new strategy requires that the compa-
ny excel at two tasks: making a few large R&D invest-
ments that can generate significant payoffs and devel-
oping new generations of products concurrently. Does
the company need to adapt its resource-allocation and
product-development processes to accommodate this
strategy? If so, in what ways? Neither TQM nor re-
engineering experts deal with those questions, beyond
suggesting that the two processes be made swifter,
more productive, and less prone to error. Neither
would necessarily lead the company to create a new
resource-allocation process–one that is capable of iden-
tifying and funding a few high-impact investments.
Such a process would require a more elaborate system
for gathering customer information as well as revised
procedures for choosing among investment proposals.

Today, the level of
research per product

is rising rapidly while...
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Nor would TQM and reenginering naturally bring
about the radical changes in the product-development
process that are critical for carrying out the new strat-
egy. Because the company’s product life cycles are
much shorter, it needs a development process that en-
ables it to work simultaneously on current and future
generations of products. Such a process means engi-
neers must develop new forms of collaboration and
better ways to communicate across projects.

Managers should also try to answer a second ques-
tion before redesigning a critical process: How much
of the problem stems from the individual process and
how much from the complex interaction among pro-
cesses? Few processes unfold in isolation; most de-
pend heavily on one another for information and re-
sources. A greatly improved product-development
process won’t generate the desired results if the mar-
ket-research process is not aligned to provide timely
information about customers. Similarly, strategic
planning is a mere exercise if the re-
source-allocation process uses dif-
ferent criteria to rank investment
proposals. (In the case of the semi-
conductor company, the two pro-
cesses remain distinct. The two
top-level executives, both industry
veterans, are continuing to rely
mostly on their instincts, rather
than on the company’s formal
strategic analysis, to place bets.) Be-
fore redesigning a process, there-
fore, managers need to make sure
they understand the upstream and
downstream linkages among pro-
cesses; they must learn to think about processes as a
collective organism rather than as isolated streams 
of activity.

Finally, managers should consider whether existing
management processes will be compatible with the re-
designed business processes. Most management pro-
cesses are woven into the organizational fabric of 
a company. For this reason, they profoundly influence
the likely success of reengineering initiatives. It
makes little sense to reengineer a logistics process
around information technology that allows rapid, au-
tonomous decision making in the field if the compa-
ny’s norms and incentives continue to require sign-
offs from corporate staff. Nor is a redesigned service
process likely to deliver superior advice to customers
if the evaluation system continues to judge telephone
representatives on their efficiency and productivity.

Will senior management groups need to relinquish
authority to ensure that processes function as

planned? Will they have to change the rules and the
systems for accessing information to ensure that ev-
eryone needing to share it can do so? How do senior
managers plan to interact with processes once ineffi-
ciencies have been eliminated? Will the reward sys-
tem support the team behavior required of new pro-
cesses? As Christopher Meyer noted in “How the
Right Measures Help Teams Excel” (HBR May-June
1994), traditional measurement and reward systems
for governing hierarchical, functional organizations
often disempower teams charged with executing
cross-functional processes.

TQM and reengineering experts – other than saying
the goal should be to eliminate waste and minimize
deviations from standard – are virtually silent on the
subject of how to manage business processes once
they have been improved. There is a wide range of pos-
sible approaches, depending on the nature of the 
process, the company’s culture and management

style, the organization’s size, and
competitive demands. Consider the
strategic-planning process of Emer-
son Electric, an $8.6 billion compa-
ny that competes in a wide range of
stable, cost-competitive businesses.
Charles F. Knight, the company’s
chairman and CEO, is the architect
of the company’s strategy and its
strategic-planning process, includ-
ing its accompanying performance-
measurement system. By commit-
ting 50% of his time to planning
and review meetings that focus on
financial performance, he shapes

the way that the process unfolds. In these meetings he
rigorously questions the division presidents’ goals and
assumptions, but the division heads are ultimately re-
sponsible for devising and executing their own plans.

