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Change lives. Change organizations. Change the worlChange lives. Change organizations. Change the world.d.

Learn to tell the story of Learn to tell the story of your brand more effectivyour brand more effectivelyely

by integrating marketing with your overall businessby integrating marketing with your overall business

strategy. This program will provide insight into thestrategy. This program will provide insight into the

role emotion plays in the consumer decision-makingrole emotion plays in the consumer decision-making

process and frameworks for aligning your customerprocess and frameworks for aligning your customer

value proposition with your organizational culture.value proposition with your organizational culture.

Does your story add up?Does your story add up?



  

Every May, we publish the resultsEvery May, we publish the results

of our annual analysis of chief ex-of our annual analysis of chief ex-

ecutive comings and goings dur-ecutive comings and goings dur-

ing the previous year. This yearing the previous year. This year

 we’ we’ve ve gone gone furtfurther. her. In In “The “The LivesLives

and Times of the CEO,” by Kenand Times of the CEO,” by Ken

Favaro, PerFavaro, Per-Ola Ka-Ola Karlsson, and Garrlsson, and Garyy

L. Neilson (page 48), we show howL. Neilson (page 48), we show how

company leadership has evolved andcompany leadership has evolved and

how it may shift in the future. It’show it may shift in the future. It’s

striking how much has remainedstriking how much has remained

the same. The preoccupations ofthe same. The preoccupations of

industrial magnates before Worldindustrial magnates before World

 W War I—growth, comar I—growth, competitionpetition, share-, share-

holder value—are still top of mindholder value—are still top of mind

for chief executives today.for chief executives today.

 Y Yet it is also striking how muchet it is also striking how much

has changed. On page 56, you’ll seehas changed. On page 56, you’ll see

one big difference: The rate of in-one big difference: The rate of in-

crease in the percentage of womencrease in the percentage of women

CEOs has reached a tipping point.CEOs has reached a tipping point.

 W Women still maomen still make up a ke up a tiny minor-tiny minor-

ity of the residents in the corner of-ity of the residents in the corner of-

fice, but if current trends continue,fice, but if current trends continue,

their numbers might grow signifi-their numbers might grow signifi-

cantly by 2040.cantly by 2040.

That’That’s especially trs especially true if Thomasue if Thomas

Malone is right. In the ThoughtMalone is right. In the Thought

Leader interview on page 88, theLeader interview on page 88, the

head of the MIT Center for Col-head of the MIT Center for Col-
lective Intelligence pinpoints sociallective Intelligence pinpoints social

perception—the ability to senseperception—the ability to sense

 what other people are  what other people are thinking thinking andand

feeling—as the number one factorfeeling—as the number one factor

for successful teams. And he saysfor successful teams. And he says

that in business today, that skill isthat in business today, that skill is

most prevalent among women.most prevalent among women.

One should always be skepticalOne should always be skeptical

of statements like “this time it’s dif-of statements like “this time it’s dif-

ferent.” But tipping points are real,ferent.” But tipping points are real,

and there does seem to be a quiet seaand there does seem to be a quiet sea

change happening. As Pricewater-change happening. As Pricewater-

houseCoopers International chair-houseCoopers International chair-

man Dennis Nally explains on pageman Dennis Nally explains on page

44, many CEOs are beginning to44, many CEOs are beginning to

see trustworthiness as a prerequi-see trustworthiness as a prerequi-

site for doing business. Other signssite for doing business. Other signs

of change: Prevailing approachesof change: Prevailing approaches

to postmerger integration (page 8),to postmerger integration (page 8),

growth (page 26), and digital en-growth (page 26), and digital en-

terprise (page 32) are shifting. Theterprise (page 32) are shifting. The

study of science is changing dailystudy of science is changing daily

life and discourse in new ways, aslife and discourse in new ways, as

our profile of Stephen Wolfram onour profile of Stephen Wolfram on

page 72 shows. Even change man-page 72 shows. Even change man-

agement has changed (note our up-agement has changed (note our up-

date on page 64).date on page 64).

 Within  Within our our own own domain, domain, wewe

are saying farewell to our mentorare saying farewell to our mentor

Thomas A. Stewart, the firm’s chiefThomas A. Stewart, the firm’s chief

marketing and knowledge officermarketing and knowledge officer

since 2008. He is now the CEO ofsince 2008. He is now the CEO of

the National Center for the Middlethe National Center for the Middle
Market at Ohio State University.Market at Ohio State University.

 And  And we we mark mark a a fundamen-fundamen-

tal change for the former Booz &tal change for the former Booz &

Company, the firm that publishesCompany, the firm that publishes

this magazine. It is now Strategy&,this magazine. It is now Strategy&,

a global management consultinga global management consulting

firm that joined the PwC networkfirm that joined the PwC network

this April. The name (pronouncedthis April. The name (pronounced

“strategy and”) was chosen, in part,“strategy and”) was chosen, in part,

to evoke the idea that a powerfulto evoke the idea that a powerful

strategy never stands alone. It isstrategy never stands alone. It is

always paired with the abilityalways paired with the ability

to put the concepts into practice.to put the concepts into practice.

(For more information, please see(For more information, please see

strategyand.pwc.com.)strategyand.pwc.com.)

Our own identity as a maga-Our own identity as a maga-

zine—in print and digital formats—zine—in print and digital formats—

is unchanged, as is the editorial andis unchanged, as is the editorial and

publishing team. While reaffirm-publishing team. While reaffirm-

ing the standards we’ve long held,ing the standards we’ve long held,

 we will  we will also also now draw more now draw more on theon the

thinking and experience of the ex-thinking and experience of the ex-

panding Strategy& firm, and on thepanding Strategy& firm, and on the

remarkable research and insights ofremarkable research and insights of

the PwC network. More than everthe PwC network. More than ever

before, we aspire to be the place youbefore, we aspire to be the place you

look first folook first for the best thinkr the best thinking—aing—andnd

action—on management. The moreaction—on management. The more

things change, the more they staythings change, the more they stay

the same—and vice versa.the same—and vice versa.

Art KleinerArt Kleiner

Editor-in-ChiefEditor-in-Chief

kleiner_art@kleiner_art@

strategy-business.comstrategy-business.com

   I   I   l   l
   l   l
  u  u
  s  s
   t   t
  r  r
  a  a
   t   t
   i   i  o  o
  n  n
     b   b

  y  y
   L   L
  a  a
  r  r
  s  s

   L   L
  e  e
  e  e
   t   t
  a  a
  r  r
  u  u

Sea ChangeSea Change

 c  c 
 o o
mm
mm
 e e
nn
t  t  
 e e
 d  d 
i  i  
t  t  
 o o
r r 
’  ’   s  s 

l  l  
 e e
t  t  
t  t  
 e e
r r 

  

11

 e e
 d  d 
i  i  
t  t  
 o o
r r 
’  ’   s  s 

l  l  
 e e
t  t  
t  t  
 e e
r r 



  

  

Deals That Transform CompaniesDeals That Transform Companies
Gregg NahassGregg Nahass
How to shift your business model with M&A integration.How to shift your business model with M&A integration.

