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Thispaper examinesthreemain concernsabout intra-firmtransfer on
knowledge in the management accounting and strategic management
literature: theability of real-world organizationstolearn productively, the
level sof aggregationinwhichtheproductivelearning occur s, and thetypes
of management interventionsthat areboth desirableand productive. Based
on a field study conducted in several business units of a multinational
corporation, this paper reports how management makes conscious and
systematic efforts to transform ideas from the best practice within the
company aswell as fromits competitors.

The company uses Management By Olympic Systems to accelerate
learning through competition and sharing. The system utilizes Olympic
principles and integrates individual and team concepts to achieve the
Olympictargets. Abroadrangeof Olympictargetsintermsof financial and
non-financial linked to the company’ sincentive systemsisused toimprove
business operations, to motivate managers and employees, and to meet
stakeholders' expectations.
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I ntroduction

Over the last two decades, thereisa
growing interest in the literature that pays
seriousattention to theability of organiza-
tionstotheir knowledgeinternally aswell
as to learn from their competitors. Many
believethat for an organizationto survive,
its rate of learning must be equal to or
greater than the rate of changeinitsenvi-
ronment (see for example Garvin 2000;
Revans 1982). Although the literature on
organizational learning takesmany forms,
theunderlying conceptsarebroadly shared.
These concepts include the propensity to
experiment, ability tolearnfrommistakes,
avoidanceof stability traps, willingnessto
take risks, ability to identify and transfer
best practices, inquiry orientation, and
readiness to rethink means and ends (e.g.
Garrat 2000; Argyris 1999; Lassey 1998;
Szulanski 1996).

The publication of The Fifth Disci-
pline (Senge 1996) put much impetus be-
hind thelearning organization idea. Orga-
nizations start to realize that the devel op-
ment of conscious and systematic efforts
to accelerate learning is the only way to
sustain their existence in the knowledge-
based economy. Researchers and practi-
tionershavefocused their investigation of
organizational |earning onvariousaspects.
Garrat (2000), for example, argues that
organizational learning is the ability of
individuals in the organization to sense
and respond to the changesin the external
and internal worlds of the organization to
ensure the survival and development of
theenergy niches, whichsupportit. Garvin
(2000), on the other hand, emphasizesthe
ideaof systematic experimentation move-
ment from superficial knowledge to deep

understanding, comprehensive frame-
works for the evaluation of progress and
the opening up of boundariesto stimulate
the exchange of ideas. Similarly, Boisot
(1998), investigatesthe process of organi-
zational knowledge creation and distribu-
tion which is described as the process of
moving from uncodified and undiffused
knowledge into some form of intellectual
property (codified knowledge) with the
purpose of transferring it within the firm
or selling it to the outside world.

Despite the growing interest in the
topic of organizational learning, the nor-
mative and prescriptiveliterature (Garratt
2000; Argyris 1999; Khanna et al. 1998;
Szulanski 1996) suggests there are three
main concernsinthisliterature: theability
of real-world organizations to learn pro-
ductively, the levels of aggregation in
which the productivelearning occurs, and
the types of management interventions
that are both desirable and productive.*

This paper reports the findings of a
field study of amultinational corporation
in which the management make a con-
sciousand systematic effortsto transform
ideas brought from both external worlds
and the best practice within the firm to
promote continuous learning in the orga-
nization. In 1997, thecompany introduced
a new management system called Man-
agement By Olympic Systems (MBQOS).
The system promotes learning through
competition and sharing with the ultimate
goal to collectively break the “Olympic
records.” The Olympic records (i.e., tar-
gets) are set at variouslevel of the organi-
zation. A broad rangeof targetsintermsof
both financial and non-financial linked to
performance measurement and incentive
systemsis used to motivate managers and

1 For an extensive review of literature on organizational learning, please consult Argyris (1999), On

Organizational Learning, Second Edition, Blackwell.
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employees, to improve business opera-
tions and to meet stakeholders' expecta-
tions.

The remainder of the paper is orga-
nized as follows. The next section con-
tains the background theory and areview
of therelated literature. The third section
discusses the field study conducted in a
multinational corporation. The final sec-
tion presents a discussion of the major
findings, the limitation, and the implica-
tions for future research and practice.

Theoretical Background and
Related literature

Argyris (1999) proposes the single-
loop and double-loop learning model to
definethe conditions under which organi-
zational learning takes place. The single
looplearning occurswhenthereisamatch
between intentions and outcomes or when
mismatches are corrected by changing
actions. On the other hand, the double-
loop learning occurs when mismatches
between intentions and outcomes are cor-
rected by changing both the governing
variables? and the actions. He suggests
that all organizations should experience
both single- and double-loop learning to
survive. The single-loop learning helps
organizationsto get routine and repetitive
jobs done while the double-loop learning
hel psorgani zationsto deal withmorecom-
plex and ill-structure issues.

