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Letter from the Editor 

 

Welcome to the Journal of Management Excellence. If you have had 

the opportunity to read previous issues, then welcome back! We 

appreciate you taking the time to read our thought-provoking 

content, and we value any feedback that you would like to share with 

us. 

Creating Options 

 In this issue, we tackle many aspects surrounding the theme of 

“creating options.” In a down economy, organizations often busy 

themselves doing the same day-to-day activities just trying to survive. 

“Cut costs and sell more” is the main directive, and, chances are, 

competitors are doing exactly the same thing. Now—more than 

ever—is the right time to create new and different business options to ensure that you thrive, 

and not just survive, now and in the future. With scarce resources at hand, creating options may 

sound daunting, but, as you will read in this issue, there are many ways to create them. 

In our first article, Frank Buytendijk provides background on why flexibility is so important to 

the future, and he illustrates the differences between having choices and having options. In his 

second article, Frank talks about how a modern IT strategy (being complete, open, and 

integrated) is the foundation for IT to support creating options. Mike Retrum of Activity 

Solutions Inc. provides his view on how performing daily activities differently is important to 

free up precious resources, which can then be put to work creating options.  

Thomas Oestreich shares his insights on how a SOA-based IT architecture can help create 

options, with a special focus on the necessity of MDM support. Jim Franklin talks about the 

upside (opportunity) and the downside (risk) of creating options, and how hedging can help 

maximize the upside while minimizing the downside. Claire Carradice of Siemens looks at how 

encouraging and empowering employees to use innovative and flexible thinking to create options 

goes a long way to uncovering options that might otherwise be missed. And, as always, Mark 

Conway has assembled a very useful list of resources defining the concepts of Real Options and 

how they are used for decision-making. 

Thank you to all contributors of the Journal of Management Excellence for your thoughtful 

insights in this issue. The theme for the next issue of the JME is “The Value of Information.” If 

you are interested in contributing, please contact me at toby.hatch@oracle.com. 

   Toby 

P.S. You can download the Journal of Management Excellence archives at 

http://www.oracle.com/solutions/thoughtleadership/resource-library.html . For more thought 

leadership, visit www.oracle.com/thoughtleadership .

 

Toby Hatch 

Senior Strategist 

toby.hatch@oracle.com 
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What is Strategy? 

 

Strategic must be one of the most abused words in business. 

When you ask people what strategy actually is, they usually say 

something about the things that we concentrate on and the 

things that we don't do. A strategy is based on our position in 

the market and how we respond to competition. In short, 

strategy is about making choices. This way of strategic thinking 

is influenced most by Michael Porter, one of the world’s leading 

strategy gurus. Companies that avoid choices and lack trade-offs 

become “stuck in the middle”: They do not differentiate and 

they cannot sustain. 

Let’s argue with Porter a bit. Strategy should ensure a company’s future success, plotting the 

steps toward the goal. If we know one thing about the future, it is that it will be different from 

today. How can we make choices today that impact tomorrow’s performance? And is it wise to 

make choices that will limit our flexibility to respond to tomorrow’s needs? Do we really believe 

that with analytical rigor we can foresee the future? That if we have all the data and are smart 

enough, we can crack the code? Of course not. That is not the question. The real issue is how to 

deal with the unknown future, with strategic uncertainty.  

In highly unpredictable environments—and which industry is predictable?—strategy today must 

align with the fluidity of the external environment. It must be flexible enough to change 

constantly and adapt to external and internal conditions. What if we do not think of strategy as 

making choices, but as creating a portfolio of options? Options, as opposed to choices, do not limit 

our flexibility in the future; instead, they create strategic flexibility. Strategy as a portfolio of 

options behaves the same as a portfolio of financial options. They give you the opportunity to 

exercise these options in the future—but you don’t have to—and they allow you to wait until the 

moment is right. Obviously, these options shouldn’t be random; they should be structured 

around strategic themes, such as: growth based on acquisitions, organic growth, creating a 

greener way of working, entering or retreating from certain markets, or specific go-to-market 

strategies.  

The idea of options in the real world, like options as a financial instrument, is called—not 

surprisingly—real options. In the traditional view, risk and uncertainty depress an investment’s 

value. If you don’t focus on making “bet-the-farm” choices, but instead on creating managerial 

flexibility, risk becomes an instrument of value creation. Uncertainty, seen this way, does not 

depress the value of investments; rather, it may amplify their value. Strategy, with its focus on the 

future, is characterized by uncertainty. The more uncertain a future, the more you can benefit 

from it if flexibility and adaptivity are your core strategic competencies. Defining strategy as 

creating options for the future enables you to undertake riskier investments that have a potential 

higher upside for the same risk appetite that an organization may have. 

 

 

 

Frank Buytendijk, 

Vice President and Fellow 

frank.buytendijk@oracle.com 

blogs.oracle.com/frankbuytendijk 
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Let's use a puzzle metaphor. Traditionally, strategy is seen as a puzzle, in which each piece is a 

part of the strategy. External factors, such as competition, market conditions, regulations, and 

value-chain constraints, are the puzzle pieces, as are internal factors such as resources, 

capabilities, culture, and expectations. The idea is to combine the pieces to make a “big picture.”  

