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When the rules change, there is both opportunity and danger. Opportunity to those
businesses that capitalize on the changes quickly, and danger to those that lag behind.
Opportunity to those people who recognize the changes quickly, and danger to those

who deny, resist, or ignore.
Of course, that assumes that there are rules in the first place, and that they change.

There is controversy on the matter of changing rules. For instance, renowned manage-
ment writer Carol Loomis maintained in Fortune magazine that the rules are changing,

and in the same issue former GE CEO Jack Welch maintained they aren’t.

In your persnickety author’s opinion, the question isn’t so much about whether “the

rules” are changing. Rather, let us ask:
B What are the rules?

B Who decides what the rules are?

B  What makes the rules change?

B  How can you know when the rules are about to change?

The answers can make the difference between being surprised when enviably prescient
people change the rules, and being able to anticipate or even cause rule changes your-

self. We'll end this essay by discussing how you can change the rules in your favor.

What are the rules?

Being human, managers often behave as though rules are fixed in stone. In a sense,
that’s efficient behavior because we don’t waste time questioning things that seem pretty

much constant. However, rules aren’t constant, at least not in the sense that some force
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is holding them in place. (See illustration below.) Rather, rules are more like habits or
mutual agreement: this is how we see the world, and for simplicity and speed we choose
to regard that world as given. The more people who agree (often tacitly) to the rules, the

more valid the rules look.

« Immutable Mutable »
Laws of physics RULES Opinions
Legislation Benchmarks

There are such rules in business strategy. Stick to what we do best and outsource the
rest. Ask customers what they want, and give it to them. Reward good performance.
Hold people accountable for results. Low prices stimulate demand. If those statements
produced a “well, of course” reaction in you, that’s the point. That’s what makes them

rules.

We should carefully distinguish rules from principles. Principles are like laws of physics
and mathematical truisms. For instance, there is exactly 100% market share in every
market, which gives us the principle (not a rule) that one business cannot gain share

without at least one other losing share.

Who decides what the rules are?

Simple. We do; that is, each of us does. The moment you say something isn’t a rule, it

isn’t (to you).

It's one thing to burst your own rule balloons. It’s another to burst someone else’s. As
long as they say something is a rule, it is (to them). “Changing a rule” means bursting

rule balloons in enough people to cause a change in your business’s behavior.
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What makes the rules change?

Rules change in two ways. One is that our beliefs about a rule change, and the other is

that our analysis of a rule changes.

B Our beliefs change when someone has a clever idea. At one point the compensation
rule in a business might have been pay for time, and then someone said why not pay
for results (sales, production output, on-time deliveries, customer satisfaction rat-
ings, etc.). Today the concept of incentive compensation is of course to many manag-
ers. It is not universal, though, which is how we know it’s not a principle. If it were a
principle, a business could no more survive without incentive compensation than it

could by assuming gravity doesn’t apply to its products.

B Our analysis changes when something about the world changes, and we notice it.
For instance, the rule about outsourcing customer support to call centers in other
countries changed when long-distance telephony became sufficiently plentiful and
inexpensive and when computers made access to information sufficiently rapid and
comprehensive. The form of analysis — compare costs of different options — didn’t
change. The numbers that got fed into the analysis changed, and so did the result of

the analysis.

This is crucial. We note that in both cases of rule-changing the underlying principles did
not change. In the examples above, the underlying principles are “people respond to
incentives” and “paying less for the same work can raise profits.” People didn’t sud-
denly start responding to incentives, and raising productivity didn’t suddenly become a
way to improve profits, because someone “changed a rule.” And that gives us the key to

work proactively with rules.

How to know when the rules will soon change

You have probably inferred from the above that rules don’t change themselves. Rules
change when people say they do, from new beliefs or new analysis. And because un-
derlying principles do not change, you have the opportunity to predict rule changes, or

cause rule changes, proactively, by focusing on those principles.
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There are three basic steps.
1. Notice a rule (an assumption, an assertion, a policy, a tribal practice, a habit).
2. Figure out the principle underlying the rule.
3. Askif a different rule is possible from the same principle.

For instance, say you want to sell a mass-market product (a car, a financial service, or a
political candidate). You want to build awareness. You know that the rule is that net-

work TV reaches more people in less time than any other medium.

Next, you figure that the principle underlying the rule is that it is most efficient to use
media that reach many people. In your case, network TV happens to be the way that

reaches the most people in the least time at the lowest cost per person.

Or is it? You ask if a different rule is possible. Until recently the network-TV rule had
been unchallenged for decades. Now, though, the Internet is competitive, partly because
network TV touches a shrinking percentage of the population and partly because net-
based services (email, blogs, streaming video, dedicated websites) touch a growing per-
centage. Old calculus (cost per impression), new answer. A rule in the process of

changing.

How to identify and change rules

You can take action to identify rules that are running your business and to see if you can

change those rules to your benefit.

B Teach yourself to hear the rules implicit in your and others’ thinking. “We’ve got to
introduce X new products to have even odds of getting a winner.” Why? Is it an im-
mutable law of physics, or is it based on traditional methods of developing and mar-
keting new products? What are the underlying principles, and what would it take to

get a different outcome?

B Put on your competitors’ shoes, and surface hidden rules, with a business war game.

Strategists in a Fortune 100 company discovered a hidden rule — “neither we nor
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competitors will price below X% margin” — when their own managers, role-playing
competitors, followed a price cut that they “shouldn’t.” Identifying the principle un-
derlying the role-players” decisions helped them change a key rule and leapfrog their

competition.

Look at your analytic tools with new eyes. For instance, notice how they forecast
sales, look for the principles underlying the forecasts, and ask if they make sense.

Are those the principles on which you want to base such an important number?

Use quantitative models (after looking at them with new eyes). At ACS we’ve often
seen smart, experienced strategists get surprised at the results of analyses that obey
the rules they’ve described versus those that follow the principles of competition we
apply. The starkness of an analysis can help people challenge rules in an effort to

achieve desired results.

Search for reasons why not. Human beings tend to seek and listen to data that con-
firm what they want or believe. You can better identify unchallenged rules (and un-
cover new opportunities) by consciously looking for disconfirming evidence. What
could make our plan not work? If we wanted to attack our business, what would we

do? How would we do something that we’ve always thought was impossible?

Spin scenarios in reverse. Imagine that you are five or ten years in the future, and
improbable events have actually taken place. How? Flesh out the stories and make

them vivid to reveal the rule-changing twists and turns in the future.

The principles of competition don’t change, but rules do. People change the rules. By

thinking differently, you can be the one to direct those changes.
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