In asimilar vein, Garrat (2000) ar-
gues that organizations can only become
simultaneously effective and efficient if
thereis conscious and continuous efforts

from the leaders who direct the organiza-
tions (strategic learning), the staff who
deliver the products or services (opera-
tional learning) and the external world in
whichtheorganizationsexist (policy learn-
ing). He suggests that there should be a
systematic organizational process that
governs learning activities. The learning
activitiesshould bevalued and becommu-
nicated throughout the organizationswith
the ultimate goal to move people from
uNCcoNscious incompetence to conscious
competence.®

One of the most important and wide-
spread practical organizational learning
issues that have attracted widespread at-
tention is the ability of organizations to
identify and transfer the best practices
within an organization and between orga-
nizations. Such practices are seen as im-
portant drivers to organizations perfor-
mance(e.g. Marchetal. 1991; Grant 1991;
Prahalad and Hamel 1990; Argyris and
Schon 1978).

Prahalad and Hamel (1990), for ex-
ample, argue that organizations that use
fact based management methods such as
Total Quality Management, Bench-
marking, and Process Reengineering
should usetheir detailed performancedata
to compare the performance of their units
along relevant operational or procedural
dimensions. Based on the comparisons,
organizations should be able to identify
and transfer the best practices within the
organizations to improve internal knowl-
edge utilization. Sinceinternal transfer of
knowledgeislesshindered by confidenti-
aity and legal issues, one might expect

2 The governing variables are those that drive and guide individuals' actionsin organizations and can be
inferred by observing the actions of individuals in the organizations. These variables are not the underlying

beliefs or values people espouse (Argyris 1999: 68).

3 Unconsciousincompetenceisacondition where people do not realize that they do not have the necessary
attitudes, knowledge and skills to do their job while conscious competent is a condition where people are
competent to do their job and are able to share their knowledge with others (Garrat 2000: 88-89).
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that such transfers could befaster and less
complicated.

Some studies report, however, that
significant performance gap among units
within an organization is often found
(Szulanski 1996; Kerwin and Woodruff
1992; Chew et al. 1990). Szulanski (1996)
for example, found that performance gap
of comparableunitswithinacompany can
be up to 10:1. Performance gaps of 200-
300 percent aretypical findingsininternal
benchmarkingefforts(X erox 1992; Zander
and Kogut 1995). Studies about the trans-
fer of best practices between organiza-
tions (e.g. Inkpen 1995; Levinthal and
March 1993) report similar results.

Garrat (2000), arguesthat theinabil-
ity of organizationsto learn productively
isoften dueto thefact that much manage-
rial and business thinking is still locked
into the application of only hard knowl-
edge and unemotional, analytical/quanti-
tativemethodswhich consciously exclude
theimportanceof peopleandtheir leaning
in their organizations. As Argyris (1999)
correctly asserts, however, organi zational
learning should be a conscious and sys-
temati c effortsby management to promote
learning of individuals who happen to
function in an organizational setting.

Some researchers have investigated
the motivational factors that inhibit the
successful transfer of knowledge (e.g.
Goold et al. 1994; Porter 1985). They
arguethat thekey of successful learningis
motivation, becauseit providestheenergy
that drives forward a learning organiza-
tion. Y et, motivation may belackingwhen
people are asked to learn something that
does not particularly interest them, have
little or no control or choice over and lack
adequate support, respect and encourage-
ment. To motivate people to take part in
thelearning activities, thelearning oppor-
tunities should be seen as relevant to the

needsof thelearner, challenging, and rec-
ognized by people in the organization.
Porter (1985) proposesthat unless organi-
zations consider the motivational factors
underlyingindividuals' willingnessto par-
ticipateinthelearning activities, it will be
extremely difficult to get businessunitsto
engage in the learning activities.

It has long been recognized in the
literature that people’ s motivation to pur-
sue an action is a function of the valence
(perceived value) of the reward and the
expectancy of achieving that reward (e.g.
Pinder 1984; Porter and Lawler 1968).
Higher motivation is associated with de-
sirablereward and greater perceived like-
lihood of achieving that reward. Motiva-
tion, therefore, has a positive correlation
with efforts to achieve the reward and, in
turn, a better performance.

Managers and employees will be
motivated to participate in the learning
activitiesif they perceivethat thoseactivi-
tiesarerewarding, thereward ismeaning-
ful, they have the ability to achieve the
reward, and the probability to get the re-
ward is high when all the necessary re-
quirements are met. Companies usually
link the extrinsic rewards with some tar-
gets to be achieved. The main purpose of
setting targets is to motivate employees
and to coordinate efforts (Garrison et al.
2001). To be mativational, targets should
be linked to organizational performance
evaluation and compensation system
(Hopwood 1972) and be accepted by man-
agersand employeesastheir own personal
targets (Drury 1997).