  

Figure 1: Strategy as a puzzle 

 

The alternative view, strategy as a portfolio of options, resembles a Chinese tangram. With the 

same puzzle pieces, you can form many different figures. Translated to business terms, with the 

same resources, processes, systems, partners, and so forth, you can put together many different 

strategies and courses of action, based on any changes and growing insight. Strategies should not be 

evaluated as right or wrong, but as adaptable or not adaptable. This sounds nice from a conceptual point 

of view, but how do you do that in practice? Here are three considerations to start with. 

Scenario Planning 

Strategic exercises often are based on creating a better understanding of the most desirable future 

state of the company. However, the environment continuously changes. A better way to create a 

more future-proof strategy is to base it on scenario planning. Scenarios are stories about the 

future, each describing a different potential reality. The key to a scenario planning exercise is to 

formulate the assumptions in the business and challenge them. What if the greenhouse effect 

turns out to be worse than expected? What if mobile-phone signals are discovered to have 

negative health effects? What if the economy completely breaks down because the financial 

system doesn’t work anymore?1 The least important goal of scenario planning is to be right about 

the future. It helps to think of future performance not as one plan to stick to, but as a number of 

options. If we open our eyes for change, which is the most important goal of scenario planning, 

we would recognize these different directions—whatever they may be—a bit better. Training 

                                                 
1 No, wait; that unthinkable thing happened already. Was anyone ready to respond? 



Journal of Management Excellence: Creating Options 
Issue 8, January 2010 

 
 

6 

yourself to think in terms of scenarios and options broadens your horizon and creates a prepared 

mind.2 

Tight Integration Between Operations and the Strategic Level 

The best way to improve business performance is to exploit some change in your environment—

in technology, consumer tastes, laws, resource prices, or competitive behavior—and ride that 

change with quickness and skill. Unfortunately, traditional strategic thinking stops companies 

from adopting this integration. In the traditional sense, strategy formulation is a separate process 

from strategy execution. You can also see strategy as evolutionary. Proponents of this school 

believe that the environment of an organization is too complex to fully understand, and it 

changes too often to control. The best you can do is pick up signals that indicate change. Those 

signals usually arise from daily operations and must be elevated as quickly as possible. Likewise, 

new ideas need to be implemented as soon as possible. Rapid implementation is possible only by 

closely integrating operations and strategy.  

Continuous Planning 

Although the strategy may be flexible, the goals should be well understood, in one clear picture 

that is easy to convey and instantly remembered, such as “Beat Competitor X,” “Grow to a 50 

billion dollars,” or “Do whatever what is realistically needed to create a happy customer.” 

Understanding the goal provides a direction, and the strategic framework provides the guardrails 

to ensure that emerging strategies don’t go astray. How? The answers unfold while we’re on the 

road. There might be roadblocks, weather conditions may change, and we may deal with fatigue 

while driving. We can deal with these conditions as they arise, but we never take our eyes off of 

the goal.  

Conclusion 

Does this strategy mean that we don't have to make choices anymore? I don't think so. Life is full 

of choices. However, the choices we make should not be based on picking a direction that we 

believe is right, or on picking the best ones. Rather, the choices that we make should be the ones 

that keep our options open for the future.3 

                                                 
2 More on scenario planning in ”Creating Options: The Framework For The Fundamental Job of Management.” 

3 This article is based on the forthcoming book Dealing with Dilemmas: Where Business Analytics Fall Short. 
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Don’t Complain About Options—Create Some 

An uncertain economy demands that companies innovate to create 

business options to thrive and in some cases just to survive. In many 

cases, management is so stuck in its ways and mired in panic that 

getting creative is difficult. The job of an independent consultant is 

to view client situations objectively and make suggestions to help 

clients create options—especially in troubled times. Suggestions are 

not always met with enthusiasm. Conversations often go like this… 

Client: “Our workforce has been slashed. If I can’t meet daily 

demands, how can I focus on the future?” 

Consultant: “Let’s find ways to meet daily business demands 

differently so we can work on options for the future.” 

Client: “Our revenues are down. We need more salespeople if we want to increase revenue.” 

Consultant: “Selling more of the same product is only one way to generate revenue. Let’s create 

other options.” 

Client: “Our margins are down and our revenues are declining. There is no other way—we have 

to cut overhead.”  

Consultant: “Rather than arbitrarily eliminating overhead (like you), let’s look for excess cost in 

less traditional areas. There are other options.” 

Change can be difficult and uncomfortable. Most companies wait too long, hoping that following 

the same old practices somehow will generate new or different results. 

Many companies, experiencing decreased profits, are trying to cut costs and are possibly cutting 

their workforce even though their workload has not changed. Some companies, despite being on 

the verge of bankruptcy, are still reluctant to change. These troubling situations make companies 

see their options as limited at a time when they are most needed.  

So, how can you free up resources and create options?  

• Understand what drives your business to free available resources and/or effectively cut costs.  

• Look inside the four walls of your organization for new revenue opportunities and operational 

efficiencies/cost savings. 

• Look outside the four walls of your organization; examine the entire supply chain for new 

revenue opportunities and possible cost savings. 

 

 

 

Mike Retrum 

Independent Consultant 

Activity Solutions Inc. 

Mike@Retrum.net 
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Understand What Drives Your Business 

Understanding what drives your business can help you to not only find opportunities to cut costs 

without reducing headcount, but also to uncover new business options. Finding and eliminating 

unnecessary drivers of work or waste can free money, labor, or materials—resources that you can 

reinvest in better or alternative business practices.  

