







‘Kay is both a first-class economist and an excellent writer’ Financial Times

‘Kay is one of our most dependably perceptive and interesting economic commentators and he wields a deft pen, so the pages of Obliquity fly by’ Management Today

‘Obliquity is nourishing food for thought’ Times Higher Education

‘An elegant new book’ Observer

‘Kay’s book is brilliant but (obviously) oblique: if you’re smart enough to stay with its ins and outs, you maybe didn’t need its help to start with’ Scotsman

‘Kay offers an intelligent, engaging analysis that shows how indirect paths can be better than more obvious, rational plans in a complex and uncertain world’ Harvard Business Review

‘From one of our cleverest thinkers’ Independent

‘There is a special intellectual pleasure in reading books that change one’s perspective. This book provides much to think about and the consequences are far reaching’ Times South Africa

‘An original, widely-applicable concept from one of the world’s foremost economists’ Business Destinations

‘Kay’s timely argument is presented in a book that is, in a fashion typical of Kay, erudite and cogent … it is clear he is eclectically informed – referencing from the fields of art, business, politics, philosophy and sociology – and the business writing that emerges is enlightened and powerful’ Fund Strategy

‘How rare it is for an academic economist to write with such clarity, intelligence and courage. And, in these troubled, confusing times, how desperately we need other dismal scientists to follow John Kay’s shining example’ Spectator

‘John Kay is one of the most engaging and accessible writers on economics in Britain today’ Morning Star

JOHN KAY is a regular columnist for the Financial Times, a visiting professor at the London School of Economics and a fellow of St John’s College, Oxford. As research director and director of the Institute for Fiscal Studies, he established the Institute as one of Britain’s most respected think tanks. He has been a professor at the London Business School and the University of Oxford, where he was the first director of the Said Business School. He is the author of numerous books, including The Truth about Markets and The Long and the Short of It.


Obliquity

[image: image]

why our goals are best
achieved indirectly

John Kay

[image: image]


This paperback edition published in 2011

First published in Great Britain in 2010 by

Profile Books Ltd

3a Exmouth House

Pine Street

London EC1R 0JH

www.profilebooks.com

Copyright © John Kay 2010, 2011

www.johnkay.com

The moral right of the author has been asserted.

All rights reserved. Without limiting the rights under copyright reserved above, no part of this publication may be reproduced, stored or introduced into a retrieval system, or transmitted, in any form or by any means (electronic, mechanical, photocopying, recording or otherwise), without the prior written permission of both the copyright owner and the publisher of this book.

A CIP catalogue record for this book is available from the British Library.

ISBN 978 1 84668 289 6

eISBN 978 1 84765 185 3

Text design by Sue Lamble

Map on page 3 and figures on pages 51, 100 and 102 by Sue Lamble

Pair of maps on page 106 by ML Design

Typeset in Stone Serif by MacGuru Ltd

info@macguru.org.uk

Printed and bound in Britain by

CPI Bookmarque Ltd, Croydon, Surrey

[image: image]


