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Before you begin

Why this book exists

A business library is a lookup table. You arrive knowing the word

you want, you read the entry, you leave. That is a useful thing to

own and a poor way to learn, because the entries never tell you

which one to read next, and the order is the part that carries the

meaning.

This primer takes a hundred and eleven entries from that lib‐

rary and puts them in the order in which they actually matter. It

begins with the oldest question in commerce — why does any‐

thing have a price — and ends with the newest one, which is how

an  enterprise  survives  the  people  who  built  it.  Everything  in

between is the road from one to the other.

It is not a summary. The source entries were written separ‐

ately, over years, in the style of reference material: definitions,

bulleted  factors,  lists  of  considerations.  That  form  answers  a

question you already knew to ask.  Prose has to do something

harder — it has to make you see why the question mattered be‐

fore you asked it. So the material has been rewritten rather than

collected, and the joins between topics carry as much of the ar‐

gument as the topics themselves.

How to read it

Straight through, if you can. Each part assumes the one before it.

Pricing  makes  limited  sense  before  exchange;  unit  economics

makes no sense before pricing; growth strategy is close to mean‐

ingless before unit economics. The sequence is the teaching.

If you cannot read it straight through, the ten parts are self-

contained enough to be useful alone, and the argument of each is

stated in its first page so you can tell quickly whether it is the

one you need.
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A note on what is not here

There are no figures in this book that you should act on without

checking. Where a number appears it is illustrative — a worked

example to show the shape of a calculation, not a claim about any

real market. Prices, rates, thresholds and benchmarks all move,

and a printed one is out of date by the time it is bound. What

does not move is the reasoning, and the reasoning is what this

book is for.

There is also no advice here about your specific business, be‐

cause a book cannot know it. What a book can do is furnish the

questions, and make you uncomfortable about the ones you have

been avoiding.
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Part One — Ground

What a business actually is

Every business, however elaborate it later becomes, rests on a

single event repeated: someone hands over money and receives

something they wanted more than the money. Strip away the org

chart,  the  brand  guidelines,  the  quarterly  plan,  and  that  ex‐

change is what remains. If it stops happening, nothing else in the

enterprise  matters.  If  it  happens  often  enough  and  on  good

enough terms, almost everything else can be fixed later.

This part is about that exchange and the forces acting on it. It

is the least glamorous material in the book and the most load-

bearing. Pricing arguments that go in circles, growth plans that

collapse on contact with a customer, marketing budgets that pro‐

duce activity and no revenue — most of them fail here, at the

ground floor, because someone skipped the question of why any‐

one pays anything at all.

Price is not a number you choose

The instinct of most people starting out is to treat price as a de‐

cision, made once, by them. It is more useful to treat it as a nego‐

tiated outcome between four pressures, only one of which you

control.

The first is cost. Everything you spend to make and deliver the

thing sets a floor, and a business selling below that floor is buy‐

ing customers with its own capital, which is a strategy but should

at least be a deliberate one.

The second is  demand — how many people want it and how

badly. The third is  competition, because your price is read by

the customer in the context of every alternative they can see, in‐

cluding the alternative of doing nothing. The fourth, and the one

most often underweighted, is  perceived value: what the buyer

believes they are getting. Perceived value is why two physically

identical products sell at different prices in different packaging,

5



and why cutting a price sometimes reduces sales rather than in‐

creasing them.

Around these sit the conditions of the moment — inflation, ex‐

change rates, where the economy is in its cycle. These are not

yours to set. They are weather, and the sensible response is to

know what the forecast is rather than to argue with it.

What you actually choose is an objective, and different object‐

ives  produce different  prices  from the same costs.  A business

maximising profit prices differently from one maximising volume,

which prices differently again from one simply trying to survive a

bad  year,  which  prices  differently  from  one  holding  its  price

steady to avoid starting a price war it would lose. None of these

is the right answer in general. All of them are the right answer

sometimes. The error is not picking the wrong one; the error is

not knowing which one you have picked.

Equilibrium, and why markets keep moving

Economics has a tidy account of where prices settle. Buyers want

more as  prices  fall;  sellers  offer  more  as  prices  rise;  the  two

curves cross at a price where the quantity people want to buy ex‐

actly equals the quantity people want to sell. That crossing point

is the equilibrium price, sometimes called the market-clearing

price, because at that price the market clears — nothing is left

on the shelf and nobody is turned away.

The tidiness is the useful part, and also the misleading part. It

is useful because it tells you what happens when you are not at

equilibrium. Price too high and you get a surplus: goods unsold,

inventory piling up, pressure building to discount. Price too low

and you get a shortage: stockouts, waiting lists, and the discov‐

ery that you have been handing customers a bargain they would

happily  have paid more for.  Both are self-correcting if  you let

them be, which is what the model describes.

It is misleading because real markets are almost never at rest.

Preferences shift, a competitor launches, a supplier fails, a regu‐
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lation changes, and the crossing point moves before you have fin‐

ished adjusting to where it was. Equilibrium is better understood

as a direction of travel than a destination. The practical skill is

not finding the equilibrium price; it is reading which way the im‐

balance currently runs, and how fast.

Reading demand before you have any

The circularity of a new business is that you need to know de‐

mand to decide what to build, and you cannot observe demand

for something that does not exist. There is no clean escape from

this, only better and worse approximations.

The better ones begin with the buyer rather than the product.

What do they currently do about the problem? What does that

cost them in money, time or irritation? What would have to be

true for them to change? These questions can be asked before

anything  is  built,  through  conversation,  structured  interviews,

small groups — and they produce something more useful than a

demand estimate. They produce the reason for demand, which is

what you will need later when you write the pricing page and the

sales script.

Industry data helps at a different resolution: how large the cat‐

egory  is,  how it  is  growing,  who  currently  holds  it.  Watching

what people say unprompted — in forums, in reviews, in com‐

plaints about competitors — helps at a third. None of these is de‐

cisive alone. Taken together they are usually enough to tell the

difference between a market that exists and one that only sounds

plausible.

Supply is the easier half,  and gets less attention than it de‐

serves. It means knowing what it costs to produce at the volume

you are promising, whether the inputs are actually available, and

whether your suppliers can hold that capacity when you ask for

three times as much at short notice. Businesses far more often

fail by winning demand they cannot serve than by building capa‐

city nobody wants.
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Both  sides  move.  Tastes  change.  A  new  technology  makes

something cheaper to produce and supply jumps. A tariff lands

and  the  economics  of  an  import-dependent  product  change

overnight. A primer cannot tell you when these will happen; it

can tell you that a plan which only works at today's demand and

today's costs is not a plan, it is a snapshot.

Elasticity: how much the number actually matters

The single most useful refinement to any pricing conversation is

the question of  elasticity — how much the quantity demanded

moves when the price moves.

Where demand is  elastic,  a  small  price change produces a

proportionally larger change in volume. Discounting works here;

so do promotions, and so does the whole apparatus of price-led

marketing.  Where  demand  is  inelastic,  price  changes  barely

move volume, and the effort is better spent elsewhere: on quality,

on availability,  on the relationship, on anything that is not the

number.

The reason this  matters  more than it  appears  is  that  it  re‐

verses the intuition about revenue. For an elastic product, cut‐

ting  the  price  can  increase total  revenue,  because  the  extra

volume more than compensates. For an inelastic one, raising the

price  can  increase  revenue  with  little  volume  lost.  Two  busi‐

nesses can take opposite pricing actions, both correctly, because

they face different elasticities — and the same business can face

different elasticities in different segments, different seasons, and

different economic conditions.

Price sensitivity is the same idea from the buyer's side, and it

is  not evenly distributed.  It  varies by category — people shop

harder on some things than others — and it moves with circum‐

stance,  rising when money is  tight.  This is  why own-label  and

value brands gain share in downturns: not because they got bet‐

ter, but because the population of price-sensitive buyers grew. It

is also why a value position is a genuine position and not a failure
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to have one. The mistake is to hold a value position while spend‐

ing like a premium one.

Market share, and what it does and does not tell

you

Market share is the proportion of a category's total sales that you

hold.  It  is  a  simple  calculation  — your  revenue  over  the  cat‐

egory's revenue — and a genuinely informative one, because it

measures you against the thing you are actually competing with

rather than against your own past.

Growth in revenue alone can flatter badly. A business growing

at fifteen per cent in a category growing at thirty is shrinking in

every sense that matters competitively, and the revenue line will

not tell you so. Share will.

Relative market share sharpens this further by comparing

you to the leader rather than the whole. If you hold twenty per

cent and the leader holds forty, your relative share is 0.5. Any‐

thing below one means someone else sets the terms of the cat‐

egory — the reference price, the feature expectations, the distri‐

bution norms — and you respond. Anything above one means you

do. That distinction predicts a great deal about which strategies

are available to you, and it is invisible in absolute share.

The caution is that share is a ratio, and ratios can be improved

by  shrinking  the  denominator.  Defining  your  market  narrowly

enough will make anyone the leader of something. This is a legit‐

imate strategic move when the narrow market is real and defens‐

ible, and self-deception when it is drawn on a slide to make a

number look better.

The border, and what it does to all of this

Everything above describes a market. The moment goods cross a

border, a second set of forces applies on top.

Trade blocs are the structural answer. A group of countries

agrees to lower the barriers between themselves, and the depth
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of that agreement comes in recognisable tiers. A  preferential

trade area reduces tariffs between members while each keeps

its  own arrangements  with  everyone  else.  A  free  trade area

goes further, removing quotas and other restrictions as well. A

customs union adds a common external tariff, so the bloc faces

the outside world as a single wall — which is why, as noted else‐

where in this library, a country negotiating access to a customs

union negotiates with the union rather than with a member. A

common market goes furthest, allowing labour and capital to

move as freely as goods.

The tiers matter commercially because they determine what

you must prove. Under a free trade area, preferential rates de‐

pend on  rules of origin — demonstrating that  the goods are

genuinely from a member, not merely shipped through one. That

is  paperwork,  and  paperwork  has  a  cost,  and  for  low-margin

goods  the  cost  of  proving origin  sometimes  exceeds  the  tariff

saved.

Beyond the blocs sits the wider system: the World Trade Or‐

ganization setting rules and arbitrating disputes, bilateral agree‐

ments cutting across bloc lines, and the non-tariff barriers that

often bite harder than tariffs — quotas, subsidies, standards, cus‐

toms delays.  A shipment held three weeks at  a port  has been

taxed, whatever the tariff schedule says.

And running underneath it all are  supply chains, which are

the physical expression of all  these agreements.  They are effi‐

cient because they are specialised and long, and fragile for ex‐

actly the same reason. A pandemic, a blocked canal, a regional

conflict — any of these can make a chain that worked for a dec‐

ade stop working in a fortnight. The lesson repeatedly learned

and repeatedly forgotten is that the cheapest chain and the most

robust chain are rarely the same chain, and that the difference in

cost is the premium you pay for not being stopped.
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Where the money itself is priced

One more layer sits above the market for goods: the market for

financial instruments, which prices money itself and transmits its

mood to everything else.

Equities rise when growth is expected and borrowing is cheap,

and fall when neither is true. Bonds do something close to the

opposite, attracting money when investors want safety. Commod‐

ities respond to the physical world — harvests, extraction, con‐

flict near a shipping lane. Currencies move on interest rate dif‐

ferentials and on confidence.

A business that sells nothing financial is still affected by all of

it, through three channels. The cost of capital determines wheth‐

er expansion is  affordable.  Exchange rates determine what an

import costs and what an export earns. And sentiment determ‐

ines whether customers are confident enough to spend. You need

not forecast these — forecasting them is a profession with a poor

record — but you should know which of them you are exposed to,

because the exposure exists whether or not you have looked at it.

What this  part  was for. Price  is  not  chosen  but  negotiated

against cost, demand, competition and perception, in service of

an objective you should be able to name. Markets tend toward a

clearing price and never arrive, so read the direction of imbal‐

ance rather than hunting the point. Elasticity decides whether

price is your lever at all. Share tells you what revenue cannot,

provided you have not gerrymandered the denominator. And bor‐

ders, blocs and capital markets sit above all of it, setting terms

you do not control.

With that in place, the next question is the first one a founder ac‐

tually faces: out of everything that could be done, what is worth

doing?
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Part Two — Opportunity

Finding something worth doing

The ground floor told us what an exchange is. This part is about

choosing which exchange to attempt, and it opens with the ob‐

servation that kills more young businesses than competition ever

does:  it  is  entirely  possible  to  build  something  excellent  that

nobody wanted.

The failure is rarely stupidity. It is usually sequence. A founder

has an idea, becomes attached to it,  and spends the discovery

period  looking  for  evidence  that  the  idea  is  good rather  than

looking for what is true. Everything in this part is a method for

resisting that, and the methods share a shape — they push the

enquiry away from your solution and towards the customer's ex‐

isting life.

Opportunity cost: the discipline underneath the

choice

Before any specific technique,  one concept  governs the whole

activity. Opportunity cost is the value of the next best thing you

gave up in order to do this one.

It sounds academic and it is ruthlessly practical, because it re‐

frames every decision from  is  this  good to  is  this  better  than

what it displaces. A project that will make money is not thereby

worth doing. It is worth doing if it makes more than the project

you would otherwise have run with the same people, the same

months and the same capital.

Most of what a business gives up is invisible in this way. The

engineer building feature A is not building feature B. The month

spent on a partnership is a month not spent on the product. The

cost never appears on an invoice, which is precisely why it goes

unaccounted.

Opportunity cost also has a non-monetary form that founders

systematically ignore. Attention is finite, and so is the goodwill of
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the people around you. Spending a year on the wrong idea costs

a year, and years are the one input that cannot be raised.

The practical instruction is small and hard: whenever you com‐

mit to something, be able to name what you are not doing in‐

stead. If you cannot name it, you have not made a choice, you

have made a default.

Discovery: finding out before you build

Customer discovery is the structured version of finding out. Its

purpose is not to gather encouragement; it is to test whether the

assumptions your plan rests on are true, early enough that being

wrong is cheap.

Four questions carry most of the weight.

Who are they, specifically? Not a demographic bracket but a

recognisable  person  with  a  job,  a  context  and  a  set  of  con‐

straints. Vagueness here propagates into every later decision —

you cannot price for, market to, or build for a person you cannot

picture.

What  problem  do  they  actually  have? Stated  in  their

words, not yours. The gap between a founder's description of a

problem and a  customer's  description of  the  same problem is

usually where the business is won or lost.

How are they solving it now? This is the most informative

question in the set and the most often skipped. Everybody solves

their problems somehow, even if the solution is a spreadsheet, a

workaround, or enduring it. That incumbent solution is your real

competition,  it  is  free,  and  it  has  the  enormous  advantage  of

already being in place.

Is the problem big enough to pay for? Plenty of real prob‐

lems  are  not  worth  money.  People  will  describe  an  irritation

vividly and then decline to spend anything on removing it, and

there is nothing dishonest in that — the irritation was genuine, it

just was not expensive.

13



Discovery done well narrows the target. It should leave you

with  fewer  prospective  customers  than  you  started  with,  de‐

scribed more precisely. A discovery process that widens the mar‐

ket is usually a process that found what it wanted to find.

Reframing: making sure it is the right problem

Discovery tells you what people say. Reframing is the discipline

of not taking it at face value, because the first statement of a

problem is usually a statement of a symptom.

The mechanics are simple. Move from symptom to cause by

asking why repeatedly — the "five whys" — until  the answers

stop changing. Customers are abandoning their carts is a symp‐

tom. Asked why enough times it resolves into something action‐

able and quite different: they do not trust the payment step, or

the shipping cost appears too late, or the form asks for things

they do not want to give.

The second move is to challenge the framing's hidden assump‐

tion. We are not getting enough website traffic assumes traffic is

the constraint. It might be; it might equally be that the traffic is

fine and the page fails to convert it, in which case every pound

spent on the stated problem is wasted.

The third is inversion — asking what would have to be true for

the opposite to hold. If you believe customers want more choice,

ask what would make them want less, and check which world you

are actually in.

Reframing is cheap and it is the highest-leverage half hour in

the entire  process,  because it  operates  before any money has

been committed. The cost of solving the wrong problem well is

the whole project.

Personas: useful fiction, dangerous fiction

Once discovery has produced real people, the temptation is to

compress them into a persona — a composite profile standing in

for a segment.
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Used properly, this is a communication device. A persona lets

a  team  of  twenty  argue  about  the  same  imagined  customer

rather than twenty different ones, and that alignment is worth a

great deal. A good persona carries demographics, but its useful

content is elsewhere: what the person is trying to achieve, what

obstructs them, how they decide, and where they look for inform‐

ation.

Two distinctions are worth keeping straight. The customer is

who pays. The consumer is who uses. In consumer goods these

are often the same person and sometimes emphatically are not —

the buyer of children's clothing is not the wearer. In business-to-

business they are almost never the same, and the buying decision

typically  involves  several  people  with  different  incentives:  the

user  who wants  it,  the  manager  who approves  it,  the  finance

function that questions it, the technical reviewer who can veto it.

Selling to the user and ignoring the veto is a common and ex‐

pensive error.

The danger of personas is that they are invented, and inven‐

tion feels like knowledge. A persona built from real conversations

is a summary of evidence. A persona built in a workshop from as‐

sumptions is a set of assumptions with a name and a stock photo‐

graph, and it will be cited later as though it were research. If you

cannot say which interviews a persona came from, it is fiction.

