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The Merits of Intentional Scarcity
One of the greatest goods a leader can do for an organization may be to deny it the sedative of abundance.
Scarcity is a funny thing.  Most of us dedicate a lot of energy to running as far away from scarcity as we can as fast as we can.  Indeed, much of the history of tribes, nations and businesses could be described as races from scarcity.  
But scarcity embodies a great paradox.  The further you get from it, the more vulnerable you become to falling back into its grips.  Many hungry nations have grown to greatness then, when rewarded with abundance, tumbled.  In running from scarcity, we often leave behind some of our best instincts.  

Great ideas and deep capabilities have often been built on fields of little.  So too have been tales of garage ventures and kitchen table start-ups.  Conditions of scarcity can give rise to breakthrough thinking.  It also is in situations of scarcity that energy levels are often highest, where focus is the most intense and where growth trajectories are at their greatest angles of ascent.  

"Smallness" gets much of the credit for a young organization's dynamic nature.  Small organizations, it is argued, are more flexible, more resilient, faster and have a more hungry drive.  But is it smallness that delivers these benefits?  Or is it the scarcity that creates a pressing need to scurry for resources, to creatively make the most of little, to fight aggressively for the right to play tomorrow?  It's been said that nothing so concentrates the mind as the prospect of being hung in the morning.  Does this adage have its organizational equivalent?

What can be done to prevent the entropification of organizations?  Is decline inevitable once abundance sets in?  What if somewhere before the decline the organization could be thrown back into a state of scarcity?  By driving the organization back to a lean condition, could its growth curve be extended?

Japan and Germany were nations whose production capacity was wiped to a clean slate as the result of World War II.  Certainly, theirs was an environment of scarcity.  Yet, they were able to build anew businesses that today have worldwide impact.

Listen to Akio Morita, former CEO of Sony, who forty years ago gathered with a small group of engineers in a burned out department store building in devastated Tokyo.  He talks of the scarcity that was fundamental to the Japanese condition:

"We Japanese are obsessed with survival.  Every day, literally, the earth beneath our feet trembles.  We live our daily lives on these volcanic islands with the constant threat not only of a major earthquake but also of typhoons, tidal waves, savage snowstorms, and spring deluges.  Our islands provide us with almost no raw materials except water and less than a quarter of our land is livable or arable."
Toyota got its new beginnings in those days of scarcity after World War II.  It grew to world dominance to a great extent by using the tools and methods it developed in response to the scarcity it faced.  Indeed, Toyota's "lean production" manufacturing system is comprised of techniques it developed out of necessity including small production runs and quick changeovers (demand was limited), worker cross training and empowerment (Toyota couldn't afford specialists and layers of administrative management), on-line quality improvement (the small car company couldn't absorb the costs of rework) and keeping small amounts of inventory on hand (small productions runs didn't require lots of inventory and there wasn't much room to store inventory anyway).  

Morita comments on the impact of scarcity on quality in Japan: "When you are told from childhood on, that the metal object you hold in your hands comes from iron ore mineral in countries far away, which is transported to Japan at great expense and is produced in furnaces that use gas and coal from other far away places, such objects seem very valuable..."

"Our general philosophy...is that everybody is an inspector and that goods being made must be made correctly at every single stage of the operation... In America, a certain number of rejects is expected, but we have always tried to avoid a single reject.  America has so much of everything - oil, coal, copper, gold, uranium, timber...I am reminded of the American expression, 'There's plenty more where that came from.'  We have no such expression."
Japan's "just in time" (JIT) inventory and manufacturing approaches create situations of scarcity.  Abundant inventories are washed away and supplies arrive "just in time" when they're needed by the production process.  Many organizations that have adopted JIT speak of one of its positive side effects.  Like a tide, when inventories wash out, they leave once hidden rocks revealed on the beach.  In other words, abundance covers up lots of problems that never get fixed because they are submerged out of view.  In an environment of scarcity:

· Management and workers are driven closer to the customer and to value-added work.