Contents

List of figures

Acknowledgements

Preface

1 Obliquity why our goals are best achieved indirectly

part one
The oblique world: how obliquity is all around us

2 Happiness how the happiest people do not pursue happiness

3 The profit-seeking paradox how the most profitable companies are not the most profit-oriented

4 The art of the deal how the wealthiest people are not the most materialistic

5 Objectives, goals and actions how the means help us discover the ends

6 The ubiquity of obliquity how it is relevant to so many aspects of our lives

part two
The need for obliquity: why we often can’t solve problems directly

7 Muddling through why oblique approaches succeed

8 Pluralism why there is usually more than one answer to a problem

9 Interaction why the outcome of what we do depends on why we do it

10 Complexity how the world is too complex for directness to be direct

11 Incompleteness how we rarely know enough about the nature of our problems

12 Abstraction why models are imperfect descriptions of reality

part three
Coping with obliquity: how to solve problems in a complex world

13 The flickering lamp of history how we mistakenly infer design from outcome

14 The Stockdale paradox how we have less freedom of choice than we think

15 The hedgehog and the fox how good decision makers recognise the limits of their knowledge

16 The blind watchmaker how adaptation is smarter than we are

17 Bend it like Beckham how we know more than we can tell

18 Order without design how complex outcomes are achieved without knowledge of an overall purpose

19 Very well then, I contradict myself how it is more important to be right than to be consistent

20 Dodgy dossiers how spurious rationality is often confused with good decision making

conclusions

21 The practice of obliquity the advantages of oblique decision making

Bibliography

Notes

Index


Figures

1 Central America – direct and oblique crossings

2 Le Corbusier’s Unité d’habitation, Marseille

3 Notre Dame, Paris

4 The Young Hare by Albrecht Dürer

5 The Cock by Pablo Picasso

6 How far does the dog run? Direct and oblique solutions

7 Problems we face

8 Human development assessed

9 Ambulance response times

10 A bird in the hand?

11 The Wason Test, parts 1 and 2

12 Different maps for different needs

13 Direct and oblique decision making


Acknowledgements

This book originates in an article titled ‘Obliquity’ that appeared in the Financial Times weekend magazine on 17 January 2004. Daniel Crewe of Profile Books urged me to develop the argument into a book, and his persistence and helpful editing led to the present volume. The genesis of the ideas is derived from a series of discussions with Jeremy Hardie in 2002–3, and I am grateful to him and to Adam Ridley, Mervyn King and Ed Smith for their comments on a draft of the manuscript. Johanna De Santis provided efficient and meticulous research assistance and Jo Charrington managed the writing process from first draft to final product. I am very grateful to all of them.


Preface

For over ten years, I built and ran an economic consultancy business, and much of our revenue was derived from selling models to large corporate clients. One day, I asked myself a question: if these models were helpful, why did we not build similar models for our own decision making? The answer, I realised, was that our customers didn’t really use these models for their decision making either. They used them internally or externally to justify decisions that they had already made.

They were playing what I now call Franklin’s Gambit, after the American polymath Benjamin Franklin. He wrote: ‘so convenient a thing is it to be a reasonable creature, since it enables one to find or make a reason for everything one had a mind to do’.1 Franklin’s remark about hindsight rationalisation is particularly significant, not just because he was a clever man, but because, as I will describe in chapter 10, he has come to be regarded as the founding father of scientific decision making.

Of course, we told ourselves privately, our clients were being stupid – that was why they didn’t use our models. But we didn’t think we were stupid, and we didn’t use them either. I can remember a couple of occasions on which a spreadsheet analysis did help us to solve problems of our own, both of them related to the financing of the business. But that was all.

Like many economists we believed that if our models did not describe the world, the fault lay with the world, not the model. But it isn’t just economists who make that mistake. Politicians, investors, bankers and business people believe that although they don’t solve problems according to a standard model of rational decision making, they ought to. So they pretend that they do – to others, and perhaps to themselves.

It is more than a decade since I escaped from an activity of which I was increasingly sceptical. Since then, I have seen disasters perpetrated by people who played Franklin’s Gambit in both politics and business, in Iraq and on Wall Street. Mistakes made by those who could find a reason for everything they had a mind to do, and did.

These failures of both policy and prediction have been noticed. They have encouraged economists and other social scientists to begin the process of looking at what people actually do rather than imposing on them models of how economists think people should behave. One popular book with this approach adopts the title Predictably Irrational.2 But this title reflects the same mistake that my colleagues and I made when we privately disparaged our clients for their stupidity. If people are predictably irrational, perhaps they are not irrational at all: perhaps the fault lies not with the world, but with our concept of rationality. Perhaps we should think differently about how we really make decisions and solve problems. Perhaps we should recognise the ubiquity, and inevitability, of obliquity.

The term obliquity was suggested to me by Sir James Black, the Nobel Prize winning chemist whose contribution to the development of ICI’s pharmaceutical business is described in chapter three. In the course of verifying that history, I talked to Black about his reasons for leaving ICI to join another British pharmaceutical company, SmithKline. At SmithKline Black discovered another blockbuster drug and the indirect effect was to stimulate a third company, Glaxo, to create and market Zantac, which would become the world’s bestselling prescription drug.

Black probably created more shareholder value than any other man in post-war British business, but his motivation was to pursue chemistry, not profit. He left ICI, he told me, because his interests were in furthering his research, not helping to market his discoveries. ‘I used to tell my colleagues (in ICI) that if they wanted profits, there were many easier routes than drug research. How wrong could I have been!’ he told me, and went on ‘I call it the principle of obliquity: goals are often best achieved without intending them’.

Black died two days before the first edition of this book was published. I hope it is not presumptuous to dedicate this paperback edition to a British scientist whose modesty was as remarkable as his talent.
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Obliquity

why our objectives are often best pursued indirectly

I never, indeed, wavered in the conviction that happiness is the test of all rules of conduct, and the end of life. But I now thought that this end was only to be attained by not making it the direct end. Those only are happy (I thought) who have their minds fixed on some object other than their own happiness; on the happiness of others, on the improvement of mankind, even on some art or pursuit, followed not as a means, but as itself an ideal end. Aiming thus at something else, they find happiness by the way.

– John Stuart Mill, Autobiography3

Visionary companies pursue a cluster of objectives, of which making money is only one – and not necessarily the primary one. Yes, they seek profits, but they’re equally guided by a core ideology – core values and sense of purpose beyond just making money. Yet paradoxically, the visionary companies make more money than the purely profit driven companies.