Segmentation, targeting, positioning

The formal  apparatus for  turning all  of  this  into  a  decision is

STP, and its three steps answer three different questions.

Segmentation asks how the market divides. Markets can be

cut demographically, geographically, psychographically — by val‐

ues and lifestyle — and behaviourally, by what people actually do.

Behavioural segments are usually the most useful and the least

used, because they require data about conduct rather than de‐

scription. The test of a segment is not whether it is definable but

whether it is different in a way that changes what you would of‐
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fer it. A cut that produces two groups you would treat identically

is a cut that has told you nothing.

Targeting asks which segments to serve. This is where oppor‐

tunity cost returns, because choosing a segment means declining

others, and the instinct to serve everyone is the instinct that pro‐

duces a proposition compelling to nobody. The criteria are size,

growth, how well you can serve it relative to alternatives, and

how contested it already is.

Positioning asks what place you intend to occupy in the mind

of that segment, relative to the alternatives they are weighing.

Positioning is not a slogan. It is a claim about which axis matters

— cheapest, fastest, safest, most complete, easiest to live with —

and it is only real if it excludes something. A position that claims

every virtue is not a position.

Done in order, these three compound. Done out of order — po‐

sitioning invented first, segments drawn afterwards to fit — they

produce a plan that is internally consistent and unconnected to

any market.

The journey, and why it is not a funnel

Buyers do not decide instantly. The buyer journey describes the

path from not knowing they have a problem to having chosen a

solution, and it is conventionally drawn in stages.

Awareness is the point at which someone recognises a need.

They are not shopping yet; they are trying to understand what is

happening to them. Material that sells at this stage is material

that annoys. Material that explains does the work.

Consideration is the point at which the need is understood

and the options are being explored. Now comparison is welcome,

and specificity helps — how it works, what it costs, what it does

not do.

Decision is the narrowing, where the remaining barriers are

practical: risk, cost, effort of switching, and whether anyone will
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be  blamed  for  choosing  wrongly.  Most  of  what  closes  at  this

stage is reassurance rather than persuasion.

Two cautions. First, real journeys are not linear. People loop,

stall,  restart  months  later,  and  arrive  in  the  middle  having

already done their research elsewhere. The stages are a descrip‐

tion of states, not of a queue. Second, the journey does not end at

purchase. What happens afterwards determines whether there is

a second purchase, and whether this customer tells anyone —

and in most businesses the second purchase is where the profit

actually lives.

Value, experience, and the difference between them

Customer value creation is  the whole apparatus by which a

business turns understanding into something worth paying for:

research into design, design into delivery, delivery into a relation‐

ship. It is a chain, and its weakest link sets its strength. A bril‐

liantly designed product delivered badly creates less value than

an ordinary product delivered well, which is unintuitive and con‐

sistently borne out.

Customer experience is the sum of every interaction a per‐

son has with you, from the first advertisement to the last support

call.  It  has  a  tangible  half  —  the  product,  the  premises,  the

people — and an intangible half made of perception, trust and

how the whole thing felt. The intangible half is harder to manage

and does more of the work, because it is what gets remembered

and repeated.

Being  customer-centric is  the  organisational  commitment

that follows from taking this seriously, and it is more demanding

than the phrase suggests. It requires mapping the journey and

finding  where  it  hurts;  personalising  where  personalisation  is

genuinely useful rather than merely possible; training and  em‐

powering staff,  which  means  giving  them authority  to  resolve

things rather than scripts to recite; and running a feedback loop
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that actually closes — collection, analysis, change, and telling the

customer something changed.

Most  organisations  manage  the  first  three  quarters  of  that

loop.  The  failure  is  almost  always  at  the  closing:  feedback

gathered, analysed, filed.

Breadth: the product mix question

One structural decision belongs here, because it follows directly

from segmentation. How many different things should you offer?

A  segmented product mix — several variants aimed at dis‐

tinct groups — lets an established brand serve incompatible pref‐

erences without compromising any of them, reach into adjacent

markets without abandoning the core, and reduce the risk of de‐

pending on a single line. These are real advantages and they are

why mature companies have catalogues rather than products.

They are also why young companies should be suspicious of

the same logic. Every additional line consumes attention, invent‐

ory,  support  and marketing,  and dilutes the position you were

trying to establish. Breadth is a reward for having won a seg‐

ment, not a method for winning one. The sequence that works is

to earn the right to expand; the sequence that fails is to expand

in the hope of finding out which one works.
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What this part was for. Every commitment has an opportunity

cost you should be able to name. Discovery is for testing assump‐

tions, not collecting encouragement, and its most useful question

is  how  the  customer  solves  the  problem  today.  Reframing

catches the case where you were about to solve the wrong thing

well. Personas align a team and mislead it in equal measure de‐

pending on whether they came from evidence.  Segment,  then

target,  then position  — in  that  order,  and each must  exclude

something. The journey is a set of states rather than a queue,

and it does not end at the sale.

You now have a customer and a problem. The next question is

how the solving of it turns into a business rather than a favour.
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Part Three — Model

How the value is captured

A business model is the answer to a question that sounds trivial

and is  not:  given that you can create value for someone,  how

does some of that value end up as yours?

The two halves come apart more often than people expect. It is

entirely possible to create enormous value and capture almost

none of it — the history of technology is full of inventions that en‐

riched everyone except their inventors. It is also possible, for a

while, to capture value you did not create, which is what rent-

seeking means and why it is unstable. A business model is the

mechanism connecting the two, and it deserves to be designed

rather than inherited.

The nine boxes, and what they are actually for

The most widely used way to lay a model out is the  Business

Model Canvas, devised by Alexander Osterwalder and Yves Pig‐

neur. It puts the whole enterprise on one sheet in nine blocks.

On  the  customer  side:  customer  segments,  the  distinct

groups you serve; the value proposition, what you offer each of

them; channels, how you reach and deliver; and customer rela‐

tionships,  the kind of connection you maintain — self-service,

personal, automated, community.

On the delivery side:  key activities, the things the business

must actually do;  key resources, what it must own or have ac‐

cess to; and key partners, what it deliberately does not do itself.

And underneath both: revenue streams and cost structure.

The  canvas  is  often  taught  as  a  form  to  complete,  which

wastes it. Its value is in the  tensions between boxes, and there

are three worth looking for specifically.

The first is between value proposition and customer segment.

If you cannot state a different proposition for each segment, you
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probably have one segment described two ways, or two segments

you are serving identically and serving at least one of them badly.

The  second  is  between  key  activities  and  key  partners.

Everything  you  do  yourself  consumes  management  attention,

which is the scarcest resource in a small company. The question

is not what you  can do but what you must do because doing it

badly would be fatal.

The third, and the one that decides survival, is between reven‐

ue streams and cost structure. Not their sizes — their shapes. A

business with fixed costs and variable revenue behaves entirely

differently from one with variable costs and contracted revenue,

and the difference shows up in a downturn rather than in a plan.

Filled in honestly, the canvas is diagnostic. Filled in aspiration‐

ally, it is a mood board.

What actually makes a model good

Ask what separates a strong model from a weak one and the usu‐

al answers — innovation, differentiation, customer focus — are

true and unhelpfully abstract. Three properties do more work.

It is hard to copy. Not impossible: hard. Differentiation that

consists only of features is temporary, because features are vis‐

ible and copyable. Differentiation embedded in a process, a rela‐

tionship, a cost position or an accumulated dataset is slower to

erode,  because a  competitor  has  to  rebuild  the  history  rather

than the artefact.

It improves with scale. Some models get cheaper per unit as

they grow; some get better for each user as more users arrive;

some merely get bigger. The third kind grows without becoming

more defensible, which means the whole gain can be competed

away.

It works for everyone it depends on. A model that squeezes

suppliers to the edge of viability, or relies on staff turnover being

someone else's problem, is not stable — it is borrowing against a

relationship. This is the practical core of the stakeholder argu‐
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ment that Part Ten returns to, and it appears here because it is a

design property of the model, not an ethical add-on to it.

Revenue is a mechanism, and there are only so

many

Before the digital shapes, it is worth laying out the underlying

mechanisms  of  capture,  because  they  recur  in  every  era  and

most businesses use several without having chosen any of them

deliberately.

You can sell  an asset  outright,  transferring ownership for a

one-off payment. Simple, understood by everyone, and it makes

every month begin at zero.

You can sell use rather than ownership — renting, leasing, li‐

censing, charging by the hour or the seat or the query. The cus‐

tomer avoids the capital outlay and you retain the asset and the

relationship, which is the whole appeal of the shift toward ser‐

vices that has reshaped several industries.

You can charge for access on a recurring basis regardless of

use, which is the subscription discussed below.

You can charge a fee for intermediating between two parties

who wanted to transact, taking a cut of a value you did not cre‐

ate but did enable.

You can charge for attention, giving the product away to one

group and selling access to them to another. This is the advert‐

ising model, and the thing to understand about it is that it makes

the user the product in a literal structural sense: the interests of

the payer and the interests of the user diverge, and every design

decision sits on that fault line.

And you can price by outcome rather than by input — a share

of savings delivered, a fee contingent on a result.  It  aligns in‐

terests better than any other mechanism and requires an agreed

way to measure the outcome, which is why it remains rare out‐

side professions where the result is unambiguous.
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Three observations. The mechanism can be changed without

changing the product, as noted at the end of this part. Most dur‐

able businesses use more than one, and the interesting question

is which one carries the margin — frequently not the one that

carries the revenue. And the mechanism determines the shape of

the cash: a one-off sale front-loads it, a subscription spreads it,

an outcome fee delays it, and the business must be financed ac‐

cordingly. A firm that changes mechanism without changing its

financing discovers this in about six months.

The digital shapes

Digitisation did not abolish these principles; it added several re‐

cognisable shapes that recur.

The platform model connects two or more groups and takes a

fee for the connection. Its defining property is the network effect

— each additional participant makes the thing more valuable to

the others — and its defining difficulty is that the effect runs in

reverse at the start. A marketplace with no sellers is worthless to

buyers and vice versa, which is why platform businesses spend

heavily to solve the cold-start problem and why most of them fail

there.

The subscription model trades a large one-off payment for a

recurring small one. It smooths revenue, raises the lifetime value

of  a  customer  and makes  forecasting  possible.  In  exchange it

makes churn the number that governs everything, because a sub‐

scription business is a bucket with a hole in it: growth is the dif‐

ference between the inflow and the leak, and a small change in

the leak overwhelms a large change in the inflow.

The  freemium model  gives  a  usable  product  away  and

charges for more. It works when three conditions hold together:

the free tier is genuinely useful, the marginal cost of a free user

is near zero, and there is a natural point at which a user's own

success  creates  the  need  to  upgrade.  Where  the  free  tier  is

crippled, users leave rather than convert. Where marginal costs
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are real, scale becomes a liability. And where the upgrade trigger

is  artificial,  conversion  stays  low  and  the  free  population  is

simply a cost.

The  marketplace is  a  platform specialised  to  transactions,

and it lives or dies on trust between strangers — which is why

the successful ones spend most of their engineering effort on rat‐

ings, escrow, dispute resolution and fraud, none of which is the

thing they appear to sell. Its chronic vulnerability is disintermedi‐

ation: once two parties have met and are satisfied, both have an

incentive to transact directly and cut you out, and the market‐

place  must  keep supplying  enough value  after  introduction  to

make staying worthwhile.

The aggregator captures demand at the point of choosing and

directs it to suppliers, which turns those suppliers into commod‐

ities. Enormously powerful, and it inverts the usual relationship:

the aggregator's customer is the end user,  and the businesses

whose products it lists are its inventory.

The  as-a-service repackaging takes something formerly sold

outright and sells it as ongoing provision. It usually improves the

customer's position and the provider's economics simultaneously,

which is why it has spread so widely, and it carries one specific

hazard — the transition period, during which the up-front reven‐

ue has stopped and the recurring revenue has not yet accumu‐

lated. Several firms have been right about the model and insolv‐

ent during the change to it.

What all of these share is that the mechanism of capture is

separable from the act of creation, and can be designed on its

own. This is the practical point of the whole part: two firms mak‐

ing the identical thing can have entirely different businesses, and

the difference is usually the more consequential of the two.

Choosing, and changing

Two closing observations.
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The first is that models are chosen more rarely than they are

drifted into. A business begins by selling something to somebody,

the  arrangement  solidifies,  and  five  years  later  the  model  is

whatever accumulated rather than whatever was best. The can‐

vas is most useful not at the start, where everything is specula‐

tion, but eighteen months in, when you can fill it with facts and

be surprised by what they say.

The second is that a model can be changed without changing

the product. Moving from one-off sale to subscription, from dir‐

ect to channel, from paid to freemium, from product to service —

these are all changes to the capture mechanism alone. They are

also among the most consequential moves a business can make,

and unlike product changes they are largely invisible to custom‐

ers until the invoice arrives.

What this part was for. Creating value and capturing it  are

separate achievements; the model is the link. The canvas is dia‐

gnostic in its tensions, not its boxes. Durable models are hard to

copy, improve with scale and work for the parties they depend

on.  The  digital  shapes  — platform,  subscription,  freemium —

each carry a specific constraint that determines whether they

can work for you. And the model you have is probably one you

drifted into rather than chose.

Knowing how value is captured, the next question is how it gets

made — reliably, repeatedly, on Tuesday as well as on the launch

day.
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Part Four — Operations: The
Machine That Makes The Promise
True
A business model is a claim about how value will be created and

captured. Operations is the apparatus that has to make the claim

true on an ordinary Tuesday, with the staff who actually turned

up, using the inputs that actually arrived, for the customer who

actually  ordered  —  not  the  representative  customer  of  the

strategy deck but the specific one, with the unusual delivery ad‐

dress and the amended purchase order.

Everything upstream of this part is a statement of intent. Op‐

erations is where intent meets friction. It is the least glamorous

section of any business education and the one that most reliably

separates companies that grow from companies that merely sell.

A firm can be wrong about its market and recover. A firm that

cannot reliably do the thing it has promised will be found out by

its own customers, one at a time, and the finding-out is cumulat‐

ive.

What operations actually is

The textbook definition is the management of the processes that

transform inputs into outputs. This is accurate and almost use‐

less, because it makes operations sound like a factory concern. In

practice,  almost  every  business  is  an  operations  business,

whatever it sells. A consultancy transforms partner hours and ac‐

cumulated method into a report. A software company transforms

engineering time into deployed code. A restaurant transforms in‐

gredients, labour and a room into an evening. The transformation

is real in each case, and in each case it can be done well or badly

at roughly the same cost.

The useful framing is this: operations is the set of repeated de‐

cisions that you have chosen to stop making individually. Every

process is a decision that has been frozen. When you write down
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how a refund is handled, you are declaring that this question will

not be re-litigated each time it arises. That is the entire point. It

buys speed and consistency,  and it  costs you the ability  to be

clever in the individual case.

This is why process design is a strategic act rather than an ad‐

ministrative one. You are deciding which questions your organ‐

isation will stop thinking about. Freeze the wrong ones and you

have automated a mistake; freeze too few and every order be‐

comes  a  negotiation,  which  is  the  condition  most  small  busi‐

nesses are in without recognising it as a choice.

The three levers, and why only three

Whatever the industry, operations is pulled in three directions:

cost, speed and quality. Standard teaching adds flexibility as a

fourth, which is fair, but it is better understood as the ability to

change your position on the other three quickly.

The important thing about the three is not that they trade off

— everyone knows they trade off — but that the trade-off is not

fixed.  At  any  given  moment  a  business  sits  somewhere  on  a

curve, and it can move along that curve by sacrifice, or it can

move the whole curve outward by improvement. Cutting quality

to cut cost is movement along the curve. Eliminating a step that

was producing defects cuts both cost and defects at once, and

that is movement of the curve itself.

Most operational effort is spent on the first kind of movement

and described as the second. A manager announces an initiative

that  will  reduce costs  and improve service,  and what  actually

happens is that costs fall and service degrades in ways that take

two quarters to appear in the numbers. The test for whether you

are moving along the curve or shifting it is simple and uncom‐

fortable: name the waste you removed. If you cannot name it — a

rework loop, a wait, a duplicated check, an unnecessary move‐

ment — then you did not shift the curve. You made a trade and

called it a gain.
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Flow, and the tyranny of the bottleneck

The single most useful idea in operations is also the simplest: a

process produces at the rate of its slowest stage, and nothing

else matters until that stage is fixed.

This is obvious when stated and almost universally ignored in

practice,  because  improvement  effort  naturally  flows  to  the

places where improvement is easy rather than where it is bind‐

ing. A team optimises the stage it understands best. The stage

gets 30% faster. Total output does not change at all, because the

constraint was elsewhere, and now there is simply a larger pile

of work waiting in front of it.

Finding the constraint is usually a matter of looking for the

queue. Work piles up in front of the bottleneck and is scarce after

it. In a kitchen it is the pass; in a professional firm it is almost al‐

ways the one partner who must review everything; in software it

is very often not writing code but reviewing and deploying it. In a

fair  number  of  service  businesses  the  true  bottleneck  is  the

founder, and no process improvement anywhere else in the com‐

pany will matter until that is admitted.

Three  consequences  follow,  and  they  are  counterintuitive

enough to be worth stating plainly.

First,  an hour  lost  at  the bottleneck is  an hour  lost  by  the

whole business, permanently. An hour lost anywhere else is gen‐

erally free, because there was slack. This means protecting the

constraint — never letting it idle, never letting it do work that

something else could do — is worth a disproportionate amount of

management attention.