· Necessity creates an environment open to new ideas.

· The energy level and alertness of the organization are heightened.

· Attention is channeled to external realities (as opposed to internal issues).

· Communication frees up.

· Scarce resources force creative use of what's available.

· Leanness forces the right people into the right jobs.

· Participants in the lean organization tend to band together to meet heightened challenges.

Jack Welch faced no profound condition of scarcity at General Electric when he took over as CEO in 1981.  That year, G.E.'s annual report indicated that its sales and earnings had reached new highs despite adverse economic conditions in markets worldwide.  Yet, Welch went at the company with the resolve of a man fighting for his life.  
Welch took 180,000 jobs out of G.E.  He flattened its hierarchy to five levels flushing out its corporate overhead and much of its bureaucracy.  He discounted conventional management wisdom that a business leader should not have more than 6 or 7 direct reports.  He believed the number should be 10 to 15 reports.

John Haddock, then a Vice President and General Manager, Global X-ray, at G.E. Medical, in Milwaukee, once described to me the benefits of the flatter organization this way, "Having a lot of direct reports forces the executive to select good people - people who are strong strategic thinkers, and it makes it tough for executives to meddle because they don't have time."  Welch referred to this effect as "managing less."  He wants an organization where workers are empowered because they have to be.

By the time Welch finished, he had turned the organization on its head - and much closer to the customer.  That was another profound benefit of a flatter, more intentionally scarce G.E. - more people were driven into direct contact with customers.  G.E., before Welch, was described by some insiders as keeping its "face to the CEO and its ass to the customer."
Mike Hammer, the guru of "process reengineering," advised companies to not simply improve processes but instead to obliterate them wherever possible.  "It's time to stop paving the cow paths.  Instead of embedding outdated processes in silicon and software, we should obliterate them and start over."  
It was not Hammer's intent to suggest that scarcity was a valuable precursor to effective reengineering, but one might presume that intentional scarcity could give rise to obliteration which might, in turn, set the stage for development of processes more relevant to customer needs and less burdened by the power of precedent.  Scarcity as a catalyst is further supported by Hammer's contention that, "Reengineering cannot be accomplished in small and cautious steps.  It's an all-or-nothing proposition with an uncertain result."
Gary Hamel and C.K. Prahalad speak eloquently of "stretch" - the distance between an organization's "resources and its aspirations."  It's possible to move both directions on that equation.  You can drive down resources or you can drive up aspirations in order to build "stretch."  And, of course, you can and should do both.  Hamel and Prahalad suggest that "Creating stretch, a misfit between resources and aspirations, is the single most important task senior management faces."  They describe "downsizing" as "essentially demoralizing" and resource leveraging as "energizing."

But experience suggests that while organizations blessed with abundance may not be demoralized, they are often far from energized.  And that is Hamel and Prahalad's point.  Even large organizations with deep resources must figure out a way to drive up their aspirations and energy.

Welch leaned G.E. out and he upped its aspirations - all G.E. divisions would be number one or number two in their businesses or they would be sold.  Welch never established head count reduction targets at G.E.  Instead, he set aggressive earnings goals that ultimately would require staffing reductions.

Welch was a very unpopular man for a long time, but things began to change as the company prospered and employees began to feel secure about its future.  Willy Croote, an area machinist at the G.E. Power Generation Plant in Schenectady, New York, summed things up, "It took a little time for all of us to figure that we're going to have to try to help this man out.  If he hadn't done something, if he hadn't torn those foundries down, torn the building down and torn down all those buildings I worked at, most likely our competition would have done it for us.  So what's he done?  He's saved my job."
Welch may have been the first leader of a major American corporation to make it lean before the condition of the organization forced such a move.  Welch was the first to execute what I describe as "Intentional Scarcity."  He intentionally pushed an organization plagued with plenty into a state of deprivation.