Is Tech Eroding Consumer Loyalty?Is Tech Eroding Consumer Loyalty?
Itamar Simonson and Emanuel RosenItamar Simonson and Emanuel Rosen
In many categories, the value of brands may be in decline.In many categories, the value of brands may be in decline.

A Diagnosis for Personalized MedicineA Diagnosis for Personalized Medicine Avi K Avi Kulkarni and Nelia Pulkarni and Nelia Padilla adilla 
The emergence of new The emergence of new technologies could convinctechnologies could convince physicianse physicians

and insurers that patient-specific healthcare is here to stay.and insurers that patient-specific healthcare is here to stay.

TTurnover Alchemy: Curnover Alchemy: Convertingonverting
Employee Losses into GainsEmployee Losses into Gains
Orly LobelOrly Lobel
Departing staffers can become a source of new networksDeparting staffers can become a source of new networks

and competitive intelligence.and competitive intelligence.

When Big Data Isn’t an OptionWhen Big Data Isn’t an Option
David MeerDavid Meer
Companies that only have access to “little data” can stillCompanies that only have access to “little data” can still

use that information to improve their business.use that information to improve their business.

A Guide to the Next Million InnovatorsA Guide to the Next Million Innovators
 Jen S Jen Swetzoffwetzoff
Tech entrepreneur Christopher Schroeder explains why youTech entrepreneur Christopher Schroeder explains why you

need to pay need to pay attention to the attention to the mobile-powmobile-powered masses.ered masses.

s+b Trend Watchs+b Trend Watch
The Coming Digital Healthcare LandscapeThe Coming Digital Healthcare Landscape

STRATEGY & LEADERSHIPSTRATEGY & LEADERSHIP

Growing When Your Industry Doesn’tGrowing When Your Industry Doesn’t
Kasturi Rangan and Evan HirshKasturi Rangan and Evan Hirsh

Success and profits flow to companies with uniquelySuccess and profits flow to companies with uniquely
valuable market propositions—regardless of their sector.valuable market propositions—regardless of their sector.

MARKETING, MEDIA & SALESMARKETING, MEDIA & SALES

How to Choose the Right DigitalHow to Choose the Right Digital
Marketing ModelMarketing Model
Matt Egol, Michael Peterson, and Stefan StrohMatt Egol, Michael Peterson, and Stefan Stroh
Four clear paths for winning and retaining customers today.Four clear paths for winning and retaining customers today.

TECHNOLOGYTECHNOLOGY

Management in the Second Machine AgeManagement in the Second Machine Age
Tim LaseterTim Laseter
Future leaders will succeed by being entrepreneurial and byFuture leaders will succeed by being entrepreneurial and by

rethinking the balance between financial and rethinking the balance between financial and social goals.social goals.

STRATEGY & LEADERSHIPSTRATEGY & LEADERSHIP

The Trust AgendaThe Trust Agenda
Dennis Nally Dennis Nally 
CEOs are increasingly seeking “good growth,” aligned withCEOs are increasingly seeking “good growth,” aligned with

business ethics and sustainability.business ethics and sustainability.
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STRATEGY & LEADERSHIPSTRATEGY & LEADERSHIP

The Lives and TimesThe Lives and Times
of the CEOof the CEO
Ken Favaro, Per-Ola Karlsson, and Gary L. NeilsonKen Favaro, Per-Ola Karlsson, and Gary L. Neilson

From 100 years back to a quarter From 100 years back to a quarter century ahead,century ahead,

the evolution of the chief executive officer.the evolution of the chief executive officer.

CEO Turnover in 2013CEO Turnover in 2013
Women CEOs: A Slow but Women CEOs: A Slow but Steady Upward TrendSteady Upward Trend

ORGANIZATIONS & PEOPLEORGANIZATIONS & PEOPLE

10 Principles of10 Principles of
Leading ChangeLeading Change
ManagementManagement
DeAnne Aguirre and Micah AlpernDeAnne Aguirre and Micah Alpern

These time-honored tools and techniques canThese time-honored tools and techniques can

help companies help companies transform quickly.transform quickly.

INNOVATIONINNOVATION

Stephen Wolfram’sStephen Wolfram’s
World-Changing PlansWorld-Changing Plans

 Jimmy Gut Jimmy Gutermanerman

The physicist, author, The physicist, author, and software entrepreneurand software entrepreneur

has high expectations of pretty much everythinghas high expectations of pretty much everything

and everyone.and everyone.

ORGANIZATIONS & PEOPLEORGANIZATIONS & PEOPLE

Making BetterMaking Better

Decisions over TimeDecisions over TimePhil RosenzweigPhil Rosenzweig

The technique of deliberate practice canThe technique of deliberate practice can

dramatically improvdramatically improve performance, but e performance, but knowingknowing

its limits is as important its limits is as important as understandingas understanding

its value.its value.

THE THOUGHT LEADERTHE THOUGHT LEADER

INTERVIEWINTERVIEW

Thomas MaloneThomas Malone
 Art Kleiner Art Kleiner
The head of MIT’s Center forThe head of MIT’s Center for

Collective Intelligence explainsCollective Intelligence explains

how to build smarter and morehow to build smarter and more

successful teams.successful teams.

BOOKS IN BRIEFBOOKS IN BRIEF

A Triple Scoop of Social ResponsibilityA Triple Scoop of Social Responsibility
 John  John WWeir Closeeir Close

It’s Better to Receive Than to GiveIt’s Better to Receive Than to Give
Sally HelgesenSally Helgesen

China’China’s Strategic s Strategic ChallengeChallenge
David K. HurstDavid K. Hurst

END PAGE: RECENT RESEARCHEND PAGE: RECENT RESEARCH

Idea Factories AbroadIdea Factories Abroad
Matt PalmquistMatt Palmquist
To gain influence with the home office, MNCTo gain influence with the home office, MNC

subsidiaries should focus on technology and R&D,subsidiaries should focus on technology and R&D,

rather than marketing or sales.rather than marketing or sales.
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          

                                          

          

Whatever your ambitions, you’ll needWhatever your ambitions, you’ll need
the skills to build your visionthe skills to build your vision andand see it see it
through to completion.through to completion.

Booz & Company has combinedBooz & Company has combined
 with Pw with PwC and C and is nois now Stw Strategrategy&,y&,

a global team of practical strategistsa global team of practical strategists
in the PwC network.in the PwC network.

TTogether we can help ogether we can help you build theyou build the
essential advantage you need to solveessential advantage you need to solve

 your b your biggesiggest challent challenges ages and delivnd deliverer
lasting results.lasting results.