Standing in sharp contrast is the way the strategic-
planning process needs to be managed at small, nar-
rowly focused high-technology companies contending
with rapid change. Their senior managers need to
track real-time operating data, such as shipments.
They also need to develop multiple strategic alterna-
tives simultaneously; they cannot wait for review
meetings to redirect misguided strategies and must
play a much more hands-on role in crafting their busi-
nesses’ strategies.

When a company has “fixed” its processes through
TQM or reengineering, it hopes to end up with superi-
or processes. But those processes still have to be man-
aged. How they are managed will determine whether
the company realizes their full potential.

...product 
life cycles are 
shrinking from 
10 to 15 years to 3 to 5 years.
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Herres: Let me begin with a bit of history. USAA
was started in 1922 as a direct writer of insurance.
We never had agents; everything was done by mail
and telephone. In fact, at one time we were the
largest mail-order house in the country, maybe
even in the world. Everything came to one central-
ized location in San Antonio, Texas, where the pa-
perwork was processed. When we began to think
about new technology, we discovered that lots of
traditions had built up in this administrative orga-
nization, and many unnecessary steps. Paper was
forever getting lost. My predecessor tells a wonder-
ful story of trying to break into one of our processes.
He was prowling the corridors one night when he
looked into an office and noticed stacks of piled-up
folders. None of them had been touched since his
last visit a few evenings earlier, so he took a folder
to see if anybody would notice. It was his way 
of testing whether our processes were under con-
trol. Unfortunately, many of them weren’t, which
meant that we had much cleaning up to do before
we could meld those processes with modern infor-
mation systems.

Technology also forced us to think about how
and where our processes intersect. Alignment
across businesses is critical for us because our goal
is to exploit the efficiencies of centralized informa-
tion management while we decentralize service de-
livery. Someone has to be master-at-arms to ensure
that we don’t have one of our companies – say, life
insurance – creating systems and processes that
don’t interface well with the corporate system.
Otherwise, we’d have a terrible time leveraging
technology across the company.

Let me give you an example. About four years
ago, I decided that the company needed to do some-
thing about address changes. Our customers are a
mobile group; they move once every three years.
And they didn’t enjoy having to call each and every
one of our lines of business to register the same
change of address. They kept asking, “Don’t you
guys ever talk to one another?” Unfortunately, at
the time the answer was no. It took us a year and a
half to get the necessary systems and processes
lined up so that a person could call any of our lines
of business, report an address change, and have it
posted immediately in our other businesses as well.
It sounds like a simple process–changing addresses.
But we found that the process cut across all parts of
the organization.
Leschly: I think Bob raises an important point. Pro-
cess improvement isn’t limited to large-scale
reengineering or fixing macro processes. Real pow-
er comes from working with small processes–that’s
where the inefficiencies are. For example, we exam-
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ined the problem of changing business cards when
our sales representatives move from one of our
sales forces to another. It typically took a couple of
weeks; today it takes 24 hours. That may seem in-
significant until you realize that we have 2,000
sales reps. Then the savings in time, money, energy,
and communication with customers become quite
substantial.

As you make these shifts, you are implicitly chang-
ing the company’s culture and behavior patterns.
Organizations, after all, are more than collections
of processes; they are made up of people who have
become accustomed to long-standing norms and
ways of working together. How have the members
of your organizations responded to the increased
attention to processes?

Weatherup: We struggled at first. Pepsi has always
been an action-oriented organization with a “take-
the-hill, get-it-done, can-do” mentality. Results
were what mattered, whether you got them in an ad
hoc or an orderly fashion. At the start, people were
afraid that processes would slow them down. They
feared they would lead to standardization, bureau-
cracy, and less freedom to act. It took time to over-
come those concerns.
Allaire: I think there’s a danger of falling into a trap
here, of thinking of processes as a constraint. At Xe-
rox, we’re very keen on empowering people and un-
leashing their creative juices – and we see processes
as liberating. After all, if you have processes that
are in control, you know how the organization is
working. There’s no guesswork because variances
are small and operating limits are well defined.
Couple that with objectives that are consistent
with your strategy and communicated all the way
down the line – to individuals on the production
floor as well as to those who deal directly with cus-
tomers–and you get quality output without a lot of
checking. You don’t need the old command-and-
control approach, which was designed to keep peo-
ple in line; instead, you can tell people to do their
own thing provided they respect the process. You
wind up with an environment that frees people to
be creative. This connection to empowerment
turned out to be critical for us: If people don’t un-
derstand it, they tend to resist a process approach
because they think it will restrict their creativity.
But it does exactly the opposite.
Weatherup: I agree with you one thousand percent.
A process approach is liberating. It helps us build
reliability and winning consistency, and our people
love to win. So over time, they’ve bought in com-
pletely. But our starting point was totally different.