Hospitals operated in an environment of abundance for more than three decades.  Hospitals have continued to operate in a protected environment compared to other industries.  The future will not be so friendly.  Only those people in the hospital who put hands on patients ought to be regarded as "value-added."  The rest are overhead.  That it's possible for administrators and managers to go for days without coming in direct contact with a patient or a caregiver is a clear indicator of just how far removed some levels of the hospital have become from real value-added work of the organization.
Ultimately, intentional scarcity is about productivity - stripping resources out of an organization to reduce its cost base and increase its effectiveness.  But productivity isn't just a numbers game; it's about making the numbers work.  Total hospital admissions declined by 13% between 1981 to 1990 while the number of registered nurses employed by hospitals increased 28% with administrative and support staff growing even faster.  By 1991, there were 5.1 full-time hospital employees for every occupied bed (after adjusting for outpatient care), a 44% increase over 1982.  Moreover, in a profile of 13 large nonuniversity teaching hospitals, FTEs per occupied bed varied from 3.74 to 5.96.  Yet, recent research among nurses has concluded that there is "chronic understaffing" of nurses in acute and long-term care facilities.  So what's the story?  These variations reflect differing priorities that hospital management place on improving productivity.
Achieving meaningful improvements in productivity requires at least three things: (a) elimination of whole categories of "work"; (b) significant up-front investment in training, information systems, facilities and other resources; (c) decentralization of decision making, empowerment of line staff and reduction of administrative bureaucracy.

Scarcity is not a strategy that should be applied lightly or blindly.  Constructive scarcity, as opposed to simply undertaking a head count reduction, needs to be thoughtfully planned and carefully implemented.  Here are some suggestions for applying intentional scarcity wisely:

Take out nonvalue-added functions first.  Positions should be rated on their contribution to quality and customer satisfaction.  Those with low scores should be targeted first.  (Ask the question, If you had to build your organization from the ashes, where would you start first?  Finance?  Marketing?  Risk management?  Or would you start with a doctor and a nurse?)

Demand organizational stretch.  Set aggressive targets for performance that demand organizational stretch.  Hammer suggests that improvements on the order of 85% to 95% be pursued.

Rally the survivors.  Don't promise there will be no changes in the future.  Position change as a constant and a helpful traveling partner.  Offer employees the opportunity to define and achieve their future through their own efforts.  Assure them that they'll get the authority and resources to do the job.  Then deliver the goods.

Articulate a clear vision and an inspiring strategic intent.  In situations of scarcity, it's especially important to establish a purpose worth accomplishing.  Rather than a lofty and distant mission, vision and intent should be tangible enough to be relevant and motivating.

If you can't move people out of the organization, then at least move them out of the way.  One of the biggest problem with having too many people around is that they get in each other's way.  Left to their own in an environment of abundance, people will create their own reasons for being.  They will protect their turf with ferocity.  
There’s an optimal size for the real work in every organization.  Anything above (or below) that number suboptimizes.  Unfortunately, in some organizations it may be impossible to move people out.  Better than leaving them in place is to move them into another function, hopefully one where they can create value.  Even having them sit around doing nothing might be better than having them get in the way of a work team whose efforts could flourish in a situation of greater scarcity.

Preserve the vital organs.  Don't damage the core competencies of the organization or detract from its ability to achieve its strategic intent.  This is the muscle and bone of the organization.  Before moving to create scarcity, care should be taken to identify and preserve these vital attributes as well as the people most critical to sustaining them.  Scarcity is not another name for a downsizing or head count reduction.  Without careful planning and adept implementation, precious muscle and bone can be cut away leaving the organization forever crippled.  If core competencies and strategic intent are ambiguous, then they should be more clearly specified and communicated as part of the organization's vision.
The benefits of intentional scarcity well applied can be significant.  The cruelest injustices are often committed in the name of benevolence.  One of the greatest goods a leader can do for an organization may be to deny it the sedative of abundance.
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