The Art of Management Study Guide

DECISION-MAKING

After wehave done our competitiveanalysis, the next stepin Sun Tzu
systemisunderstanding decision-making. Thischapter examinesthe
costs, risks, and benefits of making decisions. Our organizationsare
built by the decisionsthat we make. Decision-makingistheprimary
tool of the manager. We determinethequality of our organization by the
qudity of our decisions.

What isthemost important considerationin making decisonsfor the
organization? Can our decisionscontrol thedemandsof our organiza-
tion? Canwereducetherisksof our decisions?

When we make decisions, how important isit to maintain theinitiative?
What areour priorities? How do we get off to agood start? How do
we measurethe success of our decisions?

How should werespondto failure? Should weexpect failure? What is
therel ationship between theriskswetake and our potential rewards?

Theseareall questionsthat Sun Tzu dealswithin thischapter. Compe-
tition intherea world hasahugeaffect on shaping our organizations. It
also shapesour decisions. Decison-making isdangerous. Safety only
comesonly from understanding the our Situation. Understanding Sun
Tzu ssystem of competition may give ustheability towin, butit doesn't
guarantee our success. How doesknowing thishelp usdecidethe
proper course?
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Decision-Making

Question One:

When making decisions, what isthemost impor tant issueyou
should consider ?

A. Your goals.

B. Thecostsof thedecision.

C. How to secure an advantage.

D. How to under minethe competition.

Everything depends on your management philosophy.
Moving an organization requires thousands of decisions.
Each decision is tested thousands of times.

People require equipment and supplies.

They need external customers to support them.

Some internal and external needs always go unmet.

From The Art of Management

Answer:
B. Thecostsof thedecision.

If our organizationisgoing to compete, wefirst havetoredizethatitis
goingto cost us. Competitionisawaysexpensive.

Sun Tzu doesn’t believethat successever comeseasily. He preaches
againgt theideaof “get rich quickly.” Our decisionsorganize people,
resources, and processes. Wemust do thisin such away to build an
enginefor creating value. Theformulawe useto put together the
organi zation determineswhether we are successful.

Any organization can offer aquality product at avery highprice.
Success comesfrom producing high quality at alower price. Competi-
tivemarketsdrive pricesdown by putting theleast efficient producers
out of business. An efficient organi zation savesmoney, by definition.

Peoplein organizationsall demand resources. We haveto decide what
wecan afford. Wecan’t haveeverything. We can't do everything. We
haveto make choices. Successful managersarethosethat know what
isneeded and what isnot.
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Question Two:

How can you build an or ganization that ishappy with limited
spending?

A. You limit your activitiesto certain geographical areas.

B. Youtrain everyonein thepleasuresof saving money.

C. Youlimit your activitiesto certain functions.

D. You can’t maketheorganization happy with spending limits.

Organizations always consume all their resources.

People require time and energy in management.

You defend your decision even against your employees.

People always complain about how little they are paid.

The larger the organization you build, the more time you
lose in managing it.

From The Art of Management

Answer:
D. Youcan't makethe organization happy with spending limits.

Oncewe start building an organization, its scope expands. Organiza-
tionsaredynamic. They takeonalifeof their own. Thelarger they
are, themore spending they demand.

Oncewedtart building an organization, everyoneingtantly identifies
moretasksthat must be performed. They focusontheir individual
needs. What was once seemed to be aluxury becomes anecessity.

We cannot stop thisprocess. Limitationsthat people agreetotoday are
forgottentomorrow.

Other cogtsareinitialy hidden. New organizationsthink that they are
more cost-effective smply becausethey haven't yet discovered dl the
costsof doing business. Many of those costsareinthefuture. The
activitieswedo today generate problemsthat are costly tomorrow.

Of course, one of the most important costsisour managementtime. A
manager’stimeisnot hisor her own. People can demand so much of
our timethat weareno longer running theorganization. It startsrunning
us. Thiscost too must be controlled.
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Decision-Making

Question Three:

Sincebuilding an or ganization isexpensive, what isthe best

strategy to assure success?

A. Plan alargeorganization that dealswith futurecontingencies.

B. Build theorganization slowly, taking your time.

C. Defineall thestandardsand practicesin detail.

D. Avoid building alarge, complicated or ganization and conserve
your resour Ces.

Running a large organization is costly and time consuming.

Delaying action dulls any organization and leads to failure.

Building complicated organizations drains your energy.

Decisions that deplete your organization’s resources are
wrong.