Second,  keeping  non-bottleneck  stages  fully  busy  actively

harms you. Their output cannot be consumed. It becomes invent‐

ory, or work-in-progress, or a backlog of half-finished things that

clogs the system and hides problems. The instinct that idle capa‐

city is waste is wrong everywhere except at the constraint.

Third,  when  you  fix  the  bottleneck,  the  bottleneck  moves.

There is always one. This is not failure; it is the normal condition
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of an improving system, and a business that has not moved its

constraint in two years has probably stopped improving.

Variation is the real enemy

Average performance is a comforting and frequently misleading

number. A delivery service averaging two days can mean every

parcel arrives in two days, or half arrive next morning and half in

four days. The averages are identical. The customer experiences

are not remotely the same, and the second business will spend

far more on complaints, expedited shipping and apology.

Variation is expensive for a structural reason: capacity must be

sized for the peak, not the average, while revenue arrives at the

average. Every unit of variation you remove is capacity you no

longer have to buy and hold idle. This is why the disciplines built

around variation reduction — the statistical quality methods that

emerged  from  manufacturing  and  were  later  exported  every‐

where — repay attention even in businesses that make nothing

physical.

The core insight of those methods is the distinction between

two kinds of variation. Some is inherent to the process as de‐

signed: the ordinary scatter you get when the same procedure is

run repeatedly by competent people. Some is caused by identifi‐

able  disruptions:  a  new supplier,  an  untrained shift,  a  broken

tool.  The  distinction  matters  enormously,  because  the  two de‐

mand opposite responses. Inherent variation can only be reduced

by redesigning the process; reacting to individual instances of it

makes things worse, because you are adjusting a system that is

behaving exactly as built. Disruption-caused variation must be in‐

vestigated case by case, and ignoring it lets a real fault become

permanent.

Confusing the two is the most common operational manage‐

ment error there is. A manager sees a bad week, demands ex‐

planation, and gets one — because a plausible explanation can al‐

ways be constructed after the fact. The process is adjusted. The
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following week is bad in a different way. The adjustment itself

has now become a source of variation. The remedy is unglamor‐

ous: measure enough instances to know what the process's ordin‐

ary  range  actually  is,  then  treat  only  genuine  excursions  as

events.

Process improvement without the theatre

There is a large industry attached to process improvement, com‐

plete with certifications, belts, acronyms and a vocabulary that

can make a simple activity sound proprietary. Stripped of the ap‐

paratus, almost all of these methods do the same four things, and

doing those four things honestly  matters far  more than which

framework's name is on the slide deck.

They make the current process visible. Nearly every process,

examined for  the  first  time,  turns  out  not  to  be  what  anyone

thought. Steps exist that no one can justify. Approvals route to

people  who  left.  Work  crosses  departmental  lines  three  times

when it needed to cross once. Simply drawing the thing — accur‐

ately, from observation rather than from the procedure manual —

is often the majority of the available benefit. A flow diagram built

from what people say happens is a work of fiction; one built from

what the timestamps say happens is an instrument.

They measure it in time and defects rather than in effort. The

two numbers that matter are how long a unit of work takes to get

through end to end, and how often it has to be done again. Total

elapsed time is almost always dominated by waiting rather than

working — ratios of ten to one are common and twenty to one is

not unusual — which is why "work harder" so rarely helps and

"stop the work from waiting" so often does.

They remove rather than add. The reflex when a process fails

is to add a check. Checks are expensive, they slow flow, and they

tend to reduce the care taken at the step being checked, because

responsibility has been relocated. The stronger move is to make

the failure impossible: change the form so the wrong entry can‐
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not be made, change the sequence so the missing input is re‐

quired before work begins. Designing out a defect beats inspect‐

ing for it, every time.

They  close  the  loop.  An  improvement  that  is  not  measured

after the fact is a hope. The discipline of stating the expected ef‐

fect in advance, in a number, and then checking — is what separ‐

ates  improvement  from redecoration.  It  is  also  what  most  im‐

provement programmes quietly  skip,  because the check some‐

times says the change did nothing.

The named methods, briefly

Because the names will be used at you, it is worth knowing what

each actually contributes, stated without reverence.

Lean is a discipline of waste removal organised around five

moves: define value from the customer's side, map the stream of

steps that produce it, make the work flow without stopping, let

downstream demand pull rather than pushing to a schedule, and

repeat  indefinitely.  Its  practical  instruments  are  value  stream

mapping, which draws the whole chain including the waiting; 5S,

which is workplace organisation taken seriously enough to be a

system; kaizen, small continuous improvement made everyone's

job rather than a project team's; and just-in-time, which is really

the pull principle applied to inventory. Lean's contribution is its

insistence that waste is a category with named types — waiting,

rework, excess motion, over-production, unnecessary transport,

over-processing, excess stock — so that "find the waste" becomes

a checklist rather than an invitation to stare.

Six Sigma is the statistical half: reduce variation and defects

by measurement. Its cycle is DMAIC — define the problem, meas‐

ure current performance, analyse root causes, improve, control

so the gain does not decay — with a variant for designing new

processes rather than fixing existing ones. Its most portable idea

is "critical to quality": the small set of measurable characteristics

the customer actually judges you on, as against the larger set
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you happen to measure.  Its characteristic failure is  measuring

elaborately in a situation where the cause was obvious on day

one.

Business process reengineering is the opposite bet. Rather

than improving the existing process, it asks what you would build

if you were starting now, and then builds that. It is high-variance:

the  genuine  redesigns  produce  step  changes  that  incremental

methods cannot reach, and the failures are expensive and demor‐

alising because everything is disrupted at once. It suits processes

that have accumulated so much historical sediment that improv‐

ing them means optimising a mistake.

Total quality management is the cultural claim underneath

all  of  them: that quality is  produced by everyone continuously

rather than inspected in by a department at the end. It is the

least technical and arguably the most important, since the other

methods fail predictably in organisations that have not accepted

it.

The honest summary is that Lean removes waste, Six Sigma

removes variation, reengineering removes the process, and TQM

decides whether any of it will survive contact with the staff. Most

real programmes use pieces of several and should stop pretend‐

ing otherwise.

Process mining and the honest map

A newer capability deserves specific mention because it changes

the economics of the first step above. Most business processes

now leave digital traces: a ticket system records when each state

changed, an ERP logs each transaction, a CRM timestamps every

touch. Those logs, assembled by case, reconstruct what actually

happened — every path taken, with frequencies and durations,

rather than the designed path.

The  results  are  routinely  surprising.  A  process  believed  to

have four variants is found to have two hundred. The dominant

path handles a minority of cases. A rework loop that no one had
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named consumes a fifth of total cycle time. None of this is new

information in the sense that it was hidden; it was simply never

assembled, because assembling it by hand was prohibitive.

Two cautions. The log shows what the system recorded, which

is not always what occurred — work done in email and entered

later appears as instantaneous.  And a map is  not a diagnosis.

Knowing that eighteen per cent of orders take a detour tells you

nothing about whether the detour is waste or the sensible hand‐

ling of genuinely unusual cases. The tool locates the question; a

person still has to answer it.

Inventory, and what it is really for

Inventory is a scheduling decision that has taken physical form.

You hold stock because supply and demand do not align in time,

and holding is the buffer that absorbs the mismatch. That is the

whole  of  the  theory.  Everything  else  is  arithmetic  about  how

large the buffer should be.

The arithmetic has two halves. Holding costs money — capital

tied up, space, insurance, obsolescence, the quiet losses of dam‐

age  and  theft  — and  the  cost  is  roughly  proportional  to  how

much you hold. Ordering costs money too, in setup, administra‐

tion and freight, and that cost is roughly proportional to how of‐

ten you order. Order rarely in large amounts and you pay to hold;

order frequently in small amounts and you pay to order. The op‐

timum sits where the two curves cross, and the classical result is

that it moves with the square root of demand rather than in pro‐

portion  — which  is  why  doubling  your  sales  volume does  not

double your required stock,  and why larger operators  enjoy a

structural inventory advantage that has nothing to do with nego‐

tiating power.

Layered on top is  safety stock,  which exists  for  uncertainty

rather than for cycle timing. Its size is governed by two things:

how variable demand is during the time it takes to resupply, and

how unreliable resupply itself is. Of the two, the second is usually
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the larger contributor and the more neglected. A supplier whose

lead time varies between two and six weeks forces you to carry

stock against the six,  permanently.  Getting that supplier to be

consistently four is worth more than getting them to be occasion‐

ally two.

The service-level relationship is worth internalising because it

is brutally non-linear. Going from a ninety per cent to a ninety-

five per cent fill rate costs something. Going from ninety-five to

ninety-nine  costs  a  great  deal  more,  and  from  ninety-nine  to

ninety-nine  point  nine  can  cost  more  than  the  previous  two

moves  combined.  There  is  no  level  that  is  correct  in  general.

There is only the level where the marginal stock cost equals the

marginal cost of the stockout, and a business that has not asked

what a stockout actually costs it — a lost order, a lost customer, a

contractual penalty — cannot answer the question and is there‐

fore guessing.

The last decade taught an expensive lesson about this. Invent‐

ory minimisation was pursued as an unqualified good for thirty

years, and it genuinely was one, until a series of simultaneous

disruptions revealed that the buffers being removed had been in‐

suring against something. The correction is not to abandon lean

practice; it is to recognise that a buffer is a purchased insurance

policy, to price the policy explicitly, and to place it where it cov‐

ers the most exposure — which is usually not where it accumu‐

lated by default.

Supply chains are relationships with arithmetic

attached

A supply chain is often drawn as a line of boxes and is better un‐

derstood  as  a  set  of  contracts,  dependencies  and  information

flows, most of which you do not control. Three things about them

repay understanding.

The first is that demand information degrades as it travels up‐

stream. A small change in end-customer demand becomes a lar‐
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ger swing at the retailer, larger still at the distributor, and violent

at the manufacturer. The cause is structural rather than incom‐

petent: each tier orders to cover both expected demand and its

own buffer, each batches orders for efficiency, and each reacts to

shortage by over-ordering. The distortion is manufactured by the

chain itself. The countermeasure is information: when upstream

tiers can see actual end demand rather than inferring it from the

orders they receive, the amplification collapses. This is one of the

few operational problems where sharing data is worth more than

any amount of forecasting skill.

The second is that a supply chain's strength is its weakest de‐

pendency, and that dependency is usually invisible because it sits

two or  three tiers  back.  Firms map their  direct  suppliers  dili‐

gently and almost never map their suppliers' suppliers, which is

where single points of failure concentrate — a sole source of a

specialised  component,  a  single  port,  a  single  fabrication  site

serving an entire industry. The mapping exercise is tedious and

almost always finds something.

The  third  is  that  supply  chain  design  encodes  a  strategic

choice that is  frequently made by accident.  A chain optimised

purely for cost is long, thin, and single-sourced. One optimised

for responsiveness is shorter, closer, and multiply-sourced, and

costs more per unit. Neither is right. What is wrong is to have

built the first while believing you have the second, which is the

position a great  many firms discovered themselves in  and are

now unwinding at considerable expense.

The standard reference vocabulary for all of this divides a sup‐

ply chain into five processes: plan, source, make, deliver and re‐

turn. The division looks obvious and earns its keep in two ways.

It forces return — reverse logistics, defective goods, recycling,

the whole unglamorous backward flow — to be designed rather

than improvised, which in most firms it is not. And it gives two

organisations a shared language in which to compare processes

and metrics without first arguing about terms, which is the pre‐

condition  for  benchmarking  meaning  anything.  It  descends
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through levels of detail, from the scope-setting top layer where

cost and service targets live, through configuration choices such

as make-to-stock versus make-to-order, down to individual pro‐

cess elements with their own inputs, outputs and measures. It is

a dictionary and a measuring convention, not a strategy: it will

tell  you precisely  how your chain performs and nothing at  all

about whether that is the chain you should have.

Capacity: the decision you make years early

Capacity decisions are unusual in being both large and largely ir‐

reversible, made with information that is worst at the moment

you must decide. Building ahead of demand means carrying ex‐

pensive idle assets; building behind it means turning away reven‐

ue  and  training  customers  to  go  elsewhere.  The  asymmetry

between those two errors is what should drive the choice, and it

differs sharply by business. Where a lost customer is lost per‐

manently  —  a  network  business,  a  habit  purchase,  a  market

where switching is  rare — leading demand is  correct  even at

high idle cost. Where customers will wait, or come back, lagging

is cheaper.

Three moves soften the bind. Capacity can be bought in smal‐

ler increments than the traditional lump, which is most of what

makes  cloud  infrastructure  and  contract  manufacturing  stra‐

tegically interesting rather than merely convenient. Capacity can

be rented at the peak and owned at the base, which splits the

problem into a cheap predictable part and an expensive variable

one. And demand itself can be shaped — by pricing, by schedul‐

ing, by appointment — which is very often cheaper than building

supply to meet demand in whatever shape it naturally arrives.

The restaurant that fills its Tuesday has solved the same problem

as the restaurant that added tables, at a fraction of the cost.
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Standardise, then vary deliberately

The final tension in operations is between consistency and adapt‐

ation, and it is resolved by sequence rather than by compromise.

Standardise first.  Not because the standard way is the best

possible way, but because a process that varies uncontrollably

cannot be improved — you cannot tell whether a change helped

when the baseline moves on its own. A standard is a measure‐

ment instrument before it is a rule.

Then vary deliberately, one thing at a time, measuring. Each

improvement  becomes  the  new  standard,  which  becomes  the

baseline for the next. This is the entire mechanism by which op‐

erational capability compounds, and it is why organisations with

mediocre strategy and excellent operational discipline routinely

outlast the reverse.

The failure mode at each end is distinctive. Over-standardised

organisations handle the ordinary case beautifully and collapse

on the exception, usually by forcing it through a process it does

not fit and producing an outcome that satisfies nobody. Under-

standardised ones handle every case as a fresh problem, which

feels responsive and is in fact merely expensive: the same ques‐

tions are answered repeatedly, at full cost, with inconsistent res‐

ults, and nothing that is learned is retained.

The practical resolution is to separate the streams. Route the

routine  down a  standardised,  fast,  cheap  path,  and  route  the

genuinely unusual to people with authority and judgement. Most

operational pain comes from running both kinds of work through

a single channel  designed for  neither  — the standard process

gummed  up  by  exceptions  it  cannot  handle,  the  exceptions

delayed behind routine volume.
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What this part was for. Operations is the apparatus that makes

the model's promise true repeatedly. A process is a decision you

have chosen to stop making, so choosing which to freeze is stra‐

tegic. Output is governed by the constraint and nothing else un‐

til the constraint is fixed. Variation costs more than a poor aver‐

age, and the two kinds of variation demand opposite responses.

Inventory and capacity are both purchased buffers against un‐

certainty, and both should be priced rather than defaulted into.

Standardise to create a baseline, then vary deliberately against

it.

All of this assumes people who will execute it. They are the next

part, and they are not an operational input.
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Part Five — People: The
Organisation That Does The Work
The previous part  treated the business as a machine,  and the

treatment was useful. It is also the point at which most business

writing quietly goes wrong, because the machine is staffed by

people who have their own reasons for being there, who talk to

each other about things you did not authorise, and who will com‐

ply with a badly designed process in ways that technically satisfy

it while defeating its purpose entirely.

This is not a failure of the workforce. It is the defining prop‐

erty of organisations, and it is what makes managing one a differ‐

ent activity from running one. An organisation is a structure that

produces behaviour, and the behaviour it produces is frequently

not the behaviour anyone designed.  Understanding why is  the

subject of this part.

The organisation is a system that produces

behaviour

The study of how people act inside organisations draws on psy‐

chology,  sociology  and  anthropology,  and  it  organises  itself

around three levels: the individual, the group, and the organisa‐

tion as a whole. The reason the levels are kept separate is that

each produces effects the others cannot explain.

At the individual level sit personality, perception, attitude and

motive. The practical lesson here is narrower than the literature

suggests.  Individual  differences  matter  enormously  for  fit  —

some people are suited to ambiguity and some are not — and

rather less for performance than managers believe, because per‐

formance  is  so  heavily  shaped  by  the  situation  the  person  is

placed in. The instinct to explain a result by the character of the

person producing it, and to under-weight the circumstances they

were working in, is the single most reliable error in management

judgement. The same employee is diligent under one manager
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and disengaged under another,  and the manager who has had

three disengaged employees in a row is looking at a pattern with

an obvious explanation they are structurally unable to see.

At  the  group  level  sit  roles,  norms,  cohesion  and  conflict.

Groups generate their own rules within days, and those rules —

about how fast to work, what is worth escalating, whether the

stated policy is real — govern daily behaviour far more tightly

than anything in the handbook. A norm is enforced by peers and

is therefore cheaper and more durable than any supervision. It is

also almost impossible to change by announcement.

At the organisational level sit structure and culture. Structure

is who reports to whom, who decides what, and where the walls

are.  Culture is the accumulated set of  assumptions about how

things are done here — most of which no one can articulate, pre‐

cisely because they are assumptions rather than beliefs. The use‐

ful way to read a culture is in layers: the visible artefacts, which

are easy to see and easy to misread; the espoused values, which

are what the organisation says about itself and are sometimes

true; and the underlying assumptions, which are what actually

determines behaviour and which are visible mainly in what hap‐

pens when the values conflict. Every organisation claims to value

both quality and speed. What it actually values is revealed the

first time it must choose.