A number of studieshave shown that
acceptance of thetargetsaspersonal goals
can be increased through participation in
thetarget setting process(e.g. Libby 1999;
Kren1992). Participation meansthat man-
agersand employees are ableto influence
the figures that make up to their targets
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rather than being forced to accept the pro-
posed target.

By accepting the targets astheir per-
sonal objective, managers and employees
will be committed to achieve the target.
Commitment to atarget has been found as
the most important determinant of perfor-
mance (e.g. Northcraft and Neale 1990;
Steers 1977). Commitment to atarget can
be defined as a determination to try for a
target and an unwillingnessto abandon or
lower atarget once it has been accepted
(Kren1992). Inaddition, targetscandirect
peopl € s attention and motivate people to
work hard, to persistlonger, and to formu-
late a better strategy to direct their effort
toward achieving the target.

The Company

ABC Corp. isoneof thelargest paper
producing companiesin the world and an
important player inview of itsglobal pres-
ence on the market. The company islisted
in New York Stock Exchange and has
manufacturing units in Australia, Japan,
China, Indonesia, the Middle East, and
several other Asian countries. The com-
pany also hasasignificant market sharein
the United States, Europe, Australia, the
Middle East and Asia.

The field study was conducted in
1998-1999. The main research questions
used to guide the study are: Do real world
organizationslearn productively? At what
level of organizationsdoesthe productive
learning occur? What types of manage-
ment interventions are both desirable and
productive?What motivational factorsare
considered important in the learning ac-
tivities? What is the role of financial and

non-financial performancemeasuresinthe
learning activities?

Management By Olympic
System (MBOYS)

Management of ABC Corp* utilizes
Olympic principles to manage the com-
pany. Asinthe Olympic games, competi-
tion is the most important element of the
system. Management believesthat thespirit
of competition will generate extraenergy
for mangers and employees to perform at
their best. Different leagues were formed
tofacilitate" apple-to-apple’ comparisons.
Managers and employees consider them-
selves as athletes competing each other
individually as well as collectively in a
groupto achievetheir own Olympictarget
and, in turn, the company’s Olympic tar-
get. To promotehealthy competitionsand
to increase motivation, the company uses
transparent rulesand fair evaluationin all
competitionsandlinksrewardsand recog-
nition with the employees performance.

Themajor differencewith the Olym-
picgames, however, isthat achievingindi-
vidual or team Olympic target is not the
end of itself but isavehicleto realize the
common goal of breaking the company’s
Olympictargets. Sincetheultimategoal is
to break the company’s Olympic target,
cross learning through sharing the secret
of success from the winning teams and
asolearningfromthebestintheworldare
an integral part the management system.

The system links target setting with
both performance measurement and com-
pensation systems. Followingisadescrip-
tion of MBOS. There are four underlying
principlesin the system:

4The company’s name is disguised at the request of its management.
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Figure 1. Management by Olympic System, ABC Corp

Expectation Goal

Owner’'s Expectation

A4 A4

Management and

Employees .
Expectation Olympic
l l Targets
Other
Stakehol der’
Expectation

1. Highaspirationtargetsbased on Olym-
pic spirit

2. Healthy competition with fair evalua-
tion

3. Individual/team responsibility to meset
targets

4. Performance based recognition and re-
wards

Figure1depictstheinterrelationships
between expectations (owners, manage-
ment and employees, and other stakehol d-
ers), the Olympic targets and the Olympic
pillars.

The Olympic targets represent all
stakeholders’ expectation. Thetargetsare
established by owners and management
after taking into considerations expecta-
tionsfrom other stakeholders such asem-
ployees, government, stock exchange, fi-
nancial analysts, and society.

The Olympic pillars integrate indi-
vidual and team concepts to achieve the

Olympic Pillars

Individual Performance
Enhancement

|
. y

Monthly
Incentive

PPO

Healthy Team Competition

—

Index
Competition

SDA

Olympic targets. Theindividual aspect of
the system is called Individual Perfor-
mance Enhancement, which consists of
Monthly Incentive and Personal Perfor-
mance Objective (PPO). The team aspect
iscalled Healthy Team Competition, which
consists of Index Competition and Skill
Development Activities (SDA). All the
elements in the system are aimed toward
the achievement of the company’s Olym-
pic targets.

