Survival of the Smartest
A Book about Organizational IQ
by Haim Mendelson and Johannes Ziegler

Haim  Mendelson is Professor of Information Systems at the Stanford Business School and Johannes Ziegler worked with McKinsey & Co.

The authors analyzed 164 high-tech business units in the U.S., Europe, and Asia, interviewing more than 2000 managers from 1992 to 1995.   They used this data to calculate organizational IQ, and then to classify each company has either high-IQ or low-IQ.  They found that high IQ companies grew much faster and were more profitable than low IQ companies.   

Information Awareness

Ninety percent of high IQ companies knew the sales growth rate for their top competitor, compared to only 37 percent of low IQ companies.  High IQ companies are also much more likely than low IQ companies to know their top competitor's market share gain, productivity improvements, and unit cost.  

Eric von Hippel at MIT found that of 224 inventions, only one-third originated within the company that produce the product.  More than half of the innovations came from end-users.  71 percent of high IQ companies rated direct discussion of product development engineers with end-users as extremely important sources of new ideas.  Only 24 percent of low IQ companies thought that direct discussion of with end-users was helpful.  
 

Decision Architecture

High IQ companies give decision authority to people who are in the right place to have the relevant information to make decisions.  Locating decision-making power has appointed information speeds up decision-making, improves the quality of those decisions, and creates a sense of ownership among front-line employees.

In their survey, the authors and asked business unit managers: "who has the power to reallocate 10 percent of the business units R&D budget, and how long does it take to finalize the decision?"

	When the decision was made one level below the business unit manager, it took only 1.9 weeks.


	When the business manager may the decision, it took 3.1 weeks.


	When the decision was made one level above the possession manager, it took 5.7 weeks.


In an industry in which the largest share of profits is typically made within the first few months after a new product hits the market, the gap of four weeks between the first and last group of companies is critical.

High IQ companies give greater spending authority than low IQ companies to each level below the business unit had.  Managers at each level have about a third of the spending power of their bosses, compared to only 1/7 the power in low IQ companies.

And Hewlett-Packard and even new employees and are allowed to spend up to $200 without asking for permission or submitting a receipt. 

Internal Knowledge Dissemination

High IQ companies recognize that good decisions rely on good information.  Whereas low IQ companies use information as a symbol of power, even as a weapon.  74 percent of high IQ companies tie incentives to team performance not individual performance.  They also keep the team contact through all phases of product development.

Another way to straighten teams and disseminate knowledge is to rotate people through different job functions.  This is common in Japanese companies. Even top management must rotate to make the most of this system.

In high IQ companies, managers practice "managing by wandering around" to promote information transfer up and down hierarchies.

Ninety-three percent of high IQ companies use email and in most cases this is supported and supplemented by cellphones, pagers, groupware and videoconferencing. Low IQ firms are less likely to deploy these technologies.

Organizational Focus

High IQ companies take advantage of organizational focus.  Nokia provides an example.  Nokia began diversifying in the mid-1960s can continue this practice until 1991.  However in 1992 the company decided to focus on digital mobile phones and it sold off its other interests such as chemical and television businesses.  By 1998 the stock had risen one hundredfold from its low in 1991.

High IQ companies have an average of 2.1 product lines per $100 million in sales volume compared to 8.5 for low IQ companies.  In high IQ companies like Hewlett-Packard, divisions are set up with a single focus.  If a division grows beyond its focus, they split it into two divisions so each new division can have a tighter focus.

Other examples of the benefits of focus include UNIX which was developed by two people, Java which was developed by fewer than 5 and the Macintosh system which was developed by less than a dozen people, and finally DOS which was written by two people.

Information Age Business Networks

No matter how high tech communication gets, it always begins with people talking to each other.  And as always, focus is paramount.  Focus means limiting the number of suppliers.  High IQ companies had one-fourth as many suppliers as low IQ companies.  High IQ companies seize opportunities for partnering because it allows them to focus on their core competencies rather than running a variety of activities.  The authors asked the question "we interact with our external partners almost as closely as with our colleagues in-store."  Companies that scored low on the question suffered from missed deadliness.  High IQ companies will come suppliers as full-time participants of product development teams and followed up with regular communication on performance levels.

In the 1980s, Chrysler treated suppliers poorly and lost money.  Then it adopted closer working relationships with its suppliers.  Chrysler classifies their primary suppliers as Tier 1, empowering them to handle an entire module of an automobile, such as seats, and then in turn to handle their own subcontractors for various parts.  Today Chrysler makes $1500 per car, more than any other American or Japanese automaker has compared with $250 per car in the 1980s.


In summary: the 5 main principles of organizational IQ are:
1.  External information awareness: each part of the company must be able to capture the information it needs from a house I the company about customers, competition, and new technologies.

2.  Effective decision architecture: The company insures that decisions are made at the right level
 that is, by the people with the best information and perspective, regardless of rank. 

3.  Internal knowledge dissemination: the company insures that each part of the organization knows what it needs to know, when it needs to know it.

4.  Organizational focus: the company fights information overload and complexity by limiting the scope of the business, and simplifying structures and processes.

5.  Information age business network: recognizing that one company cannot create the value on its own, the business operates as part of a network.  