People felt that processes meant standardization
and less freedom. I’m curious to know how you
dealt with that at USAA.
Herres: We decided to keep our experiments with
processes focused in the early stages and designated
the Great Lakes area as our test region for business-
process improvement. That allowed us to work the
bugs out of new ideas before we exposed them to
the total membership; in addition, it helped us en-
sure consistency and seamless service. It was also a
great opportunity to provide career-broadening ex-
periences for promising managers, and it gave us a
new way for us to think about change. Once the
process approach was proven in the test region–and
the goal there was revolutionary rather than evolu-
tionary change – it could be rolled out to the rest of
the organization with much less resistance.
Leschly: Sometimes you can get the same results 
by changing the players. I came to SmithKline
Beecham in June 1990, just a year after the merger
took place. I was a newcomer who had no associa-
tion with the previous cultures and was put in
charge of the worldwide pharmaceutical business.
There were about 12 people on my management
team. Today, I have to admit, only 2 of them are left.
It was a gradual process. Some people retired; some
didn’t think the job was fun any longer; a few en-
joyed it and stayed. We found that we needed people
who were capable of adapting to a completely new
way of running the business and who weren’t wed-
ded to either of the premerger cultures.
Weatherup: Bless you! It‘s good to know I have
company. I also had 12 people reporting to me at the
start of our change process. That was four years ago,
and today only 2 of them remain.
Leschly: Unfortunately, people don’t recognize
these shifts at the top, because nobody in our posi-
tion is going to stand up and say, “I’m proud to re-
port that management has changed.” But even with
new people at the top, we found that we had to
work hard on education and training. People have 
a tough time understanding what it means for pro-
cesses to be reliable, repeatable, and in control. Ev-
ery one of our employees was asked to embrace a
set of problem-solving and process-improvement
tools, which we’ve labeled a “Simply Better Way”
of working. We now have 57 coach-trainers, who
teach our trainers, plus 170 country/site trainers,
who ensure a local presence in every country and
major site. They, in turn, have trained 1,200 front-
line facilitators, who support our process-improve-
ment teams. And we still think it’s going to take us
years before we can honestly say that all 50,000
people at SmithKline Beecham understand what it
means to standardize and improve a process. It’s
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important to note that the trainers are not full-
time; they all wear two hats. We have avoided hav-
ing an organization within the organization to
manage process improvements.
Weatherup: We actually developed a formal enroll-
ment process to win acceptance of our changes. It
took us 15 months– from December 1990 to March
1992 – with separate meetings for each level of the
organization. Every 3 months we worked with a dif-
ferent group, starting with the 70 people who are on
the rung below my direct reports, moving to larger
groups of 400 and 1,200, then to a huge meeting of
5,500 in Dallas, and finally to a one-day video pre-
sentation to all 20,000 of our frontline employees.

Every enrollment had the same format. The 
process was kicked off with a 3-day meeting, fol-
lowed immediately by a 90-day work period. I al-
ways opened up the meeting with a “burning plat-
form” speech that I borrowed from a consultant of
ours to get people tuned in to the need for change.
Apparently, a few years ago there was a fire on a
North Sea oil rig. Because the rigs were 150 feet
high, the workers had been instructed not to jump
but to wait for help, no matter how bad things got.
Despite the injunction, one worker jumped – and
survived. Asked later to explain his actions, he said
that he had looked behind, seen an approaching
wall of fire, then looked down and seen the icy sea
below. His rationale? “I chose probable death over
certain death.” Only 11 others survived the fire, out
of several hundred workers.