Traditionally, companies cut costs by identifying the largest expense on the income statement, 

which is typically labor (after material in the case of manufacturers), and then telling managers to 

cut it by x percent. Without changing the process or eliminating wasteful activity, this exercise 

could be disastrous. Without changing the process, the same workload often is spread among 

fewer people, driving up overtime and worsening the problem. Especially during difficult 

economic times, companies urgently need to understand which activities drive time and effort 

consuming valuable resources in the organization. With this understanding and the elimination of 

waste, the organization can seize opportunities as they arise and effectively cut costs.  

The following are examples of drivers that do not go away if you eliminate people. These are 

examples of what causes the same workload to be spread among fewer people: 

• Customers are placing just as many orders, but the orders are smaller. 

Possible fix—Use online ordering or third-party order-taking companies. 

• Purchasing is placing just as many orders, but the orders are smaller. 

Possible fix—Utilize blanket orders with supplier; examine carrying more inventory. 

• The warehouse is picking just as many orders, but the orders are smaller. 

Possible fix—Change warehouse layout and better utilization of bar-coding. 

• Manufacturing setups/changeovers are occurring more frequently, and productivity is 

decreasing. 

Possible fix—Upgrade equipment for more rapid changeovers, carry inventory of frequently ordered items to 
allow economical lot sizes. 

Finding creative options to deal with smaller orders and frequent setup/changeover could 

radically change the game. Companies must streamline and simplify current activity to free 

resources to take advantage of new opportunities. Cost reductions cannot overburden the 

remaining people in your organization, or production will suffer, and you will not meet the 

demands of your customers.  

Creating Options for a Telecommunications Company 

A telecommunications company set out to free resources, eliminate waste, and allow order-takers to spend more time on 

the telephone with customers to increase revenue. The company proceeded to process-map every major activity in the 

order-taking department. More than 50 maps were drawn, and the project team tried to eliminate waste by examining and 

simplifying the most complicated activities. The company just didn’t understand why their efforts were not generating 

results. They then identified drivers and attached effort to each process map. In doing so, it discovered that the simplest 

activity, “Receive miscellaneous call; answer call; transfer to correct department” drove the most effort. By simplifying their 
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automated attendant so people were able to find the correct area of the company, resources were freed and the order-

takers could double their time taking orders and up-selling features and options. 

Look Inside the Four Walls 

Traditionally, to increase revenue, salespeople are pushed to make more calls to new customers. 

But not all sales are good sales. If a customer requires too much special handling of the product, 

special packaging, or has special distribution requirements, profit may not be realized. This 

principle is the most difficult to teach a salesperson. Another way to increase revenue is to 

identify new options within existing processes. Identifying or creating idle capacity can create 

options to increase revenue while decreasing costs. To identify or create idle capacity, your 

organization first must understand the key drivers. Only then can opportunities be found. 

Creating Options at a Rubber Processor  

A rubber processing plant with state-of-the-art mixing facilities sells their product directly to rubber parts manufacturers. 

The plant created options by gathering critical process information. They identified excess capacity, the type of material 

that fit their customer base, and determined the process-based cost to mix rubber materials. Armed with this knowledge, 

they created the option of selling their excess capacity to a competing rubber-mixing company. Doing so enabled them to 

fill excess capacity, increasing their revenue. The other mixing company was able to eliminate their underutilized second 

shift. 

Look Outside the Four Walls 

Opportunities to create options also exist outside of the four walls of the organization. Focusing 

on your supply chain and your existing distribution channels can help you create options for cost 

savings and revenue gains. 

• Supply chain—Understanding where and why you are spending money can create options for 

saving money. Identifying cost drivers in the supply chain outside the four walls of the 

organization can help identify opportunities to cut costs or to improve the process to gain 

back capacity. 

Creating Options at a Railcar Leasing Company 

At a Railcar Leasing Company, a significant portion of the maintenance on the leased cars is performed by contracted 

maintenance facilities, allowing the leasing company better cost control.To help create options, the leasing company 

identified and tracked commodity being hauled, time between repairs, types of maintenance required, and related 

downtime for leased equipment. From this analysis, they created an option to save money by identifying the 

causes/drivers of the most costly repairs and focused on reducing and eliminating these costly repairs primarily through 

preventative maintenance. 

Additionally, some maintenance is performed by the railroad. The railroad will inspect cars to ensure safety on their tracks. 

If a wheel is out of compliance, the railroad would replace the wheel with a new one. The leasing company identified a 

multimillion dollar option to save money by negotiating with the railroad to use a remanufactured wheel. 

 

• Distribution Channel—Understanding how and where profits are generated within distribution 

channels can help identify areas, products, and customer types on which to focus your sales 
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force. If your organization understands profitability by distribution channel, customer, and 

product/service, focusing the sales efforts will be easier. 

 

Creating Options for a Food Manufacturer 

A food manufacturer successfully focused on creating revenue first by identifying profitability by distribution channels and 

then by identifying excess capacity in their packaging lines, allowing the company to look at options to best use the 

capacity. They identified similar products as well as products requiring similar equipment. They examined their distribution 

channel and talked to their customers to identify products that would mutually increase sales. Armed with the process-

based cost of manufacturing, they increased sales and profitability by selling complementary products while using excess 

capacity. By creating the required information and adopting this option for increasing sales, they focused the sales force 

on more profitable channels. 

To Recap: 

Complaining about the current business situation may feel therapeutic, but being armed with 

information and being creative are necessary to create the options required to thrive. Remember, 

the best ways to create options are to: 

• Understand what drives your business and gather the necessary information. 