Structure: the questions you decide once

Structural choices reduce to a small number of questions, each

with real consequences.

How many layers? Tall  hierarchies give clear escalation and

slow decisions; flat ones give speed and ambiguity about who de‐

cides.  Neither is  right in general,  though the modern drift  to‐

wards flatness has produced a recognisable failure mode: an or‐

ganisation  that  has  removed  the  layers  without  removing  the

need for the decisions those layers made, so everything routes to
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the top and the founder becomes the bottleneck described in the

previous part.

How is work grouped? By function, by product, by customer,

by geography, or in some matrix of these. Each grouping optim‐

ises coordination within the grouping and creates friction across

it.  Functional  structures  build  deep  expertise  and  struggle  to

ship  anything  crossing  two  functions.  Product  structures  ship

well and duplicate effort. A matrix does both and requires people

to serve two masters, which works when the two masters talk to

each other and is corrosive when they do not.

Where  do  decisions  get  made?  Centralisation  gives  consist‐

ency  and  leverage;  decentralisation  gives  responsiveness  and

local knowledge. The important refinement is that this need not

be answered uniformly. Decisions that are expensive to reverse

should sit higher; decisions that are cheap to reverse should sit

as low as possible, and treating the second kind with the cere‐

mony appropriate to the first is one of the commonest ways or‐

ganisations slow themselves down as they grow.

The general rule is that structure should follow the work —

grouped so that the people who must coordinate most frequently

are closest, with the walls placed where communication is least

needed. Most structures instead reflect the history of who was

hired when, and the reorganisation that fixes it is usually over‐

due by about two years.

Management and leadership are different jobs

The distinction is  overworked in  the literature  and still  worth

stating plainly, because conflating them produces two distinct or‐

ganisational pathologies.

Management is the work of making a known thing happen reli‐

ably:  planning,  organising,  resourcing,  coordinating  and  con‐

trolling. It is largely the human face of the operations discipline.

Leadership  is  the  work  of  establishing  direction  and  getting
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people to move in it willingly, particularly when the direction is

new and the case for it is not yet proven by results.

An organisation strong on management and weak on leader‐

ship executes its existing plan with great efficiency for as long as

the plan remains correct, and then continues executing it. An or‐

ganisation strong on leadership and weak on management gener‐

ates direction continuously, none of which is ever fully implemen‐

ted, and exhausts its staff with initiatives. Both are common. The

second is more often admired.

Most people in charge of other people must do both, and the

ratio shifts with seniority: mostly management close to the work,

mostly leadership at distance from it. The transition between the

two is where careers most frequently stall, because the skills that

produced the promotion are precisely the ones that must now be

delegated.

Leadership depends on the situation, and this is

the whole finding

Decades of research went into looking for the traits or the single

style that makes a leader effective. The honest summary of that

search is that it failed, and that the failure is itself the most use‐

ful  result  available.  Effectiveness  turns  out  to  depend  on  the

match between the leader's approach and the situation, which is

why the useful theories are all contingency theories.

Several are worth carrying, not as prescriptions but as ways of

asking what the situation actually is.

One line of work holds that leaders have a fairly stable orienta‐

tion — towards the task or towards relationships — and that each

performs better in different conditions, determined by how much

trust exists between leader and team, how clearly defined the

work is, and how much formal authority the leader holds. Its un‐

comfortable implication is that since style is hard to change, the

more practical move is often to change the situation or the place‐

ment rather than the person.
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A second holds that the right style depends on the readiness of

the person being led, and that it should therefore change person

by person and task by task. Someone new to a task needs direc‐

tion; someone competent but unsure needs coaching; someone

competent and confident needs support rather than instruction;

someone fully capable needs to be left alone. The value of this is

entirely in its diagnostic use, and its characteristic misuse is ap‐

plying the "leave them alone" mode to someone who is not yet

ready and calling the resulting failure a lack of initiative.

A third frames the leader's job as clearing the path: identifying

what stands between the person and the goal, and removing it —

by giving direction where the route is unclear, support where the

work is demoralising, participation where commitment is needed,

or a harder target where the person is under-stretched. This one

travels best of the three because it is stated as a job rather than

a personality.

A  fourth  addresses  a  narrower  and very  practical  question:

how much to involve others in a given decision. The answer de‐

pends on whether you already have the information, whether the

decision  needs  their  commitment  to  be  implemented,  whether

they share the organisation's goals, and how much time exists.

Deciding  alone  is  faster  and  often  correct;  deciding  alone  on

something that requires the team's willing execution is a false

economy that will be repaid during implementation.

Against these sit the philosophies rather than the models. Ser‐

vant leadership inverts the pyramid: the leader's job is to serve

the people doing the work, which in practice means listening be‐

fore speaking, developing people past their current role, taking

stewardship of the organisation's resources seriously, and behav‐

ing in a way that could survive being described publicly. It is easy

to caricature as softness and is nothing of the kind — the de‐

mands it places on a leader are considerably higher than those of

command, because it removes the option of resolving disagree‐

ment  by  rank.  Its  real  constraint  is  that  it  presumes time.  In

genuine  crisis,  direction  beats  consultation,  and a  leader  who
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cannot switch modes is  as limited as one who only ever com‐

mands.

Two adjacent ideas have emerged with distributed and digital

work. One is that leadership in a networked organisation is exer‐

cised  increasingly  through  influence  across  boundaries  rather

than authority down a line — you are frequently accountable for

outcomes delivered by people who do not report to you, and the

currency becomes credibility and reciprocity.  The other is that

when the team is not in a room, everything that was previously

transmitted by proximity — context, tone, the sense of whether

things are going well — must now be transmitted deliberately or

not  at  all.  Remote  organisations  that  work  are  almost  always

ones  that  over-communicate  in  writing,  by  design,  having dis‐

covered  that  the  alternative  is  not  less  communication  but  a

great deal of private speculation.

Motivation and incentive are not the same thing

This distinction is worth more than most of the leadership literat‐

ure combined, because getting it wrong is both common and ex‐

pensive.

Motivation is internal. It is the reason a person acts, arising

from their own values, interests and sense of what is worth do‐

ing. It is durable, largely self-sustaining, and mostly outside your

control — you can select for it, cultivate conditions that let it op‐

erate, and destroy it, but you cannot install it.

An incentive is external. It is a reward attached to a specified

behaviour in order to produce more of that behaviour. It is imme‐

diate, reliable within its terms, entirely under your control, and it

lasts exactly as long as it is paid.

Both work. The error is treating them as interchangeable, be‐

cause  they  interact  badly  in  a  specific  direction.  Attaching  a

strong external reward to an activity someone was already doing

for internal reasons tends to convert their reason for doing it.

The activity becomes something done for the reward, and when
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the reward is withdrawn or routinised, the original motive does

not reliably return.  This is  why paying for behaviour that was

already happening voluntarily is one of the few management in‐

terventions that can leave you worse off than doing nothing.

The second error is the more famous one: you get what you

measure  and  pay  for,  including  the  parts  you  did  not  intend.

Every incentive specifies a behaviour, and the specification is al‐

ways narrower than the outcome you actually want. Pay for call

volume and calls get shorter, not better. Pay for closed tickets

and tickets get closed. Pay for new customer acquisition and ex‐

isting customers are neglected by the exact staff who could have

retained them. The failure is not dishonesty; it is that people re‐

sponded precisely to what was asked.

Three practical rules follow. Use incentives for behaviour that

is  unambiguous,  measurable,  and  genuinely  a  complete  state‐

ment of what you want — which is a smaller set of tasks than

most  compensation  schemes  assume.  For  everything  involving

judgement, quality or collaboration, pay people fairly and uncon‐

ditionally  enough that  money stops being a  live  question,  and

then rely on the conditions that generate motivation: autonomy

over how the work is done, visible progress towards competence,

and a comprehensible connection between the work and some‐

thing that matters.  And treat recognition as separate from re‐

ward. It is close to free, it does not distort behaviour in the way

contingent pay does,  and its  absence is  one of  the most com‐

monly cited reasons good people leave.

The employment lifecycle, briefly and honestly

The human resources function owns a sequence — attract, hire,

onboard, develop, manage performance, compensate, and even‐

tually part — and the whole of it is more consequential than its

administrative reputation suggests,  because compounding runs

through it.
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Hiring  is  the  highest-leverage  decision,  and the  leverage  is

asymmetric:  a good hire adds,  a bad one subtracts more than

they add, because they also consume management attention, de‐

grade  the  standard  others  hold  themselves  to,  and  eventually

cost a departure. The structural improvement available to nearly

every organisation is the same one available in operations — re‐

duce variation. Ask every candidate for a role the same substant‐

ive questions, score against criteria agreed before anyone was

interviewed, and weight demonstrated work over conversational

performance. Unstructured interviews mainly measure how com‐

fortable the interviewer feels, which correlates with similarity to

the interviewer and with very little else.

Onboarding is  where the culture is  transmitted,  in  the first

fortnight, mostly by what the new person observes rather than

what they are told. It is also the cheapest retention intervention

available and the most routinely neglected.

Performance management fails when it is a once-yearly ritual,

because feedback separated from the event by nine months is a

verdict rather than a correction. The mechanism that works is

frequent,  specific,  forward-looking  conversation  —  which  is  a

management practice, not an HR system, and no HR system will

produce it if managers will not hold the conversations.

Development is where the compounding sits. People who are

learning stay, and people who are learning become more valu‐

able,  and a firm that develops its people acquires a capability

that cannot be bought in the market at any speed. The perennial

objection — that you will train people who then leave — has an

obvious answer: the alternative is not training them and having

them stay.

Departures should be treated as information. High turnover in

one  team is  almost  never  a  coincidence  of  individual  circum‐

stances.

46



Teams, and why small and stable wins

The strongest evidence about team design is boring and consist‐

ent.

Small  beats  large.  Communication  paths  grow roughly  with

the square of the size, and teams beyond about nine spend a dis‐

proportionate share of their effort on coordination while individu‐

al accountability quietly dilutes. Where a large team seems ne‐

cessary,  what is  usually  necessary is  several  small  teams with

clean interfaces between them.

Cross-functional  beats  hand-off.  A team containing everyone

needed to finish the work is fast because it never waits for anoth‐

er  department's  queue.  A team that  must  hand off waits,  and

waiting is where most elapsed time goes — the same finding as

the operations part, arriving from the other direction.

Stable beats reconstituted. Teams that stay together develop

shared context that makes communication cheap, and repeatedly

rebuilding teams around projects means repeatedly paying the

start-up cost.

Self-organising beats directed, at the level of how. Teams that

decide their own method within a clear goal outperform teams

whose method is specified, because the people doing the work

know things the specifier does not. This requires the goal to be

genuinely clear, which is the part organisations skip: autonomy

without a defined objective is not empowerment, it is abandon‐

ment.

Short cycles beat long ones. Breaking work into intervals of a

few weeks, each ending in something real, forces the question of

progress to be answered honestly and frequently. The mechanism

that matters most here is  the retrospective — the team's own

structured review of what worked and what did not — because it

is the only routine in most organisations where improvement is a

scheduled obligation rather than something done when there is

time. A team that runs retrospectives and changes nothing as a

result has kept the ceremony and discarded the point.
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Telling your own people first

Organisations spend heavily to explain themselves to customers

and expect their own staff to absorb the same understanding by

proximity. They do not, and the gap shows up directly in the cus‐

tomer's experience, because in most businesses the person who

delivers the promise is not the person who wrote it.

The discipline of treating employees as an internal audience

covers a few practical things. There is a proposition to be stated:

what this organisation offers a person who works here, in terms

of development, autonomy, security and pay, and it should be as

concrete as the customer-facing one and as honest — an over‐

stated version is discovered in week two and costs more credibil‐

ity  than  silence  would  have.  There  is  communication,  which

needs to run both ways to be worth anything; an intranet nobody

reads and a monthly all-hands with no questions is a broadcast,

not a channel. There is the matter of whether staff understand

what the brand actually promises and how their specific work

connects to it,  which cannot be assumed of anyone more than

two steps from the customer. And there is recognition, which as

noted is nearly free.

The test for all of it is simple: ask people at three levels what

the organisation is trying to achieve this year. If the answers di‐

verge, the strategy exists on paper only, and no amount of ex‐

ternal marketing will compensate.

Change, which is where most of this is decided

Every improvement in this book requires someone to work differ‐

ently tomorrow than they did today, which means change man‐

agement is not a specialist topic but the delivery mechanism for

everything else. It is also where the majority of well-designed ini‐

tiatives die.

The oldest model remains the most clarifying and has three

stages:  unfreeze,  change,  refreeze.  Its  contribution is  the first

stage and the third. Organisations attempt change by starting at
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the middle — announcing the new process — without having first

made the current state feel unsatisfactory to the people living in

it, and without afterwards doing the unglamorous work of em‐

bedding the new way into systems, measures, job descriptions

and habit. Change that is not refrozen reverts, usually within a

quarter, usually quietly.

A widely used eight-step sequence elaborates this and contrib‐

utes  two  things  worth  keeping.  The  first  is  the  insistence  on

genuine urgency at the outset:  not manufactured alarm, but a

case that the people affected find real, since without it they will

wait the initiative out, and they are usually right to expect they

can. The second is short-term wins — deliberately engineering

visible  successes  early,  because  credibility  is  the  fuel  a  long

change runs on and belief that this one will work is largely evid‐

ence-based.

A third model shifts the unit of analysis to the individual, and

this is its value. An organisation does not change; a number of in‐

dividual  people  change,  each of  whom must  pass  through the

same sequence: becoming aware that change is needed, wanting

to participate, knowing how to do the new thing, actually being

able to do it, and then having the change reinforced so it holds.

The diagnostic power is in locating which step is blocked, be‐

cause  the  remedies  are  entirely  different.  Someone  unaware

needs communication. Someone unwilling needs their objection

addressed rather than repeated communication, which is what

they  will  get.  Someone  willing  but  unskilled  needs  training.

Someone trained but unable needs the obstacle removed — often

a tool, a workload, or a conflicting instruction from elsewhere.

Someone through all four needs the new way reinforced before

the old one reasserts itself. Most failing change programmes are

administering communication to a population whose problem is

capability, and are doing it louder each month.

Resistance deserves one direct comment. It is treated as an

obstacle  to  be  overcome  and  is  more  usefully  read  as  data.

People resist change for reasons: they expect to lose status, or
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competence,  or  a  working  arrangement  that  suits  them;  they

have seen three previous initiatives abandoned; or they can see a

flaw in the plan that its authors cannot, because they are closer

to the work. The last case is common and is the most expensive

to override. Asking why someone is resisting, and meaning the

question, is both the decent approach and frequently the one that

improves the plan.

Reading your own organisation

The disciplined version of all of this is a periodic assessment of

the organisation on its own terms, covering structure, culture,

processes, people and the external environment together — be‐

cause the failures that matter usually sit between these rather

than inside one. A strategy that requires fast local decisions in‐

side a structure that centralises them will fail, and neither the

strategy nor the structure is wrong on its own.

Three questions extract most of the value without ceremony.

Does the structure match the work as it  is actually done now,

rather than as it was when the structure was set? Do the rewards

and measures point in the same direction as the stated strategy,

or are they quietly paying for something else? And when the es‐

poused values conflict — quality against speed, customer against

margin, candour against comfort — which one actually wins, and

is that the one you would choose?

The third question is the one that identifies the culture. The

answer is never in the values statement. It is in the last three dif‐

ficult decisions.
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What this part was for. Organisations produce behaviour, and

often not the behaviour designed.  Structure should follow the

work, with reversible decisions pushed down. Management and

leadership are different jobs and both are required. The search

for the one right leadership style failed,  and its  failure is  the

finding: match the approach to the situation and the person. Mo‐

tivation is internal and durable; incentives are external and last

exactly as long as they are paid, and they buy precisely the nar‐

row behaviour specified. Teams should be small, stable, cross-

functional and free to choose their own method against a clear

goal. And change succeeds or fails one person at a time, which is

why diagnosing which step an individual is stuck on beats com‐

municating harder.

People and processes both consume money and, if the model is

right, produce more of it than they consume. Whether that is ac‐

tually happening is a question of measurement and finance, and

it is the next part.
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Part Six — Money: Counting It
Honestly
A business is an argument about value, and finance is the lan‐

guage in  which the  argument  is  settled.  This  is  the  part  that

people either arrive at already comfortable with or spend a ca‐

reer avoiding, and the avoidance is costly in a specific way: not

because the arithmetic is hard, but because someone who cannot

read a set of accounts is dependent on other people's summaries

of their own situation.

The aim here is not technique. It is fluency — enough to look

at a business, including your own, and know what questions the

numbers are answering and which ones they are not.

Profit and cash are different things, and only one of

them is real

Start here, because more otherwise-sound businesses have failed

on this point than on any other.

Profit is an opinion arrived at by convention. It is calculated by

matching revenue to the period in which it was earned and costs

to the period in which they were incurred, regardless of when

any money actually moved. This convention — accrual account‐

ing — exists for an excellent reason: it produces a more faithful

picture of whether a period's activity created value than a simple

record of receipts would. A firm that delivers a large project in

March  and  is  paid  in  July  genuinely  did  its  valuable  work  in

March, and accounts that said otherwise would be less informat‐

ive, not more.

