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“There are many ways
to do Beyond Budgeting”

Steve Morlidge outlines Beyond Budgeting’s principles and its evolution, focusing
on adaptability and leveraging employee skills, and addressing challenges in re-
source allocation. He emphasizes aligning control systems with the nature of work
and managing costs via trend analysis, envisioning Beyond Budgeting as the man-
agement model of the 21st century.
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Mr. Morlidge, for more than 25 years, the Beyond Budgeting
community has worked on developing and constantly re-
fining an alternative to the traditional management model.
As a long-time member and leader of this community, how
would you describe this alternative model today, and why
do you think it is needed?

There are two fundamental ideas Beyond Budgeting is built
on. One is the need to have the ability to change when the ex-
ternal environment changes. And the second component is
creating a way of working that takes advantage of people’s
knowledge, skill, and willingness to commit to an organization
and in the process do something worthwhile and fulfilling in
their working lives. In short, building a healthy and productive
workplace. This has been there from the start. What has
changed is our emphasis. We spent a lot of the early years in
a crusade against the traditional management model, bashing
budgeting. I think that the need for that has gone away; that
argument has been won. People are open to the idea that there
needs to be change. Organizations have got braver as well. The
agile movement deserves a lot of credit there because they
have demonstrated you can do things which, on the face of it,
for someone with a traditional mindset, seem pretty crazy. But
they work, and if you pursue it in the right way, you can have
a big impact. So I think that the Beyond Budgeting model it-
self has not changed; the context and the climate in which we

are working has.

“People sometimes find it difficult to
convert some high-level conceptual
principles into practical steps, which is
what the Viable Map helps to do.”

And what made you convert to Beyond Budgeting?

I became a financial controller in 1990, and I had the good for-
tune to inherit a mess and so I did not have to worry about pre-
serving the legacy of my predecessors. Starting from ground
zero, I built up a great team, and we got used to doing really
good things. But there was always one bit of what we did that
was broken and which resisted all efforts to fix it: budgeting.
So, the first reason I adopted Beyond Budgeting was the indig-
nity of being associated with something that obviously did not
work. And because a deeply held value of mine is that talent is
precious, I also resented being part of a process that took ex-

tremely bright, capable young trainees and taught them how
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to do something that was stupid and a waste of time. I saw that
I was making bright, enthusiastic people cynical and old be-
fore their time, which I hated. It made me open to Beyond
Budgeting when it came along. Then the intellectual challenge
of understanding Beyond Budgeting grabbed hold of me, and
that is what has propelled me forward for most of the last 15
to 20 years.

At what point in time did you join the movement?

I was there right at the start in the late nineties. When I got in-
volved, Jeremy Hope and Robin Fraser, who co-founded the
Beyond Budgeting Round Table, had not written anything.
They started Beyond Budgeting in 1998 with 20 original in-
dustry sponsors, one of them being my company, Unilever
Foods UK.

That's interesting! Let us now turn from the early days to
your latest publication. Only recently, the BBRT, including
you and Sebastian, brought the “Viable Map” workbook to
the market. What exactly is a Viable Map, and why would a
company need it?
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Beyond Budgeting is no simple recipe to follow. This is absolute-
ly right but, understandably, people sometimes find it difficult
to convert some high-level conceptual principles into practical
steps, which is what the Viable Map helps to do. It does this by
identifying key tangible characteristics of each principle, which
helps you to describe and discuss both the existing and the de-
sired management model. In that sense, it helps people design
effective interventions. But it also serves as a diagnostic tool
since in Beyond Budgeting a viable management model is one
where the principles operate in an internally coherent way so
that they do not conflict and are synergistic. So, if things are not
working as you intended, you can see why. Because it lays all of
that out in a relatively simple graphical format, it helps you un-
derstand that gap between where you currently are and where
you want to be. This way; it allows you to design effective man-
agement interventions which enable you to change your manage-

ment model in a practical and structured manner.
Is there a target model that every company engaged in Be-

yond Budgeting should try to get closer to over time? Or are
there different target models?
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There is no target Beyond Budgeting management model as
such because every organization’s context differs, but there is a
zone of potential viability that is shaped by a set of constraints.
First, there is a set of external constraints, which is the nature of
the environment you are in and how you choose to compete in
that environment. And then there are the attributes of your peo-
ple and the culture in your business that will constrain and in-
fluence what you can do with your management model. Within
these boundaries, you have choices that are only constrained by
the need for internal coherence. Hence, it is much easier to say
what Beyond Budgeting is not rather than what it is. It is more
adaptive than traditional budgeting and doesn’t apply a “Theo-
ry X leadership style, but these general characteristics aside, it
is any management model which is internally coherent and a
good fit with the external environment and the nature and quali-
ties of the people you have been bequeathed with. For this rea-
son, we always insist that there is no simple Beyond Budgeting
recipe that can be slavishly followed. But cooking does provide
a good analogy in another respect. A good cook knows how to
combine ingredients and what processing techniques need to be
used to achieve a good outcome, but there are many different
types of delicious cakes you can bake. The Beyond Budgeting
principles are like ingredients, and the Viable Map provides a
framework to help you learn what combination of ingredients
and techniques will or won’'t work and why, and so help you

‘bake’ a good management model.