• Work on freeing resources from daily activities by doing things differently. Those freed 

resources can be used to create options. 

• Look inside and outside the four walls of your organization for new revenue options and cost-

saving options. 

Now, more than ever, creating options should be your top priority. 
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A Modern IT Strategy Is Based on Creating Options 

 

An important measure of the success of an IT strategy and 

architecture is the ability to adapt to changing circumstances. 

• CIOs are faced with long investment cycles, while 

technology lifecycles are only getting shorter. IT must 

be ready for trends and requirements that are unknown 

when investments are made. 

• A good part of IT innovation that drives new business 

opportunities comes from consumer IT, and CIOs 

must be ready to link in. Today, this innovation 

comprises the 2.0 world: Trends on the horizon include 

augmented reality and sensor technology, for example. 

Analyst Company IDC predicts that unstructured data will grow at twice the rate of 

conventional data. Already, by 2010, unstructured data will make up the majority of all 

enterprise data.4  

• Many businesses invest in value-chain integration, requiring processes and systems to 

link to a wide variety of processes and systems owned by customers, partners, suppliers, 

and other stakeholders. 

IT offers an infinite range of alternatives and unlimited choice in how to tackle these challenges. 

Winnowing a wide range of technology choices requires discipline. CIOs can demonstrate 

leadership by turning unlimited choices into a set of directed options.  

With business operations and information technology inextricably linked, the ability to make 

effective changes to business processes depends on the ability of an organization’s IT to enable 

this change. With most enterprises employing thousands of individual hardware and software 

components, there is an ever-increasing need to develop and adopt an architecture that can 

deliver predictability and responsiveness to change. A solid architecture is key to creating options 

for the future. Agility comes from being able to expedite, delay, expand, or contract IT initiatives, 

as internal or external conditions change. 

I believe a modern IT architecture should possess three characteristics in order to create options: 

IT should be complete, open, and integrated.5 

 

                                                 
4 Infoworld, August 24, 2009, “Dealing with the Data Explosion” 

5 White paper: "Business/IT Alignment White Paper: An Oracle View", www.oracle.com/thoughtleadership 

 

 

 

Frank Buytendijk, 

Vice President and Fellow 

frank.buytendijk@oracle.com 

blogs.oracle.com/frankbuytendijk 
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  KEY CHARACTERISTICS   A MODERN IT STRATEGY... 

  Complete   ... leverages all areas of technology to create new business opportunities 

  Open   ... caters to future, currently unknown, requirements 

  Integrated   ... is effective in a heterogeneous landscape of processes and systems 

Table 2: Key characteristics of a modern IT strategy 

Complete 

The more comprehensive an IT strategy and architecture is, encompassing all aspects of the 

business, the more it is able to leverage opportunities as they arise. Partial IT strategies—for 

instance, focusing on only current business applications and legacy systems—do not address 

areas in which current business innovation typically take place. Many business innovations are 

driven by IT. New technologies keep pushing the envelope and unlocking new ways of working. 

As a result, the IT strategy not only should include infrastructure and business applications but 

also should support decision-making, risk management, collaboration, mobile needs, and value-

chain integration. CIOs should also look into disruptive technologies to drive business 

innovation, instead of being bypassed by the business. IT research firm Gartner, for example, 

mentions augmented reality as an emerging trend.6 Or consider sensor technology, and even 

“serious gaming.” An IT strategy should strive to be complete to create business options. 

Open  

An IT strategy also should focus on an architecture that is open, anticipating applications, 

technologies, and devices that might not be in use, but which users bring to the table, or which 

do not exist today. Instead of measuring IT success based on return on investment on a project-

by-project basis, another—innovative—measurement is to look to the real options IT creates. 

This practice is no different from other types of asset management, in which assets are fixed or 

liquid. The more open and standards-based the IT strategy, the more business options it 

potentially generates. IT strategy in this sense should be seen as a portfolio of investment 

opportunities that can be delayed, expanded, switched, contracted, or abandoned when 

necessary. 

Integrated 

IT landscapes are becoming more heterogeneous. No organization stands alone in a value chain. 

Processes and systems often span multiple organizations, including suppliers, service providers, 

customers, and other parties in the extended value chain. According to a 2009 

PricewaterhouseCoopers survey, leading outsourcing customers and service providers are shifting 

from traditional to collaborative business models, with 35 percent of respondents indicating 

                                                 
6 Gartner Emerging Trends and Technologies Roadshow, 2008 
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increased interest in this approach.7 Outsourcing is only intensifying, particularly in less 

traditional areas such as innovation, research, and development. Sharing information among 

stakeholders creates alignment on the operational and strategic level. However, it is unlikely 

stakeholders will all use the same software from the same vendor. Moreover, the portfolio of 

stakeholders whom you work with constantly changes. A modern IT strategy that focuses on an 

architecture with the ability to integrate with a wide range of other processes and systems—many 

outside the firewall—enables that collaboration and alignment. IT strategies require an 

enterprise-wide approach.  

In Conclusion 

Oracle’s core strategy of Complete, Open, and Integrated (COI) is derived from an appreciation 

of creating options. Specifically having an open architecture that makes Oracle technology hot-

pluggable across a range of other technology is designed to preserve flexibility for the customer. 

The opposite approach of “locking in” to a proprietary system is anathema to a creating option 

framework. While a proprietary system can give you some efficiencies, many CIOs certainly have 

felt the pain of not having created options and so have been locked in to a proprietary system. 