Imagine what you could be capable of.Imagine what you could be capable of.

 www www.strate.strategyandgyand.pwc.pwc.com.com
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Exhibit:Exhibit: The Largest Acquisition The Largest Acquisition Types, 2010–13Types, 2010–13

TransformationalTransformational
20102010

20132013    44%44%

29%29%

40%40%

29%29%

18%18%

15%15%

13%13%
11%11%

AbsorptionAbsorption

Tuck-inTuck-in

Stand-aloneStand-alone

Note:Note: Percentages may not total 100 due to rounding.Percentages may not total 100 due to rounding.

Source:Source: “M&A Integration: Looking Beyond the Here and Now,” “M&A Integration: Looking Beyond the Here and Now,” PwC’s 2014 M&A Integration Survey Report,PwC’s 2014 M&A Integration Survey Report,
pwc.com/US/M&A-Integration-2014pwc.com/US/M&A-Integration-2014

and Now,” PwC’s 2014 M&A Inte-and Now,” PwC’s 2014 M&A Inte-

gration Survey gration Survey Report)Report)..

 What’s d What’s driving riving this this shift? shift? OurOur

analysis suggests that more compa-analysis suggests that more compa-

nies are seeking to fundamentallynies are seeking to fundamentally

change their business model or thechange their business model or the

scale of their enterprise. In many in-scale of their enterprise. In many in-

dustries, the dustries, the obvious absorptioobvious absorption tar-n tar-

gets were snapped up during thegets were snapped up during the

years following the 2007–09 reces-years following the 2007–09 reces-

sion. Now, companies are seekingsion. Now, companies are seeking

growth outside their core competen-growth outside their core competen-

cies in an environment that’s beingcies in an environment that’s being

reshaped by dreshaped by disruptive technologiisruptive technologies,es,

evolving regulation, and changingevolving regulation, and changing

customer expectations.customer expectations.

Transformational deals needTransformational deals need

not be big; their hallmark is thatnot be big; their hallmark is that

they fundamentally reinvent opera-they fundamentally reinvent opera-

Deals ThatDeals That
TransformTransform

CompaniesCompanies
How to shift yourHow to shift your
business model withbusiness model with
M&A integration.M&A integration.

by Gregg Nahassby Gregg Nahass

AA
s capital remains cheaps capital remains cheap

and competition increases,and competition increases,

more and more corporatemore and more corporate

finance strategists are willing tofinance strategists are willing to

take on transformational deals.take on transformational deals.

Unlike absorption deals, in whichUnlike absorption deals, in which

companies acquire businesses thatcompanies acquire businesses that

complement their existing opera-complement their existing opera-

tions, transformational deals in-tions, transformational deals in-

volve acquiring new markets, chan-volve acquiring new markets, chan-

nels, products, or processes in a waynels, products, or processes in a way

that requires significant operationalthat requires significant operational

integration. In fact, successful inte-integration. In fact, successful inte-

gration is key to realizing gration is key to realizing the poten-the poten-

tial value of these deals.tial value of these deals.

Between 2010 and 2013, theBetween 2010 and 2013, the
percentage of transformational dealspercentage of transformational deals

increased from 29 percent to 44increased from 29 percent to 44

percent, accorpercent, according to Pwding to PwC’s annualC’s annual

survey of senior management ofsurvey of senior management of

Fortune 1000 companies that hadFortune 1000 companies that had

completed mergers or acquisitionscompleted mergers or acquisitions

in the previous three years (in the previous three years (seesee

Exhibit Exhibit 

). During the same time). During the same timeperiod that transformational dealsperiod that transformational deals

grew, respondents reported that ab-grew, respondents reported that ab-

sorptiosorption deals n deals declined from 40 declined from 40 per-per-

cent to 29 percent. Although trans-cent to 29 percent. Although trans-

formational and absorption dealsformational and absorption deals

accounted for most of the M&Aaccounted for most of the M&A

activityactivity, respondents also , respondents also reported areported a

small number of tuck-in deals,small number of tuck-in deals,

 which  which involvinvolve e integrating integrating smallsmall

companies, and stand-alone deals,companies, and stand-alone deals,

 which keep  which keep the the acquired entity acquired entity op-op-

erationally separate from the resterationally separate from the rest

of the organization (see “M&A In-of the organization (see “M&A In-

tegration: Looking Beyond the Heretegration: Looking Beyond the Here

LeadingLeading

IdeasIdeas



  

l  l  
 e e
 a a
 d  d 
i  i  
nn
 g g
  i  i  
 d  d 
 e e
 a a
 s  s 

   I   I   l   l   l   l  u  u
  s  s
   t   t  r  r
  a  a
   t   t   i   i  o  o
  n  n
   b   b
  y  y
   A   A
   d   d
  a  a
  m  m
     M   M

  c  c
   C   C
  a  a
  u  u
   l   l  e  e
  y  y

  

99

l  l  
 e e
 a a
 d  d 
i  i  
nn
 g g
  i  i  
 d  d 
 e e
 a a
 s  s 

transformational, as a significanttransformational, as a significant

strategic success (i.e., the deal wasstrategic success (i.e., the deal was

concluded and the businesses beganconcluded and the businesses began

 working togethe working together as planned), fewerr as planned), fewer

than hathan half reported success in achiev-lf reported success in achiev-

ing financial ing financial goals, and only goals, and only 35 per35 per--cent said they had realized their op-cent said they had realized their op-

erational objectives.erational objectives.

The success rate of financialThe success rate of financial

goals tends to be higher than that ofgoals tends to be higher than that of

operatiooperational goals nal goals because most com-because most com-

panies focus on financial synergiespanies focus on financial synergies

right away to achieve quick wins.right away to achieve quick wins.

Operational goals—such as supplyOperational goals—such as supply

chain integration, business processchain integration, business process

and systems integration, and theand systems integration, and the

meshing of two dmeshing of two different innovationifferent innovation

capabilities—are tougher to realizecapabilities—are tougher to realize

because they require a sustainedbecause they require a sustained

commitment to integration comple-commitment to integration comple-

tion over the long term.tion over the long term.

Take R&D, for instance. TheTake R&D, for instance. The

search for game-changing technolo-search for game-changing technolo-

gies may be fueling many transfor-gies may be fueling many transfor-

mational deals, but tmational deals, but their integrationheir integration

can be extremely challenging. Incan be extremely challenging. In

PwC’s 2014 M&A survey, only 30PwC’s 2014 M&A survey, only 30

percent of respondents reported ei-percent of respondents reported ei-

ther favorable or very favorable re-ther favorable or very favorable re-

sults in integrating R&D. That’ssults in integrating R&D. That’s

partly because R&D tends to bepartly because R&D tends to be
driven by culture and is prone to tal-driven by culture and is prone to tal-

ent leaking away if employees areent leaking away if employees are

dissatisfied in tdissatisfied in the new environment.he new environment.