The Olympic Targets

At the beginning of each year, top-
level management gets together to deter-
minetheOlympictargetsfor theparticular
year. The targets are considered by most
people to be difficult. The process of set-
ting the target starts with the spirit to
compete against thebest intheworld. The
performance of the best company in the
world in the same industry is used as a
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benchmark to set the targets. The final
targets, however, arehigher thanthebench-
mark company. For the company as a
whole, the target is stated in financia
terms. That is the Return on Capital Em-
ployed (ROCE) for the year (target net
income divided by capital employed dur-
ing the period). ABC Corp. defines the
capital employed as the sum of net fixed
assetsand working capital (inventory plus
account receivable minus account pay-
able).

At the divisional level, the target is
broken down into five key levers: sales
revenue, operating cost, finance, adminis-

trative, andselling (PAS) expenses, work-
ing capital, and fixed assets employed for
eachdivision. Thesetargetsarefurther be
broken down into measures that best re-
flect the performance at the lower level of
the organization. Figure 2 provides ex-
amples of the Olympic targets at different
level of the organization. Thehead of each
unitisresponsiblefor thetarget of her unit.
However, each individual within the unit
(up to junior managers) has aresponsibil-
ity for a part of the overall target of the
unit. The individual target will be shown
in hisor her Personal Performance Objec-
tive (PPO). Employeesin the worker lev-

Figure 2. Olympic Target at Different Organizational L evel

Organizational
Level

Company

l

Division

L

Olimpic target

e Top management set the Olympic target based on their
expectation (in terms of percentage of ROCE*)

e The company’s Olympic target is broken down into divi-
sional target in terms of net profit and capital employed

Product
Group

Mill/
Branch

l

Department/
Unit

Thedivisional targetsareall ocated to each product groupin
terms of selling price, variable cost, sales and production
volume, PAS**, and working capital

Eachmill/branchisresponsibleto meet thetarget of produc-
tion volume, variable cost, production fixed costs, and
working capital

Departmental/unit targets reflect the contribution expected
tobemadeby thedepartment/unit such aszerodamageinthe
shipping department

*ROCE: Return On Capital Employed
**PAS: P= Production Fixed Costs; A= Administrative Expenses; S= Selling Expenses
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els are grouped together to support their
respective managers achieving their tar-
get.

The Olympic Pillars

The pillars for achieving the Olym-
pic target use both individual and team
aspectstomotivatemanagersand employ-
ees. Individual Performance Enhancement,
which consists of PPO (Personal Perfor-
mance Objective) and Monthly Incentive,
isused to motivateindividual stoimprove
their performance. On the other hand,
Healthy Team Competition, which con-
sistsof Index Competitionand SDA (Skill
Development Activities), isaimed at pro-
moting collective learning and sharing.

Personal Performance Objective
(PPO)

Each individua in the junior man-
agement level and aboveisresponsiblefor
hisor her target set at thebeginning of each
year. The target reflects contribution ex-
pected from each individual during the
period. Thetarget is set in terms of finan-
cial and non-financia (examples of indi-
vidual targets in various departments see

being evaluated on qualitative criteria.
Following are the criteria and weight (in
percentage) used in the evaluation pro-
cess: KPI (50%), strategicthinking (10%),
leadership (20%), management innova-
tion (10%), and teamwork (10%).

Thecompany usesafull circleevalu-
ation process involving superiors, peer,
and subordinates. KPI, strategic thinking
and management innovation areeval uated
by superiors (80%) and peers (20%).
Leadership is evaluated by superiors
(50%), peers (20%) and subordinates
(30%). Teamwork is evaluated by superi-
ors (50%) and peers (50%).

Themanager’ sperformancemeasure
can be summarized as Equation 1.

1y 1 d
Score,= 'S{'SN,:zlA” +.2 NkZlAik} +
1y 1N
.1{.8NleBij +.2 NkZlBik} +
18 18
2ABY2C,+ 22} +
1 1 &
A5, j:leii + 232D+

18 18
3y éD”} +.1{.5§ ,-:ZlE” +

Table 1). 1N
Junior managersand aboveareeval u- '5Nk§lEik}
ated regularly on their achievement of the
targets. Besides the quantifiable target where,
(called KPI: key performance indicators) Score: performance measure (score) ob-
outlined in their PPO, managers are also tained by manager i
Table 1. Individual Targetsin Various Departments
Branch Sales Purchasing
¢ Productionvolume e SalesVolume o Costefficiency
e Productionquality o Numberof claim ¢ Internal customer satisfaction
o Rawmateria efficiency e Accountreceivable o Ontimedelivery
o Inventorylevel o Marketshare e Orderleadtime

o Machineefficiency e Sellingprice e Quality of goods
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A. : KPI score for manager i given by
superior j,

B. : Strategic thinking score for manager
i given by superior j,

C. : Management innovation score for
manager i given by superior j,

D. : Leadership scorefor manageri given
by superior j,

E. : Teamwork scorefor manageri given
by superior j,

A : KPI scorefor manageri given by peer
K,

B. : Strategic thinking scorefor manager

i given by peer k,
: Management innovation score for
manager i given by peer k,

D, : Leadership scorefor manageri given
by peer k,

E.  : Teamwork scorefor manageri given
by peer k,

D, : Leadership scorefor manageri given
by subordinate .