                                                 
7 PricewaterhouseCoopers, “Outsourcing Coming of Age: The Rise of Collaborative Partnering,” 2009 
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 MDM Needed to Create Options with SOA 

Service-oriented architecture (SOA) has been around for many years 

and has gained a lot of traction recently. For this reason, many 

companies have started to implement middleware platforms. But to 

fully leverage the options available through a SOA-based design, 

transaction data, master data, and metadata must be separate from 

services and managed centrally. Because I cannot discuss all three 

data types adequately in this short article, I will focus on the often 

overlooked master data.  

SOA-Based IT  

One key benefit of moving to a SOA-based IT landscape, replacing 

legacy application architectures, is to increase the speed of 

implementation for new requirements while decreasing the necessary 

effort. 

For many years, evaluation, installation, and implementation were barriers to aligning business 

and IT strategies in a timely manner. The cycle time of identifying a need, evaluating applications, 

and finally implementing them, often took one or two years—sometimes longer. Change 

management also proved to be a real issue. Often, even meaningful changes were neglected or 

postponed. Because of the flexibility and agility in composing services from a repository—without 

the application-specific dependency on predefined transaction flows— with SOA-based IT 

systems, the long-standing issue of lengthy implementation times finally can be removed. An 

application or a module takes much longer to implement, because it must be implemented 

completely, often requiring the adaptation of the existing processes to the application-specific 

flow of processes. 

A second key benefit goes beyond this. IT creates options through SOA design. A set of reusable, 

self-contained, independent services can be “composed” or “orchestrated” on a nearly ongoing 

basis. IT can choose how to support the business processes, rather than depending on a specific 

application. To successfully perform this step, it is necessary to “disassemble” the applications.  

• Web Services take care of the communication between the services.  

• The Business Process Management (BPM) layer orchestrates services from the repository to 
support all transactions of a business process. 

The services themselves can be seen as the isolated, functional modules or building blocks of an 

application. Unlike applications, however, services should not contain master data. In a SOA 

design, master data should be managed centrally and independent of the service repository.  

 

Thomas Oestreich, 

Chief EPM Strategist 

thomas.oestreich@oracle.com  
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I want to highlight the importance of master data management (MDM). Though MDM in itself 

does not create options, it is the key enabler to leverage the number of options in a service 

oriented-architecture; that is, the number of possible service combinations. 

Master Data Management Really Matters 

I am certain that everybody agrees that MDM is important for consistency and accuracy. 

Nevertheless, my experience is that MDM is underestimated with respect to a true SOA design. 

MDM is often viewed from a purely transactional perspective, to cleanse, de-duplicate, and 

synchronize the master data objects’ sets of records; for example, the customer master, the 

product, or material masters. In my view of a SOA design, this covers only the first of three 

levels of MDM: the master data record level, or level one. 

At level one, accuracy, completeness, and correctness of the master data records is the key to 

enable the processing of transactions. At this level, the addresses of the customers must be 

correct; the product masters need all relevant attributes and properties. But what often is missing 

from this level is the relevance of the master data records.  

Business rules should also be set to permanently identify business relevancy. Is the customer 

active? Is the product is still sold? Is the material still needed? Many legacy applications today 

carry a huge portion of “dead” records simply because the transactions can be processed despite 

them. Only at the data warehouse and analysis level does this deadweight become a burden, such 

as when sales reports contain hundreds of customers or products with no sales activities. 

Level two, or the hierarchy level, deals with the relationships of master data objects within a 

certain class. Customers, for instance, might be structured and clustered by industry segments or 

geographic regions; product masters are organized by classification schemas or the companies’ 

own product cluster. In “traditional” designs, the information of a specific hierarchy is usually an 

attribute of the master data object itself. This design, however, makes it difficult to manage and 

maintain multiple structures or hierarchies.  

Structures, or hierarchies, are “digital” descriptions of an enterprise. Almost by definition, there 

is usually more than one perspective, each requiring a certain structure. An organization, for 

example, can be structured by cost centers, by legal entities, by business units, or geographically. 

At the very least, when analysis or planning activities are performed, these data relationships are 

crucial. In the heterogeneous IT landscapes of today, these different structures are often 

maintained in different applications. The master data is “bound” to the application, which is not useful 

in a SOA design and significantly reduces the number of options. 

Level three of MDM deals with the relationships of master data objects across different classes. 

Ideally, the relationships between master data across the complete value chain can be identified. 

A prerequisite, of course, is that level two exists. At level three, the point is to connect the 

objects; for instance, identify each supplier that delivers each material which is used in each 

product, based upon each contract. Or, on the demand side, how each customer relates to each 

product from each business unit or channel. 
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This third level is truly a difficult one, but the strategy must include this layer as well. If it is not 

included, then the communication between applications and services is reduced to a simple 

transactional information exchange. Applications, which typically hold this information, cannot 

be replaced by services without the third level in place. Reasons to not bring in this layer might 

include the constraint that the number of customers, relative to their contribution, does not 

make it worthwhile to maintain that level of granularity. Customer clusters created in level two 

might be sufficient, as this is often the case for commodities in consumer markets. Such an 

exercise is also often too costly for C-material. These materials, such as office supplies, are 

usually kept in an electronic catalog, which can be seen as a service. 

The decision that must be made is to identify the core of the business where these relations are 

crucial, and the different classes and master data objects where it is worthwhile to centrally 

manage their relations. 

