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The idea to write this book dates back many years. When I was a
young management consultant, from time to time my colleagues and I
would be assigned to prepare a “toolbox.” Just as a handyman needs
proper tools, so do managers and consultants. Corporate managers
often assume that good consultancies have excellent toolboxes
enabling them to achieve awesome success in operational and strategic
projects. Arguably, top management consultancies are successful in
managing their projects. To my knowledge, however, such magic
toolboxes do not exist. My colleagues and I never managed to
complete any assignment to create a toolbox, because it was always
more important for us to be working in the field in order to generate
revenue. On the other hand, those few fragments of toolboxes that we
did prepare were treated like secret treasures. Now, naturally, no big
consultancy is willing to publish its proprietary tools. Thus, while I am
convinced that a toolbox is necessary for both managers and
consultants alike, I also believe that it only can be developed outside of
a consultancy (albeit by someone with knowledge as to what goes on
inside of consultancies).
There already exist many books dealing with management and
strategy, of course, but none of them fits the aforementioned purpose.
As a young consultant, I had many colleagues with MBAs or
doctorates from such famous universities as St. Gallen, Harvard,
INSEAD and others. They would consult their textbooks when faced
with such a problem as, for example, how to create a new
organization. Other than musings on academic or even scientific
issues, they found nothing in such books that was useful and relevant
to the questions at hand. Today, I also am an academic. My goal is to
teach my students only relevant things that a top manager needs to
know. I would love to have a proper textbook for this purpose, but I
have never found one that is suitable. Therefore, I write my own
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detailed handouts for lecturing. It is the summarizing of these
“scripts” (as we call them in Europe) and bringing them into a form
that is acceptable for students and managers alike that provided the
basic content of the present book.
This book contains many, and perhaps even most, of the necessary
tools for managers. But it does not contain everything that is needed. I
held to two guidelines for limiting the scope of the book. Firstly, I do
not comment on areas were proper books already do exist (e.g.,
marketing, accounting, logistics). Secondly, I am dealing only with
areas in which I have thorough personal experience. The first
guideline has a further implication. I thought for a long time about
what literature I should cite. If I want to reference literature dealing
with the topics of this book, then I would be forced to comment on
those books that are not suitable for further reference. In doing so, I
would create no value for the reader. Furthermore, I would have to
quibble about the shortcomings of my colleagues’ works rather than to
tell something useful for the reader. I will leave that manner of work to
the politicians, many of whom cannot tell what is good for the country
but are very good at criticizing the suggestions from other parties. All
in all, therefore, I am convinced that this book will be much better if no
literature is cited. The book will thus be disqualified as an academic
piece of work or even as a scientific one. I am not at all ashamed of
that, and, in fact, it is perhaps even something to be proud of.
During my time in business, I led about 25 major projects. They were
sometimes easy, and sometimes they demanded that I develop a
complicated analysis. Especially in the beginning, I tried to find
answers – or at least hints – in the literature. With regard to those
projects I worked on, I can definitely say that I never found anything
useful in any kind of literature. The present book is designed in a way
that I would have loved to have had it 15 years ago.
Finally, but very importantly, I want to say thank you to all the people
who helped me to gain the necessary experience to write this book.
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Former colleagues in management and consulting enlightened me
during many discussions. The same is true for a long list of clients. I
did the best that I could to help them to excel in their businesses. By
allowing me to work with them in solving their problems, they helped
me to gain the necessary practical experience indispensable for writing
this book. Without that, this book would be of purely another
theoretical exercise. A very special thank you goes to Gale A. Kirking
for proofreading the entire manuscript. Many valuable hints improved
the quality of this book.
Frankfurt am Main, December 2006
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How to use this book