– Jim Collins and Jerry Porras, Built to Last4

He is in this, as in many other cases, led by an invisible hand to promote an end which was no part of his intention. By pursuing his own interest he frequently promotes that of society more effectually than when he really intends to promote it.

– Adam Smith, The Wealth of Nations5

Tell all the truth, but tell it slant. Success in circuit lies.

– Emily Dickinson6

The American continent separates the Atlantic Ocean in the east from the Pacific in the west. The route of the Panama Canal follows the shortest crossing of America. When you arrive at Balboa port on the Pacific coast you are some 30 miles to the east of Colón, where you left the Atlantic. The best route follows a south-easterly direction. The shortest straight line running from east to west goes through Nicaragua, and this ‘direct’ route is much longer.

The people who first found this route weren’t looking west, and they weren’t looking for oceans. Keats attributed the find to

… stout Cortez when with eagle eyes
He star’d at the Pacific – and all his men
Look’d at each other with a wild surmise –
Silent, upon a peak in Darien.7

Balboa, not Cortez, was the first European to see the Pacific, but Keats had the right general idea. The way to the ocean was found by conquistadors who were looking for silver and gold, not oceans. Not only was the route oblique, so was the means of its discovery.

The problem of finding the best traverse of America is easier than most problems we face in business, politics or our personal lives. We have almost complete knowledge of the territory and it doesn’t change – or doesn’t change much: the warming of the Arctic seas may make the North-West Passage a navigable route, enabling ships to sail routinely from Atlantic to Pacific without using a canal at all.
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Fig 1 / Central America – direct and oblique crossings

In the meantime, however, the best route is the Panama Canal. Ships go eastwards in order to reach their western destination more quickly and economically. They follow a trajectory that is oblique. Obliquity describes the process of achieving complex objectives indirectly.

In general, oblique approaches recognise that complex objectives tend to be imprecisely defined and contain many elements that are not necessarily or obviously compatible with each other, and that we learn about the nature of the objectives and the means of achieving them during a process of experiment and discovery. Oblique approaches often step backwards to move forwards. All these things were true of the activities that engaged Cortez (or Balboa). Like other great achievers, they tackled problems whose nature emerged only as they solved them.

In the twentieth century, technology emancipated builders from tradition and accumulated knowledge. Some architects believed that they could dispense with the oblique approach, the practice of incremental modification of concepts and observances enshrined in long-accepted conventions. They preferred deduction from first principles and believed that the direct could replace the oblique. There were many straight lines on their drawings.

The hope that rational design by an omniscient planner could supersede practical knowledge derived from a process of adaptation and discovery swept across many fields in the course of the twentieth century. This approach was generally described as modernism.8

The architectural commentator Charles Jencks declared that modernism ended at 3.32 p.m. on 15 July 1972, when demolition contractors detonated fuses to blow up the Pruitt-Igoe housing project in St Louis.9 Less than two decades earlier, the scheme had won awards for its pioneering, visionary architecture. Tower blocks were the supreme expression of Le Corbusier’s view that ‘a house is a machine for living in’.10 Le Corbusier himself designed the first such buildings in Marseille.11 The Unité d’habitation was the product of one man’s vision and was planned in detail – down to the furnishing of the flats – right from the start.

[image: image]

Fig 2 / Le Corbusier’s Unité d’habitation, Marseille. (Roger Viollet/Getty Images)

The modernists knew less than they thought. A house is not simply a machine for living in. There is a difference between a house and a home. The functions of a home are complex: the utility of a building depends not only on its design but on the reactions of those who live in it. The occupants of the Pruitt-Igoe scheme were alienated by an environment that saw no need for oblique, unplanned social interactions. They disliked the projects, they hated their flats, they trashed the common parts. The practicality of the blocks proved, in the end, not to be practical.
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Fig 3 / Notre Dame, Paris. (Getty Images)

An oblique approach recognises that what we want from a home, or a community, has many elements. We will never succeed in specifying fully what they are, and to the extent that we do, we discover that they are often incompatible and inconsistent. The interactions between a home and its occupants, or between the people who make up a community, are complex and uncertain. Experience of both previous and current problems guides the search for answers. Many people contribute to the outcome, and even after that outcome has been realised none of them necessarily holds a full understanding of how it came about. That is how the cathedral of Notre Dame was built, by many hands over several centuries.