 

Figure 1: Three Levels of Master Data Management 

  

Together, all three MDM levels create a digital representation of the enterprise, its business 

partners, and customers—and now the flexibility exists to apply all this information to any 

specific application, module, or set of composed services. Having all three levels is an important 

step to reduce the dependency on specific applications, where this information usually is 

maintained. 

Conclusion 

SOA design truly creates options for IT to support the business strategy and to align with it in an 

agile, flexible way. Having a set of reusable, self-contained, independent services that can be 

combined and recombined infinitely and quickly can do that for you. To move from an 

application-based architecture to a service-oriented architecture means that organizations must 

move to “decouple” master data from the applications on all three levels. I would even state that, 

to fully leverage the options available through a SOA design, it is a prerequisite.
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Creating Options: The Framework for the Fundamental Job of 
Management 

The Fundamental Job of Management 

One way of looking at creating options is from the shareholder’s 

point of view. The shareholders, through the board of directors, may 

choose which options to exercise and when, but it is the 

fundamental job of management to create those options and then 

execute upon the selected options. While management is responsible 

for goals, culture, execution, uncertainty management, and team-

building, these are all subordinate to the idea that management is 

creating options for shareholders. 

When evaluating options, shareholders and management may have 

very different frames of reference. The shareholders may be 

involved in many companies simultaneously and therefore have a 

portfolio point of view when evaluating options at a particular 

company. Because managers are tied to one enterprise at a time, they 

evaluate options on an enterprise basis. This difference in 

perspective is particularly acute when evaluating risk in relation to options. The shareholders 

often push for riskier options because they can diversify away the downside. Management usually 

opts for more conservative options that are in alignment with their or their organization’s 

perceived interest in self-preservation. This gap can be reconciled somewhat by managers 

thinking of options over the lifetime of their career, in essence creating a portfolio of options 

over time. Nevertheless, there is a fundamental difference in view between those who create the 

options and those who choose which get exercised.  

If the fundamental job of management is to create options, then the fundamental problem of 

management is which decisions do I make now to maximize my options in the future, given the 

uncertainties of the future, my past data and experience, my constraints and requirements? Note 

the critical distinction between a decision (that which you control) and an uncertainty (that which 

you do not control).8 For example, pricing is a decision you control, whereas elasticity of demand 

is an uncertainty that you do not control. Also, our decisions are guided by the data we have 

available, our experiences, our constraints (financial, human, technical, and so on) and our 

requirements (regulatory, market, investor). 

                                                 
8 
Charnes, John. (2006) Financial Modeling with Crystal Ball and Excel, John Wiley & Sons, Inc. 
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In today’s low-growth environment, many businesses adopt a low-cost strategy—or it may be 

forced upon them by market forces. For example, if your channel is a global discount chain, 

there will be pressure to minimize cost. However, you may trade off flexibility to minimize cost. 

Managers tend to underestimate the value of flexibility. In the short run, minimizing costs pays 

off. And the short run can last quite awhile. However, when that rare but certain event (strike, 

Category 5 Hurricane) hits, then you pay the price for having traded off flexibility. 

What about Real Options?9 While Real Options can be considered a mathematical tool, I prefer 

to think about them in a more qualitative manner. Rather than getting out your software toolbox 

to calculate the volatility or duration, think in terms of option value. Ask yourself, have I 

considered the option dimension to this decision? If I go with option A versus B, am I increasing 

or decreasing my options? What do those options have to be worth to make this decision 

worthwhile? For example, if you source two suppliers instead of one, you have more flexibility, 

but your unit cost is not minimized. You could have received a slightly lower price per unit by 

consolidating all of your purchases to one vendor. Assume that your widgets cost $1.05 each 

from two suppliers or $1.00 each if you place one large order with one supplier. Is the hedge 

worth a nickel a unit? There are many excellent techniques for measuring intangibles.10 So, rather 

than calculate an esoteric—and highly subjective—value of a Real Option, turn the question 

around, “Is it worth at least as much as the cost”? Often, it is much easier to get an intuitive 

grasp from this perspective.  

What about supply chain? Supply-chain planning gets a lot of attention these days: globalization, 

low cost centers, global pricing. But what about creating options? By creating a global enterprise, 

there are tradeoffs in which it is not always clear which is the best alternative. For example, if you 

move a customer-facing process to a low-cost center, you may achieve easy-to-measure savings 

in the short run, but you run the risk of “bad profits.”11 Eventually, the increasing customer 

frustration turns word-of-mouth against you, and your customers and prospects begin to evaluate 

other alternatives. Having multiple sources of redundancy can make the supply chain resilient. 

Like a web, there are many ways to get a product from A to B. If one path falls, another is taken. 

Maintaining the network of pathways may be more costly than one “superhighway” but its 

flexibility may balance out the extra cost. Again, the costs may be easier to calculate, so ask the 

question, “What is the probability that the value of the flexibility of my supply chain is worth the 

marginal expense?”  

What is your time horizon? When thinking about creating options, think explicitly about your 

time horizon. Humans frequently confuse the improbable with the impossible.12 However, given 

a long enough time horizon, the subset of “impossible” becomes quite small. It is those rare, 

                                                 
9
See "What is Strategy" article in this issue of the JME 
10
Hubbard , Douglas (2007) How to Measure Anything, John Wiley & Sons.  

11
Reichheld, Fred (2006) The Ultimate Question, Harvard Business School Publishing Corporation. 

12
Ariely, Dan (2008) Predictably Irrational: The Hidden Forces that Shape Our Decisions, HarperCollins Publishers. 
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hard-to-model events that make all the difference.13 Humans are also not well adapted to 

distinguish between a one-in-a-million chance and a one-in-a-100 million chance. 