Cash is a fact. It is in the account or it is not. It does not de‐

pend on judgement about when revenue was earned, how quickly

an asset wears out, or whether a debt will be collected.

The gap between them is  where  businesses  die.  A  growing

company is often profitable and short of cash simultaneously, and

this is not an anomaly but the normal arithmetic of growth: you

52



pay  for  materials,  labour  and stock  before  the  customer  pays

you, so every additional unit of sales consumes cash before it re‐

turns any. Grow fast enough and the consumption outruns the re‐

turn. The company is more valuable every month and unable to

pay its staff, and the only cure at that point is financing, obtained

under duress at bad terms.

The single  most  useful  habit  available  to  anyone running a

small business is to forecast cash — not profit — week by week,

thirteen weeks ahead, and to update it every week. It is not soph‐

isticated. It is simply the difference between knowing in Novem‐

ber that March will be tight and discovering it in March.

The three statements, and what each one hides

Financial reporting settles on three statements, plus explanatory

notes, because no one of them is sufficient. Each is a different

projection of the same underlying activity, and each conceals pre‐

cisely what the others reveal.

The income statement covers a period and answers whether

activity created value. It runs downward in a deliberate order:

revenue, less the direct cost of what was sold, giving gross profit;

less operating expenses, giving operating profit; adjusted for in‐

terest, other items and tax, giving the bottom line. The order is

the information. Gross margin tells you about the fundamental

economics of what you sell and is very hard to change. Operating

margin tells you about the cost of the organisation you have built

around it  and is  much easier  to  change.  A business with thin

gross margins cannot be fixed by cutting overhead; a business

with healthy gross margins and no operating profit has an organ‐

isation problem, which is a solvable one.

What it hides is timing and cash. A profitable year can be a

year in which nothing was collected.

The balance sheet covers a moment and answers what the

business owns and owes. It obeys an identity that is definitional

rather than empirical: what you have equals what you owe plus
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what is yours. The split between current and non-current — with‐

in a year or beyond it — is the part most often skimmed and most

often decisive, because solvency in the long run and the ability to

pay  next  month's  bills  are  entirely  separate  conditions  and  a

business can fail the second while comfortably passing the first.

What it hides is that many of its numbers are estimates. In‐

ventory is stated at cost until someone decides it is worth less.

Receivables are stated in full until someone decides they will not

be collected.  Both judgements  are made by management,  and

both are places where an optimistic view can be maintained for a

surprisingly long time.

The cash flow statement covers a period and answers where

the money actually went, split three ways. Operating flow is cash

from running the business — it begins from profit, adds back the

charges that never involved money leaving, chiefly depreciation

and amortisation, and then adjusts for changes in working capit‐

al. Investing flow is cash spent on or received from long-lived as‐

sets. Financing flow is cash raised from or returned to lenders

and owners.

The shape of the three together is more diagnostic than any

single ratio. Positive operating, negative investing, modestly neg‐

ative financing describes a healthy mature business funding its

own growth and returning something.  Negative  operating and

strongly positive financing describes a business being kept alive

by external money, which is entirely appropriate for a young ven‐

ture and a warning in an old one. Positive operating flow that is

consistently far below reported profit is the pattern most worth

investigating, because the difference has to be sitting in working

capital  or  in accounting judgement,  and both explanations de‐

serve an answer.

The notes are where the actual information often is: the ac‐

counting policies chosen, the commitments not yet on the bal‐

ance sheet, the concentration of revenue in a few customers, the

contingencies. Experienced readers read the notes first.
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There is also a statement of changes in equity, which recon‐

ciles the owners' stake across the period — profits retained, di‐

vidends paid, shares issued or bought back — and is the smallest

of the statements and occasionally the most revealing about in‐

tent.

Working capital is the tap

Working capital  is  the money tied up in running the business:

stock held, money owed by customers, less money owed to sup‐

pliers. It is not a line on the income statement and it governs

whether you survive.

Three levers control it, and each is a negotiation rather than a

calculation. How long stock sits before it sells. How long custom‐

ers take to pay. How long you take to pay suppliers. Reduce the

first two and extend the third, and cash is released from the busi‐

ness without a single additional sale. Move them the other way

and cash disappears with no visible cause, which is why a com‐

pany can have a record year and an overdraft.

Two cautions. Extending supplier payment is a genuine source

of funds and also a transfer of strain onto smaller businesses that

may be less able to bear it than you are; treating it as free money

is how firms acquire a reputation that later costs them terms.

And the levers are strategic, not merely administrative: offering

longer credit is a competitive weapon that wins customers and

costs cash, and the decision belongs to whoever is accountable

for both.

Unit economics: the question underneath

everything

Before any aggregate number means anything, one thing must

be true: a single unit of the thing you sell must generate more

than it costs to produce and to acquire the customer for. If that is

false,  scale  makes  it  worse,  and  a  great  deal  of  enthusiastic

growth has been the rapid pursuit of a loss.
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Three quantities carry most of the weight. What a unit contrib‐

utes after the costs that vary with it. What it costs to acquire a

paying customer, counting all of the sales and marketing spend

and not merely the parts attributable to a click. And how long a

customer stays and what they contribute over that time.

The relationships between them are where judgement lives. If

lifetime  contribution  does  not  comfortably  exceed  acquisition

cost, the business is buying customers above their worth, how‐

ever impressive the top line. If the payback period on acquisition

is long, the business is fundable but cash-hungry, and its growth

rate is limited by financing rather than demand. And retention

deserves more attention than it gets, because it enters the calcu‐

lation  twice:  a  longer-staying  customer  both  contributes  more

and reduces the number of replacements that must be bought.

The fixed-cost side sits on top of this. Contribution per unit,

multiplied by units, must cover the costs that do not vary — and

the volume at which it exactly does is the break-even point. Its

usefulness is less as a target than as a sensitivity test: knowing

how far sales can fall before the business stops covering its fixed

costs tells you how much operating leverage you have taken on,

which is the same as knowing how a downturn will feel.

Costs behave in categories, and the categories are

decisions

The distinctions between fixed and variable, direct and indirect,

are usually taught as classification and are better understood as

choices with consequences.

A high proportion of fixed costs means high operating lever‐

age: profits rise steeply with volume and fall steeply with it. A

cost  structure weighted to variable costs  flattens the curve in

both directions. Neither is superior. What matters is whether the

structure matches the volatility of your demand, and the com‐

monest error is taking on fixed commitments — premises, per‐
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manent staff, long contracts — during a strong period on the as‐

sumption that the period is the baseline.

Sunk costs, meanwhile, are not costs at all for decision pur‐

poses. Money already spent and unrecoverable should have no

bearing  on  what  to  do  next,  and  it  reliably  does,  because

abandoning something you have invested in feels like wasting the

investment when the investment was already spent. The correct

question is always and only what the alternatives look like from

here.

The counterpart is opportunity cost, which does bear on the

decision and never appears in the accounts: the value of what

you are not doing because you are doing this. A business can be

profitable on paper and still be the wrong use of the capital and

the years in it. No accounting system will tell you so.

Budgets: a forecast, a plan, and a political

document

A budget does three jobs simultaneously, and most dysfunction

around budgeting comes from the three being confused. It is a

forecast of what will happen, a plan of what is intended, and an

allocation of resource between people who each want more of it.

The  third  job  is  the  one  nobody  names,  and  it  explains  most

budgeting behaviour — the padding, the year-end spending, the

defence of an allocation regardless of need.

The common approaches trade off differently.  Building from

last  year's  numbers  with  adjustments  is  fast  and  preserves

whatever  inefficiency  was  already  there,  indefinitely,  because

nothing is ever re-examined. Starting from nothing and requiring

every item to be justified surfaces waste that incremental meth‐

ods cannot reach, at a real cost in effort and organisational fric‐

tion; it is best used periodically rather than annually. Building the

budget up from the activities the business actually performs and

what each costs connects money to work, which is the most in‐
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formative of  the three and demands an understanding of  cost

drivers that many organisations do not have.

What separates a useful budget from a ritual is mostly a few

practices. That it is derived from the strategy rather than from

last year, so that a change in priorities shows up as a change in

allocation. That the people accountable for the numbers particip‐

ated in setting them, because a target handed down is a target

disowned. That it flexes — a budget built on one volume assump‐

tion tells you nothing when volume differs, and variance against

a rigid plan mostly measures forecasting error rather than per‐

formance. And that the review after the fact asks why a variance

occurred rather than who is responsible for it, since the second

question guarantees the first one stops being answered honestly.

Funding: the two kinds, and the real trade

Money to run and grow a business comes from operations, from

lenders, or from owners. The first is the cheapest and slowest.

The other two differ on a dimension more important than cost.

Debt is a fixed claim. It is repaid on a schedule regardless of

how the business performs, it is generally cheaper than equity,

and the interest usually reduces taxable profit. Its danger is that

the obligation does not flex: debt is comfortable when trading is

good and lethal when it is not, and the amount that is prudent

depends far more on how stable your cash flows are than on how

large they are. A predictable business can carry debt a volatile

one cannot, at the same size.

Equity is a residual claim. Investors are paid only after every‐

one else and only if there is something left, which is why they re‐

quire a  higher return;  in  exchange,  they absorb the downside

with you. The cost is ownership and, usually, control — a perman‐

ent share of everything the business ever becomes, and a say in

how it gets there. The founder's calculation is rarely the cost of

capital and almost always the trade between a smaller share of a
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faster thing and a larger share of a slower one, which is a ques‐

tion about what they want rather than a question about finance.

Two ideas make the choice tractable. The first is that any cap‐

ital has a cost, including the money you already have: retained

profit invested in the business is not free, because it could have

been returned or deployed elsewhere, and a project that earns

less than the blended cost of the capital funding it destroys value

while appearing profitable. The second is that the reason to take

on debt at all is that it is cheaper, and the reason not to take on

more is that each additional increment raises the probability of

distress — and distress is  expensive well  before insolvency,  in

lost  suppliers,  nervous  customers  and  management  attention

consumed by the bank. The sensible level sits where those meet,

and no formula locates it precisely.

Investment decisions, and the one idea that

matters

When choosing whether to commit money to something that pays

back  over  time,  one  principle  carries  nearly  all  the  weight:

money now is worth more than money later, because money now

can be put to work. Every serious appraisal method is an imple‐

mentation of this.

The disciplined version projects the cash the investment will

generate, discounts each future amount by a rate reflecting the

risk and the cost of capital, and asks whether the total exceeds

what must be put in. Its virtue is that it forces three things into

the open — the actual expected cash, the actual timing, and the

actual risk — and the discipline of stating them is usually worth

more than the resulting number.

The rougher methods survive because they are legible. How

long until the money comes back is a crude measure that ignores

everything after the payback point and is nonetheless the right

question when survival is the binding constraint. The rate of re‐

turn implied by the cash flows is intuitive to compare across op‐
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tions and misbehaves in specific cases that are worth knowing

about before relying on it.

The universal caution is that all of these are machines for pro‐

cessing assumptions, and their output is precise in a way their in‐

puts are not. A model showing a marginally positive result is not

evidence of a good investment; it is evidence that the assump‐

tions were set where they needed to be. The productive use is to

invert the question: ask what would have to be true for this to

work, and then judge whether it plausibly is.

Assurance, and why an audit is narrower than

people think

Statements prepared by management and examined by an inde‐

pendent auditor carry more weight than statements that are not,

and understanding exactly how much more is useful.

An audit  provides reasonable assurance that the statements

are free from material misstatement and are prepared in accord‐

ance with the applicable standards — one of the two major inter‐

national frameworks, depending on jurisdiction. That is a mean‐

ingful thing. It is also a limited thing, in three respects that are

routinely  misread.  Reasonable  is  not  absolute;  the  audit  is  a

sampling  exercise,  not  a  re-performance  of  every  transaction.

Material  means  large  enough  to  change  a  reader's  decision;

smaller  errors  may exist  and be  uncorrected.  And compliance

with standards is not the same as a judgement that the business

is well run, sensibly financed or likely to survive, none of which

the opinion addresses.

Read the opinion itself rather than the fact of it. An unmodified

opinion  says  the  statements  present  fairly.  Anything  else  — a

qualification,  an  emphasis  of  a  particular  matter,  or  language

about the ability to continue as a going concern — is the most im‐

portant paragraph in the document and is written in language

mild enough to be missed.
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The environment the numbers sit in

Two external systems shape business finance and deserve a brief

structural understanding rather than detail.

The first is tax. The central insight, which is consistently coun‐

terintuitive, is that who legally pays a tax and who actually bears

it are different questions, and the second is settled by whoever is

less able to change their behaviour. A tax nominally on a seller is

largely borne by buyers where demand is  insensitive to price,

and largely by the seller where it is not. This matters practically:

it means the effect of a tax change on your business depends on

the elasticity of your own demand, which is something you may

be able to estimate. Beyond incidence, taxes distort behaviour by

making the taxed activity less attractive, which is a cost where

the activity  was productive and the entire  point  where it  was

harmful — the logic behind taxing pollution rather than subsid‐

ising its absence. And a business should understand the differ‐

ence between arranging its affairs efficiently within the rules and

arranging  them  in  ways  that  depend  on  the  rules  not  being

looked at closely, because the second has become considerably

riskier than it was a generation ago.

The  second  is  the  macroeconomic  environment,  chiefly  in‐

terest rates and credit conditions. Rates set the hurdle every in‐

vestment must clear and the cost of every financing decision, and

they move for reasons entirely outside any individual firm's influ‐

ence. The practical discipline is not forecasting them — few do it

well and none reliably — but knowing your exposure: how much

of your debt reprices if rates move, how sensitive your custom‐

ers' demand is to their own borrowing costs, and whether your

business model was built during a period of cheap money and im‐

plicitly assumes its continuation. A surprising number were.
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What to actually look at

If a business is to be understood from its numbers, a small set of

questions does most of the work, and none requires a spread‐

sheet.

Is gross margin stable, and if it is moving, is it price or cost?

This is the health of the underlying proposition and the earliest

place deterioration appears.

Is operating cash flow tracking profit over a run of periods?

Persistent divergence is the most reliable early warning of either

a working capital problem or an accounting one.

How long is the cash runway at the current rate, and what

does the thirteen-week view say? For a young business this is the

only question that can kill you this quarter.

What proportion of revenue comes from the largest few cus‐

tomers? Concentration is invisible in every ratio and is the expos‐

ure that most often proves fatal.

And what is the return on the capital employed in this busi‐

ness,  compared  with  what  that  capital  could  earn  elsewhere?

This is the question owners should ask and rarely do, because

the answer is sometimes that a perfectly profitable business is

not worth the money locked in it.
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What this part was for. Profit is a convention and cash is a

fact, and growth consumes cash before it produces it. The three

statements each conceal what the others reveal, and the notes

carry more than the summary. Working capital is the tap that de‐

termines survival independent of trading. Unit economics must

work before scale is anything but amplification. Budgets are sim‐

ultaneously forecast, plan and political settlement, and pretend‐

ing otherwise causes most  of  the dysfunction.  Debt is  a  fixed

claim and equity a residual one, and stability of cash flow rather

than size determines what debt  is  prudent.  Money now beats

money later, which is the whole of investment appraisal. And an

audit is narrower assurance than it is usually read as.

Numbers  describe  what  has  happened.  Deciding  what  should

happen next requires knowing where the business sits among

others doing similar things — which is the market, and the next

part.
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Part Seven — Market: Reaching
The People Who Want It
Everything so far has been about building something worth hav‐

ing and being able to pay for the building. None of it matters if

the people it was built for never learn it exists, or learn and do

not believe it, or believe and cannot be bothered.

This part is about closing that gap. It is the part of business

most surrounded by vocabulary and least improved by it, because

the underlying activity is ancient and simple: find the people who

have the problem, tell  them the truth about what you have in

terms they recognise, make it easy to buy, and give them reason

to come back. Everything below is elaboration on those four.

Brand is not the logo

The most persistent confusion in this territory is between brand

and identity. Identity is what you make: the name, the mark, the

colours,  the  typeface,  the  way  the  sentences  sound.  Brand  is

what results: the expectation a person has when they encounter

you.  Identity  is  entirely  under  your  control  and  brand  is  not,

which is the whole difficulty.

The useful definition of a brand is the set of expectations a

customer holds before any given interaction. Those expectations

do work. They reduce the effort of choosing, which is why people

buy  familiar  things  when  tired.  They  reduce  perceived  risk,

which is why an unknown supplier must be cheaper to win the

same order. They justify price, because a customer paying more

for a known quantity is  buying certainty rather than paying a

premium for nothing. And they compound, because each satis‐

factory interaction makes the next one more likely.

This also explains what destroys brands. Expectations are set

by the accumulation of encounters and violated by a single bad

one that is not made right. A brand is therefore not built by ad‐

vertising and undone by service; it  is built  and undone by the
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same  mechanism,  in  which  advertising  makes  a  claim  and

everything else  either  honours  or  contradicts  it.  Advertising a

promise the business cannot keep is not merely wasted money —

it accelerates the damage, because it recruits more people to be

disappointed.

The components worth thinking about explicitly are few. There

is a promise: what someone can expect,  stated plainly enough

that  staff could repeat  it  and specific enough that  it  excludes

something. There is a position: what you are that the alternatives

are not, which must be true, must matter to the people you are

addressing, and must be difficult for a competitor to simply as‐

sert. There is an identity, which should be consistent rather than

clever,  since  recognisability  compounds  and  novelty  resets  it.