Reengineering the Corporation by Michael Hammer and James Champy was one of the bestselling business books of the 1990s, and Hammer and Champy were as radical in aspiration as Le Corbusier:

These ideas, we believe, are as important to business today as Adam Smith’s ideas were to the entrepreneurs and managers of the last two centuries. [Reengineering] means asking the question ‘If I were re-creating this company today, given what I know and given current technology, what would it look like?’ Reengineering a company means tossing aside old systems and starting over. It involves going back to the beginning and inventing a better way of doing work.12

Re-engineering was the substitution of design for adaptation and discovery – preferring the direct to the oblique.

The demand for such a direct approach found a manifesto in Lenin’s What Is to Be Done?13 The future Russian leader argued that political and economic reform could be achieved only if imposed by a close-knit revolutionary cadre with a single vision. And although Le Corbusier was as far to the right as Lenin was to the left, and Hammer and Champy were certainly no Marxists, Le Corbusier would have approved wholeheartedly. Re-engineering was the essence of his conception.

It has been drawn up by serene and lucid minds. It has taken account of nothing but human truths. It has ignored all current regulations, all existing usages and channels.14

I cannot read such words without thinking of Pol Pot, who proclaimed that the Khmer Rouge takeover of Cambodia marked year zero, when everything began anew (two centuries earlier, the French Revolutionaries made the same claim). A reign of terror followed in both cases. Pol Pot not only destroyed the fabric of society, he killed or caused the deaths of some 1.5 million of his countrymen.

Hammer and Champy are not bad men. Perhaps they do not really mean what they appear to say, and re-engineering should be seen as a thought experiment, a way of asking questions about the relevance of current practice, not a literal prescription. Still, Lenin and Le Corbusier did mean what they said. What they believed to be the height of rationality, the creation of ‘serene and lucid minds’, was not rational at all, because based on a false and oversimplified picture of the world. The environment – social, commercial, natural – in which we operate changes over time and as we interact with it. Our knowledge of that complex environment is necessarily piecemeal and imperfect. And so objectives are generally best accomplished obliquely rather than directly.

This book is divided into three parts. In Part One (chapters 2–6) I will illustrate the role of obliquity in our personal and our working lives. Happiness is not achieved through the pursuit of happiness. The most profitable businesses are not the most profit-oriented. The wealthiest people are not those most assertive in the pursuit of wealth. The greatest paintings are not the most accurate representations of their subjects, the forests most resistant to fires are not the ones whose foresters are most successful in extinguishing fires. Soviet planners managed the economy far less successfully than the adaptive, disorganised processes of market economies.

In Part Two (chapters 7–12) I will describe the factors that make direct approaches impracticable for so many problems and demonstrate the need for obliquity. Our objectives are often necessarily loosely described, and frequently have elements that are not just incompatible but incommensurable. The consequences of our actions depend on the responses of other people, and these responses spring not just from our actions but from their perceptions of our motives for undertaking these actions. We deal with complex systems whose structure we can understand only imperfectly. The problems we face are rarely completely specified, and the environment in which we tackle them contains irresolvable uncertainties.

In Part Three (chapters 13–20) I describe the oblique approach to problem solving and decision making. In obliquity there are no predictable connections between intentions and outcomes. Oblique problem solvers do not evaluate all available alternatives: they make successive choices from a narrow range of options. Effective decision makers are distinguished not so much by the superior extent of their knowledge as by their recognition of its limitations. Problem solving is iterative and adaptive, rather than direct. Good decision makers are not identified by their ability to provide compelling accounts of how they reached their conclusions. The most complex systems come into being, and function, without anyone having knowledge of the whole. Good decision makers are eclectic and tend to regard consistency as a mark of stubbornness, or ideological blindness, rather than a virtue. Rationality is not defined by good processes; irrationality lies in persisting with methods and actions that plainly do not work – including the methods and actions that commonly masquerade as rationality.


part one
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The oblique world

how obliquity is all around us
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Happiness

how the happiest people do not pursue happiness

In 1980 Reinhold Messner performed perhaps the most spectacular mountaineering feat ever accomplished. He reached the summit of Everest from the more difficult Tibetan side alone and without oxygen. ‘I can scarcely go on […] No despair, no happiness, no anxiety,’ he wrote. ‘I have not lost the mastery of my feelings, there are actually no more feelings. I consist only of will.’15

Messner was trying to achieve many things – to see the world from its highest point, to complete a difficult climb, to achieve fame and personal satisfaction. He sought happiness by enduring misery, he chose the most demanding route, he deprived himself of aids that would have made his progress safer and his success more probable. He achieved his objective obliquely (whatever, exactly, his objective was – and not only do we not know, we cannot be sure that he knew) by overcoming obstacles he had placed in his own path.