Thedecimal numbersare parameters
set by management representing theweight
of each criteria and each evaluator. The
evaluation processisconducted quarterly.
Toobtainascorefromtheir peers, manag-
ers are grouped into several peer groups.
Every manager then presents their target
and achievement and each member of the
peer group will score the presenter along
the five criteria mentioned above. The
average score an individual obtains from
hisor her peer group will contributeto the
final scoreof theindividual for thespecific
guarter.

The score from superiors and subor-
dinates are obtained from the evaluation
sheet distributed to the manager’s imme-
diate superiors and subordinates. Superi-
orswill evaluate their immediate subordi-
nate (managers) on al the five criteria
whileimmediate subordinates of the man-
agerswill evaluate only on leadership cri-
teria. Thefinal scoresfromsuperiors, peers,

Table 2. Final Score

Category Rank Based
on Final Score
A Top 20%
B Next 20%
C Next 40%
D Bottom 20%

and subordinates are calculated to deter-
mine the rank of each manager (Table 2).

Therankislinkedto company’ scom-
pensation system. In the short term, the
ranking will determine a portion of the
manager’s take home pay in form of
monthly incentive. In the long term, the
rankingwill beusedfor job promotionand
salary increment.

Monthly I ncentive

The company compensates its em-
ployees on the combination of a fixed
portion (basic salary and other fixed al-
lowance (e.g. allowancefor education and
work experience) and a variable portion
that consists of overtime/commission and
monthly incentive. Themonthly incentive
is a bonus that varies according to the
performance of both anindividual and his
or her department. The system allows the
company to evaluate and to give feedback
to its employee more frequently based on
their ongoing performance.

Theranking of themanagersobtained
from the PPO evaluation and their respec-
tivedepartmental performancewill beused
to determine their monthly incentive.
Employees at level s bel ow junior manag-
erswill follow the rank obtained by their
respective managers.

The departmental/unit performance
is determined monthly based on the per-
formance of each department/unit relative
to itstarget and also relative to other de-
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Table 3. Monthly Incentive Calculation

Individual
Department A B C D
A 100% 80% 40% 0%
B 80% 64% 32% 0%
C 40% 32% 16% 0%
D 0% 0% 0% 0%

partments' /units’ performance. Therefore,
departmental/unit performance indicates
howwell al individual sinthedepartment/
unit work as a team. Table 3 shows the
computation of the monthly incentive.

Asillustrated in the table, individu-
as monthly incentive depends on both
her performance (represented by hisor her
ranking in the PPO evaluation) and his or
her department’s performance. For ex-
ample, individual X obtainsaB rank while
her department was ranked A. Then, her
monthly incentivewill be80 percent (80%
x 100%) of hisor her basic salary. On the
other hand, if individua Y obtainsaB rank
whilehisor her department wasranked D,
heor shewill receiveOmonthly incentives
(and all employeesin the department will
not receive any monthly incentive). It is
clear that monthly incentivepromotesboth
individua andgroup (department/unit) per-
formance.

The total monthly take home pay
received by each individual can be sum-
marized as Equation 2:

Tp,=S,+FA, +OT, +(IR,xDR)S,

where,

TP, : Monthly take hope pay of individual
[

S :Basicsdary of individua i

FA, : Fixed allowance of individual i

OT, : Overtime incentive of individual i

IR, :Rankingofindividual i obtainedfrom
PPO process

DR: Ranking of individual i’ sdepartment
relative to other departments

Index Competition

Index competition is designed to en-
courage performance improvements
through competition. Competition stimu-
|atespeopletowork harder, persist longer,
and formulate better strategy to be at the
cutting edgeof their competitors. Without
competition, performance is often stag-
nant. Team competition accelerates the
learning process among the team mem-
bers and from other sources. The key ob-
jective of theindex competition isto pro-
mote learning culture among and across
teams.

Each index represents arelevant op-
erationor procedureinthecompany. Teams
benchmark each other on indicesthat can
be compared “apple-to-apple”’. Business
unitswith different sizesare compared by
transforming the absolute value of a par-
ticular aspect into a relevant index. For
example, see Table 4, machine efficiency
index is obtained by taking into consider-
ation both the machine output and itsin-
stalled capacity.
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Table 4. Indicesin Different L eagues

L eague

Forestry

Pulp

Paper

Sales & Marketing

Index

Plantation area

Area passing minimum QC
Yieldratio

Capacity utilization

Customer zero complaint
Ash content

Market growth
Accounts receivable

Thefollowing guidelinesareusedin
each index competition:

1. The elements to be compared repre-
sent performance parameters that are
controllable to the teams.

2. The measurement process should be
straightforward and quantifiable.

3. The evaluation process and criteria
should be clearly communicated to all
participants.

4. Theultimategoal of thecompetitionis
to improve performance. Negative
impact of the competition should be
eliminated or be kept to a minimum.