From The Art of Management

Answer:
D. Avoidbuilding alarge, complicated organization and conserveyour
resources.

We build organi zationswith apurpose. We haveto accomplish our
purposeto make our organization useful. Usualy our purposeincludes
making aprofit but even for nonprofit organizations, wewant to use
every dimeeffectively. If the organization spendsmoretime, money,
and effort thanthevaueit creates, itisworthless. It consumesvalue
instead of producingit. Thisiseaser to seeinafor-profit company, but
itisjust astrueinanonprofit organization.

If we hopeto succeed in our mission, we must keep our coststo a
minimum. We cankeep our investment small by planning small, smple
organizations. We can definewhat we do narrowly. We can start
quickly addressing our purpose. We can let outside organizations
competeto provide non-core services. We can outsource any tasks
that would grow or complicate our organization.

Thehigh cost of building an organization comesfrom making costly
decisions. Doing more oursel ves does not assure our success. It
makessuccesslesslikely. Bigger isseldom better.
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Question Four:

If your decisionscausetheorganization toloseitsinitiative, what
can you dotorecover it?

A. You cannot recover onceyou havelost theinitiative.

B. You only haveto be smarter than your competition.

C. You must to bewilling to invest everything you have.

D. You must bepatient in looking for focussing the or ganization.

Let your organization get soft.

You will then suffer hard losses.

Expend your resources.

You thereby eliminate your options.

As an organization weakens, its employees lose confi-
dence in the future.

It doesn’t matter how smart you think you are.

You can’t build an organization by sacrificing success.

From The Art of Management

Answer:
A. Youcannot recover onceyou havelost theinitiative.

Thenatura tendency isto think that we are smarter, better, or somehow
moreworthy than other decision-makers. Theredlity isthat wearen't.
We make decisionsin acompetitive market. Oncewe havelost the
initiative, we havelittle or no chanceto recover it.

We must act, not react. The competitioninthe product and labor
markets can put usout of business beforewe seeit coming. We never
know how who iscompeting with usto hire away our people. We
often misswho istaking away our customersor our funding. 1f we
lose our focus, peoplelosefaithin our organization. Our competition
growsgreedier. Our best peoplefind other jobs. Thosewho useour
goodsand servicesdrift away. Wemust not wait for thisto happen.

Inacompetitive market, we must avoid losing theinitiative. Weneedto
maintain avibrant, focused organization that peoplefind attractive. We
must avoid stumbling becausewe cannot recover. Wemust discourage
peoplefrom competing with us, not encourageit.
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Decision-Making

Question Five:

How can you minimizetherisksof acompetitivemarket?
A. You can hidefrom your competition.

B. You can makequick decisions.

C. You can limit your goals.

D. You can carefully pick your opponents.

You can sometimes decide to act too quickly.
Still, the slower your decisions, the more often you fail.

From The Art of Management

Answer:
B. Youcanmakequick decisions.

Sun Tzu doesn’t want usto be hasty our decisions, but he alwayswants
usto act quickly. Speedistheessence of successful competition.
Quick decisionskeep the organization moving. They keepit freshand
interesting. Peoplewant towork for organizationsthat are energetic
andlively. They don't want towork inmoribund environments.

What happenswhen adecision dragson? Everyoneisconfused. The
costsof adecision mount. Peoplearefrustrated. The advantages of
every course of action grow more confused and uncertain. Our strategy
must beto make decisionsasquickly aspossibleto stemthisdrainon
theorganization.

Bad decisionsareawayspossible, but quick mistakesareeasier to
right fromthan along, drawn-out timeinlimbo. Theworld of competi-
tionisdangerousand uncertain. Small, quick decisonsresultinginsmall
mistakesare preferabletolarge, expensive* successful” decisionsthat
cost the organi zation itsmomentum.

Many decisionswill not go asplanned. We must accept thisfact. We
must al so realize that dow, agonizing indecisionismorecogtly tothe
organization. Few decisionsarefatal. We cannot recover our
organization'sinitiativeoncewehavelost it, but we can alwaysrecover
from abad decision.
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Question Six:

Why does Sun Tzu war n you about the danger sof decision-
making?

Because success comes from being car eful.

Because success comes from being certain.
Becausedecision-makingisuncertain.

Because decision-making requirescommitment.

o0 m»

You can try to play it safe when you make decisions or you
can be successful.
You can't have it both ways.

From The Art of Management

Answer:
D. Becausedecison-making requirescommitment.