Climbing high mountains is dangerous and exhausting. The people who undertake it face freezing cold, they fight for breath and are prone to sickness. Asked why they do it, they frequently repeat the unsatisfactory answer attributed to George Mallory, who died on Everest in 1924 and may have been the first man to reach the summit: ‘Because it is there.’16 When pressed, they elaborate these answers with explanations that can be interpreted as a search for self-esteem, prestige or fulfilment.

Mountaineering is an extreme example of an apparently unpleasant activity undertaken by people who could be comfortable. But there are many others. Common leisure pursuits involve demanding physical effort. Men and women chase a ball around a field until they are too tired to stand. These routes to happiness are oblique. We make ourselves cold, wet and exhausted. We climb mountains only to descend again, we swim out to sea to be thrown back on land, we run until we are too tired to run any more. The determinants of happiness are evidently complicated.

The psychologist Mihalyi Csikszentmihalyi has described the sensation people experience in demanding activities as flow. It is ‘the sense of effortless action they feel [that] tends to occur when a person’s skills are fully involved in overcoming a challenge that is just about manageable’.17 Flow is often achieved at work. The experiences I associate with flow are lectures or seminars that seem to be going really well, the silence of an audience that is hanging on the next word, or the sensation of writing when, as occasionally happens, the words seem – well, to flow. But many flow experiences come in leisure activities, such as surfing or ball games, or in other recreation, such as making music or fashioning sculptures: activities whose only purpose is the activity itself.

People experiencing flow do not say they are happy: Csikszentmihalyi asks his subjects to report regularly on their state of mind, and they are more likely to tell him they are happy when they are socialising with friends than when in flow. Perhaps people in flow are just too busy to be happy. But flow experiences seem to contribute greatly to long-term well-being. That is presumably why Mallory went back to the mountains until he died.

Csikszentmihalyi reports that many people describe their flow experiences as ‘moments that stand out as being the best in their lives’. If he is right – and most readers will recognise the feelings he describes – then the people who seek happiness in these oblique and superficially unpromising ways are not making mistakes. Through experiences we normally associate with unhappiness, they achieve greater happiness than if they had sought happiness directly.

Perhaps people are confused about what makes them happy.18 Anyone who has changed a nappy or failed to quieten a childish tantrum will recognise that looking after children is an oblique route to happiness. Csikszentmihalyi reports that people are happier when they are at work than when engaged in child care, and researchers observe that reported happiness increases sharply when children leave home.19 Yet many people also say that bringing up their children was the best experience of their life.

Perhaps, under social pressure to applaud the experience of child rearing, people say their children make them happy even though that is not what they really feel. But a more likely explanation is that people who say that bringing up their children has made them very happy are telling the truth. And when the same people say that much of the time they spent with their children was not happy, they are also telling the truth. Mountaineers like Messner do not say that being cold, starved of oxygen and at frequent risk of injury or death makes them happy. They confirm the common-sense assumption that such experiences are unpleasant. But the experience of having accomplished a difficult climb makes them immensely happy. They are not contradicting themselves, because happiness is not simply the aggregate of happy moments.

We have methods of creating happy, or at least happier, moments. Some people avoid depression by taking Prozac, or achieve pleasurable experiences through drugs, or are addicted to gambling or sex. This way of life was satirised in Aldous Huxley’s Brave New World.20 Learning was directed at making people believe they were happy and a drug, soma, removed any residual negative feelings. As we know more about the chemical processes in the brain that are associated with states we describe as happy or unhappy, the idea of Huxley’s drug is no longer science fiction. There could be a very direct route to happiness.

But are those who seek happiness in this way really happy? The philosopher Robert Nozick imagined an experience machine that would not only enable the user to create any desired sensation but make it possible to forget that he or she was linked to the machine.21 But, he suggested, we might not want to use it. Nozick thought not only that oblique approaches were the best route to happiness, but that they were the only route to real happiness. He also thought most people would agree with him.

Oscar Wilde’s Dorian Gray sought the directness of the experience machine: ‘a man who is master of himself can end a sorrow as he can invent an emotion. I don’t want to be at the mercy of my emotions. I want to use them, to enjoy them and to dominate them’.22 Wilde’s The Picture of Dorian Gray is one exploration of the Faustian theme, in which the soul is traded for transitory pleasures. The enduring popularity of this motif is an expression of our knowledge that we often sacrifice our real objective by pursuing what we want.

Happiness is not achieved through the frequent repetition of pleasurable experiences, and that is why ‘the pursuit of happiness’ is a peculiar phrase. It is easy to see why the Founding Fathers chose that language to describe their aspirations. While the potential citizens of the United States might assert the right to life and to liberty, to claim a right to happiness would be presumptuous. But happiness is not best attained by its pursuit, and those who pursue happiness misunderstand its nature.