“It is much easier to say what Beyond
Budgeting is not rather than what it is.”

If how far you can go depends not only on the environment
but also the people and their mindset: Does this not lend it-
self as an excuse for anyone who is trying to avoid change?
I think if people are not open to this kind of change, they will
always find reasons for sticking with the status quo. So, the
fundamental issue, which is what lies behind your question, I
think, is the mindset that underpins this kind of resistance. I
think of a mindset as a set of assumptions that people hold
about the world (e.g., is it predictable?) and about people (e.g.,
can they be trusted?), usually without realizing it. As a result,
they are taken to be ‘the truth] and this is a source of enor-
mous resistance to any change that is based on a different set
of assumptions. John Seddon, occupational psychologist and

author specializing in change in the service industry, says
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there are three different approaches to bringing about change.
There is coercion, where you are told to do this or else. There
is logical change, which is you should do this for these kinds
of logical reasons. But he argues that the only source of fun-
damental change is normative change, which is based on chal-
lenging the way people perceive and think about the world.
His whole approach to facilitating change is about putting
leaders in a position where they are forced to confront the fact
that the way that they think about their business and the as-
sumptions they have about the people in their business is the
thing getting in the way of meaningful change. It is not ‘other
people’ One of the things that we have been very consciously
working on in Beyond Budgeting over the last five years is
how we can create these mental epiphanies in the context in

which we work.

Radical change might also be needed in corporate resource
allocation. Why is it so difficult to get the respective proces-
ses right?

I think allocating resources is conceptually straightforward;
after all we continuously allocate resources in our lives at
home every day without thinking about it, but as you say, it is
something that companies struggle with in practice. I think
there are two sources of these difficulties. There are undoubt-
edly practical issues because in any sizable business, you are
taced with the challenge of allocating a varying pool of scarce
resources on multiple dimensions at multiple levels simul-
taneously. But I think the main reason why budgeting - a
hundred-year-old piece of technology - has proven so diffi-
cult to dislodge owes more to psychology. Budgets are reassur-
ing for leaders. But this sense of control is illusonary, because,
from another perspective, a budget represents an entitlement
that confers freedom to spend. In this sense, there are powerful
reasons why budget holders want to negotiate higher budgets
and make sure that they are always spent. So, although both
sides complain about the process, they both have a stake in
the status quo. This is one reason why change is such a big
challenge, as it requires that both parties let go of something
that they value.

What can companies do to make resource allocation more
flexible?

I would prefer to frame the question more broadly since flexi-
bility is not an end in itself; it is just one important quality that
traditional processes don't have that we need to find a way of

building into new and better ones. And because our mental
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models of the process are inextricably bound up with tradi-
tional budgeting, we have to take a step back and ask some
fundamental questions about what we are doing and why. In
my mind, we are trying to make work work better. If we think
about the nature of work, we can see that, broadly speaking, it
takes one of two forms - discontinuous or continuous projects
or processes — and it follows that the way of allocating resources
should reflect this. Taking discontinuous investment decisions
first, these involve a conscious decision to allocate a discrete
amount of resources to a particular end. The question is how
and when you do this. For me it is helpful to differentiate be-
tween two kinds of ‘projects. First there are those where you
know exactly what you need to do and how to do it. In this
case, traditional capital budgeting and project control metho-
dologies are appropriate. You know exactly how you are going
to build the bridge in advance, and you decide either to build
it or not; you do not half build it or start building it and decide
it is going to go somewhere else. Although the decision does
not have to be made as part of an annual budget cycle by
definition, once you have committed to the decision, your

ability to make changes is limited. But flexibility is critical in
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the context of the second type of discontinuous investment,
where you do not know for sure in advance what is going to
work and what is not going to work, either technically or eco-
nomically. In conditions of radical uncertainty like this, if you
authorize big budgets in advance and apply traditional project
control methodologies, you often end up with ‘white elephants;
where lots of money is spent on things that are not needed or
which don’'t work as we have seen over and over again in big
businesses and in the public sector. Agile practices have
evolved in this context, and we need to build finance processes
that support these where money can be allocated in incre-
ments as our knowledge of what is required evolves. In es-
sence, this is option thinking in action. If you are unsure about
what is the right thing to do or how much money you have to
spend, keep options open, including the option to stop. But
once you have got sufficient confidence you are doing the right
thing, you commit and stay committed to the end. Financial
year end and budget cycles should not be allowed to erode this
commitment. One of the problems with traditional budgeting
is that you are forced to allocate too soon and then are often