That image set the stage. I then made the case for
change with detailed data on the financial, market,
and organizational pains we were facing. Members
of the previous enrollment group followed, describ-
ing our new vision and reporting their findings from
interviews with customers and employees. After
discussion, training was presented; most of the
time was devoted to basic process analysis. Partici-
pants then divided into teams to plan their “real”
work. All groups were given 90 days to complete as-
signed activities, which included interviewing cus-
tomers, charting work processes, and designing and
leading the enrollment meeting for the next group
of employees.

That last step was the secret for us. We ended up
calling it “head, heart, hands” because we believed
that for change to occur, people had to do three
things: develop a conceptual understanding of the
rationale and proposed direction of change, inter-
nalize and commit emotionally to the new vision,
and acquire new skills to ensure that the vision
would be realized. Each group had 90 days to get
comfortable, to think about what was said and di-
gest it, to conduct their own little process-improve-

ment projects, and to work through the vision
statement and company values. Not that you could
get fully comfortable in 90 days. But our basic mes-
sage was, Don’t go underground. Either sign up or
we’ll be happy to give you a nice severance pack-
age–and you can go to work for somebody else.

It sounds as if a new type of manager with a differ-
ent set of skills is required to work effectively in a
process environment. 

Leschly: Twenty years ago, it was simple to select
people. You just looked at results. Anybody who
could bring home the bacon was, by definition, a
terrific person. Today we go through an elaborate
selection process that goes well beyond bottom-
line numbers. It focuses more on soft skills, on
communication and the ability to work as a team
player. All those skills are necessary if you are go-
ing to oversee or participate in cross-functional 
processes. And there are the intangibles that don’t
show up on a résumé – things like intelligence,
judgment, a sense of humor, and energy level.
Those are the qualities I use to pick my own team.
Take a sense of humor. If there is no smile, no
laugh, you can bet the candidate isn’t any good 
with people and won’t be able to create the right 
atmosphere. We also don’t want any clones. We
want some mavericks who are different – but still
aligned. Because then you can create a team of
wide-ranging differences that is more than the sum
of its parts. 
Herres: We’ve recognized the growing importance
of technical skills. One of our biggest problems in
the past was the gulf that separated our information
technology people, who are centralized, from our
lines of business. The business people had a simple
approach to technology: They defined their busi-
ness requirements, threw them over the transom to
information services, and told them to call back
when they were finished. That was okay when sys-
tems requirements were easy to define, but not to-
day when complex processes are involved. I’ve seen
it time and time again with the programs that have
gotten into trouble. They all lacked a continuing,
interactive dialogue between systems developers
and the business people who wound up using the
technology.

So we decided to foster an understanding of sys-
tems in the minds of our business people, especially
those in key positions. I just announced a replace-
ment for the head of our property and casualty
group, and I picked someone who understands in-
formation technology. He hasn’t been a technolo-
gist all his life, but he has a good grasp of systems
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design and systems analysis. For those employees
who don’t yet have the background, we’ve launched
an ambitious program to subsidize their purchase
of personal computers. Because it’s open to any 
USAA employee, it’s going to cost us a few million
dollars. But it’s worth it. Computer literacy is es-
sential for succeeding in business today.
Weatherup: When I was considering someone for
promotion a few years ago, I looked at only two cri-
teria. One was idea leadership. The person had to
have the ability to find, create, borrow, steal, or re-
shape ideas, especially big ideas, because that was
the essence of our culture. The other thing I looked
for was people leadership. Pepsi’s managers had to
be able to mobilize the troops and energize the orga-
nization, to get it moving fast and aggressively. 
Today we’ve added a third category, capability lead-
ership, by which I mean a manager’s ability to build
and institutionalize the capabilities of people, the
organization, and systems. To do that well requires
a focus on core processes.