Sun Tzuwarnsusinthe most severe termsabout the costs our deci-
sions. Hedoesn't do thisto discourage usfrom making decisions. He
doesn’t want thiswarning to make usslow and cautious. We cannot
winif wehesitate or doubt.

Hewarnsus so that we understand therisks. Management isserious.
We can bet the future of our organization on our decisions. Wemust be
totally committed to success. We can’t makethese decisionslightly.
Nor canweavoid or delay decisions.

Successrequiresthat wetake achance. We are never going to be
successtul if weplay it safe. Anordinary organizationwill never excel.
Wewill fail if wedo only what everyoneel sedoes. Decison-makingis
adynamic activity. We must keep one step ahead of our competition.
We cannot do that by being predictable.

We can never be certain about our current management plan working.
We can be certain about our eventual success. We make decisionsthat
takerisks, but wemust avoid fatal mistakes. Wemust walk theline.
We must be confident enough to act, but not so confident that we can’t
recognizewhen our plansaren’t working.
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Decision-Making

Question Seven

How dotherisksof decision-making affect itsawar ds?

A. You must minimizetherisksto maximizethe awards.

B. You must avoid therisksto assuretherewards.

C. You must embracetherisksto discover therewards.

D. You must understand therisksto understand the rewards.

Y ou can never completely understand the consequences
of any decision.

You can therefore never completely understand the poten-
tial in any decision either.

From The Art of Management

Ansver:
C. You must embracetherisksto discover therewards.

After al hiswarnings, Sun Tzu putsthe dangers of management into
perspective. Decision-making isrisky. We must appreciate exactly how
riskyitis. Nevertheless, decision-making isasothesourceof al
success. If wedon’t embrace decision-making and itsrisks, wewill
never know how successful we could have been. How should wereact
tothisdilemma?

We must always be aware that failure is a possibility, but we can’t
let this knowledge paralyze us. Remember that speed isthe es-
sence of competitive management.

We can never completely protect ourselves against failure. Don't
try. Thefutureis never certain, but the uncertainty of the future
has an upside. The contest may turn out to be more rewarding that
we can possibly foresee. The variables that make success uncertain
also make wild success possible if we take the chance.

We must preparefor unforeseen level sof successjust aswe prepare
for failure. If weareready for one, we must be equally ready for the
other. Theproblemisthat neither the cost nor the payoff isas predict-
ableaswewould liketo think.
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Question Eight:

How do you minimizetherisksof decision-making?

You must bealwaysbewilling to spend moreresour ces.
You must get mor eresourcesthan you think you need.

You must stop wor rying about profit and loss.

You must keep costslow and maketheor ganization produc-

[ LVT2Y
yrve:
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You want to make good use of your people.

Don't keep replacing your employees.

Find ways to minimize your expenditures.
Concentrate on creating value for your customers.
Your customers must support you.

Give your people only whet they need to create value.

= Tl Dt £ NA +
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Answer:
D. Youmust keep costslow and make the organization productive.

Sun Tzu approach to building aproductive organi zation might be called
“smdller, fagter, better.”

Wewin by being smart, by “making good use our people,” that is, by
using the competitive systemthat Sun Tzu teaches. Wekeep our
investmentssmall and on going costsminimal. Weact quickly, before
resistance canform against us. We* have our customer support” usthat
is, wefind away to makethe organization pay for itself.

To makethisstrategy work, we haveto avoid being bogged down. We
don’t build up largeinventories, stockpiles of supplies, or resourcesthat
wedon't need. Wetrave light, without encumbering ourselveswith
excessbaggage. Thelessbaggagewe have, themorequickly wecan
move and the faster we can respond.

We don’t worry about winning. Weworry about keeping costslow and
quickly generating productivity. We must be prepared to take what the
situation givesus. We can't know beforehand what will work. Wecan
put ourselvesin aposition to take advantage of whatever wefind.
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Decision-Making

Question Nine:

How should geographic distanceaffect an or ganization?

A. You want to spread out over thewidest area possible.
B. You want tokeep thepart of your organization closeby.
C. Inamodern economy, all organizationsareglobal.

D. Distanceshould not matter in building an or ganization.

Y ou cannot afford to run an organization that is too spread

out.

Coordination becomes too costly.

Using your internal resources exclusively is also expensive.

You must continually work to reduce costs.

Failure comes from exhausting your resources supporting
poor decisions.

Management decisions are what bankrupt a company.

Poor management can destroy even the most successful
organization.

From The Art of Management

Answer:
B. Youwant to keepthe part of your organization close by.