The difficulties of pursuing happiness begin with the difficulty of knowing what it is we pursue. A heart-warming film, The Pursuit of Happyness [sic]23 stars Will Smith in a rags-to-riches story. Loosely based on an account by Chris Gardner,24 it tells of an Afro-American kid who rises from homelessness through the brokerage firms Dean Witter and Bear Stearns to become chief executive of a securities trading business. For Gardner, the pursuit of happiness begins when he sees a broker in a red Ferrari in a hospital parking lot. From then on, drive and ambition take him directly to the top. Eventually Gardner himself acquires a red Ferrari.

But this story tells us more about modern American life and values than about happiness. Happiness is not a red Ferrari. In advanced countries, the proportion of people who say they are happy has remained broadly constant over time as incomes have increased. Countries such as Nigeria, where poverty is widespread by any standard, have average levels of reported happiness comparable to those of the United States or Western Europe. Although average happiness does not necessarily rise with average income, higher income households consistently report greater happiness than poorer households – that is the lure of the red Ferrari.

The achievement of happiness is a matter of personal fulfilment rather than objective circumstances. People with severe disabilities, such as paraplegics, mostly describe themselves as happy. They are much happier than people believe they would be if they were themselves to suffer from paraplegia. The capacity of humans to survive appalling circumstances, and emerge little affected, is an extraordinary testimony to our powers of adaptation.25

Happiness is where you find it, not where you go in search of it. The shortest crossing of America was found by seekers for gold, not explorers of oceans. The discovery of happiness, like the discovery of new territory, is usually oblique.
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The profit-seeking paradox

how the most profitable companies are not the most profit-oriented

For most of the twentieth century, ICI was Britain’s largest and most successful manufacturing company. In 1990, ICI described its business purpose:

ICI aims to be the world’s leading chemical company, serving customers internationally through the innovative and responsible application of chemistry and related science.

Through achievement of our aim, we will enhance the wealth and well-being of our shareholders, our employees, our customers and the communities which we serve and in which we operate.26

ICI’s business had evolved over the decades through changing interpretations of the ‘responsible application of chemistry’. Traditional strengths in dyestuffs and explosives were translated into new chemical businesses – industrial feedstocks and agricultural fertilisers and finally, after the Second World War, pharmaceuticals.

But this strategic decision was slow to bring returns. The pharmaceutical division was a continuing drain on ICI resources until the discovery of beta blockers in the 1960s gave the company the first effective drug for controlling hypertension. More discoveries followed, and in the next two decades pharmaceuticals became the growth engine of the company.

The research capabilities developed in ICI provided a pool of talent from which other companies, like Glaxo and SmithKline and French, found ideas and people. In particular, SmithKline recruited James Black, the chemist behind beta blockers, who was frustrated that ICI was emphasising profit over science. Black went on to discover a new group of blockbusting drugs, anti-ulcerants. These transformed the profitability of first SmithKline and then Glaxo, whose related product Zantac was a runaway success. ICI’s decision to enter pharmaceuticals ultimately led to the development of a British global pharmaceutical industry, perhaps the greatest achievement in postwar British business.

In 1991, a predatory takeover specialist, Hanson Trust, bought a modest stake in ICI. While the threat to the company’s independence did not last long, the effects were galvanising. Directness was the order of the day. The company restructured its operations and floated the pharmaceutical division as a separate business, Zeneca. The rump business of ICI declared a new mission statement: ‘The ICI Group’s vision is to be the industry leader in creating value for customers and shareholders through market leadership, technological edge and a world competitive cost base.’27

The company embarked on an extensive programme of acquisitions and disposals that failed in every respect, including that of creating shareholder value. The share price peaked in 1997, a few months after this new strategy was announced. The decline thereafter was relentless. In 2007, ICI ceased to exist as an independent company. The responsible application of chemistry not only created a better business than did the attempts at creating value: it also created more value.

When I taught strategy at London Business School in the early 1990s, I told students that Boeing’s grip on the world civil aviation market made it the most powerful market leader in world business. Just as ICI was committed to chemistry, so Boeing was committed to aeroplanes. Bill Allen was chief executive from 1945 to 1968. The spirit of himself and his colleagues, he explained was to ‘eat, breathe, and sleep the world of aeronautics’.28

During Allen’s tenure Boeing developed the 737. With almost four thousand planes in the air, it is the most successful passenger airliner in history. But the company’s largest and riskiest project was the development of the 747 jumbo jet. When a non-executive director asked for details of the expected return on investment, he was brushed off: some studies had been made, he was told, but the manager concerned couldn’t remember the result.29 By the early 1990s the company had established almost complete dominance of world civil aviation. Boeing created the most commercially successful aircraft company, not through love of profit, but through love of planes. The oblique approach to profitability delivered spectacular results.