5. Cross learning events following the
competition enables participants to
learn from each other and to share the
secret of success.

Theindex competition involves sev-
eral stages:

1. Preparation stage (design index, set
rulesof thegames, identify worldclass
performance on the index, communi-
cate across company).

2. Execution stage (launch competition,
select participants, evaluate team per-
formance, select winners).

3. Recognition and learning stage (rec-
ognize and award winners, facilitate
cross learning among teams).

Inanindex competition, eachteam’s
performanceiscompared to others' based
onaset of rules, which are madetranspar-
ent to every team. Teams learn from the
winnershowtoimprovetheir performance
at least to the level of best practice within
company. Thewinner coaches other team
on best practice and other aspects dis-
cussed during the competition. Atthecon-
clusion of each index competition, top
management challenge the teams to con-
tinually exceed their own standards and
eventually match or even exceed world
best practice.

These procedures form a continuous
cycle, which represent efforts by both
management and empl oyeesto bethenum-
ber one in the world. Asin the Olympic
competition, management strive to create
a healthy competition environment, in
which transparent process, fair evalua
tion, and positive mindset of all partici-
pants are put in place.

Skill Development Activities (SDA)

SDA is a team-based management
tool for employeesto collectively contrib-
ute ideas and efforts for resolving critical
business issues. SDA uses structured ap-
proachto problemsolving. Theteam mem-
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bers consist of management and employ-
eesfrom various departments (crossfunc-
tional). Each SDA team has five to ten
members who are either expert of the
issuesor havesignificant cross-functional
experience. Each team is responsible for
making real improvement by using key
performance measures.

The problemsto be addressed should
be urgent and well defined. The overall
objective of the SDA isto build a perfor-
mance-based organization and to develop
individual capabilities to handle critical
businessissues. SDA createsexcitingwork
environment enabling the team to gener-
ateinnovativeideastoimprovecompany’s
performance.

The company establishes an SDA
management system to motivate and help
SDA teamsto fully realizetheir potential.
A department called CoreV-Team (CVT)
was established as a facilitator for SDA
members. CVT helps SDA by providing
training (e.g. problem solving techniques,
communication, and project management),
administrative functions (e.g. SDA regis-
tration, progress report), and event man-
agement (Olympic pre-qualification,
Olympic conference, cross sharing activi-
ties).

A full cycle of SDA consists of all
necessary elements in project manage-
ment. The cycle begins with clear target
setting, work plan, implementation, moni-
toring progress, and closing the SDA. Fol-
lowingillustratesthefull cycleof an SDA.
1. ldentify the gap between current

achievement and the Olympic target.
2. Breakdown the gap into SDA topics
until the gap is closed.
3. Forman SDA for each topic by identi-
fying team sponsor, leader, and mem-
bers.
Set aclear target and time horizon.
Start working in the team by generat-

o s

ing ideas, testing/refining ideas and
evaluation.

6. Systematicevaluationof ideasinterms
of ongoing profit impact, one-time ef-
fects, investment needed, and other
advantages/disadvantages.

7. Implementation and tracking of key
milestones and financial impact.

8. Reform SDA for possible further im-
provement or solving other key issues
otherwise dismissed the SDA team.

SDA teamswork mostly after office
hours to prevent from interrupting their
routine work. The company provides a
small incentive for each milestones
achieved by each SDA team. Competi-
tionsamong SDA teamsareheldregularly
acrosscompany. At the beginning of each
year (usually in February), the best SDA
teams will be selected and are eligible to
participateinan Olympic conferencetobe
held at the company’ s headquarter.

Olympic Conference

Eachyear, thecompany organizesan
Olympic conferenceinwhich all the SDA
finalists share their innovative ideas with
top management, and invited guests from
other companies. AsintheOlympicgames,
it involves along and difficult process to
become an Olympic finalist. There are
severa preceding steps for an SDA team
to beeligiblefor the Olympic conference.

In every unit/department, there is a
monthly and quarterly competition in
which the winners receive prizes and rec-
ognition from management. Toward the
end of the year, there is a pre-Olympic
round to select SDA team for the upcom-
ing Olympic conference. Each unit/de-
partment will send alist of their pre-quali-
fier (usually thewinner inthe department/
unit monthly competition) to participatein
the Olympic pre-qualification round to be
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held across company. All teams partici-
pated in this pre-qualification round will
receive appearance rewards. The winners
receivemoney rewardsand qualify for the
Olympic final.