And there is a story — not a mythologised founding, but an hon‐

est account of why the business exists and what it is trying to do,

which  matters  because  people  prefer  buying  from  something

they can comprehend.

The test of  a positioning statement is whether a competitor

could claim it word for word. If they could, it is not a position; it

is a description of the category. "Quality products and outstand‐

ing service" is a category description, and roughly half of all busi‐

nesses have adopted it.

Touchpoints: the brand is the sum of them

A customer's expectation is formed at every point of contact, and

the great majority of those points are not controlled by anyone

with the word marketing in their job title.

The list is longer than most businesses map. Before purchase:

the advertisement, the search result, the website, the review left

by a stranger, the friend's offhand remark, the price itself, the

packaging on a shelf. During: the ordering process, the payment,

the wait, the delivery, the condition it arrived in. After: the in‐

structions, the first use, the invoice, the follow-up email, the sup‐
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port  interaction when something fails,  the renewal  notice,  the

process of leaving.

Two observations about this list repay attention.

The first is that the highest-impact touchpoints are dispropor‐

tionately the unglamorous ones. Nobody remembers a good in‐

voice and everyone remembers a confusing one. The support in‐

teraction after a failure is the single most brand-forming event in

most customer relationships, because it is the moment the prom‐

ise is tested under adverse conditions, and it is typically staffed

by the least senior people with the least authority to resolve any‐

thing. A business that wants to improve its brand cheaply should

start by giving its front line the power to fix problems without es‐

calation.

The  second  is  that  consistency  across  touchpoints  matters

more than excellence at any one. A brilliant advertisement lead‐

ing to a confusing website leaves a worse impression than me‐

diocre versions of both, because the mismatch itself carries in‐

formation: it suggests the polished part was performance. Audit‐

ing the journey end to end — actually going through it as a cus‐

tomer,  buying your own product,  contacting your own support

line anonymously — reliably finds things no internal review does.

Channels, and how to choose between them

The channel question is usually asked as which ones, and is bet‐

ter asked as which sequence, because channels differ in function

rather than merely in efficiency.

Some channels capture existing demand. Search advertising,

marketplace  listings,  directory  presence  and  the  like  reach

people  who  are  already  looking.  They  convert  well,  they  are

measurable, and they are capped: you cannot capture more de‐

mand than exists, and when you have captured it all, additional

spend buys progressively worse prospects at rising prices.

Some  channels  create  demand.  Content,  public  relations,

events, sponsorship, social presence and most brand advertising
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reach people who were not looking. They convert badly in the

short term, they are hard to attribute, and they are the only way

past the ceiling of the first group. A business that spends only on

capture will grow to the size of its existing category awareness

and stop, usually while reporting excellent efficiency metrics.

Some channels are owned rather than rented. An email list, a

customer base, a community, an audience that returns directly —

these cost something to build and nearly nothing to reach, they

do not disappear when a platform changes its rules, and they are

the  closest  thing  to  an  appreciating  asset  in  marketing.  Busi‐

nesses that rent all their reach discover the terms of the rental

when the algorithm changes.

And some channels are other people's: partners, resellers, dis‐

tributors,  affiliates,  integrations.  They  trade  margin  for  reach

and  access,  and  their  characteristic  risk  is  that  the  partner

comes to own the customer relationship, at which point they, not

you, hold the pricing power.

The practical  selection rule  is  unglamorous.  Go where your

customers already are rather than where you would prefer them

to be, which is discoverable by asking a dozen of them how they

found you. Concentrate rather than spread — a small business

running six channels badly will almost always do worse than the

same business  running two well,  because  each channel  has  a

competence threshold below which spend is simply wasted. And

test at a size where the result will be legible: a test too small to

produce a distinguishable outcome has cost money and bought

nothing.

Integration is the point

Running several channels raises the question of how they relate,

and the answer that works is that they should say the same thing

in the register appropriate to each.

A  campaign  worth  the  name  starts  from a  single  objective

stated in terms of  what should change — awareness among a
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defined  group,  leads  of  a  defined  quality,  sales  of  a  defined

product — because objectives stated as activity cannot be evalu‐

ated. It identifies who specifically is being addressed, in enough

detail that the messaging could be wrong for someone else. It es‐

tablishes  one core  message,  expressed differently  per  channel

but not varied in substance, since a person encountering three

inconsistent claims resolves the inconsistency by disregarding all

three. It sequences rather than blasts, because awareness must

precede consideration and consideration precede purchase, and

a conversion-focused message delivered to people who have nev‐

er heard of you is expensive noise. And it sets, in advance, what

result would count as success.

That last point is the one most often skipped, and skipping it is

not an oversight. A campaign without a pre-stated success cri‐

terion cannot fail, which is precisely why the criterion is omitted.

Digital changed the economics, not the principles

The  digital  channels  deserve  specific  treatment  because  their

properties differ sharply from what preceded them, in ways that

cut both directions.

What genuinely improved: targeting can be narrow, tests can

be run cheaply and quickly,  results  arrive in days rather than

quarters, and small budgets can compete for specific audiences

in  a  way  that  was  impossible  when  reach  was  sold  in  large

blocks.

What genuinely got worse: the same properties are available

to every competitor, so any advantage is temporary; costs rise as

more bidders enter, which means the efficiency of a channel de‐

cays from the moment it is discovered; platforms change their

rules unilaterally and businesses built entirely on one have no re‐

course;  and  the  abundance  of  measurement  has  produced  a

strong bias toward optimising what is easy to measure, which is

rarely the same as what matters.

Three ideas make the digital channels more legible.

68



Search, in both its paid and unpaid forms, is demand capture

organised  by  intent,  and  intent  is  the  variable  that  matters.

Someone searching for a solution to a problem is worth several

times someone searching for the category name, who is worth

several  times someone browsing.  Structuring effort  around in‐

tent rather than around volume is most of the available skill.

Content  works  when  it  is  genuinely  useful  independent  of

whether the reader buys, and fails when it is advertising wearing

a  costume.  Its  economics  are  unusual:  the  cost  is  entirely  up

front and the return accrues over years, which makes it excellent

for patient businesses and unsuitable for those needing revenue

this quarter. Its risk is that a large amount of it is now produced

automatically and cheaply, which has raised rather than lowered

the bar for the version that earns attention.

Email,  or  whatever  direct  channel  replaces  it,  remains  the

highest-return activity available to most small businesses, for the

simple reason that the audience asked to be there and the cost of

reaching them again is close to zero. It is under-used because it

is unfashionable.

Measurement, and the attribution problem

Marketing measurement has a structural difficulty that no tool

resolves, and understanding it prevents most of the bad decisions

made in its name.

The difficulty is that you can observe what happened but not

what would have happened otherwise. A customer who saw an

advertisement and then bought may have bought anyway. Attrib‐

uting the sale to the advertisement overstates its effect; attribut‐

ing it to nothing understates it. Every attribution model — credit‐

ing the first touch, the last, or splitting across the path — is a

convention  for  allocating  credit,  not  a  measurement  of  cause,

and the choice of convention systematically favours certain chan‐

nels.  Last-touch  attribution  in  particular  flatters  the  channels

that close and starves the ones that create the awareness making
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closing possible, which is how businesses reason their way into

cutting exactly the spend that was feeding their pipeline.

The escape is  comparison against  a group that  was not  ex‐

posed. Hold back a region, a segment or a random share of the

audience, run the activity everywhere else, and compare. The dif‐

ference is the effect, and it is the only number in marketing that

means what it appears to mean. This applies to both the things

worth measuring: the change in what people think — awareness,

recall, favourable opinion, stated intent to buy, measured by sur‐

veying exposed and unexposed groups before and after — and

the change in what they do, measured as the difference between

sales in the exposed group and the control over the same period.

Both are harder than reading a dashboard, and both are the

actual answer.

Beyond that, a few specific measures are worth holding cor‐

rectly.

Return on advertising spend divides revenue attributed to ad‐

vertising by the cost of it, and is useful for comparing campaigns

on a like-for-like basis.  Its limitations are that it  uses revenue

rather  than  contribution,  so  a  high  figure  on  a  low-margin

product can still lose money; that it inherits whatever attribution

convention produced the revenue number; and that it says noth‐

ing about incrementality — sales that would have occurred any‐

way are counted in full.

Cost per acquisition is the more decision-relevant number, and

only when it is a true cost including everything spent, and only

when compared against what a customer is actually worth over

their lifetime rather than on the first order.

Conversion rate is a ratio,  and ratios improve when the de‐

nominator  falls.  A  rising conversion rate  accompanying falling

traffic is usually not an improvement; it usually means the least-

committed visitors stopped arriving, and it is frequently reported

as a success.
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The general  principle:  prefer  few measures  you understand

deeply to many you glance at, and for each one, be able to say

what would make it move in a way you did not want.

Sales, which is not the same as marketing

Marketing  creates  the  conditions  in  which  selling  is  possible;

selling is the specific conversation in which a particular person

decides. Where a purchase is considered, expensive, or involves

more than one decision-maker, the second is where the outcome

is determined, and treating it as an unmanaged art is a common

and expensive omission.

The things that repay structure are modest. A defined set of

stages a prospect passes through, so the pipeline can be counted

rather than felt, and so a stalled deal is visible as a stall rather

than as optimism. Honest qualification early, because time spent

on a prospect who was never going to buy is the largest cost in

most sales operations and the hardest to see. Understanding who

actually decides — in business purchases, rarely one person, of‐

ten including someone who can veto but not approve, whose ob‐

jection surfaces late if nobody asked. And a discipline of loss re‐

view: asking, without defensiveness, why deals were lost, which

produces  better  information  about  your  proposition  than  any

amount of market research.

The analysis worth running regularly is simple decomposition.

Sales change because of volume, price, mix, or the number of

customers, and these have entirely different causes and remed‐

ies. A flat revenue line can conceal falling volume offset by rising

price,  which  is  a  business  quietly  shrinking  while  appearing

stable. Splitting the number is the difference between knowing

what happened and knowing that something did.
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Price is a marketing decision

Price  was  treated  earlier  as  an  economic  variable.  It  belongs

here too, because it is the most powerful marketing instrument

most businesses own and the one they adjust least deliberately.

Three  points.  Price  signals  quality  where  quality  is  hard  to

judge in advance, which is most services — a price set well below

the category's range communicates something the seller usually

did  not  intend.  Discounting  teaches  customers  to  wait,  and  a

business that discounts on a predictable cycle has converted its

full price into a fiction that only the inattentive pay. And a price

rise passes straight to the bottom line in a way no volume in‐

crease does, since it carries no additional cost — which is why

the question of whether you are underpriced deserves a proper

answer rather than a nervous assumption, and the answer is usu‐

ally  available  by  testing  it  on  new  customers  before  existing

ones.

Retention is the cheapest growth there is

The final point of this part is the one most businesses agree with

in principle and organise against in practice.

Acquiring a new customer costs substantially more than re‐

taining an existing one, in every category anyone has measured.

Existing customers buy more readily, cost less to serve as they

learn the product, are more tolerant of failures, and supply the

recommendations that reduce acquisition cost for everyone else.

Yet the budget, the incentives and the attention concentrate al‐

most entirely on acquisition, because acquisition is visible and

retention is the absence of an event.

The correction is structural rather than attitudinal. Measure

retention and make someone accountable for it. Compensate for

renewal and repeat purchase rather than only for new business.

Contact  customers  when nothing is  wrong,  since the business

that only appears when invoicing has taught the customer what

the relationship is. Treat the moment of failure as the highest-
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value moment available,  because a problem resolved well  pro‐

duces more loyalty than no problem at all. And when customers

do leave, find out why from them rather than inferring it, since

the reason is usually specific, frequently fixable, and almost nev‐

er the one assumed.

What this part was for. Brand is the expectation a customer

holds, formed at every touchpoint and mostly by the unglamor‐

ous ones. A position that a competitor could claim verbatim is

not  a  position.  Channels  differ  in  function  — capture,  create,

own,  borrow  —  and  concentration  beats  spread.  Integration

means  one  message,  sequenced,  with  success  defined  in  ad‐

vance. Digital changed the economics and not the principles, and

its measurement abundance biases toward the measurable. At‐

tribution is a convention, not a cause; only comparison against

an unexposed group measures effect. Price is a marketing instru‐

ment, not just an economic one. And retention is the cheapest

growth available and the least organised for.

Marketing  produces  a  great  deal  of  data  and  a  persistent

temptation to mistake it for knowledge. Telling the two apart is

the next part.
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Part Eight — Measure: Knowing
Whether It Works
Every part of this book so far has recommended something. The

recommendations are only worth anything if you can tell after‐

wards whether they helped, and telling is harder than it looks —

hard enough that a great deal of confident management is con‐

ducted on evidence that would not survive a minute of examina‐

tion.

This part is about the difference between having numbers and

knowing something. They are frequently mistaken for each other,

and organisations with a great deal of the first and very little of

the second are now the normal case rather than the exception.

Metrics and analytics are different activities

A metric is a quantity that tracks the state of something: revenue

this month, customers acquired, orders shipped on time, average

resolution time.  Metrics  monitor.  They tell  you where you are

and, compared over time, which direction you are moving. They

answer what.

Analytics  is  the  work  of  interrogating  data  to  understand

something not directly observable: why a segment behaves dif‐

ferently,  which factors  predict  churn,  what  actually  drove last

quarter's fall. Analytics explains and anticipates. It answers why

and what next.

The distinction matters because the two need different things

and are routinely  confused.  Organisations build  dashboards —

which are metrics infrastructure — and then wonder why they

still cannot explain anything. A dashboard shows that the num‐

ber moved. It cannot tell you why, and staring at it longer will not

help. Explanation requires a question, a hypothesis and usually

data that is not on the dashboard, because the interesting vari‐

ation is almost always in a cut nobody thought to display.
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The  practical  consequence:  when  a  metric  moves  unexpec‐

tedly,  the  correct  response  is  to  start  an  investigation,  not  to

open more dashboards.

The four questions data can answer

It helps to know which kind of question is being asked, because

the difficulty and the requirements escalate sharply.

What  happened is  description.  It  requires  clean,  consistent,

well-defined data and nothing more sophisticated than counting.

It is where most of the practical value sits and where most organ‐

isations are weakest, because getting a clean and agreed answer

to a simple question turns out to be a data governance problem

rather than an analytical one.

Why it happened is diagnosis. It requires the ability to break

the number apart along its dimensions and compare, and a will‐

ingness to keep asking until an explanation survives contradic‐

tion. Most diagnosis fails not for want of technique but because

the first plausible story is accepted.

What will happen is prediction. It requires history long enough

and stable enough that the patterns in it still apply, which is a

genuine assumption and often a false one. Prediction is the most

technically glamorous and the most frequently oversold.

What should be done is prescription, and it requires knowing

causes rather than correlations,  which is the hardest thing on

this list and the one the data usually cannot supply on its own.

The rule that follows is that almost every organisation should

master  the  first  two before  investing in  the  third,  and almost

every organisation wants to do it in the opposite order, because

the third sounds more impressive in a board paper.
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Correlation, causation, and the reason it matters

commercially

The distinction is a cliché and is nonetheless responsible for a

large fraction of wasted commercial effort, so it is worth stating

in terms that make the cost visible.

Two things moving together can mean that one causes the oth‐

er, that the second causes the first, that both are caused by a

third, or that it is coincidence — and with enough variables ex‐

amined, coincidence is guaranteed rather than unlikely. Search

any  large  dataset  for  relationships  and  you  will  find  them,  in

quantity, most of them meaningless.

The  commercially  expensive  version  is  selection.  Customers

who use a particular feature retain better; therefore drive every‐

one to that feature. But the customers who found and adopted

the feature were already the more committed ones, and pushing

the indifferent towards it  changes nothing.  Customers who at‐

tend the webinar buy more; but attending indicated interest that

already existed. In each case the observed relationship is  real

and  the  implied  intervention  does  nothing,  and  the  money  is

spent before anyone notices.

The only reliable escape is comparison with a group that did

not receive the thing. Randomise if you can, hold back a region

or a cohort if you cannot, use the period before as a baseline if

nothing else is available. This is the same point made about mar‐

keting attribution in  the previous part,  and it  recurs  here be‐

cause it is the central methodological fact of commercial meas‐

urement: without a counterfactual you have a description, not a

finding.

The second escape,  weaker but  available when experiments

are impossible, is to require a mechanism. If  you cannot state

plausibly how A would cause B, treat the relationship as a lead to

investigate rather than a basis for action.

76



Enough statistics to avoid being fooled

Formal statistical training is not required to read business num‐

bers competently. A handful of ideas prevent most errors.

Averages hide distributions, and in business the distribution is

usually the interesting part. Customer value, order size, time to

resolve, revenue per account — these are typically skewed, with

a long tail that pulls the mean away from anything typical. Re‐

port the median alongside the mean, and look at the spread. A

single  number  describing  a  skewed distribution  is  a  summary

that summarises nothing.

Small samples produce extreme results, reliably and for purely

arithmetic  reasons.  The  best-performing  and  worst-performing

branch, region or salesperson in any given month are dispropor‐

tionately likely to be the ones with the least volume. Ranking per‐

formance without accounting for sample size mostly ranks vari‐

ance, and the standard management response — study the top

performer, intervene on the bottom — is then applied to noise.