Yet it took only ten years for Boeing to prove me wrong in asserting that its market position in civil aviation was impregnable. A decisive shift in corporate culture followed the acquisition of the company’s chief US rival, McDonnell Douglas. The new CEO, Phil Condit, explained that the company’s previous preoccupation with meeting ‘technological challenges of supreme magnitude’ would have to change.30 Directness would displace obliquity, it claimed: ‘We are going into a value based environment where unit cost, return on investment, shareholder return are the measures by which you’ll be judged. That’s a big shift.’31 The company put the location of its corporate headquarters up for auction, and its senior executives agreed to move from Seattle, where the main production facilities were located, to Chicago. The newly focused business reviewed risky investments in new civil projects with much greater scepticism, and made a strategic decision to redirect resources towards projects for the US military that involved low financial risk. Chicago had the advantage of being nearer to Washington, where government funds were dispensed.

So Boeing’s civil order book fell behind that of Airbus, the European consortium. The aims of Airbus were not initially commercial but, by oblique chance, Europe’s champion became a profitable business. Boeing’s strategy of getting close to the Pentagon proved counter-productive: the company got rather too close, and faced allegations of corruption.32 And what was the market’s verdict on the company’s performance in terms of unit cost, return on investment and shareholder return? Boeing stock, $32 when Condit took over, rose to $59 as he affirmed the commitment to shareholder value; by the time of his enforced resignation in December 2003 it had fallen to $34.

Condit’s successors once again emphasised civil aviation. The 777 is a success, and the Dreamliner appears a better vehicle for the future than the huge Airbus 380. By 2008, Boeing had regained from Airbus its leading position in commercial aviation and the share price its earlier value. At Boeing, as at ICI, shareholder value was most effectively created when sought obliquely.

That profit-seeking paradox, like the conundrum of happiness, illustrates the power of obliquity. Comparisons of the same companies over time are echoed in contrasts between different companies in the same industries. Jim Collins and Jerry Porras undertook paired comparisons between outstanding (‘visionary’) companies and adequate, but less remarkable firms with similar operations. Merck and Pfizer was one such comparison. Collins and Porras compared the oblique philosophy of George Merck – ‘We try never to forget that medicine is for the people. It is not for the profits. The profits follow, and if we have remembered that, they have never failed to appear. The better we have remembered it, the larger they have been’33 – with the directness of John McKeen of Pfizer – ‘So far as humanly possible, we aim to get profit out of everything we do.’34

Collins’s book was published in 1994. Fifteen years later, in How the Mighty Fall, Collins would revisit the Merck story: ‘In his 1995 annual letter to shareholders, Merck’s chairman and CEO, Ray Gilmartin, delineated the company’s number one business objective: “being a top-tier growth company”.’ The opening line of the chairman’s letter in the 2000 annual report stated directly: ‘As a company, Merck is totally focused on growth.’35

Merck’s shift to a more direct approach did not have a happy outcome. Both Merck and Pfizer would, in the late 1990s, bring to market a new class of drugs called COX-2 inhibitors. These products are powerful analgesics, and for some patients, who have difficulty in tolerating established anti-inflammatory drugs such as aspirin, COX-2 inhibitors have proved invaluable. But the best route to revenue growth was to promote these drugs to a mass market for which inexpensive substitutes were equally satisfactory.

Vioxx, Merck’s product, aggravated heart conditions in a small minority of these patients. The company was slow to respond to reports of adverse reactions, but finally it withdrew Vioxx from the market and faced the prospect of extensive litigation from alleged victims of its promotional campaigns. Merck fell off Fortune’s list of most admired companies, on which it had occupied a prominent position for many years.36

Today, the pharmaceutical company that has created most value for its shareholders is Johnson and Johnson, whose oblique ‘credo’ was first set out in 1943 by Robert Johnson, a scion of the founding family and company chairman for thirty years. ‘We believe our first responsibility is to the doctors, nurses and patients, to mothers and fathers and all others who use our products and services,’ the credo begins. It ends, many lines later, ‘when we operate according to these principles, the stockholders should realise a fair return.’37 Events seem to have proved Robert Johnson right.

Few companies go as far as Sony’s declaration of its oblique approach to profit in its founding statement: ‘We shall eliminate any undue profit-seeking.’38 But Collins and Porras paired Hewlett Packard with Texas Instruments, Procter and Gamble with Colgate, and Marriott with Howard Johnson, and found the same result in each case: the company that put more emphasis on profit in its declaration of objectives was the less profitable in its financial statements.