After al the finalists have been de-
cided, CVT run pre-final evaluation to
assessall finalists. A group of judgescon-
sists of senior management from various
departmentsvisit each SDA team and ask
theteamtopresent their activities, achieve-
ment, and other rel evantissues. Thejudges
a soverify theclaimedresult tothebenefi-
ciariesto make surethat the SDA reportis
valid. The judges then score each team
along four dimensions: financial impact,
breakthrough ideas, sustainableimprove-
ment, andteamwork. Thisscoreisweighted
80% of the final score.

At aspecified date, an Olympic con-
ference for final competition is held. At
the conference, all finalists present their
activities, achievement, issuesand bottle-
neck, and other important i ssuesinfront of
theowners, top management, invited guests
from other companies, and invited man-
agement/employees. After a question/an-
swer periods, the honorary judges (mostly
fromthe ownersand di stinguished guests)
will score each SDA team. This score
(weight 20% of the final score) will be
combined with the previous scores from
thejudgesto determinethe Olympic med-
dlists (gold, silver, and bronze). Before
thewinnersareannounced, the SDA teams
participated in the Olympic conference
have an opportunity to share their experi-
ence with interested participants. SDA
teams with similar or related themes are
grouped together in one room to share
their secret of success and entertain ques-
tions from their audience. The winners
will aso be given opportunities to share
their secret of successacrossthecompany.

At the closing ceremony, the chair-
man of the company will announce three
winnersof the Olympi c competition (sym-
bolizesthegold, silver, and bronze medal -
lists in the Olympic games). In addition,
the best innovative team in terms of its
outstanding contribution to implement
breakthrough ideas will also be selected.
All the winners will receive a substantial
amount of money, certificates of winners,
andrecognitionfromthetop management.
Thewinnersarealsomostlikely toreceive
job promotion in the near future.

Discussion

MBOS has been used by ABC Corp.
tofacilitate alearning culturein the com-
pany. Thesystemhasshownitsmeriteven
in the turbulence economic conditions
experienced by companies in the Asia
Pacific regions. Managing through com-
petition has stimulated the generation of
breakthroughideasacrosscompany. Chal-
lenging targets linked to performance
measurement and incentive systems have
motivated managers and employees to
exercisetheir best level of performance.

By emphasizing the importance of
breakthrough ideas to do things better,
MBOSisconsistentwiththeActionLearn-
ing Model (Garratt 2000) and the Double-
Loop Organizational Learning Model
(Argyris1999). Garratt proposesthat learn-
ing organizations must systematically
implement the learning process by identi-
fying crucial organizational issues, pro-
viding authority to a particular group to
think and work on the issues, the willing-
ness of the group members to share the
secret of success of the project to other
membersintheorganization, and asystem
toacknowledgetheresultsof theimprove-
ment initiatives by top management. In a
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similar vein, Argyris arguesthat learning
has not occurred until the invented solu-
tionsto problemshave been produced and
members in organizations learn how to
implement the new ways of doing things.

Although competition among depart-
ments has promoted the learning environ-
ment in ABC Corp., efforts should be
madeto ensurethat the primary purpose of
the competition is to achieve the overall
company’ s goal and not the departmental
goals. Since each department has its own
goasaswell asorganizational goals, itis
paramount that top management should
encourage every department to make sure
that departmental goals are achieved in
waysthat will helpattaintheorganization’s
godl (i.e. the Olympic target). Fail to ad-
dressthisissue might result in goal incon-
gruity in terms of unwillingness to share
the secret of success from the winning
department to other membersin the com-
pany. The reluctance to share with other
members to protect their departmental
competitive advantages might hinder the
generation and dissemination of the new
knowledge.

I mprovement of the Existing System

Tofacilitatefutureimprovement, the
following issues need to be improved.
First, the system should be linked to stra-
tegic management systems, particularly
with strategy formulation and manage-
ment of contracts with stakeholders
(Waterhouse and Svendsen 1998). The
targets should reflects expectations from
all stakeholdersand not belimitedtothose
of the owners and top management. The
company should identify who aretheim-
portant stakehol dersof thecompany, what
are their expectations, and how to main-
tainamutual relationshipforthecompany’s

success. This information will then be
used to determinethe company strategy to
achieveits business goal.

Second, theOlympictargetsareoften
felt to be unobtainable. Although manag-
ersparticipateinthetarget setting process,
they are involved in a pseudo-participa-
tion in which they are under pressure to
accept the proposed targets. The proposed
targetsintroduced by top management are
a way to prevent the managers and em-
ployees to set an easy target that can be
easily achieved. However, the unattain-
abletargetsdo not motivate managersand
employees because no matter how hard
they work, they still cannot achieve the
targets.