forced into arbitrary cuts when your original assumptions have
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proven to be false. It is clearly more difficult to manage
resource allocation dynamically, but the biggest barrier to
change is probably the mental transformation required in
moving from the idea of investment as an ‘all or nothing, now
or never decision to one of managing investment as ‘real op-
tions. This is second nature in venture capital circles but is not
yet common currency in the corporate world. It is worth
pointing out that while we talk about flexibility in this context,
what is really at stake is our ability to manage risk. Given a dis-
tribution of potential outcomes, how do you make decisions
in such a way that you minimize the downside financial risk

and increase the upside potential?

A lot of people also call for a more decentralized approach
to making investment decisions. Would you agree?

I take the view that the right people need to make the right de-
cisions at the right level. It is probably true that too many, par-
ticularly large, investment decisions are made at levels that are
too high and too centralized. But that does not necessarily
mean that the opposite is always better. The trick is finding the

right level at which to make a decision. For example, my first
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proper job involved various capital expenditure decisions asso-
ciated with large amounts of money. They had to be authorized
by the most senior person on site, not because they were best
placed to make those decisions. Instead, very often, by virtue
of the fact that they were senior, they did not have the detailed
knowledge to make that decision. It was really just a question
of whether they were big enough to take the blame if it went
horribly wrong. It is more a political decision than a practical
one. I am more inclined to be practical and give authority to
the person best placed to make the right judgment call.

What would you recommend to a reader making discon-
tinuous investment decisions under high uncertainty?
Should a controller say, “Here is a small amount of money;
let us meet again in three months and let us know where
you are, and then we can discuss whether you receive more
money or we stop the project”?

Yes. To explain, let me tell you about the Polish food business
in Unilever. In Fast Moving Consumer Goods, the biggest
driver of growth is marketing, and that is all associated with

advertising and promotions. This is a classic example of a dis-
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continuous investment process, even though none of this
spending is capitalized. The Polish business did a tremendous
job defining its strategy with great clarity in advance. The board
quite rightly said, “We do not understand enough about the de-
tails of running this business. Our job is to look at what kind of
things we should be spending money on and how we should be
tackling opportunities and challenges. People with more knowl-
edge than us should be the ones making (most) of the invest-
ment decisions.” And they charged a group of senior managers,
the Foods Leadership Team (FLT), with designing a new pro-
cess for running the business, at the heart of which was resource
allocation based on talks I had given as the leader of a Unilever
wide Beyond Budgeting initiative. There were two key players
in the system the FLT devised. First there were Brand Teams,
responsible for a subset of the business. They are the ones who
really understand the market and what it takes to succeed, as
manifested in investment proposals. But between them and the
board was the FLT itself. Because the FLT was made up of the
same kind of people who are in the brand team, but five, ten,
15 years further into the business, they were well qualified to
manage the total portfolio of brand investments. It was their job
to make resource allocation decisions, which they did quarter-
ly, by picking the best proposals that were put to them, given
the constraints of the strategy and what they could afford, as
determined by a continuously updated rolling forecast. Once
they said, “Good idea, we are doing that, let us go,” then that

was an absolute commitment that they never reneged on. But

Beyond Budgeting Institute

The Beyond Budgeting Institute is at the heart of a
movement that is searching for ways to build lean,
adaptive, and ethical enterprises that can sustain supe-
rior competitive performance. It is responsible for safe-
guarding and sharing the Beyond Budgeting ideas.
Beyond Budgeting is an alternative to the traditional
way of managing organizations. Its twelve principles
help create high-performing organizations capable of
adapting to our turbulent world and that work with, not
against, human nature. The main activity of the Beyond
Budgeting Institute is the Beyond Budgeting Round
Table, where the community periodically meets and the
Beyond Budgeting Advisory, which provides practical

hands-on support to organizations.
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that wasn't the end of it — actual outcomes were continuously
compared with those in the proposal so that you do not reward
people who are just good at bluffing. This process created a vir-
tuous cycle: the more effectively money was spent, the more it
drove the top line. The more it drove the top line, the more
money there was to spend. People who had learned to behave
parochially by negotiating the biggest annual budget they could
for themselves very quickly switched to enthusiastic partici-
pants in a dynamic resource allocation marketplace for the ben-
efit of the whole, not just for themselves. The reason for this be-
havioral shift was that everything happened so quickly. Within
the space of about three or four weeks, the whole model was
built and implemented. And within another four weeks, you

