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Vision without action is a daydream; Action without vision is a nightmare

Japanese proverb
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Following a period where most managers sought new sources of growth, the recent business environment has brought back the virtues of cost reduction and business process efficiency.  These programs, however, generally fail to deliver sustainable results if they are not based on a clear vision on the sources and means for achieving effectiveness and productivity improvements.

Although efficiency implies the combined notions of effectiveness and productivity, distinguishing between the two terms provides a better framework to rebuild the right organization and processes for various activities within a company.  Such a distinction helps in prioritizing the objectives and, therefore, the plans for each activity or group thereof.

For example, in areas such as executive structures and business critical decision making processes such as capital allocation, effectiveness should be the primary objective, subject to some guidelines for productivity and cost control.
On the other hand, transactional activities such as accounting and basic IT operations generally imply a search for productivity, subject to meeting a baseline quality level.

On the extreme end of the spectrum, customer facing activities such as sales and service require the simultaneous pursuit of both effectiveness and productivity (thus efficiency).

In the new operational paradigm of rigor and flexibility, distinguishing between those activities where effectiveness should be the primary objective and those where productivity should be the dominant goal will lead to enhanced sustainable results driven by a clear vision of key success factors for each activity.

The distinction between the two notions of effectiveness and productivity plays an equally important role in devising outsourcing strategies, in particular with the development of Business Process Outsourcing (BPO).

Typically, transactional activities are clear targets for partial or complete outsourcing due to the emphasis on productivity.  Furthermore, it is relatively easy to establish and measure relevant performance metrics (quality and productivity) which can be incorporated into the Service Level Agreements (SLA).

On the other hand, when effectiveness is the major challenge, an internal control becomes critical.  Furthermore, it is more complicated to establish commonly accepted metrics to include in the SLA.

Consequently, be it for pure IT or Business Processes, companies must know why they are outsourcing and what they expect from their service providers.  Furthermore, one company’s strategy is not a valid approach for another one, even if the two companies compete in the same industry or even market.

So what should the CEOs and senior executives seek in this new era of uncertainty and volatility?  How should the organization be structured and what should be the primary objective of management processes?  How does outsourcing fit with the corporate strategy and what should be the expectations from BPO providers?

The answers are not obvious and they are certainly not identical for every company nor for every activity within the company.
What is certain is that in the absence of a vision, any efficiency or cost reduction undertaking will at best generate one-time non-recurrent results.  Furthermore, in this domain, one size does not fit all:  for some activities, performance improvement passes by an increased effectiveness, while for some others productivity becomes the primary obligation, and yet for other ones both objective should be pursued simultaneously
Effectiveness is defined as the capability to produce a desired effect in a system or environment.  The type of effect could be relatively quantitative such as market share increase, or qualitative such as image.

Productivity is defined as the capability to produce a given volume of output in a system with a given volume of input or work.  The measure is generally quantitative and relates to a specific task.

While productivity measures a first order volume performance of a task, effectiveness measures a second order effect performance of an action or a strategy
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