Have you assigned individuals or created special
roles for overseeing processes?

Allaire: Right now, we’re trying to reengineer four
key processes: market to collection, or the order-
fulfillment cycle; time to market, which is really
the product-delivery process; integrated supply
chain; and customer service. Each of these efforts
has both a process champion and a process owner.
The process owner is responsible for orchestrating
the daily details of redesign and improvement; it’s 
a full-time job for a vice president. Process cham-
pions, in contrast, are members of my senior team,
with broad oversight responsibilities.

We have assigned process champions to each 
of the four major processes being reengineered. 
The symbolism is important; their mere existence
makes senior management more process oriented.
But champions are more than figureheads. Some-
times process owners, who sit one organizational
level below our business-division presidents, run
into interference. Their efforts stall, perhaps be-
cause of local loyalties or because a division man-
ager is reluctant to provide funding for the addi-
tional investments required to upgrade a process.
Traditionally, in situations like these, process own-
ers had no recourse since they were outranked by
the division presidents. But now there is a senior
champion to turn to, a representative from the cor-
porate office who understands the issues and has
the clout to work across the entire business. With
these people in place, our reengineering efforts no
longer get sidetracked.
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Leschly: We have a similar approach but use slight-
ly different terms. We call them owners and spon-
sors. Ownership means that you jump into the
soup: You roll up your sleeves and get intimately 
involved in improving the process. Sponsorship
means that you manage the process: You have re-
sponsibility, but you don’t necessarily get your
hands dirty. That sounds like Paul’s description, 
although sometimes – especially for a core process
such as drug development – a member of the corpo-
rate management team serves as sponsor and owner 
simultaneously.

It sounds as though processes are becoming an ac-
cepted management responsibility even at senior
levels. That poses a problem of evaluation. Compa-
nies have years of experience evaluating the perfor-
mance of department and function heads but are
still novices in evaluating process responsibility.
How do you accurately judge the work of someone
who is overseeing a cross-functional process? What
measures do you use, and how do you conduct an
assessment?

Allaire: For process owners, we use outcome-ori-
ented measures such as quality and productivity.
The only difference is that they apply to total 
processes rather than to individual functions or
units. For example, the integrated supply chain has
all the usual customer satisfaction, inventory, and
efficiency metrics that a business division does. In
this case, however, the process owner has compa-
nywide responsibility, and his numbers are the sum
total of those reported by all divisions and depart-

ments. This part of the evaluation is pretty straight-
forward, although it took us a while to develop the
right measurements. For individuals who are over-
seeing reengineering projects, we add other objec-
tives that are geared to project management, like
meeting budgets and progressing according to pre-
set milestones.
Weatherup: My focus right now is on evaluating the
members of my executive team, who have respon-
sibility for broad, systemic processes. Take my se-
nior vice president of marketing. To get a good eval-
uation, he first needs to “own” the Super Bowl, to
have the most talked about, memorable ads, the
best copy, and great reviews in the popular press.

That’s still important, and if he doesn’t deliver he
gets a bad grade. But now he is also responsible for a
process we call single-voice communication. It gov-
erns how we go to market with promotional cam-
paigns and new products. A tremendous amount of
material has to be sent to the field each trimester in
a coordinated fashion, so that all market units are

able to act in concert. Otherwise, we don’t get the
necessary alignment, and the phones start ringing
with complaints.

In the past, this process didn’t exist. Our advertis-
ing was terrific, but we broke down in execution.
Now the senior vice president of marketing owns
the process. It’s one of his top four priorities and fig-
ures heavily in the calculation of his annual bonus.
That makes a huge difference. We discuss the 
process regularly, and I evaluate him on the timeli-
ness and completeness of his communications to
the field. The subject also comes up at our weekly
senior-staff meetings. Remember, this is a core 
process. If the materials don’t show up in the field,
it’s not merely of passing interest; it’s a disaster.
Feedback from angry customers tends to pour in
pretty quickly.

Does the shift to processes alter your concept of
how senior managers should work together? 