1 Introduction
This book is designed for everybody who wants to learn how to
manage or to improve existing management skills. A manager is a
person who decides what to do and, in part, how to do it. The
underlying aim is normally to be as efficient as possible. In the
language of most businesses, that means to be as profitable as possible.
One may ask how efficiency is defined or what profitability exactly
means and how it is measured. Applying a suitable definition and
measurement procedure is one skill a manager needs (although this
book does not cover it), but there are many more skills required.
Examples are how to determine whether a business is developing in
the right direction or who should do what. This book aims to teach
these kinds of skills. They are taught here in the forms of methods and
tools.
Management, in the sense addressed in this book, has been around
ever since big companies came into existence. About 100 years ago,
Frederick W. Taylor presented his principles of scientific management.
His were among the first major theoretical thoughts about
management. Many more thinkers have followed him right up to the
present. Today, most managers have formal educations in business
and management. The MBA is probably the best-known such degree.
Most MBA degrees are offered by business schools. I intentionally use
the word “school” here rather than “university” because, while I
personally associate universities with teaching science, I do not regard
management as science. Please note that this does not mean that a
manager does not need to be smart. On the contrary, good
management requires high intelligence in the same way as does
science. But that does not imply that management is a science. The task
of a scientist might be, for example, to understand how the universe
formed. The corresponding task of a manager is to make the
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production of a universe most efficient. In this example, the task of the
manager is far more difficult than is that of the scientist. But it is
absolutely not science. Of course, humankind is not yet producing
universes. The things humankind does produce are pretty simple by
comparison, and the science underlying that production was typically
well understood long ago. Otherwise, production would not be
possible. Consider a vacuum cleaner as an example. The science
behind it is trivial, and its basic engineering is only a bit more
complicated. But to reduce the cost to produce a vacuum cleaner, now
that is a challenge. Perhaps this is why academics in management
especially feel compelled to emphasize over and over their scientific
approach. Besides feeding their own vanity, this results in a business
education that is overly theoretical. Although business schools are a
step in the right direction, they still are often too academic in their
approach. One way to overcome this problem is to learn by doing, and
in general that is not a bad method. Experience is so important in
management that most people who become CEOs are over the age of
50. By contrast, scientists becoming professors are often under the age
of 40. While Nobel Prizes are awarded mostly to people in their
retirement years, these are usually for discoveries made between the
ages of 25 and 45. Obviously, to be a top performer in management
requires more years than to achieve the same in science. In my
opinion, there are three reasons for this (the first of which is clear from
the remarks above):
 Most relevant education takes place on the job.
 Management is more difficult than science.
 To be a leader as well as a manager requires a certain age.
As I have mentioned, learning by doing is good in any discipline. It
entails some waste, however, if the wheel must be invented over and
over again. To minimize this loss is one of the goals of this book. My
second claim would probably be welcomed by business academics but
dismissed by scientists. I have worked extensively in both of these
worlds, and I can confirm it without reservation. Management is a far
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younger discipline than is science, and its basic rules are still
undiscovered. The content of this book represents one small step
toward identifying those rules.1 Please note that while management is
more difficult than science, this does not imply that managers are
smarter than scientists. Another point as to why management is more
difficult than science is closely related to the third point above.
Management has to do with people, and people are far more
complicated than are, for example, elementary particles. Although
management is distinct from leading, the two skill sets are often
intertwined. (For a thorough definition of management and
leadership, please see 7.4.4.) Leading involves people and the relations
and emotions between them. To understand such things is rarely
possible before the age of 40.
In addition to these general remarks, I will provide two sets of
practical hints in this introduction. One is about how to use this book
(1.1). The other states what kind of learning one may expect from
reading this book or parts of it (1.2).

1.1

How to use this book

This book is a “toolbox.” When somebody buys ordinary tools, some
manual is normally included. Here I will present a “manual” for this
book. The book is designed for anybody who wants to learn something
about management. Students of any field (not necessarily business)
who plan to work in management should read this book in order to
prepare themselves for their future jobs. Managers and consultants at
any level, meanwhile, will find guidance for solving most of the
problems they face in their daily work.