There are many similar examples of the triumph of the oblique over the direct. Citigroup was created in 1998 as a result of the merger of Citicorp, the world’s largest retail bank, with the Travelers financial group created by the ambitious Sandy Weill. The group structure featured Weill and the more cerebral John Reed of Citicorp as joint CEOs. Tension between the two men was evident from the beginning, not least in their vision of the business: ‘“The model I have is of a global consumer company that really helps the middle class with something they haven’t been served well by historically” [said Reed]. “That’s my vision. That’s my dream.” “My goal is increasing shareholder value,” Sandy [Weill] interjected, glancing frequently at a nearby computer monitor displaying Citigroup’s changing stock price.’39

Within a short time, Weill had displaced Reed. Then revelations of a range of improprieties at Citigroup tumbled out. By 2002, a shaken Weill would be asserting that ‘we must be conscious of a broader purpose than simply delivering profits’.40 Soon after, Weill himself was out of office, replaced by the lawyer Chuck Prince, with a brief to restore Citigroup’s reputation.

But allegations of wrongdoing kept coming, to be followed by business disasters. As the credit expansion reached its apogee in 2007, Prince would tell the Financial Times: ‘So long as the music is playing, you have to get up and dance. We’re still dancing.’ 41 But a month later, the music stopped. Prince would also soon lose his job, and by 2008 Citigroup would be surviving only on life support from the US taxpayer. The merger had in less than a decade destroyed almost all the shareholder value in Citicorp.

The modern philosopher Alasdair MacIntyre contrasts the business of fishing – designed and planned – with the practice of fishing – the methods and traditions which have evolved over the generations in a fishing community. In the fishing business:

A fishing crew may be organised and understood as a purely technical and economic means to a productive end, whose aim is only or overridingly to satisfy as profitably as possible some market’s demand for fish. […] Not only the skills, but also the qualities of character valued by those who manage the organisation, will be those well designed to achieve a high level of profitability. And each individual at work as a member of such a fishing crew will value those qualities of character in her or himself or in others which are apt to produce a high level of reward for her or himself.

That is the sort of crew in which Sandy Weill would be comfortable, at least so long as he was captain. But MacIntyre admires the practice of fishing.

Consider by contrast a crew whose members may well have initially joined for the sake of their wage or other share of the catch, but who have acquired from the rest of the crew an understanding of and devotion to excellence in fishing and to excellence in playing one’s part as a member of such a crew. […] So the interdependence of the members of a fishing crew in respect of skills, the achievement of goods and the acquisition of virtues will extend to an interdependence of the families of crew members and perhaps beyond them to the whole society of a fishing village.42

For MacIntyre it appears self-evident that the first crew will catch more fish. But is he right? Or are the complex objectives of a business organisation – including a fishery – better achieved by an equivalently complex process of balancing incomparable and incommensurable underlying values and goals? As so often, we have a Harvard Business School case to help us. The Prelude Corporation, once the largest lobster producer in North America, sought to bring the techniques of modern management to the fishing industry. The case cites its president, Joseph S. Gaziano:

The fishing industry now is just like the automobile industry was 60 years ago: 100 companies are going to come and go, but we’ll be the General Motors […] The technology and money required to fish offshore are so great that the little guy can’t make out.43

Soon after the case was written the Prelude Corporation became insolvent. It did so, moreover, for entirely explicable reasons – which emerge from MacIntyre’s account. You don’t make fish, you hunt it. Your success depends on the flair, skills and initiative of people who cannot be effectively supervised. The product of people who feel genuine commitment, who ‘have acquired from the rest of the crew an understanding of and devotion to excellence in fishing’ exceeds that achieved when the ‘only aim is overridingly to satisfy as profitably as possible some market’s desire for fish’.44 That is why MacIntyre’s second crew is still fishing while his first is not.

George Merck and Robert Johnson created great businesses which, in consequence, made remarkable amounts of money for their shareholders. ICI and Boeing were more successful as profit-making companies when they ‘served customers internationally through the responsible application of chemistry’ or ‘ate, breathed and slept the world of aeronautics’ than when they tried to ‘maximise value for our shareholders’ or ‘go into a value based environment’.

But the last word in this chapter should go to Jack Welch, CEO of General Electric from 1981 to 2000. Welch was not just America’s most admired businessman but a darling of Wall Street. The rise in the market capitalisation of GE during Welch’s tenure represented the greatest creation of shareholder value ever. Ten years into retirement, he told the FT: ‘Shareholder value is the dumbest idea in the world.’ 45 Elaborating his thought to Business Week a few days later, he explained:

The job of a leader and his or her team is to deliver to commitments in the short term while investing in the long term health of the business […] Employees will benefit from job security and better rewards. Customers will benefit from better products or services. Communities will benefit because successful companies and their employees give back. And obviously shareholders will benefit because they can count on companies who will deliver on both their short term commitments and long term vision.46

The route to profit was an oblique one.
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