Allaire: I think the challenge now is that, for the
first time, you must have a team at the top. We al-
ways talked teams, but today they really are neces-
sary to make companywide processes work effec-
tively. It’s not just the people reporting to me but
those several layers down, as well. I have six direct
reports who form the top management team. But
we also have nine division heads, who run their
own businesses yet depend on the same laborato-
ries and sales force. They therefore share processes
and have to make joint decisions for the betterment
of the company. In their minds, we’re giving them
contradictory advice: Be independent, but cooper-
ate and work together. 
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At a minimum, they need to buy into what we’re
trying to do as a company. That’s why the strategic
intent has to be crystal clear. But, at the same time,
they need to understand that even though they’re
running their own divisions, their success very
much depends on the success of the larger organiza-
tion and its core processes.

Leschly: I would love to get some input here, be-
cause we’ve hit a roadblock in moving toward a
team-based organization. No matter how much we
emphasize teams, individual managers still want to
make their bonuses and tend to stay focused on
their personal and departmental goals. How do you
develop an incentive system that makes it worth-
while for people to work in teams?
Allaire: When we shifted to our new organization,
we also put a new compensation plan in place. In a
traditional plan, you get rated against your objec-
tives in three areas–how the corporation does, how
your division does, and how you as an individual
perform – with the ratings then added together to
determine your bonus. But ultimately what hap-
pened with this approach was that bonuses varied 
little year to year and became virtual entitlements
at Xerox.

Not anymore. Now the ratings are multiplied to-
gether rather than added. We use a simple graph

with two axes. The vertical axis represents perfor-
mance against corporate objectives, which have
been set for the whole company. They’re not just fi-
nancials – although they’re a big part of it – but also
include market share, customer satisfaction, and
employee satisfaction. The horizontal axis reflects
how your division has done and how you have per-
formed against personal objectives. That’s usually
where we pick up the process dimension. For in-
stance, process owners will be evaluated according
to their progress against milestones that are part of
their personal objectives. To compute the overall
bonus factor, we multiply the horizontal and verti-
cal ratings together.

With this system, if you perform well but the
company doesn’t, you’re not going to do very well
financially. Because if you achieve 100% of your
goals and the company as a whole only performs at
80%, you’re only going to get a score of 80. One re-
sult of this system is that the variability of bonuses
has gone way up–they’ve been as low as 35% of tar-

get and as high as 250%–so that people have begun
to pay more attention to the drivers of performance.
Risk taking and entrepreneurship are more likely
because the payoffs for success have increased so
dramatically. The multiplicative factor also en-
courages managers to broaden their focus beyond
their own needs to consider the needs of other de-
partments and divisions. That has been especially
important for our division presidents, who compete
for resources yet must work together to oversee
common processes like selecting R&D projects.

Let’s turn now to your own jobs. How has a process
orientation affected the work you do and the way
you spend your time?

Weatherup: It has changed everything about my
job, as well as the jobs of my senior team. Our focus
is completely different. Let me give you an exam-
ple. We spend every Monday morning in a senior-
staff meeting, and much of the time is now devoted
to discussions of our core, capability-building 
processes. Whether it’s new product development,
single-voice communication, or coaching and sup-
port for sales, we’re constantly asking, How do we
leverage these processes for maximum advantage?
It’s not as though we’d asked these questions before;
they never came up. We were much too tactical 
and reactive.

At a personal level, there’s even a difference in
the questions I ask. As soon as I stepped off the
plane on field visits, my first question used to be,
“Are you going to deliver your volume and NOPAT
[net operating profits after taxes] for the month?”
You can imagine the message that sent. Now the
questions are completely different: “Are we giving
great customer service? How is our relationship
with Wal-Mart? Where are you on coaching and
support for sales? Were there any problems with the
rollout of this trimester’s promotion?” The focus is
much more on the doing, much more attuned to
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our major processes. I never would have asked
those questions before. Why? Because I grew up un-
der the old Pepsi philosophy that said, Here’s the
big idea. Run with it and carry the flag up the hill.
That’s fine for getting things started. But if you
don’t create structured, repeatable processes, you
don’t develop a long-term capability, and the work
doesn’t get done.