Distanceisthemost basic cost of running an organization. Thesmallest
organization gtartswith the advantage of |ocation. Peoplearephysicaly
closeto one another. They get to know one another and understand
each other’ sresponghilities.

Larger organizationsare naturally more spread out. Thiscreates
problemsin communication even when dl thedepartmentsareinthe
samebuilding. Mattersbecomeworsewhen departmentsare spread
out geographica. Physica distance equalspsychological distance. E-
mail and other such communicationtoolshelp, but they don’t solvethe
problementirely.

Sun Tzu'sconcern with distance was avoi ding the unnecessary costs.
Despitedramaticimprovement intravel and communication, distance
still equalscosts. Compact organizationsare simply more cost effec-
tive. Wemust make our decisionsaccordingly.
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Question Ten:

All thingsbeing equal, what per centage of or ganizationsare
successful ?

A. All organizationsaresuccessful on somelevel.

B. Most organizationsar e successful.

C. Half of all organizationsar e successful.

D. Most organizationsareunsuccessful over time.

Poor management destroys hundreds of companies.

Bad decision-making destroys organizations.

Poor organizational structure depletes company resources.
Lack of resources forces you to abandon assets.

Your people will lose their faith and forget their abilities.
They will forget both production and maintenance.

The machinery of the organization will break down.

The organization’s productivity depends on management.

From The Art of Management

Answer:
D. Most organi zations are unsuccessful over time.

Thisisredlity. Organizationsare almost temporary structures. Eight out
of ten new businessesfail withinoneyear. Most of the Fortune 500
vanishesfromthelist withintwenty years. Large organizationsreorgea-
nizeregularly. Organizationsareaformulafor productivity. Ina
competitiveworld, new and better formulasare constantly displacing
old ones.

Many of our decisionsasmanagersaresmply wrong. A few canbe
fatal. The secretismaking surethat our decisionsdon’t risk the organi-
zation. Wemust never destroy thefaith of our peoplein our eventua
success. Once peoplelose heart, we create adownward spiral the can
eadly destroy the organization.

We preparefor losses by keeping our riskssmall and our decisions
quick. Small, quick failuresare easier to sustain and recover fromthe
larger mgjor mistakes. They also get usmore quickly to the successful
effortsthat count. Management and all other learningislargely amatter
of1 Erial anderror. Thesecretisinsurvivingtheerrors.
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Question Eleven:

Giventherisk of failure, what approach should we haveto
financial decisions?

You should generatemoreincomethan expenses.

You should continually belooking for new financing.

You should show your investor sfutureprofitability.

You should makesurethat losses can be covered by borrow-

ing.

o0 m»

Because of this, you must make sure that you must run
the organization profitably.

From The Art of Management

Answer:
A. Youshould generate moreincomethan expenses.

Atthislevel, organizationsarevery smple. We get confused by the
modern economy and thevagariesof financia markets. Intheend, all
organizationsmust product more va uethan they consume. If they do

not, they will disappear.

Productivity ismeasured on the same scale asour costs. People must
bewilling to pay for the goodsand servicesthat we produce. Usually,
those peopleare our customers, but not always. Politiciansdecideon
thevalue of government organizations. Contributorsdecideonthe
valueof charitableorganizations. Inevery case, these people must see
thedollar valueinwhat isproduced. They must a so seethat they
cannot get that samevalue elsewhere at alesser price.

Profitisthe only way we can objectively measure our ability to produce
value. We competefor resourcesand competefor customersand other
supporters. Inthat competition, profit measuresour ability to produce
valuerdativeto our consumption of resources.

Weareinacompetitive strugglein every phase of organization. Cus-
tomers, resdllers, and investors choose us because we of fer them more
than our competition does.
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Question Twelve:

Which typeof incomeisthemost valuable?

A. Incomefrom key long-term relationships.

B. Incomethat you can win today.

C. Incomethat create moreincomeopportunities.
D.Incomethat bringin new sour cesof revenue.

Take a dollar’s worth of productivity today.

It is worth twenty dollars tomorrow.

Create a dollar’s worth of customer’s value today.
It is worth twenty dollars of future potential.

From The Art of Management

Answer:
B. Incomethat you canwintoday.

Timeisaproblem. Thereisadelay between production and the
measurement of itsva ue by incomeflow. Theproduction of valueis
too complex for usto accurately predict inthefuture. Thelonger the
time between doing thework and understanding itsvalue, themore
risky theenterprise.

SunTzuisinahurry. Wecan't perfectly predict thefuture, but we must
make decisionsabout thefuture. Thefurther wegointo thefuture, the
lessaccurate our predictionsare. Thelonger the production cycle, the
lesslikely weareto predict the value of that production.