Thinking in a “creating options framework” requires the same mental dexterity as thinking in 

ranges—which I have covered in previous editions of JME and elsewhere.14  

Is Scenario Analysis useful to Creating Options? To an extent, yes. Much as Taleb has argued in 

The Black Swan that modeling can create a false sense of security, so can scenario analysis. A 

typical process may include a brainstorming session that creates dozens of possible scenarios. 

Two or three “likely” or “reasonable” scenarios are selected for detailed financial and operational 

planning and budgeting. Then, you think you are covered. You’ve developed your operational 

and financial options given your assessment of the likely scenarios and risk. However, all too 

often, the true case turns out to be one of the scenarios not selected as “likely,” or it never was 

considered in the brainstorm phase.  

So, what to do? In short, hedge. But first recognize the limitations of the exercise you are 

undertaking. Scenarios will assist you in beginning to think about options in light of potential risk 

and opportunities, but will not be definitive. What does a financial hedge look like? Having 

plenty of access to capital. Whether it is keeping excessive cash or paying for what appears to be 

unneeded credit lines, these are financial hedges that will give you options when the reality of 

your business evolves down a path that was not contemplated by your scenario analysis.  

Operational hedges exist as well. When it comes to hiring, erring on the side of generalists gives 

you an embedded option to change course without having to rehire a new team. For example, if 

your mission is to “take the red hill,” normally you may go out and staff your team with expert, 

been-there done-that red-hill takers. However, as you pursue your mission, you may realize that 

the red hill is the wrong hill, and you need a “take the green hill” strategy. If you are saddled with 

a red hill-only team, you will not be able to transition strategies without replacing your team. The 

initial, higher cost of pursuing a red-hill strategy with a generalist team is the price of the option 

to switch to a green hill strategy later. 

 You won’t be as efficient in taking the red hill, but you will have preserved the option to change 

course. When starting new things in companies large or small, this can be critical. 

What is the impact of scale? If flexibility and speed are key to creating options, and if an 

organization loses flexibility and speed as it grows to global scale, then how are global enterprises 

supposed to create options? While global enterprises must confront their inherent limitations on 

speed and flexibility, they have other ways to create options. For example, a large customer base, 

global distribution channels, global brands, sophisticated technology, and deep financial 

                                                 
13
Taleb, Nassim Nicholas (2007) The Black Swan: the Impact of the Highly Improbable, Random House, Inc.  

14
Savage, Sam (2009) The Flaw of Averages: Why We Underestimate Risk in the Face of Uncertainty, John Wiley & Sons, Inc. 
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resources can create options. Coke and Pepsi were able to roll out their bottled water strategy 

more efficiently than a smaller rival because of their pre-existing distribution networks. 

What is the impact of culture? What is the role of failure? Regardless of scale, it is important to 

fail well when thinking about creating options. Options that will not be exercised (such as 

abandoning a losing project) are not really options in the first place.15 If your culture (and 

compensation system) penalizes failure, then how are you going to create options? Failure is 

necessary in an option-rich environment. How to fail well? Fail fast, cheap, and often. Whether 

you are a startup losing thousands or a global enterprise with billions at stake, the same principle 

applies. 

Note also that creating options has both a downside (risk) and upside (opportunity) component. 

Create options to catch the favorable winds that blow your way, as well as options to mitigate the 

risks identified through an enterprise risk program.

                                                 
15
Leach, Patrick (2006) Why Can’t You Just Give Me the Number?, Probabilistic Publishing 
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Flexibility is Vital to Delivering Exceptional Customer Service 
Experiences  

 

 “I can’t do that.” “That’s the way we do things.” When something 

has gone wrong in a business transaction in which you are the 

customer, how many times have you heard these two statements? And 

if you were sitting on Freud’s couch at the time, he would ask, “How 

does that make you feel?” Management may smirk at the “touchy 

feely,” but people and how they feel is at the foundation of any 

business. 

But if you want your strategy to evolve through collaboration and 

communication instead of through command and control, and if we 

want to be a learning organization that seizes opportunities and 

creates options for the future, we have to break from the conventional 

approach. Change is usually first detected at the front lines first. It's 

people, running everyday processes, who find out that all of a sudden 

the old “best practice” no longer works. It's people who must be 

empowered to make a change.  

We tend to forget that business is about people. It revolves around humanity. Even if we don’t 

want to admit it, repeat business really does depend on the way we make our customers feel 

when they do business with us. Jack Welch, author of the book Winning, states that “Companies 

are not buildings, machines or technologies. They are people.” People buy from other people, 

and that is what comprises a business.  

The other day, I called a company who specializes in Internet solutions. I spoke to a salesperson 

because I wanted to install ADSL to use the Internet in a personal capacity at home. Through no 

fault of the salesperson, a problem arose when I was told that they needed to fax or e-mail me 

installation forms. At the time, I was on leave and had no access to a fax machine or to e-mail. 

Because the salesperson had not been empowered to make an on-the-spot alternative decision, I 

spoke to a more senior person to explain that I wanted to use the Internet during my leave, but I 

did not want to make it my problem to run around trying to get access to a fax machine or to e-

mail. Despite my suggestion of getting someone to deliver the paperwork to me, the senior lady I 

spoke to kept insisting that this was the way “they did things”.  