Perhaps most important, processes have brought
us discipline. They force you to be very precise
about what you’re looking for and how you make
decisions. In the past, I could usually get away with
vague advice or meddling because I was the boss.
Take new product development. Before we had a
well-defined process, people would come to me
with partially developed plans for review. I would
usually propose changes, but they weren’t always
helpful. I might say, “I like the new flavor, but try
to make it sweeter. Why don’t you experiment with
a few additional variables and get back to me as
soon as you can?” In hindsight, those instructions
weren’t very clear. They often required guesswork
by employees and resulted in repeated visits and 
requests for clarification. 

Today we have a structured seven-step process
that governs all product and package development.
There are exit criteria for each stage, which lay out
the hurdles that a new idea has to clear before it can
move from one stage to the next. These hurdles are
crystal clear, and all fuzziness and guesswork are
gone. For instance, new products are not allowed to
move beyond test marketing unless they are able 
to produce a 60/40 win in blind taste tests against
the competition. Criteria like these force me to be
more disciplined in my responses and more atten-
tive to implementation. Either I override the exit
criteria consciously – and live with the conse-
quences – or allow the remainder of the process to
unfold as planned.
Leschly: Like Craig, I’m also restructuring my 
work habits. I now spend about 90% of my time on
strategic issues and 10% on operational issues. I am
almost totally disengaged from day-to-day, tactical
implementation. But that doesn’t mean I’m re-
moved from processes. I remain heavily involved in
the development and measurement of the capabili-
ties of our key management and business processes,
and devote special attention to two of them – inno-
vation, for which I am the process sponsor, and al-
liance formation. Both are tightly linked to our ma-
jor strategic initiatives.

It seems that there has been a subtle shift at the
top, from managing by results to managing
through direction setting and processes. Direction
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setting is establishing the “where”; it’s making
sure that everyone is working toward achieving the
same goals. Processes are the “how”; they ensure
that the work gets done efficiently and effectively.

Leschly: That’s right, but you still have to keep
score. Maybe it goes back to my competitive tennis-
playing days, but I have always felt that if you 
don’t keep score, you’re just practicing. And that 
requires very clear objectives. We have one-year,
three-year, and ten-year plans, and we know exactly
what has to be achieved for each one.
Herres: We also put great effort into setting objec-
tives. But we’ve learned that you can’t set them and
then just walk off and assume they’re good forever;
there’s a constant process of adjustment and
change. That’s especially true of new products be-
cause customers’ needs are always evolving. Man-
agers need to be careful not to get completely cap-
tured by the customer-driven perspective. I spend a
lot of time on customers’ expectations and evalua-
tions; I even try to sign the response to every com-
plaint letter addressed to me. Two or three times a
week, a small team and I meet to review the most
recent letters, and at almost every session I hear
something that inspires me to start a project that
will fix a problem or hone a process. So we listen 
to our customers. But at the same time, when it
comes to new and better products for the future, the
customer doesn’t know enough to tell us what to
do. The minivan is a good example. The American
public didn’t know it wanted minivans until they
were out on the market, and then it seemed that
nearly every family had to have one. Our job is to
anticipate what customers will want three or four
years from now, before they can articulate it.

Let me play devil’s advocate for a moment. Sup-
pose we had been sitting around this table 25 years
ago. I bet we would have heard the very same
things from chief executives then. That they try to
spend their time on strategic issues, not opera-
tional issues. That they focus on direction setting
and keeping score. That they attend to innovation,
product development, and customers’ needs be-
cause of their links to strategic goals. What really
is different today? Has process thinking had an im-
pact? Or is the job the same as always?