1 Some parts of this book deal heavily with numbers and mathematical formulas. These parts are

definitely easier than science. In order to find those areas where management is more difficult
than science, one has to look through the parts where there are no formulas.
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As is probably true of most authors, I would love if many people
would read this book from beginning to end. It is not a handbook or
even an encyclopedia of methods and tools. Rather, the chapters are
ordered in a way that makes reading most interesting and easy. Up to
chapter 5, it is necessary to have at least a reasonably sound
knowledge of the respective chapters preceding.
This book contains no exercises. For anybody already working in
business, the best exercise is to apply the suggestions from this book to
solve daily problems. In any case, it will be useful while reading to
reflect on how the ideas presented here can be related to day-to-day
problems or situations in one's real world. For most readers, it will be
necessary to work their way through the book. Therefore, it may be
necessary to read particular passages several times. Parts of this book
deal with difficult topics2, and difficult things are by definition not
understood on the spot.
Readers looking for ready-made methods or tools will do so in vain.
Any method or tool must be understood first before one can use it.
Even then, it should be adapted to the specific situation and need. I
intentionally designed the book in this way. I have two objections to
books with ready-made remedies. First, it is scarcely possible to find a
real business situation where the suggested solution actually fits.
Second, blindly employing such remedies often leads to situations
where they are used beyond the range of their applicability. As we
often said as consultants: “A fool with a tool is still a fool.” In part, this
book may be understood as a helping hand. But just as a helping hand
is indispensable for toddlers, eventually one must learn to walk on
one’s own.
I tried hard to write this book in such a form that no special
knowledge would be necessary in order understand it. It was my goal
to write a book useful for university freshman, graduate students, and
2 I favor Einstein’s remark here: “Everything should be made as simple as possible but not

simpler.
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experienced managers or consultants. By and large, I think I achieved
this. In the field of business, though, a knowledge of such basic terms
and concepts as revenue, cash flow, or return on investment is helpful.
Typically, a business major will learn these things within his or her
first term. Some chapters involve some mathematics, but a good high
school graduate should be able to master it. The appendices go beyond
this level, but understanding the appendices is not essential to
comprehending the book. Nevertheless, some background knowledge
can be found there. In a very few places, the book deals with
mathematics beyond the high school level (7.1 or 7.3). It was
unavoidable there. Even that mathematics, though, is not beyond that
taught during the first year at university in most fields.