Which leads  to  the phenomenon that  explains  an enormous

amount of misplaced managerial confidence: an extreme result

tends to be followed by a less extreme one, simply because the

extremity was partly luck and luck does not persist.  Intervene

after a bad month and things improve; intervene after a great

month and things worsen. This happens whether or not the inter‐

vention  did  anything,  and  it  systematically  teaches  managers

that criticism works and praise does not.

A difference is only a finding if it is larger than the noise. Be‐

fore concluding that this month beat last month, know how much

month-to-month variation occurs anyway. Most businesses do not

know, and could find out in an afternoon by looking at the last

three years.

And significance is not importance. A difference can be reli‐

ably  real  and  far  too  small  to  matter,  particularly  with  large

volumes of data, where nearly everything reaches statistical sig‐

nificance.  The  question  after  "is  it  real"  is  always  "is  it  big
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enough to act on", and the second is a business judgement rather

than a statistical one.

Showing it: charts that inform rather than decorate

Presenting data is not a cosmetic step. It is where the analysis

either transfers to a decision-maker or does not, and most of it is

done badly in consistent ways.

The core discipline is that a chart should make one point and

the reader should be able to state it. If a chart supports three

conclusions it is three charts, or it is a table. Choose the form to

fit the comparison: position along a common scale is read most

accurately,  which  is  why  bars  and  dots  outperform  pies  and

bubbles for nearly everything; time goes on the horizontal axis;

categories should be ordered by value rather than alphabetically

unless the alphabet is the point.

The  honesty  rules  are  simple  and  frequently  broken.  Bar

charts start at zero, because the bar's length is the encoding; line

charts need not, because the slope is. Dual axes can be made to

show almost any relationship by choice of scale and should be

avoided. Percentages need their base stated. And a chart of a ra‐

tio should say what happened to the numerator and denominator,

because a ratio can improve for bad reasons.

The presentation rules are about the audience rather than the

data. Lead with the conclusion, not the method — an executive

audience wants the finding first and the working available if chal‐

lenged. State the uncertainty, in plain words, because a number

presented without qualification will be quoted without qualifica‐

tion and will eventually be wrong in a meeting you are not in.

And distinguish clearly between what the data shows and what

you infer from it, since the second is where your value is and also

where your exposure is.
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Data capability grows in stages, and stages cannot

be skipped

Organisations progress through a recognisable sequence in their

ability to use data, and the sequence is worth naming because it

explains why so many analytics investments disappoint.

At the beginning, data use is occasional and reactive. Numbers

are pulled when someone asks, from whatever source is nearest,

and two people asking the same question get different answers.

Decisions are made on judgement, which is not necessarily worse

than the alternative at this stage, because the alternative is unre‐

liable numbers.

Next, reporting becomes repeatable. The same figures are pro‐

duced on a schedule in the same way. Definitions are still incon‐

sistent  across  departments  — every  organisation at  this  stage

has at least two incompatible definitions of "active customer" —

and data sits in silos belonging to the systems that generated it.

Then  it  becomes  defined.  Definitions  are  agreed  and  docu‐

mented, sources are integrated, someone owns data quality, and

the organisation can answer a question once and have the an‐

swer accepted. This stage is unglamorous and is where the ma‐

jority  of  the  value  actually  arrives,  because  it  is  the  point  at

which arguments about whose number is right stop consuming

meetings.

After that, it becomes managed and analytical: data is trusted

well enough to support diagnosis and forecasting, analysis is em‐

bedded in how decisions are made rather than produced on re‐

quest, and the organisation can run experiments.

At the end, it is optimising: measurement is routine, models

are in production, experimentation is a normal part of operations

rather than a project.

The lesson is the ordering. Predictive models built on incon‐

sistent definitions produce confident nonsense. Every organisa‐

tion that has bought sophisticated tooling before agreeing what a

customer is has learned this, generally at some expense, and the
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remedy is always the same unfashionable work: agree the defini‐

tions, fix the pipelines, appoint someone accountable for quality.

Who does this work

Two roles are commonly conflated and want different people.

Business  analysis  applies  established  methods  to  a  defined

business question using mostly historical data, and its output is a

decision or a recommendation. Its essential competence is under‐

standing the business well enough to ask a question worth an‐

swering and to notice when a result is implausible. The technical

requirement is real but modest — querying data, spreadsheet flu‐

ency, clear visualisation.

Data science builds things: models that predict, systems that

classify, methods that did not previously exist in the organisation.

It  requires  deeper  statistical  and programming ability,  and its

output is more often a capability than an answer.

Most organisations need the first considerably more than the

second, and hire in the opposite proportion because the second

has the higher status. The characteristic result is a data scientist

spending the majority of their time producing reports and leav‐

ing within the year.

The most valuable person in either role is the one who under‐

stands the business. Technical skill without business understand‐

ing produces correct answers to the wrong questions, which is

harder to detect than being simply wrong.

The obligations that come with the data

Collecting information about people carries legal and ethical du‐

ties, and the legal ones have real teeth.

The  major  regimes  differ  in  detail  and  agree  on  principles,

which is what makes them manageable. Collect for a stated pur‐

pose and do not repurpose silently. Collect only what the purpose

requires. Obtain consent that is genuine — freely given, specific,

and as easy to withdraw as to give, which pre-ticked boxes and
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buried language are not.  Keep it  accurate and no longer than

needed. Secure it. Honour the rights individuals hold over their

own data: to see it, to correct it, to have it deleted, to object to

its processing. Report breaches promptly to the regulator, within

a tight window measured in days. And be able to demonstrate

compliance, because under the modern statutes the burden is on

you to show you complied rather than on anyone else to show

you did not.

Territorial  reach  is  the  point  most  often  missed  by  smaller

businesses: the major regimes apply based on whose data it is,

not where the company sits. A business anywhere serving cus‐

tomers in a covered jurisdiction is covered.

Beyond the law there is a straightforward commercial argu‐

ment.  Data  practice  that  would  embarrass  you  if  described

plainly to the customer is a liability whatever its legal standing,

and the reputational cost of a breach or a misuse has repeatedly

exceeded the regulatory one. The workable test is whether you

would  be  comfortable  explaining exactly  what  you collect  and

why, in one sentence, to the person it concerns.

What data will not do

A closing caution, because the enthusiasm for measurement has

its own failure mode.

Data records what was measured, which is a subset of what

happened,  selected by decisions made earlier  for  reasons that

may no longer apply. What is easy to count gets counted; what

matters may not be. Customer satisfaction surveys capture the

opinions of people who complete surveys. Usage data describes

the  behaviour  of  people  who stayed.  The  most  important  fact

about  most  datasets  is  who  is  missing  from  them,  and  it  is

nowhere in the file.

Measurement also changes behaviour. Any metric adopted as a

target  begins  to  be  managed  directly,  and  the  relationship

between the metric and the thing it was standing in for decays.
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This is  not cynicism about staff;  it  is  the predictable result  of

telling people what they will be judged on. The defences are to

use  several  measures  that  would  be  hard  to  distort  simultan‐

eously, to change them occasionally, and to keep asking whether

the underlying thing actually improved.

And some things that matter are not measurable at acceptable

cost: whether the culture is healthy, whether a long-term bet is

on track, whether a customer relationship is deepening. An or‐

ganisation that acts only on what it can measure will systematic‐

ally underinvest in these, and will do so while feeling rigorous.

The mature position is to measure what can be measured, to say

plainly what cannot, and to keep judgement in the room rather

than pretending it has been replaced.

What this part was for. Metrics monitor and analytics explains,

and dashboards cannot do the second. Description and diagnosis

are worth more than prediction and should come first. Correla‐

tion without a counterfactual is a description, not a finding, and

selection effects are the expensive version. Averages hide distri‐

butions, small samples produce extremes, and extremes are fol‐

lowed  by  less  extreme  results  whether  or  not  you  intervene.

Charts should make one point and start bars at zero. Data capab‐

ility  grows  in  stages  and  the  definitional  stage  cannot  be

skipped. Privacy obligations follow the person, not the company.

And the most important thing about a dataset is often who is

missing from it.

Measurement tells you whether the current thing works. Decid‐

ing what the next thing should be is strategy, and it is the next

part.
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Part Nine — Growth: Getting
Bigger Without Breaking
A business that works is not yet a business that lasts, and a busi‐

ness that lasts is not automatically one that grows. This part is

about the deliberate part of  getting larger:  choosing where to

compete,  on  what  basis,  and  what  to  change  when  the  basis

stops working.

The word strategy has been degraded by use into a synonym

for plan, or for anything important. It is worth reclaiming, be‐

cause  the  reclaimed  version  is  useful:  strategy  is  the  set  of

choices  about  where  you  will  compete  and  how  you  will  win

there, and its defining property is that it excludes things. A state‐

ment of direction that rules nothing out is not a strategy. It is an

aspiration with a budget attached.

Advantage is the ability to sustain a difference

The purpose of strategy is competitive advantage, which in plain

terms means being able to earn more than the ordinary return in

your industry for longer than a moment. Anyone can earn an un‐

usual return briefly. The question is why it persists.

It  persists  only  if  something  prevents  imitation.  This  is  the

whole of the matter, and it is worth being concrete about what

the somethings are.

Some advantages are structural.  Scale that lowers unit cost

where the industry has high fixed costs. Network effects, where

each additional user makes the thing more valuable to the oth‐

ers, so the leader's lead widens rather than narrows. Switching

costs, where leaving is expensive in money, data, training or risk.

Control of a genuinely scarce input — a location, a licence, a de‐

posit, a relationship that cannot be replicated.

Some are accumulated. A brand built over years, in the sense

described earlier: a set of expectations that a new entrant cannot

simply purchase. Proprietary knowledge from data or experience
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that  only  operating  at  scale  generates.  Capabilities  embedded

across many people and processes, which are hard to copy pre‐

cisely because no single person holds them and no document de‐

scribes them.

And  some  are  not  advantages  at  all,  though  they  are  fre‐

quently listed as such. Better people, when the people are hire‐

able. Superior technology, when the technology is buyable. Excel‐

lent service, when nothing structural prevents a competitor from

also being excellent.  These are real and they are not durable,

which does not make them worthless — it means they must be

continuously re-earned rather than banked.

The honest test for any claimed advantage: what exactly stops

a well-funded competitor from having this within two years? If

there is no answer, you have a lead rather than an advantage,

and leads are consumed.

Reading an industry before choosing a position

Where you compete matters as much as how. The average profit‐

ability  of  industries  differs  enormously  and persistently,  and a

competent firm in a structurally poor industry will often do worse

than a mediocre one in a good position.

The  standard  analysis  examines  the  forces  pressing  on  in‐

dustry  profit,  and  its  value  is  entirely  in  being  used  honestly

rather than filled in. How intense is rivalry among existing firms,

which is  worst where the product is  undifferentiated,  capacity

comes in large increments and exit is difficult. How easily can

new entrants arrive, which depends on capital requirements, reg‐

ulation, access to distribution and whatever incumbents can do

to retaliate. How much power do buyers hold, which rises when

they are few, large, well-informed and able to switch. How much

do suppliers hold, by the same logic in reverse. And what substi‐

tutes exist — not competing products, but different ways of solv‐

ing the same problem, which is where the genuinely disruptive

threats sit and where analysis is most often lazy.
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Two refinements make the exercise worth doing. Analyse the

industry you are actually in, which is usually narrower than the

category name: the economics of a specialist regional supplier

are not the economics of the sector's published averages. And

use it dynamically — the question is less what the forces are than

which direction they are moving,  since a comfortable industry

becoming  less  comfortable  is  the  situation  that  most  often

catches firms out.

Beneath the industry sits the firm's own chain of activities, and

the discipline of examining them individually — what each costs,

what each adds, which are genuinely done better than rivals do

them — is where advantage becomes concrete rather than asser‐

ted. Advantage lives in activities, not in intentions.

The generic positions, and the honest version of

the middle

The classical claim is that there are essentially two ways to win,

plus a decision about breadth.

You can be the low-cost producer, which requires a genuine

structural  cost  advantage  — scale,  process,  location,  an  input

others lack — and not merely thinner margins and tighter belts.

Cost  leadership is  a  position one firm occupies;  everyone else

who tries is simply cheap, which is a different and more fragile

condition.

Or you can differentiate: offer something buyers value enough

to pay more for, where the premium exceeds the cost of provid‐

ing it. The requirement people forget is the second half. Differen‐

tiation that costs more to deliver than customers will pay for is

an expensive hobby.

And either can be pursued broadly or focused on a narrow seg‐

ment,  where  focus  is  generally  the  right  answer  for  smaller

firms, because a segment is defensible in a way a market is not.

The classical warning is against being stuck in the middle —

neither cheapest nor distinctive, and therefore beating nobody.
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The warning has real force and is also overstated, and the honest

modern position is that combinations work under specific condi‐

tions. Firms do achieve both low cost and meaningful differenti‐

ation, typically when a genuine innovation resets the trade-off —

a process, a technology or a business model that delivers some‐

thing better at lower cost rather than trading one for the other.

What does not work is arriving in the middle by drift: adding fea‐

tures without pricing for them, cutting costs without a structural

source, and describing the result as balance.

The useful reformulation is that you must be clearly best at

something for someone. The failure is not occupying a middle po‐

sition; it is occupying no position.

Creating space rather than fighting for it

A different  line of  thinking argues that  competing in  crowded

markets is a choice, and that the better move is often to con‐

struct a market where the existing terms of competition do not

apply.

The mechanism is to reject the assumption that value and cost

must trade off, and to look for a combination that raises what

buyers care about while removing what they do not. The practic‐

al tool is a disciplined interrogation of the industry's taken-for-

granted factors: which can be eliminated entirely, because the in‐

dustry provides them out of habit rather than demand; which can

be cut well below the standard without anyone minding; which

should be raised well above it; and what could be created that

the industry has never offered at all.

The exercise earns its keep mainly through the first two ques‐

tions, which are the ones that never get asked. Every industry

carries features that exist because they have always existed, that

cost  real  money  and  that  no  customer  would  miss.  Removing

them funds the raising and creating, which is what makes the

combination cost-feasible rather than merely aspirational.
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Two honest caveats. The clearest examples are identified after

the fact, and the framework is far better at explaining a success

than at generating one. And uncontested space does not stay un‐

contested; a demonstrated new market attracts entrants, and the

advantage lasts only as long as whatever makes imitation hard —

which returns you to the previous section.

Portfolios, and the limits of a two-by-two

Firms with several products or business units need some way to

decide where money goes, and the classic instruments plot units

on two dimensions and prescribe by quadrant.

The oldest plots market growth against relative share, produ‐

cing four familiar categories: strong positions in growing mar‐

kets that deserve investment; strong positions in slow markets

that  generate  cash  to  fund  others;  weak  positions  in  growing

markets that require a decision to commit or exit; and weak posi‐

tions in slow markets that generally warrant neither. More elab‐

orate versions replace the two crude axes with composite scores

for industry attractiveness and business strength, which is more

defensible and correspondingly more arguable.  A third variant

sorts initiatives by how far they sit from the existing business —

improving the core, expanding adjacent, and venturing into the

genuinely new — and its contribution is the reminder that a port‐

folio needs all three, since organisations naturally fund the first

and starve the third.

What these tools do well is force a portfolio to be viewed as a

whole,  surface the units  that  are quietly  consuming cash,  and

make funding decisions explicit  rather than incremental.  What

they do badly is everything that depends on their assumptions:

that  market  share  reliably  produces  profitability,  that  markets

can be unambiguously defined, that units are independent when

one may exist  to  support  another,  and that  a  two-dimensional

summary captures a business. The quadrant is a prompt for a
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conversation, and a firm that divests on the strength of a chart

position has mistaken the prompt for the answer.

Innovation is a portfolio and a process, not an

event

Innovation is treated as inspiration and behaves much more like

a managed activity with a known failure distribution.

It is useful to separate the kinds, because they require differ‐

ent things. Product innovation changes what is sold. Process in‐

novation changes how it is made or delivered — automation, re‐

designed workflow, new technology applied internally — and it is

systematically underrated, because its gains are invisible to cus‐

tomers while going straight to cost, quality or speed. Business

model  innovation  changes  how  value  is  captured  and  is  fre‐

quently the most powerful of the three, as noted earlier. And in‐

novation  runs  from  incremental  improvement  of  the  existing

thing through to radical departures that create new categories.

Three observations matter for managing it.

Most of it  fails,  and this is a property of the activity rather

than a symptom of doing it badly. It follows that the unit of man‐

agement is the portfolio: many small bets, staged so that each

survives only by producing evidence, with the cost of a failure

kept  low  enough  that  failing  is  informative  rather  than  cata‐

strophic. An organisation that cannot tolerate visible failure can‐

not innovate, whatever it says, because the only way to guaran‐

tee no failures is to attempt nothing uncertain.

It fails for market reasons far more often than technical ones.

The common post-mortem is not that the thing could not be built

but that not enough people wanted it, which is a finding available

much earlier  and much more cheaply than most organisations

discover it. This is the point at which the customer-discovery dis‐

cipline from the opening parts of this book should be applied in‐

side the firm and rarely is.
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And established organisations are structurally poor at the rad‐

ical kind, for reasons that are not stupidity. Existing processes,

customers and measures all favour improving the current busi‐

ness, and a new venture inside a large firm is judged by stand‐

ards  its  scale  cannot  meet  while  competing for  resource  with

proven activities. The known remedies are to separate the ven‐

ture organisationally, to fund and measure it differently, and to

protect it at a senior level — none of which are free, and all of

which are abandoned under pressure.