Transformational deals areTransformational deals are

much more likely to succeed if themuch more likely to succeed if the

new enterprise is distinctive in a co-new enterprise is distinctive in a co-

herent way, applying the same capa-herent way, applying the same capa-

bilities in all the sectors in whichbilities in all the sectors in which

it does business (see “The Capabili-it does business (see “The Capabili-ties Premium in M&A,” by Geraldties Premium in M&A,” by Gerald

 Adolp Adolph, h, Cesare Cesare Mainardi, Mainardi, and and J.J.

Neely,Neely, s+b,s+b, Spring 2012). For thisSpring 2012). For this

reason, they require significant op-reason, they require significant op-

erational erational integratiointegration.n.

In our work, we have In our work, we have discovereddiscovered

seven fundamental tenets to followseven fundamental tenets to follow

for capturing sustained economicfor capturing sustained economic

value during integration. Althoughvalue during integration. Although

these are important regardless ofthese are important regardless of

deal size, complexity, or geographicdeal size, complexity, or geographic

reach, they are absolutely criticalreach, they are absolutely critical

 when  when it it comes comes to to transformationaltransformational

dealdeals. If you don’s. If you don’t achieve operatt achieve operation-ion-

al excellence soon after the deal isal excellence soon after the deal is

closed, you will not capture the tre-closed, you will not capture the tre-

mendomendous value promised by a tranus value promised by a trans-s-

formational merger or acquisition.formational merger or acquisition.

1. 1. Accelerate Accelerate the the transition.transition.

Focus on obtaining bottom-line re-Focus on obtaining bottom-line re-

sults as quickly as possible to maxi-sults as quickly as possible to maxi-

mize shareholder value.mize shareholder value.

2. Define the strategy.2. Define the strategy.  Clearly  Clearly

state how the new enterprise createsstate how the new enterprise creates

value and how the deal affects itsvalue and how the deal affects its
most strategic cmost strategic capabilitiapabilities.es.

3. Focus on priority initiatives.3. Focus on priority initiatives.

 Allocate  Allocate resources resources to to the the activitiesactivities

tions and maybe even change thetions and maybe even change the

dynamics of the industry. In health-dynamics of the industry. In health-

care, for exacare, for examplemple, payors are buying, payors are buying

providers and creating new sharedproviders and creating new shared

risk–bearing health networks. Inrisk–bearing health networks. In

telecommunications, mergers be-telecommunications, mergers be-

tween major Internet and cable tele-tween major Internet and cable tele-

vision companies could create new,vision companies could create new,

innovative models of content cre-innovative models of content cre-
ation and distribution. In retail,ation and distribution. In retail,

companies are pursuing deals tocompanies are pursuing deals to

transform their operations, includ-transform their operations, includ-

ing supply chains, as they try to geting supply chains, as they try to get

products to consumers more cheaplyproducts to consumers more cheaply

and quickly than their competitorsand quickly than their competitors

do. Amazon is busy building phys-do. Amazon is busy building phys-

ical warehouses throughout theical warehouses throughout the

country, while also seeking greatercountry, while also seeking greater

automation and higher productivityautomation and higher productivity

through its through its $775 million acquisition$775 million acquisition

of Kiva Systems, a robotics startupof Kiva Systems, a robotics startupthat services warehouses. Mean-that services warehouses. Mean-

 while, W while, Walmart is turnalmart is turning its formiing its formi--

dable network of dable network of bricks-and-bricks-and-mortarmortar

retail outlets into e-commerce assetsretail outlets into e-commerce assets

from which it can quickly fulfifrom which it can quickly fulfill on-ll on-

line orders. The company has beenline orders. The company has been

on a buying spree to acquire techon a buying spree to acquire tech

startups in social software, mobilestartups in social software, mobile

apps, and cloud infrastructure, withapps, and cloud infrastructure, with

the goal of reaching consumers in anthe goal of reaching consumers in an

omnichannel environment: stores,omnichannel environment: stores,

online, and online, and mobile.mobile.

The Integration ChallengeThe Integration Challenge

TTransformational deals ransformational deals have becomehave become

desirable, but business leaders agreedesirable, but business leaders agree

that they are the most difficultthat they are the most difficult

transactions in M&A today. Half oftransactions in M&A today. Half of

the respondents to PwC’s 2014the respondents to PwC’s 2014

M&A survey said that their compa-M&A survey said that their compa-

ny had the core competency to inte-ny had the core competency to inte-

grate absorption deals, but fewergrate absorption deals, but fewer

than a quarter said the same thingthan a quarter said the same thing

about transformational deals. Re-about transformational deals. Re-

spondents also noted how difficult itspondents also noted how difficult it
is to make these deais to make these deals work. Where-ls work. Where-

as 65 percent characterized their re-as 65 percent characterized their re-

cent deals, many of which werecent deals, many of which were
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al deals usually have to consider aal deals usually have to consider a

greater number of variables thangreater number of variables than

they would for other deals. This of-they would for other deals. This of-

ten leads them to make subjectiveten leads them to make subjective

assessments as they consider ques-assessments as they consider ques-

tions such astions such as What will the marketWhat will the market

environment be? How will the de- environment be? How will the de- 

mand for the product evolve? Can wemand for the product evolve? Can we

cross-sell into a new customer base orcross-sell into a new customer base or
channel? Can we enter a new market?channel? Can we enter a new market?

Will this reduce competition?Will this reduce competition?

TTransformational deals can ransformational deals can alsoalso

be more challenging for cost-basedbe more challenging for cost-based

synergies, especially for businesssynergies, especially for business

process and systems integration.process and systems integration.

That’s because transformationalThat’s because transformational

deals require greater collaborationdeals require greater collaboration

and alignment between the compa-and alignment between the compa-

nies to determine the optimal ap-nies to determine the optimal ap-

proach—compared to absorptionproach—compared to absorption

deals, where it’s common to simplydeals, where it’s common to simplymigrate to the acquirer’s proceduresmigrate to the acquirer’s procedures

and processes.and processes.

Agility and LeadershipAgility and Leadership

One way to mitigate delays and un-One way to mitigate delays and un-

certainties is to learn certainties is to learn in depth aboutin depth about

the the incoming company’incoming company’s s capabilitiescapabilities

as early as possible. A characteristicas early as possible. A characteristic

of the highest-performing deals re-of the highest-performing deals re-

ported in the survey—those withported in the survey—those with

relatively high performance in allrelatively high performance in all

three areas: strategic, financial, andthree areas: strategic, financial, and

operational—is the early involve-operational—is the early involve-

ment of integration teams. In 92ment of integration teams. In 92

percent of these deals, integrationpercent of these deals, integration

teams started work either before orteams started work either before or

during due diligence.during due diligence.