In the end, I became so frustrated that I told her I would use a provider who was more service-

oriented. This company lost a deal because of inflexibility of their internal procedures. What 

should have happened? The salesperson should have solved the problem without making me do 

the work or inconveniencing me. They could have used a courier for the paperwork at a minimal 

cost to themselves. They would have made up the minimal courier charge on the monthly fee 

that I would have paid them. Instead, they lost my business to a competitor, all because their 
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procedures were inflexible and their staff was not empowered to think like a customer and make 

decisions that would keep a customer. 

To create options or flexibility in terms of customer service, you must understand the link from 

when an operational procedure is created, then implemented, to how it is maintained, and finally 

to how it is conveyed to frontline staff. Consider the insurance industry’s general claim 

procedure: you may have submitted different claims to the same insurance broker more than 

once. The one time you may have received exceptional service, and another time you may have 

experienced shockingly bad service. The inconsistency of service delivery was due to being 

served by two staff members; one who was empowered to provide exceptional service, and the 

other who had not been empowered. Flexibility in terms of service is closely linked to 

empowerment of front-line staff. 

It reminds me of Commerce Bank, who makes more money than any other bank in the world 

and has a 29% average annual growth rate. They do things very differently from any other bank 

in the world. Their prices are more expensive than other banks, but they believe that customers 

pay for convenience and that service, not rate (unlike other banks) drives growth. Their hours are 

different; they are open seven days a week. Their call center is open 24 hours a day. They open 

10 minutes earlier than the scheduled time and close 10 minutes later than their scheduled time. 

They remain relationship-oriented, while other banks are transaction-oriented. They are 

fanatically focused on delivering a unique customer experience. What makes me mention them 

specifically is that Commerce Bank has a policy in place called, “Kill Stupid Rules,” in which staff 

are financially rewarded when they bring to management’s attention any rule that hinders 

exceptional service delivery. 

Because service delivery is made up largely of the human element, all companies, no matter how 

brilliant, will dissatisfy a customer at some stage. But it’s at this crucial point that a customer can 

be made into a raving fan instead of someone who will tell 10 other people about the bad 

experience he or she just experienced. And it’s at this point that the frontline staff member must 

be empowered to make an on-the-spot decision that may require flexibility from the company. If 

the company’s policies and procedures are too stringent and don’t give staff options, they might 

fear the consequences of satisfying a customer by making an on-the-spot decision. The staff 

might choose self-protection and let the customer walk away frustrated. However, if the 

employee is empowered to be flexible when necessary, the customer can potentially be “saved,” 

perhaps becoming a walking advertisement for the company who just messed up and made up.  

Any company can deliver a service. The difference between a mediocre service provider and a 

talked-about, noticeably phenomenal one is the degree of innovative, flexible thinking, which 

starts at the top and works its way down to customers and essentially to the bottom line.
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 Industry Insights 

Decision-making is about understanding one’s options, factoring in 

the variables, and selecting among alternative options. “Real 

Options” is an increasingly popular way to assess and calculate those 

options. The following articles can provide you with a quick 

introduction on this way of measuring options, as well as some 

recent insights on how executives view the challenges in deciding 

among options. 

Using Real Options in Strategic Decision Making 

By Chris Walters and Tim Giles of London Economics 

“To maximize a firm’s value, its managers must match internal capabilities to 

external opportunities. Flexibility in timing of decisions about the firm’s 

capabilities and opportunities give managers ‘real options.’ What are they and 

how do we use them?” For a quick and interesting introduction to “Real Options,” their differences 

and benefits over traditional NPV calculations, check out Walters and Giles’ article at 

Dartmouth’s Tuck School: 

http://mba.tuck.dartmouth.edu/paradigm/spring2000/articles/walters-decision_making.html 

The Intelligent Enterprise: Creating a Culture of Speedy and Efficient Decision-Making  

This November 2009 study, from the Economist Intelligence Unit (EIU), focuses on how 

executives look at making decisions and what challenges they face in trying to fully assess the 

options and alternatives open to them. Visit: 

http://www.oracle.com/solutions/business_intelligence/docs/oracle-decision-making-
whitepaper.pdf 

Real Options Business Decision Making  

A short PowerPoint tutorial, by John Curtis, on Real Options, the value of flexibility, and option 

evaluation methodologies—with some detailed formulas and calculations, can be found on the 

doctroc.com file-sharing service. 

http://www.docstoc.com/docs/15470105/Real-Options-Business-Decision-Making 
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Real Options and Investment Under Uncertainty  

By Eduardo S. Schwartz and Lenos Trigeorgis (2004) 

Investment Under Uncertainty—sounds like a headline from today’s Wall Street Journal. This MIT 

Press book of “classical reading and recent contributions” on Real Options sits at the 

intersection of economics and management science. It discusses how: “The techniques and 

insights derived from option pricing can now be used to quantify the elusive elements of 

managerial operating flexibility and strategic interactions….” 

Chapter 18 highlights strategy as really a portfolio of options. Find it on Google Books 

http://books.google.com/books?hl=en&lr=&id=FSfjUq2xYQIC&oi=fnd&pg=PA385&dq=relat

ed:ISIBDzpUlHIJ:scholar.google.com/&ots=ecdRBdBoqw&sig=XSAisoCPpgdJ-

wgDksE_AFBPZGk#v=onepage&q=&f=false 

Or in full at MIT Press: 

http://mitpress.mit.edu/catalog/item/default.asp?ttype=2&tid=10365 
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