Different industriesrequiredifferent cycletimesfor their productsto
reach their customers. It takeslonger to build and sell anew jet plane
than it doesto make and sell anew suit of clothes. Making suitsis
inherently lessrisky thanbuilding jets. Inboth cases, ever-shorter
development-salescyclesare desirable. No matter how long our
traditiona cycleis, wemust work to shortenit. If wedon’t, competing
organizaionswill.

Only the market can tell usthevalue of what wedo. Wecan makeall
typesof assumptionsabout productivity. Wedon’t know anything
about valueuntil customersmeasureit with their dollars.
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Question Thirteen:

What isthe best way towin the confidence of your employees?
A. Your organization must bewell known.

B. Your organization must search for excellence.

C. Your organization must shareowner ship.

D. Your organization must create morevaluethan it consumes.

You must support the organization and build confidence.
You need to create more value in the marketplace than you
consume.

From The Art of Management

Answer:
D. Your organization must create moreva uethan it consumes.

Here we come to the heart of Sun Tzu's advice on managing the
costsof decision-making. All thewarningsabout therisksof decision-
making come downto this. We must produce more valuethan we
consume. If wedo, our peoplewill feel good about what they do and
support theorganization. 1f our decisionsdon’t produce good value, no
onewill besatisfied workingwithus. Of course, thisisway of empha-
szing the profitability principleon the pervious page.

Profitability requiresmastering two skills.

First, we must minimize our consumption of resources. Wedon't do
thisfor any idealistic reason. Wedo it because consumption equals
cost. Thisespecialy meansmaking the best use of people' stime.

Secondly, we must maximizethevalueweproduce. That valueis
tangible. 1tismeasure by customerswho pay usfor our goodsand
services.

We cannot produce val ue unlesswe understand what peoplewant from

our organization and why. All organizations must be expertsin under-
standing their customersand their needs.
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Question Fourteen:

How can your organization find successwhilecompetingin the
mar ketplace?

A. By properly managing your financial resour ces.

B. Bydoingonly what createsoverwhelming value.

C. By copyingthemethodsof your competition.

D. By keepingyour employeeshappy.

You compete for resources against all other organizations.

Find what is undervalued in the external market and buy it.

Reward those who find the right products.

Put your name and logo on these products.

Mix internal and external products to increase their value.

Retain your customers by being successful.

This is what it means to compete in the marketplace while
growing more powerful.

From The Art of Management

Answer:
B. By doingonly what crestesoverwhelming vaue.

Our decisonsmust limit what our organization does. Our task istodo
only what our organization can do better than anyone else. Our organi-
zation must know its speciaty sowell that our peoplecanimproveon
the best processesavailable. We must reward those who make us
competitivein our narrow specialty.

If wenarrow our activitiesto what we do extremely well, weneed
support from the broader marketpl ace to complete our product.
Customersonly pay for complete solutions. We should providethe
rare, critica e ements, but we must combinethemwith everything else
our customers need to get the value out of what we offer.

Since our organization’s central asset isthe skill of our people, weneed
to keep our people happy. Thebest way to keepthemistoruna
successful organization. Themoresuccessful weare, the morewecan
reward our people.
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Question Fifteen:

What isthekey toyour ability to make decisionsin a competi-
tivemarket?

A. Your knowledge.

B. Your strength.

C. Your leader ship.

D. Your planning.

Make success pay for itself.

Avoid long, expensive projects.

Your management decisions are the key.

They determine whether or not you can lead.

Your decisions determine if your organization is productive
or wasteful.

From The Art of Management

Answer:
A. Your knowledge.

We seethistheme repeated over repeatedly in Sun Tzu. Success
comesfrom knowledge and information. We must know what re-
sourcesareavailable. We must know how to organize peopleand
processes. We must know how to control costs. We must know how
to minimizerisks. Wemust know how to make decisionsquickly. We
must avoid dangerousdecisions.

Peoplewant to work for managersthat know their business. Wecan
never know too much about our business. We need to know under-
stand our industry inside and out. \We can never stop learning more.
We must recognize atrueinnovation whenwe seeit.

Most importantly, we must know how to * make success pay for itself.”
Asmanagers, wecontrol theflow of resourcesinto the organization.
Our decisionsdeterminethetype of val uethe organization generates.
Our decisions determinewhether we create more val ue than we con-
sume. Intheend, building an competitive organization depends upon
our knowledge as managers.
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