This approach requires agilityThis approach requires agility

on the part of the integration team.on the part of the integration team.

 Agility  Agility in in this this context is context is the the abilityability

to act rapidly and creatively in realto act rapidly and creatively in real

time: identifying, gathering, andtime: identifying, gathering, and

evaluating as much information asevaluating as much information as

possible to make integration deci-possible to make integration deci-

sions and maintain momentum.sions and maintain momentum.
The team should recognize thatThe team should recognize that

transformational integration in-transformational integration in-

volves morvolves more than e than pulling IT systemspulling IT systems

together and realizing synergies. Ittogether and realizing synergies. It

also means engaging effectively withalso means engaging effectively with

staff at the acquiring company.staff at the acquiring company.

Some target company staff membersSome target company staff members

may be reluctant to share what theymay be reluctant to share what they

know. Others may be genuinely in-know. Others may be genuinely in-

experienced at explaining what theyexperienced at explaining what they

do. Someone has to pick up thedo. Someone has to pick up the

phone to set up meetings and startphone to set up meetings and start
asking questions.asking questions.

Integration is successful whenIntegration is successful when

senior leadership also preaches andsenior leadership also preaches and

practices agility, staying actively in-practices agility, staying actively in-

volved, making critical decisions,volved, making critical decisions,

and managing the pace of integra-and managing the pace of integra-

tion so that the changes to the com-tion so that the changes to the com-

bined company happen in a plannedbined company happen in a planned

and reasonable way. The integrationand reasonable way. The integration

could easily involve hundreds ofcould easily involve hundreds of

people in dozens of functional de-people in dozens of functional de-

partments or business units. If thepartments or business units. If thetop team doesn’t set priorities, may-top team doesn’t set priorities, may-

be no one will. That would be dev-be no one will. That would be dev-

astating to the pace of integration,astating to the pace of integration,

and, ultimatelyand, ultimately, to deal , to deal success.success.

Together, agility and leadershipTogether, agility and leadership

can speed the integration. And al-can speed the integration. And al-

though speed is necethough speed is necessary, so is long-ssary, so is long-

term commitment. Companies of-term commitment. Companies of-

ten lose integration momentumten lose integration momentum

between six months and one yearbetween six months and one year

after the close. Realizing operationalafter the close. Realizing operational

goals takes perseverance, and that’sgoals takes perseverance, and that’s

particularly important if companiesparticularly important if companies

are to overcome the uncertainty—are to overcome the uncertainty—

and capitalize on the opportunity—and capitalize on the opportunity—

of the transformational deal.of the transformational deal. ++
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 with the  with the greatest pogreatest potential for tential for finan-finan-

cial rewards.cial rewards.

4. 4. Prepare Prepare for Day One.for Day One. Identify Identify

and execute critical Day One tasksand execute critical Day One tasks

early, before longer-term, more de-early, before longer-term, more de-

tailed planning commences.tailed planning commences.

5. Communicate with all stake-5. Communicate with all stake-

holders.holders. Reach out early and often, Reach out early and often,

describing the deal’s rationale anddescribing the deal’s rationale and
progress to customers, employees,progress to customers, employees,

investors, and everyone else in theinvestors, and everyone else in the

value chain.value chain.

6. 6. Establish Establish leadership at leadership at allall

levels.levels. A Assign accountabilityssign accountability, define, define

functional authority, and establishfunctional authority, and establish

clear roles.clear roles.

7. Manage the integration as a7. Manage the integration as a

business process.business process. Follow a defined Follow a defined

approach to focus resources andapproach to focus resources and

capital on the right activities at thecapital on the right activities at the

right times.right times.

Integrating the UnfamiliarIntegrating the Unfamiliar

The root of the transformationalThe root of the transformational

challenge is the need to integratechallenge is the need to integrate

a company—usually a big com-a company—usually a big com-

pany—whose operations are unfa-pany—whose operations are unfa-

miliar. In an absorption deal, themiliar. In an absorption deal, the

integration team members under-integration team members under-

stand the business. It’s not unlikestand the business. It’s not unlike

their own. They can make basictheir own. They can make basic

assumptions and undertake someassumptions and undertake some

planning with a reasonable degreeplanning with a reasonable degree

of confidence, even before the close.of confidence, even before the close.

For a transformational deal, how-For a transformational deal, how-

ever, waiting until Day One to be-ever, waiting until Day One to be-

gin the deep due diligence necessarygin the deep due diligence necessary

is potentially much more damagingis potentially much more damaging

because it extends uncertainties andbecause it extends uncertainties and

delays critical delays critical decisions.decisions.

These delays and uncertaintiesThese delays and uncertainties

can create several integration blindcan create several integration blind

spots that risk undermining thespots that risk undermining the

deal. For exadeal. For example, transformatiomple, transformationalnal

deals are more prone to blind spotsdeals are more prone to blind spots

involving synergy ainvolving synergy assumptions, par-ssumptions, par-
ticularly those related to revenueticularly those related to revenue

growth. When modeling potentialgrowth. When modeling potential

synergies, buyers of synergies, buyers of transformation-transformation-
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A Shift in Consumer BehaviorA Shift in Consumer Behavior

How could a company be so suc-How could a company be so suc-

cessful with almost no initial brandcessful with almost no initial brand

awareness? Shih, and the US$15 bil-awareness? Shih, and the US$15 bil-

lion company that he heads, havelion company that he heads, have

benefited from a fundamental shiftbenefited from a fundamental shift

in the way consumers evaluate andin the way consumers evaluate and

purchase products and services.purchase products and services.

Consumers used to make these deci-Consumers used to make these deci-
sions relative to other things—asions relative to other things—a

brand name, a list price, or theirbrand name, a list price, or their

own past experience with a com-own past experience with a com-

pany. But today, consumers are bas-pany. But today, consumers are bas-

ing more and more decisions on theing more and more decisions on the

absolute value absolute value  of things. of things.

Relative evaluations are basedRelative evaluations are based

on comparisons with whateveron comparisons with whatever

happens to be most prominent, orhappens to be most prominent, or

placed in fplaced in front of you on a store shelfront of you on a store shelf

or a catalog page. or a catalog page. But absolBut absolute eval-ute eval-

uations go beyond those constraintsuations go beyond those constraintsto use the to use the most relevant informationmost relevant information

available about each product andavailable about each product and

feature, and they usually producefeature, and they usually produce

better answers.better answers.