1.2

What to expect

As stated several times already, this book explains the skills necessary
to manage a business. The general goal of every business is to be
profitable. The only variation is whether to be profitable in the short
run or long term. (In principle this applies even for charities and
nonprofit organizations.) A manager has only two ways to improve
profitability. One is to lower costs and the other is to increase revenue.
All other concerns such as high quality products, motivated
employees, or investing in high technology are useful only if they are
helpful in lowering cost or increasing revenue. From this, one might
conclude that a manager has to know just two things (you guessed it):
How to lower cost and to increase revenue. One could argue,
therefore, that this book should have had two chapters only. One
should be called “How to lower cost” and the other “How to increase
revenue.” Books are available that deal with one or both topics.
Typically, they are in the form of “100 ideas for…” They might be
quite useful, and especially if a manager has to solve a specific
problem in the short run. In my opinion, though, they are not suitable
for long-term considerations and a thorough understanding.
5
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Therefore, I have taken a different approach here. I am explaining
typical things a manager has to do in order to achieve his or her major
goal. Please note that none of these should be done for their own sake.
The reason for applying the methods and tools presented here is
always to increase revenue or to lower cost, at least in the long run.
The arguably most essential task a manager has is to organize. In
short, organizing means to decide “who should do what” and “who is
reporting to whom.” Chapter “5 Organization” of this book deals with
this problem. One may consider the organization of an entire company
or just the organization of next week’s work. The logic behind it is
always the same. Please understand that to change an organization
never reduces costs directly. The change may lead to increased
revenue because one can serve the market better, or cost savings
created by other means may require a new organization. To organize is
an almost daily job of a manager, and especially if it is defined as
broadly as it is here. Therefore, chapter 5 – or more precisely 5.2.2 – is
undoubtedly the most important one in this book. Nevertheless, just
reading these 12 pages is most likely of very limited help. Almost
everything written here prior to 5.2.2 is essential for understanding
that section (and many other methods and tools presented here).
Chapter 2 is about business process modeling. In simple terms, it is a
standard way to describe what is done in a business. Obviously, one
must first write down what is done before one can think of organizing
it. Besides its being indispensable for organization, process modeling
is mandatory for controlling (4), balanced scorecard approaches (3),
reengineering (5.5), activity based costing (6.3) and many more
activities. I am aware of no manager who does not need to know about
it, and a big chunk of all consultants’ revenues comes from modeling
processes. Please note that it is by no means limited to IT problems,
such as introducing a new ERP system. I deliberately stress here its
importance outside the IT world. (For IT applications, some useful
literature can be found. Otherwise, there is none other available.)
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The third chapter deals with the buzzword “balanced scorecard”
(BSC). In simple terms, this is about finding the right quantities to
indicate how the business is getting along. There are thousands of
publications on this topic. Here, I will focus on the basic ingredients,
and I will stress typical problems and mistakes. One of the key
findings is that balanced scorecard is the one and only method for
determining performance indicators. Therefore, it is clear that the idea
of BSC is much older than the publications of Robert S. Kaplan and
David Norton on the subject. While they are not the inventors of BSC,
Kaplan and Norton are the people who made BSC happen – and that is
arguably a much bigger achievement. A second finding that is not so
common but is nevertheless important of chapter 3 is that BSC is
closely related to organization. To find proper performance measures
may require a change of the organization.
In chapter 4 (controlling), I show how to use the performance
indicators defined via BSC. As is the case with BSC, there are many
books and publications on controlling. I will emphasize the basic steps
and the typical but fundamental mistakes that occur. Again, it will
become clear that controlling is very closely related to organization. In
order to make a proper controlling possible one has to choose a certain
organization. (Indeed, chapter 5 will make clear that enabling a proper
controlling is the construction rule for a new organization.) A second
rarely considered finding of chapter 4 is the fact that, for reasons that
are fundamental, controlling is not always possible. The consequences
of this should be clear. First, attempting to control under such
circumstances is a complete waste. Second, management is scarcely
possible in such a situation.
Chapter 5 deals with organization, as mentioned above. Some
additional, related topics are discussed there. In 5.3 , I will explain how
many people should be working in a single organizational unit. A
fairly new approach of using a so-called feedback circle is discussed in
5.3.3. The number of people one person leads is commonly referred to
as a span of control. In 5.4 , I will show that there is an optimal span of
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control (typically 8 to 10). Values below and above this optimum will
lead to higher costs. In 5.5 , I will demonstrate that reengineering is a
very proper tool and not just a fashionable buzzword from the 1990s.
Process organization is sometimes considered a new organizational
form. In 5.6, I will make clear that it is the (one and only reasonable)
way to find an optimal organization. “Self-organization” is considered
a situation where an organization changes (for the better) without any
interference by the management. In addition to discussing its
usefulness and difficulties, I will clearly affirm in 5.7 that it has
nothing to do with such almost spooky things as violating one of the
most fundamental laws of physics (increase of entropy).
In chapter 6 , I will shed light on some quantitative methods and tools
that are often used. One quite general conclusion will be that, in
calculating, one must always take into account a margin of error
(6.1.2). By doing so, one will see that quite a few cost calculations are a
complete waste of time because their margin of error is too high. There
even are situations where it is quite impossible to decide whether a
particular product leads to a profit or loss. So-called semi-quantitative
methods are used to evaluate, for example, a strategy by assigning
scores to certain features. In 6.2, I will show the typical mistakes that
are made, and especially if the total score is built by multiplying the
individual scores. 6.4 explains a neat tool to determine the (marketdriven) target cost of a product and its components. 6.5 will lead to the
frontier of research in management. Here, the chaos theory is applied
to show that very small causes can result in enormous effects.
Consequently, one can show that, for example, supply chain networks
are sometimes fundamentally not manageable. The same can be true
for complex projects. Therefore, a fundamental change in management
approach is necessary.
In chapter 7 , additional tools and methods to manage an operation are
scrutinized. The central task of planning is reviewed in 7.1. By
applying a simple model, it is possible to calculate the margin of error
of a plan or forecast. Long-term planning can easily lead to a margin of
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error of, say, 100%. That points to severe consequences for the
usefulness of business plans. In the next tool discussed
(benchmarking), one compares two businesses. The goal of 7.2 is to
point out mistakes that are avoidable. In the third subchapter learning
curves are discussed. Everything that is done repeatedly will lead to
learning, and normally to higher efficiency. The exact form of such
learning curves is derived in 7.3. The result is indispensable for any
kind of controlling where learning is involved. This book ends with
some hints on soft skills (7.4). This important topic can easily fill an
entire book. The aim here is to encourage the reader to think about it
thoroughly.
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