“The technical bit was the easy bit. The
difficult bit was, how to make it happen.”

could see the impact on results, which was the only convincing
they needed. This makes it sound easy, but it isn’t. Every com-
pany is different, and the stars happened to be aligned for the
Polish business. Leading the Beyond Budgeting change initia-
tive in Unilever, at least 50 percent of my job was thinking about
how to bring about change. The technical bit was the easy bit.
The difficult bit was, how do you make it happen. And again,
there are certain principles. But there are many ways to do

Beyond Budgeting.

But for controllers, this could be a challenge, because in
worst case, when you say, “We park some resources for an
eventual better use’, and then nobody dares to speak up and
require new resources, then eventually we have some
money which we did not put to any productive use.

Good question. You have to have completely different con-
versations, and you have to have completely different ways
of managing money. The trick is to have more good ideas
than you have money and to manage resources on a rolling
horizon so that there is never a point at which contingencies

are ‘lost’

Is there anything you can leave to our readers with respect
to cost management or, as you would probably call it, con-
tinuous resource allocation processes?

I'm glad you brought me back to this question. Again, for me,

the fundamental insight is you should build your control sys-
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tems around the nature of the work. In the case of a conti-
nuous process, we should manage it as a flow — a rate of spend
- not as a series of discrete chunks of time, which is where
traditional budgeting takes you. And I think we need to let go
of the unthinking way that we try to control costs by reducing
the budgets as much as possible and expecting somebody else
to work out what to do because we know that they will prob-
ably make short-sighted decisions with negative consequen-
ces, on product quality or service for example, to stay within
your arbitrary budgetary constraints. Instead, we should ap-
ply ‘Lean’ principles by focusing on minimizing waste. Waste
is defined as anything you do or spend money on that does
not add value to the end customer. By definition, low waste

means low costs.

What can controllers do to reduce waste and make cost
management truly flexible?

Trend management is my go-to way of managing costs. With
“moving annual totals,” for example, you look at January to
December, and then February to January, and then March to
February and so on. So every data point represents a year, but
itis a rolling year, not a financial year. By using a series of mov-
ing annual totals, you smooth the results, eliminating noise and
seasonal effects. Once you plot the results it is quite astonish-
ing how clearly patterns emerge that were not obvious when
you were looking at data in a more granular way. So you can
see patterns. You see flow, and change, and rates of change, and
changes in the rates of change. And because our brains are
visual pattern-seeking engines, we look at a graph, and it is ob-
vious in a way that is not when you are dealing with tables of
numbers. Then there are all sorts of other things you can do in
terms of extrapolating trends, which take a lot of the work and

guesswork out of forecasting.

What do you expect to see ten years from now? Will Beyond
Budgeting be the new normal for managing large organiza-
tions?

To a large extent, it depends on how successful people like
Sebastian and me and the other members of our Core Team
are. I would like to think that Beyond Budgeting will be an ac-
cepted and well-regarded part of the management lexicon. I
would like to think it is a significant and serious part of the
syllabus of all serious business schools and professional quali-
fications, and not just put there as an afterthought or in an
attempt to seem trendy, which is kind of what has happened

in the past. But I guess my real ambition is that, in 25 years
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time, this is so deeply ingrained in what people do, people do
not talk about Beyond Budgeting anymore. Really, that would
be success. The word Beyond Budgeting disappears because it

is just ‘the way we do things’

“If you deconstruct the way that you
manage your household finances, it is
pretty much Beyond Budgeting.”

Is there anything else you want to share with our readers?

Fundamentally Beyond Budgeting is just common sense. No-
body runs their domestic household affairs in the way that we
have learned to run the financial affairs in companies. How do
you manage your day-to-day income flow? How do you make
big purchase decisions, holidays, cars, whatever? We don’t pre-
allocate all of our personal resources in the way that we are
taught to when budgeting because we understand the need to
allow for contingencies. How much of your savings you are
prepared to commit to a purchase, for instance, will depend on
your assessment of risk. If you deconstruct the way that you
manage your household finances, it is pretty much Beyond
Budgeting. What you are really trying to do, is to do common-
sense domestic finances at scale and at multiple organizational

levels. But fundamentally, the ideas are just common sense.

Mr. Morlidge, thank you for your time!

Link-Empfehlung
® Beyond Budgeting Round Table: https://bbrt.org/
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tor des Instituts fiir Management und Controlling (IMC) der
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