 A  A technologitechnological cal revolurevolution tion isis

driving this shift, as various newdriving this shift, as various new

tools help us assess the quality oftools help us assess the quality of

products and services we’re consid-products and services we’re consid-

ering. Aggregation tools, advancedering. Aggregation tools, advanced

search engines, reviews from othersearch engines, reviews from other

users, social media, unprecedentedusers, social media, unprecedented

access to experts, and other emerg-access to experts, and other emerg-

Is TechIs Tech
ErodingEroding
ConsumerConsumer

Loyalty?Loyalty?In many categories, theIn many categories, the
value of brands may bevalue of brands may be
in decline.in decline.

by Itamar Simonson andby Itamar Simonson and

Emanuel RosenEmanuel Rosen

WW
hen Jonney Shih start-hen Jonney Shih start-

ed talking about sellinged talking about selling

laptops under the Asuslaptops under the Asusbrand, it didn’t raise too much con-brand, it didn’t raise too much con-

cern among established players incern among established players in

the PC industry. Shih is the chair-the PC industry. Shih is the chair-

man of ASUSTeK Computer Inc.man of ASUSTeK Computer Inc.

(known simply as Asus), a Taiwan-(known simply as Asus), a Taiwan-

ese company that was a contractese company that was a contract

manufacturer of notebook comput-manufacturer of notebook comput-

ers and game consoles. Althoughers and game consoles. Although

 Asus  Asus was was well well respected respected among among in-in-

dustry insiders, few consumers weredustry insiders, few consumers were

aware of its eaware of its existence. Conventioxistence. Conventionalnal

 wisdom  wisdom holds holds that ythat you ou need need to to buildbuild

a trusted brand in order to get peo-a trusted brand in order to get peo-

ple to open their wallets, and estab-ple to open their wallets, and estab-

lishing a lishing a brand is notoriously expen-brand is notoriously expen-

sive. Friends and colleagues warnedsive. Friends and colleagues warned

Shih that he wouldn’t get far with-Shih that he wouldn’t get far with-

out brand awareness, name recogni-out brand awareness, name recogni-

tion, and heavy advertising.tion, and heavy advertising.

 Y Yet et by by 202013, 13, it it was was clear clear theythey

 were wrong. In  were wrong. In 2012012, 2, Asus Asus reachedreached

fifth place in worldwide PC sales,fifth place in worldwide PC sales,

experiencing prominent growthexperiencing prominent growth

even as overall industry shipmentseven as overall industry shipments

declined. In the first quarter ofdeclined. In the first quarter of
2013, Asus reached the number2013, Asus reached the number

three position in worldwide tabletthree position in worldwide tablet

shipmenshipments, according to ts, according to IDC.IDC.

ing technologies—these things en-ing technologies—these things en-

able consumers to make better deci-able consumers to make better deci-

sions without having to rely onsions without having to rely on

relative evaluations.relative evaluations.

To be clear, the termTo be clear, the term absoluteabsolute

value value  doesn’t mean the absolute best doesn’t mean the absolute best

option (assuming that an absoluteoption (assuming that an absolute

best option even exists). Instead, itbest option even exists). Instead, it

means a “good enough” solution,means a “good enough” solution,
 which  which can can vary vary depending depending on on thethe

individual and his or her subjectiveindividual and his or her subjective

tastes. The point is that today peo-tastes. The point is that today peo-

ple can more easily determine theple can more easily determine the

absolute value of something toabsolute value of something to

them—and get closer to knowingthem—and get closer to knowing

 what  what their their experience experience will will be be withwith

an individual an individual produproduct.ct.

Here’s one way that Asus bene-Here’s one way that Asus bene-

fits from the shift away from relativefits from the shift away from relative

evaluations. In the old days, con-evaluations. In the old days, con-

sumers used their own past experi-sumers used their own past experi-ence with a brand as a key qualityence with a brand as a key quality

proxy. When Jane was thinking ofproxy. When Jane was thinking of

buying a new laptop, the most acces-buying a new laptop, the most acces-

sible piece of information might havesible piece of information might have

been in her memory: “In the past, Ibeen in her memory: “In the past, I

used a Dell used a Dell laptop that worked fine.”laptop that worked fine.”

This was an easy reference point toThis was an easy reference point to

use, and it led Jane to conclude thatuse, and it led Jane to conclude that

the new Dell models on the marketthe new Dell models on the market

must be good too. Some of this waymust be good too. Some of this way

of thinking wof thinking will continue, of coill continue, of course,urse,

but today Jane can go online andbut today Jane can go online and
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of 15 percent in four years.of 15 percent in four years.

••  Thirty percent of U.S. con-  Thirty percent of U.S. con-

sumers start their online purchasesumers start their online purchase

research with Amazon, which, withresearch with Amazon, which, with

its wealth of reviews, is a clearing-its wealth of reviews, is a clearing-

house for product information.house for product information.

•• Research done for Google in Research done for Google in

2011 found that the average shopper2011 found that the average shopper

consults 10.4 information sourcesconsults 10.4 information sources
prior to purchase—almost twice asprior to purchase—almost twice as

many as in 2010.many as in 2010.

Two issues are worth addressingTwo issues are worth addressing

here. First, can these technologieshere. First, can these technologies

be manipulated? No doubt somebe manipulated? No doubt some

companies try (and always will) tocompanies try (and always will) to

game the system—for example, bygame the system—for example, by

planting positive reviews. Yet despiteplanting positive reviews. Yet despite

alarming articles that pop up peri-alarming articles that pop up peri-

odically in the press about fakeodically in the press about fake

reviews, paid bloggers, fake “likes,”reviews, paid bloggers, fake “likes,”

or other schemes, manipulators usu-or other schemes, manipulators usu-ally have limited impact, and theirally have limited impact, and their

effectiveness will decline as ratingeffectiveness will decline as rating

systems find better ways to deal withsystems find better ways to deal with

them. Reviews are not perfect, butthem. Reviews are not perfect, but

one solution that consumers areone solution that consumers are not  not    

turning to is trusting marketers asturning to is trusting marketers as

the main source for informationthe main source for information

regarding quaregarding qualitylity..

The second issue: Is the wealthThe second issue: Is the wealth

of information creating tof information creating tremendoremendousus

clutter that makes decision makingclutter that makes decision making

even more difficult? Many observerseven more difficult? Many observers

use this use this concept to suppoconcept to support their be-rt their be-

lief that brands alief that brands and loyalty are morend loyalty are more

important than ever. Yet the Webimportant than ever. Yet the Web

provides effective tools for sortingprovides effective tools for sorting

and using the most relevant infor-and using the most relevant infor-

mation. In most real-world buyingmation. In most real-world buying

situations, options are already wellsituations, options are already well
sorted. And with the steady im-sorted. And with the steady im-

provement in information and sort-provement in information and sort-

ing tools, the overload problem willing tools, the overload problem will

to assess the car’s quality.to assess the car’s quality.