Allaire: There’s definitely a difference. But to un-
derstand it, you need to define processes more pre-
cisely. We’ve actually been talking about three very
different kinds of processes. At the highest level,
there are management processes – how the CEO
runs the company, how management interacts with

employees, how decisions get made, and how com-
munication takes place. Those processes set the or-
ganizational context and style of working, like “the
IBM way.” Then there are business processes,
which are the focus of reengineering efforts. Busi-
ness processes are large, crosscutting collections of
activities, like product design, order fulfillment,
and customer service. Finally, there are work 
processes, which are the basic building blocks of
business processes. Work processes are focused and
operational; they are how the work actually gets
done. Examples include such activities as prototype
development, finished-goods warehousing, and
purchasing.

With these definitions, we can distinguish the
old from the new. Chief executives have always fo-
cused on management processes. They’re the way
you get things done. What’s different now is that se-
nior managers are also involved in business and
work processes. Today those processes are explicit
rather than implicit, and senior managers are exam-
ining them from a perspective that encompasses
the entire company. For the first time, they are re-
shaping business and work processes to align them
with strategy while making them more customer
oriented and efficient.

There are good reasons for this shift. In the past,
most processes were divided up on a functional ba-
sis. They were unintegrated, and the pieces were al-
lowed to operate independently, without tight
links. Because functional expertise was regarded as
the key to success, there was little place for senior-
management involvement. Now, however, we are
trying to focus our processes on the customer. That
requires much tighter integration and the involve-
ment of a higher level of management. Unless each
function has a different customer – and in our busi-
ness, they don’t – you have to link together activi-
ties that were always run separately. They’re not
going to integrate themselves; they haven’t for a
hundred years. 
Herres: I think Paul’s three-level map has real mer-
it. It not only fits our own approach but also sug-
gests another reason why senior managers are more
involved with processes today. As technology im-
proves and the pace of change accelerates, all three
types of processes become faster moving and more
interactive. Decision-making cycles tighten, feed-
back loops are shorter, and there’s less room for er-
ror. The risks go up because you can get left behind
a lot more quickly. For that reason alone, manag-
ers now have to pay more attention to processes. In
the past, the pace was less intense – you could plan,
organize, direct, and control processes in a more
leisurely fashion.
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As you reflect on the changes you have described,
what advice would you offer other chief executives
about to embark on the same path?

Leschly: First and foremost, if you’re not willing to
go through the pain, do something else. I mean that
seriously. Getting people to change is extremely
difficult–exciting, yes, but terribly painful. Second,
recognize that in the final analysis success rests on
selecting the right people to work with. If you have
the right people, the rest will follow.
Weatherup: I second Jan’s comments. If you aren’t
willing to be relentless and persevere, don’t even
think about launching a change process. It takes
years of hard work, and you have to be the one driv-
ing it forward. At the same time, make sure that
you understand your company’s culture. Leverage
the strengths of the culture – it’s your only advan-
tage – while working around or eliminating the
weaknesses. Finally, make sure that your message
reaches the grass roots. We shut down all locations
for a day to enroll our 20,000 frontline employees in
our new vision. These are the people who do the
work day in and day out. If they’re not on board, you
aren’t going to make much progress.
Herres: I’d also suggest paying attention to the hu-
man side of the equation. Try to establish the no-

tion that change is a way of life and that success in
the new environment requires the sharing of obli-
gations. At USAA, we now expect that in a 20- to 
25-year career, a typical employee will hold six dif-
ferent jobs. We want to keep our employees when
we shift to new processes. They come with assets
like loyalty, commitment to customers, and under-
standing of our culture and our mission. We’ve
therefore struck a bargain: We’ll provide them with
the training they need if they’re willing to do their
part and invest in self-development and education.
CEOs need to accept the challenge of retraining
their employees just as they retool their machinery
and equipment. 
Allaire: Changes in culture are what make the shift
to processes so difficult. They can’t be mandated;
instead, they have to be formed over time through
continual reinforcement. Communication be-
comes enormously important yet incredibly diffi-
cult. In fact, every time we make one of these
changes, we find that we undercommunicate it. 
After four or five times repeating the same message,
we assume that it has been heard. In reality, many
people have not absorbed the information. It takes 
a lot of time to win understanding and acceptance
of major changes.
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