To overcome the tendency of setting
easy targets and at the same timeimprov-
ing the motivational aspects of MBOS, a
“truth inducing scheme”that links target
setting, performance, and breakthrough
ideas can beintroduced. By linking target
setting process with performance and in-
centive scheme, dysfunctional conse-
quences of performance measures that
motivate managers and employees to en-
gage in behavior that is not organization-
aly desirable can be prevented.

Finally, as in every performance-
based system, MBOS puts so much pres-
sure on all employees. Results of every
competition and regular evaluation are
communicated to managers and to indi-
viduals. Although good performers usu-
aly enjoy working in this environment,
excessive pressureis placed on thosewho
obtain low rank. Since the company uses
relative score in ranking the employees,
there are always people in the low rank
although their performance is still good.
An absolute scoreto rank employees (e.g.
score above 70 percent isconsidered good

5 For adetail explanation, please consult Chow, Cooper, and Waller (1988).
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performance) might reduce some of the
pressure. In addition, amore personal way
of communicating the results of the bad
performersmay alleviatesomeof thepres-
sure.

Barriersto implementing MBOS

The primary purpose of MBOS isto
improvecompanies performancethrough
fair competitions and sharing of new
knowledge learned in the Skilled Devel-
opment Activities. Unfortunately, asoften
faced by new initiatives intended to im-
prove companies performance, several
problemsmight befaced by companiestry
to adopt this system.

First, resistance from managers and
employees. MBOS encourages people to
|earnnew thingscontinuously. Sometimes,
however, peopledo not want to exert extra
efforts necessary to learn new things and
are satisfied with the status quo. Some
factors that might contribute to retard or
obstruct theimplementationof MBOSare:
lack of understanding of theneed of change,
fear of unknown impact of the new sys-
tem, lack of trust, absent of benefit from
thechange, and poor approachwhenintro-
ducing the new system.

Second, lack of commitment from
top management. To implement MBOS
successfully needs time and efforts. Top
management must fully understand the
benefits of implementing this new system
and must becommitted that inthelong run
this system will enable the company to
gain competitive advantages through its
ability to outperform its competitors. It
takes sometime before the fruit of this
system can be harvested. Lack of commit-
ment from top management may result in
thecurtailment of theimplementation pre-
maturely.

Finally, lack of absorptive and reten-
tive capacity. MBOS can beimplemented
successfully only when the system can be
understood, exploited, and retained by
people in the organization. People may
lack of absorptive capacity (Cohen and
Levinthal 1990) that hinder their ability to
fully realizethebenefitsof thenew system
or they may also lack of retentive capacity
(Druckman and Bjork 1991) that prevent
themfrom successfully institutionalizethe
utilization of the new systemwhich, when
facing with initial difficulties during the
integration of the new system, may be-
come an excuse for discontinuing its use
and, when feasible, reverting to the previ-
ous status quo.

Researchers (e.g. Jermias 2001;
Argyris and Kaplan 1994; Kirkpartrick
1985) propose that communication and
participation to the proposed change are
two effective intervention techniques to
reduce and overcome the problems men-
tioned above. The purposeof communica
tionisto provide somestimuli to peopleso
that their attitude and perception toward
the proposed change become more opti-
mistic by increasing their understanding
of and commitment totheproposed change,
reducing confusion, diffusing dissatisfac-
tion with the status quo and sustaining the
change. The purpose of participationisto
encourage peopleto beinvolved and send
signalsthat they are valued. Through par-
ticipation people also have opportunities
to learn about the new system, to make
choice, to develop a sense of responsibil-
ity for the new system, and aso to help
people formulating a shared diagnosis of
what iswrong in the old system and what
can and must be improved.
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Conclusions

MBOS has been used by ABC Corp.
toaccel eratelearning throughout thecom-
pany. The spirit of competition, learning,
and sharing, motivate managers and em-
ployees to exert their best effort achieve
their Olympic targets. The targets repre-
sent contributions that are expected to be
made by each individuals. Thetargetsare
stated in both financial and non-financial.
The four pillars of the Olympic systems:
Personal Performance Objective (PPO,

and Skill Development Activities (SDA)
are acombination of individua and team
approachesto enhance company’ sperfor-
mance.

Three issues worth further discus-
sions. First, tolink MBOSwith key stake-
holders expectations and strategic man-
agement systems. Second, toincrease par-
ticipation in setting the targets coupled
with truth inducing reward system. Fi-
nally, toalleviate somepressureplaced on
managers and employees through better
ranking and communication systems.

Monthly Incentives, Index Competition,
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