 A state  A state of of perfect infoperfect information rmation is,is,

of course, theoretical, and we obvi-of course, theoretical, and we obvi-

ously will never reach tously will never reach the hypotheti-he hypotheti-

cal planet Acal planet Absolubsolute. But in more andte. But in more and

more areas of life, we’re starting tomore areas of life, we’re starting to

get closer to absolute values, whichget closer to absolute values, which

make us less dependent on relativemake us less dependent on relative

evaluations. The human brain is notevaluations. The human brain is not
changing, but a fundamental shiftchanging, but a fundamental shift

in our information environment isin our information environment is

under way, with far-reaching, evolv-under way, with far-reaching, evolv-

ing implications for consumer deci-ing implications for consumer deci-

sion making.sion making.

Today, review sites (whetherToday, review sites (whether

 Amazon  Amazon or or CNETCNET, , YYelp elp or or Zagat)Zagat)

tell us about the reliability and use-tell us about the reliability and use-

fulness of products, and help us pre-fulness of products, and help us pre-

dict the experience we can expectdict the experience we can expect

at restaurants or hotels. Through so-at restaurants or hotels. Through so-

cial media, it’s become almost effort-cial media, it’s become almost effort-less to get recommendations fromless to get recommendations from

friends and acquaintances. Post afriends and acquaintances. Post a

question on Facebook or Twitterquestion on Facebook or Twitter

(“Can anyone recommend a cam-(“Can anyone recommend a cam-

era?”) aera?”) and you’nd you’re likely to gere likely to get person-t person-

alized advice from an expert inalized advice from an expert in

your own network. Use Facebook’syour own network. Use Facebook’s

Graph Search to find out what yourGraph Search to find out what your

friends (or their friends) say aboutfriends (or their friends) say about

a particular restaurant or movie.a particular restaurant or movie.

 Assessing  Assessing value value and and price price has has be-be-

come much easier too: Mobile appscome much easier too: Mobile apps

such as Desuch as Decide.comcide.com, ShopSavv, ShopSavvyy, and, and

Bakodo inform us about the resaleBakodo inform us about the resale

values of products.values of products.

In fact, people already use—In fact, people already use—

and trust—these tools. Considerand trust—these tools. Consider

these three facts:these three facts:

••  In 2012, 70 percent of con-  In 2012, 70 percent of con-
sumers surveyed sumers surveyed by Nielsen indicatby Nielsen indicat--

ed that they trusted online re-ed that they trusted online re-

views—which represents an increaseviews—which represents an increase

easily find out much better informa-easily find out much better informa-

tion about any model made by Dell,tion about any model made by Dell,

HP, Asus, or any other company.HP, Asus, or any other company.

 When  When quality quality can can be be quickly quickly as-as-

sessed, people are less hesitant to trysessed, people are less hesitant to try

something new, which means thatsomething new, which means that

newcomers like Asus canewcomers like Asus can enjoy lown enjoy low--

er barriers to er barriers to entry.entry.

Through the 20th century, theThrough the 20th century, the
practice of marketing was largely in-practice of marketing was largely in-

tended to communicate values rela-tended to communicate values rela-

tive to reference points. But whattive to reference points. But what

 would happen  would happen if if one morning one morning con-con-

sumers woke up and were suddenlysumers woke up and were suddenly

able to assess absolute values?able to assess absolute values?

Planet AbsolutePlanet Absolute

Let’s imagine a planet—we’ll call itLet’s imagine a planet—we’ll call it

planet Absolute—that is almostplanet Absolute—that is almost

identical to planet Earth. There’sidentical to planet Earth. There’s

only one difference: Before you buyonly one difference: Before you buysomething on planet Absolute, yousomething on planet Absolute, you

press a magic button and know ev-press a magic button and know ev-

erything you want to know abouterything you want to know about

it—you know exactly how good orit—you know exactly how good or

bad that product or service is goingbad that product or service is going

to be, and how you will like it afterto be, and how you will like it after

using it. Economists would call thisusing it. Economists would call this

“perfect information.”“perfect information.”

How would people make deci-How would people make deci-

sions on planet Absolute?sions on planet Absolute?

They wouldn’t rely on a brandThey wouldn’t rely on a brand

to determine the quality of a prod-to determine the quality of a prod-

uct. They would just press the but-uct. They would just press the but-

ton. They would not be too im-ton. They would not be too im-

pressed by the fact that a product ispressed by the fact that a product is

made in Germany or any countrymade in Germany or any country

 with  with a a reputareputation tion for for qualityquality. . TheyThey

 would  would just just press press the the buttobutton. n. TheyThey

 wouldn wouldn’’t care t care as mucas much abouh about the t the factfact

that they loved the last model fromthat they loved the last model from

the same company. When a con-the same company. When a con-

sumer shopped for a car on planetsumer shopped for a car on planet

 Absolu Absolute, he te, he or she or she would not needwould not need

indirect proxies to assess the likelyindirect proxies to assess the likely

experience with a specific model. Al-experience with a specific model. Al-
though the consumer might still bethough the consumer might still be

influenced by image and status, heinfluenced by image and status, he

or she would not need a brand nameor she would not need a brand name

Research done in 2011 found that the Research done in 2011 found that the averageaverage
shopper consults 10.4 information shopper consults 10.4 information sources priorsources prior
to purchase—almost twice as many as in to purchase—almost twice as many as in 2010.2010.
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become even less significant.become even less significant.

The cumulative effects of theseThe cumulative effects of these

technologies, and their dramatictechnologies, and their dramatic

impacts on how consumers makeimpacts on how consumers make

decisions, pose a major challenge todecisions, pose a major challenge to

established ideas about marketingestablished ideas about marketing

and related business functions. Sim-and related business functions. Sim-

ply put, they make influencingply put, they make influencing

consumers through relative tacticsconsumers through relative tactics
and cues, such as brand and price,and cues, such as brand and price,

much harder.much harder.

Is this the end of brands? OfIs this the end of brands? Of

course not. Brands still play somecourse not. Brands still play some

important roles that are not likely toimportant roles that are not likely to

go away. And in categories wherego away. And in categories where

prestige, status, and emotional linksprestige, status, and emotional links

to brands matter a great deal, theto brands matter a great deal, the

rate of change is likely to be slow.rate of change is likely to be slow.

So luxury brands (such as LouisSo luxury brands (such as Louis

Vuitton and Hermès) are on saferVuitton and Hermès) are on safer

ground. Yet in domains where ob-ground. Yet in domains where ob- jective, specificati jective, specification-based qon-based quality isuality is

important—and can be assessedimportant—and can be assessed

and communicated—even presti-and communicated—even presti-

gious brands are not immune.gious brands are not immune.