Ways of getting bigger

Growth comes from a small number of directions, and they differ

sharply in risk.

Selling more of what you have to the market you already serve

is the cheapest and least risky, and is routinely skipped as unam‐

bitious even where substantial headroom remains. Taking the ex‐

isting product to a new market — a new region, a new segment

— carries moderate risk concentrated in the assumption that the

new market resembles the old. Building a new product for the

market you know carries moderate risk of a different kind, con‐

centrated in execution. And doing something new for someone

new carries both risks simultaneously and is where the failures

cluster.

Each can be pursued by building or by buying. Acquisition is

faster and expensive, and its well-documented difficulty lies al‐

most entirely after the purchase, in integration: the synergies as‐

sumed in the model require two organisations with different sys‐

tems,  habits  and cultures  to  actually  work as  one,  which is  a

change-management problem of the kind described in the People

part and is usually resourced as an administrative one.

The internal constraint deserves as much attention as the ex‐

ternal opportunity. Growth strains everything that worked at the

previous size — informal coordination that stops working past a

certain headcount, cash consumed by working capital, a founder
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still making every decision, quality slipping because the process

depended on people who are now outnumbered by newcomers.

Most growth failures are not failures of demand. They are fail‐

ures  to  rebuild  the  organisation  at  the  pace  the  demand  re‐

quired,  and  the  symptoms  arrive  as  service  problems,  staff

turnover and a cash squeeze rather  than as  anything labelled

strategy.

On outside advice

Firms buy strategic help, and it is worth being clear about what

is and is not being bought.

Consultants supply genuine things: specialist expertise a firm

needs occasionally and cannot justify employing, capacity for a

defined piece of work, pattern recognition across many compan‐

ies facing similar situations, and an outside view unencumbered

by internal politics. They also supply something less often admit‐

ted — cover for a decision already taken, which is a real service

and should be recognised as one rather than confused with ana‐

lysis.

The failure modes are equally predictable. Recommendations

that are sound and unimplementable given the organisation's ac‐

tual capability. Analysis that reproduces what the client already

knew in a more expensive format. Dependence, where the capab‐

ility is never transferred because transferring it ends the engage‐

ment. And the general problem that the person who diagnoses is

sometimes the person who sells the cure.

The conditions under which it works are worth stating: a ques‐

tion defined by the client rather than the adviser, client people

embedded in the work so the understanding stays behind, a de‐

cision-maker engaged throughout  rather  than at  the presenta‐

tion, and an agreement about what happens after the report. Ab‐

sent those, the most likely output is a document.
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What this part was for. Strategy is a set of choices that ex‐

cludes  things.  Advantage  is  whatever  prevents  imitation,  and

anything a competitor can simply buy or hire is a lead rather

than an advantage. Industry structure sets the range of achiev‐

able returns,  and the direction the forces are moving matters

more than their current state. Be clearly best at something for

someone; the fatal middle is the one arrived at by drift. Creating

uncontested space works mainly by asking which industry con‐

ventions can be eliminated. Portfolio matrices prompt conversa‐

tions and do not  settle  them.  Innovation is  a  portfolio  with a

known failure rate,  and it  fails  for  market reasons more than

technical  ones.  And  most  growth  failures  are  organisational

rather than commercial.

Growth  raises  a  question  this  book  has  so  far  deferred:  for

whom, and at what cost to whom else. That is the last part.
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Part Ten — Endurance: Lasting
Longer Than The Founder
Every preceding part  treated the business as something to be

made to work. This one asks the question that all of them defer:

work for whom, judged over what period, and at what cost to

whom else.

These are not decorative questions appended at the end for re‐

spectability. They are the questions that determine whether what

has been built survives a change of management, a regulatory

shift, a scandal, or the departure of the person who made it. A

business that functions only under its founder's personal judge‐

ment and reputation is not a business yet; it is that person's prac‐

tice.

Who the business is for

The narrow answer is that a company exists to generate returns

for those who own it. It has the virtues of clarity and of an unam‐

biguous test, and it should not be dismissed — an enterprise that

does not produce a return on the capital in it is consuming sav‐

ings that had other uses, and describing the consumption as so‐

cial contribution does not change the arithmetic.

The  broader  answer  is  that  a  company  depends  on  many

parties, each of whom contributes something and bears some of

the consequences: the people who work in it, the customers who

fund it, the suppliers whose stability it relies on, the lenders, the

communities that host it, the regulators who permit it, and those

affected by it who never chose to be. On this view, management's

job is to sustain the arrangement among all of them, because the

enterprise is an ongoing cooperation rather than an asset with

dependents attached.

The dispute between these views is less practically sharp than

it appears, and the reason is timeframe. Nearly everything the

broader view recommends — treating staff well, dealing honestly
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with  suppliers,  not  degrading  the  community  you  operate  in,

telling customers the truth — also maximises long-term owner

value, because each of those relationships is a repeated one and

reputation carries across them. The views diverge chiefly under

short horizons, where a gain can be taken from one party before

the consequence arrives. Most corporate behaviour people object

to is not the product of a philosophical position on the purpose of

the firm. It is the product of a short measurement period.

The  practical  work  is  therefore  identification  and  honesty.

Know who your significant parties are — the exercise routinely

surfaces  dependencies  nobody  had  named,  and  the  ones  that

hurt are the ones you did not know you relied on. Understand

what each actually wants, which requires asking rather than as‐

suming. Judge each by how much they can affect you and how

much they  care,  and  engage  in  proportion:  close  consultation

with those who are both powerful and invested, regular informa‐

tion for the powerful but indifferent, real attention to the inter‐

ested but weak,  since their  concerns often become everyone's

later. And be candid when interests genuinely conflict, because

they sometimes do, and pretending they do not is how organisa‐

tions end up making a decision against one party while insisting

that everybody won.

Ethics is mostly not about dilemmas

Business ethics is taught through hard cases and is lived through

easy ones that were not recognised as cases at all. The genuinely

difficult conflicts of principle are rare. The routine failures are

ordinary,  incremental,  and  committed  by  people  who  consider

themselves honest, which is why the useful literature is the de‐

scriptive kind rather than the philosophical.

Still, the philosophical frames are worth holding, because each

catches something the others miss. One judges actions by their

consequences and asks which course produces the best overall

result — powerful, and capable of justifying almost anything if
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the accounting is done generously. One judges actions by wheth‐

er they conform to duties and principles that hold regardless of

outcome — a necessary constraint, and capable of rigidity when

following the rule produces obvious harm. One asks what a per‐

son of good character would do, shifting the question from the

act to the actor, which is how most people actually reason and

which offers little guidance when good people disagree. And one

starts from relationships and responsibilities to particular others

rather than from impartial principle, which catches the obliga‐

tions the abstract frames tend to overlook.

A practical person uses all four as tests rather than choosing

one  as  a  system.  What  are  the  consequences  and  who  bears

them? Would I accept this as a general rule? Would I be content

to be known for this? What do I owe the specific people involved?

The more useful body of work, though, is the one describing

how ethical failure actually occurs, because it explains behaviour

that the frameworks cannot.

People are systematically worse than they believe themselves

to be, in predictable ways. Almost everyone rates their own eth‐

ics as above average, which produces a confidence that reduces

vigilance precisely where it is needed. Decisions with a moral di‐

mension are routinely reframed as technical or commercial ones

— a cost question, a compliance question, a competitive neces‐

sity  — and once reframed,  the  moral  dimension is  simply  not

present to be weighed. Small steps in a bad direction each seem

defensible relative to the one before, so a series of them arrives

somewhere nobody would have gone directly. People conform to

what those around them are doing, particularly when the beha‐

viour is normalised and nobody visibly objects. And after the fact,

plausible justifications are constructed with great fluency: every‐

one  does  it,  it  is  technically  permitted,  nobody  was  really

harmed, the alternative would have cost jobs.

The important implication is that exhorting people to be ethic‐

al is close to useless, because the people who fail did not experi‐

ence themselves as choosing to. What works is structural. Name
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the ethical dimension explicitly in decisions where it exists, so it

cannot fade. Make it genuinely safe to raise a concern, and no‐

tice that the test is not whether a channel exists but whether

anyone  who  used  it  prospered  afterwards.  Remove  incentives

that  reward the  outcome while  ignoring how it  was  obtained,

since a target enforced without regard to method is an instruc‐

tion about method. And be alert to the drift: the question to ask

periodically  is  not  whether  today's  decision  is  acceptable  but

whether you would have accepted it three years ago.

Governance is the structure that survives you

Governance is the system by which a company is directed and

held to account — who decides what, who oversees the deciders,

and what information flows to whom. Its purpose is to make the

organisation's conduct depend on structure rather than on the

character of whoever is currently in charge.

Founders tend to  experience it  as  bureaucracy,  and at  very

small scale it largely is. The point at which it stops being optional

arrives  earlier  than  most  expect:  when outside  money  enters,

when the founder can no longer personally see everything, when

the number of people exceeds the number whose judgement is

personally known, or when a single bad decision could destroy

the enterprise.

The core elements are few. A body accountable for direction

and oversight that is not simply the executive team wearing an‐

other  hat  — a  board whose value  depends  almost  entirely  on

whether it contains people willing to say uncomfortable things,

which is a matter of who is appointed rather than of structure. A

clear separation between managing the business and overseeing

that  management,  since  the  two  cannot  be  performed  by  the

same person in  the same meeting.  Defined decision rights,  so

that what requires approval and at what level is written down

rather  than  discovered  during  a  dispute.  Information  that

reaches  the  overseers  unfiltered,  which  is  the  element  most
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quietly compromised, since a board that sees only what manage‐

ment chooses to show it is a formality. Some independent assur‐

ance over the numbers. And an honest register of what could ser‐

iously go wrong, reviewed by people with the standing to act on

it.

Two  failure  modes  recur.  Governance  as  ceremony,  where

every structure exists, every meeting is held, every box is ticked,

and no one has ever been genuinely  challenged — this  is  the

more  common  failure  and  the  harder  to  see,  since  it  looks

identical to the working version from outside. And governance as

obstruction, where so many approvals are required that the or‐

ganisation cannot  move,  and staff route  around it,  which pro‐

duces worse control than having less of it.

Compliance, and the difference between the rule

and the reason

Every business  operates  inside rules  — sector  regulation,  em‐

ployment law, data protection,  health and safety,  tax,  competi‐

tion, consumer protection, sanctions and financial crime obliga‐

tions — and the volume has grown steadily in every developed

jurisdiction.

The functional view is that compliance keeps up with what ap‐

plies,  translates it  into policy,  trains people,  monitors whether

the policy is followed, and reports breaches. That is the work,

and it is not optional; the penalties in the more serious regimes

are now set at levels intended to be material to large companies,

which makes them existential for small ones.

Two distinctions are worth holding.

Compliance is not ethics. Plenty of legal conduct is indefens‐

ible, and the fact that something survives a legal review answers

a narrower question than the one usually being asked. An organ‐

isation whose only ethical instrument is its compliance function

has outsourced judgement to a floor.
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And  compliance  as  box-ticking  is  not  compliance  as  under‐

standing. A firm that knows why a rule exists can apply it sens‐

ibly to situations the rule did not anticipate, which is most situ‐

ations. A firm that knows only the checklist is compliant in the

covered cases and defenceless outside them — and regulators,

when they look, are considerably more interested in whether the

organisation understood its obligations than in whether the file

was complete.

The proportionality principle is real: a small business cannot

run the apparatus of a large one, and is not expected to. What is

expected is that it knows which rules apply, has taken reasonable

steps, and can show it.

Sustainability, from slogan to constraint

Environmental and social obligations have moved, over roughly

two decades, from voluntary positioning to something closer to a

condition of operation, and the drivers are worth separating be‐

cause they call for different responses.

There is regulation, which increasingly requires disclosure and

in some sectors imposes real limits and costs. There is customer

expectation, which varies enormously by market and is more of‐

ten stated than acted upon, so it should be tested rather than as‐

sumed. There is investor screening, where funds apply environ‐

mental,  social  and governance criteria  to  allocation,  which af‐

fects the cost and availability of capital. There is the employment

market, where the question of what an organisation stands for

demonstrably affects who will work there. And there is physical

and transition risk: supply chains exposed to climate disruption,

assets that may be stranded by policy change, inputs that may

become scarce or expensive.

The framing that has proved durable is that the environmental

component is largely about resource efficiency and risk — using

less of what costs money, and understanding exposure to disrup‐

tion — the social component is about the relationships with em‐
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ployees, suppliers and communities that determine whether you

can  operate,  and  the  governance  component  is  what  makes

claims about the other two credible rather than aspirational.

Two honest observations. Much of what is reported under this

heading is marketing, and the gap between claim and practice

has itself become a legal and reputational risk in several jurisdic‐

tions,  which is  a  considerable change from a decade ago:  the

safest position is now to say less and mean it. And genuine ten‐

sions exist. Not every sustainable choice pays for itself, not on

any timeframe that a business under pressure can accommodate,

and  pretending  otherwise  produces  cynicism  among  the  staff

who can see the arithmetic. The defensible position is to be clear

about which measures are commercially self-funding, which are

investments with a long payback, and which are costs accepted

for other reasons — and to be able to say why for each.

Reputation is the compounding asset

Reputation belongs in this part rather than in the marketing one,

because it is not a communications output. It is the accumulated

residue of  how an organisation  has  actually  behaved,  held  by

everyone who has dealt with it.

Its  economics  are  distinctive  in  three  ways.  It  accumulates

slowly, through long sequences of unremarkable interactions in

which nothing went wrong or something went wrong and was put

right. It is destroyed quickly, and asymmetrically, since one seri‐

ous failure outweighs a great many satisfactory experiences. And

it  is  not  directly  purchasable — advertising can make a claim

about you, and only conduct can make the claim true.

What it buys is concrete rather than sentimental. Customers

who choose you without comparison shopping. Suppliers who ex‐

tend  terms.  Staff  who  apply  without  being  recruited.  Lenders

who price you better. Regulators who give you the benefit of the

doubt in an ambiguous case. And critically, survivable failures: an
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organisation  with  a  long  record  of  good  behaviour  is  given  a

hearing when something goes wrong, and one without is not.

The behaviour that follows from taking it seriously is not com‐

plicated. Do not make claims you cannot support. When you fail,

say so first, quickly, and completely, because the cover-up genu‐

inely  is  worse  than  the  failure  and  the  pattern  is  consistent

enough to be treated as a law. Fix the underlying cause rather

than the appearance. And accept that the single most reliable

reputational strategy is to be, over a long period, the thing you

say you are.

Building something that outlives you

The final question is what makes an enterprise durable beyond

the people currently running it, and the answer draws together

most of this book.

The knowledge must not live only in heads. What the organisa‐

tion knows how to do should be embedded in processes, docu‐

mented, and taught, so that capability survives departures. The

founder who is the only person who understands the pricing, the

key relationship or the unwritten rule has built something that

ends with them.

Relationships must belong to the organisation rather than to

individuals. This is uncomfortable and is the difference between

a firm and a set of people with a shared address.

Decisions must be made by structure rather than by personal‐

ity, which is what the governance section was about, and the test

is simple: what happens if the person at the centre is unavailable

for three months?

Values must be enacted rather than stated. What an organisa‐

tion actually stands for is visible only in its difficult decisions,

and it is transmitted to new people by what they observe rather

than by what they are told in their first week.

And the whole thing must be capable of change. Every endur‐

ing organisation has survived by becoming something different
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from what it was, which requires that its identity be attached to a

purpose rather than to a particular product or method. A busi‐

ness that defines itself by what it makes will end when the mak‐

ing stops being wanted. One that defines itself by whose problem

it solves can make something else.
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What this part was for. The dispute about who a company is

for narrows considerably once the time horizon lengthens, and

most objectionable corporate behaviour is a short-measurement-

period problem rather than a philosophical one. Ethical failure is

usually incremental and unrecognised rather than chosen, which

is why structure beats exhortation. Governance exists so conduct

does not depend on who happens to be in charge, and its com‐

monest failure is ceremony. Compliance is narrower than ethics

and understanding is broader than a checklist. Sustainability has

become a set of real constraints, and overclaiming is now its own

risk.  Reputation compounds slowly,  breaks  quickly,  and is  the

only asset that must be earned by conduct. And durability comes

from knowledge, relationships, decisions and values living in the

organisation rather than in a person.

Closing

The arc of this book ran from the ground — price, demand, mar‐

kets — through the finding of  an opportunity,  the choice of  a

model, the machine that delivers it, the people who staff it, the

money that measures it, the market that receives it, the evidence

that it works, the strategy that grows it, and the structures that

let it last.

The order was not arbitrary. Each part depended on the one be‐

fore, and the commonest business failures are attempts to skip:

scaling before the unit  economics work,  marketing before the

promise can be kept,  incentivising before understanding what

will actually be produced, measuring before agreeing what the

numbers mean, growing before the organisation can carry it.

If any single thing has recurred often enough to be the book's ar‐

gument, it is this: most of what looks like a failure of ambition,

effort or talent turns out on inspection to be a failure of honest

measurement — of not knowing what was actually happening,

because nobody built the instrument, or because the instrument

was built and never checked against a case where it should have

failed.  Businesses  do  not  usually  die  of  ignorance  about  the

world. They die of confidence about themselves.
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The remedy is available, unglamorous, and mostly free. Ask what

would have to be true. Then go and look.
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