The implications for consumersThe implications for consumers

and businesses are enormous. First,and businesses are enormous. First,

the new reliance on absolute valuethe new reliance on absolute value

means that, on average, consumersmeans that, on average, consumers

 will  will tend tend to to make make better better decisiodecisionsns

and become less susceptible to con-and become less susceptible to con-

text or framing manipulations. Fortext or framing manipulations. For

businesses, it means that marketingbusinesses, it means that marketing

is changing is changing foreverforever.. ++
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In addition, many pharma In addition, many pharma com-com-

panies have been hesitant to makepanies have been hesitant to make

the necessarthe necessary investments in person-y investments in person-

alized medicine. The steep costs re-alized medicine. The steep costs re-

quired, including best-in-class PMxquired, including best-in-class PMx

developmdevelopment aent and nd commercializationcommercialization

capabilities, seem out of proportioncapabilities, seem out of proportion

to the small markets for each drug.to the small markets for each drug.

Cancer drugs are the exception, butCancer drugs are the exception, but
pharmaceutical companies have fo-pharmaceutical companies have fo-

cused less on the genetic causes ofcused less on the genetic causes of

other diseases. That makes PMx aother diseases. That makes PMx a

costlier and riskier proposition.costlier and riskier proposition.

More broadly, the technologiesMore broadly, the technologies

required to support PMx (to identifyrequired to support PMx (to identify

and quantify all the molecularand quantify all the molecular

markers and mutations in the bodymarkers and mutations in the body

that are linked to specific diseases)that are linked to specific diseases)

are still in are still in their infancy. The cost oftheir infancy. The cost of

sequencing the human genome hassequencing the human genome has

decreased, but the analysis needed todecreased, but the analysis needed tointerpret the data is still expensive.interpret the data is still expensive.

 And e And even tven the truehe truest of st of believers arebelievers are

forced to admit that the next step—forced to admit that the next step—

the molecular analysis of proteinsthe molecular analysis of proteins

and our understanding of the hu-and our understanding of the hu-

man proteome (the protein makeupman proteome (the protein makeup

of individual cells of individual cells and genomes)—isand genomes)—is

many years many years from completifrom completion.on.

A A DiagDiagnosinosiss
forfor
PersonalizedPersonalized

MedicineMedicineThe emergence of newThe emergence of new
technologies couldtechnologies could
convince physicians andconvince physicians and
insurers that patient-insurers that patient-
specific healthcare isspecific healthcare is
here to stay.here to stay.
  

by Avi Kulkarni and Nelia Padillaby Avi Kulkarni and Nelia Padilla

PP
ersonalized medicine (PMx),ersonalized medicine (PMx),

medical treatment tailoredmedical treatment tailored

to specific patient popula-to specific patient popula-

tions based on their genetic or mo-tions based on their genetic or mo-

lecular biology profiles, has longlecular biology profiles, has long

been heralded as the next big thingbeen heralded as the next big thing

in healthcare. It’s been about 16in healthcare. It’s been about 16

years since Genentech launchedyears since Genentech launched

Herceptin, a drug for breast cancerHerceptin, a drug for breast cancer

patients with a specific geneticpatients with a specific genetic

mutation. At the time, Herceptinmutation. At the time, Herceptin

seemed to usher in a revolution forseemed to usher in a revolution for

how drugs would be developed andhow drugs would be developed and

patients would be cured.patients would be cured.

In that new version of care,In that new version of care,

drugs could be tailored to a patient’sdrugs could be tailored to a patient’s

specific biochemical profile, dramspecific biochemical profile, dramat-at-

ically improving efficacy rates andically improving efficacy rates and

reducing the system-wide costs andreducing the system-wide costs and

complications associated with one-complications associated with one-

size-fits-all medications. For phar-size-fits-all medications. For phar-

maceutical manufacturers, this ap-maceutical manufacturers, this ap-

proach had the potential to improveproach had the potential to improve

sales and profits through a radicallysales and profits through a radically

new business model: differentiatednew business model: differentiated
products for segmented populationsproducts for segmented populations

(see “A Strategist’s Guide to Person-(see “A Strategist’s Guide to Person-

alized Medicine,” by Avi Kulkarnialized Medicine,” by Avi Kulkarni

and Nelia Padilla McGreevy,and Nelia Padilla McGreevy, s+b,s+b,

 Winter 20 Winter 2012)12)..

But despite the occasional suc-But despite the occasional suc-

cess story, PMx is largely seen todaycess story, PMx is largely seen today

as the dog that did not bark. With aas the dog that did not bark. With a

few exceptions, such as Herceptin,few exceptions, such as Herceptin,

there are few PMx success stories.there are few PMx success stories.

This is true for several reasons.This is true for several reasons.

First, health insurers remainFirst, health insurers remain
unconvinced of PMx’s merits. Oneunconvinced of PMx’s merits. One

 would  would expect expect these these companies companies toto

push hard for personalized medi-push hard for personalized medi-

cine, considering that they are thecine, considering that they are the

main beneficiaries of more efficientmain beneficiaries of more efficient

healthcare. Yet most payors seem tohealthcare. Yet most payors seem to

believe that the believe that the economic benefieconomic benefits ofts of

PMx are relatively small. The fewPMx are relatively small. The few

PMx-based therapeutics now onPMx-based therapeutics now on

the market are much more expensivethe market are much more expensive

than conventional therapies—andthan conventional therapies—and

the prices don’t always translatethe prices don’t always translateto proportionately better outcomes,to proportionately better outcomes,

such as higher survival rates. Forsuch as higher survival rates. For

example, Bristol-Myers Squibb re-example, Bristol-Myers Squibb re-

leased a new metastatic melanomaleased a new metastatic melanoma

therapy called Yervoy in the U.S. intherapy called Yervoy in the U.S. in

2012011. Yervoy costs 1. Yervoy costs US$120,000, butUS$120,000, but

in Phase III trials, it added onlyin Phase III trials, it added only

about 3.7 moabout 3.7 months of surnths of survival time.vival time.
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Even when molecular markersEven when molecular markers

are identified, their absolute clinicalare identified, their absolute clinical

relevance is hard to establish. Diag-relevance is hard to establish. Diag-

nostic technologies can alert scien-nostic technologies can alert scien-

tists to certain biomarkers in thetists to certain biomarkers in the

body, but nobody, but not how they interact how they interact witht with

one another and their environmentone another and their environment

to cause disease. Currently, clinicalto cause disease. Currently, clinical

relevance has been established for anrelevance has been established for an
infinitesimally small number of theinfinitesimally small number of the

millions of biomarkers that the hu-millions of biomarkers that the hu-

man body is man body is capable of generating.capable of generating.

Finally, the reason success sto-Finally, the reason success sto-

ries are so raries are so rare is a notable reluctancere is a notable reluctance

among physicians to adopt PMx.among physicians to adopt PMx.

Medicine is a cautious discipline,Medicine is a cautious discipline,

understandably, and in some casesunderstandably, and in some cases

PMx requires practitioners to dis-PMx requires practitioners to dis-

pense diagnoses and treatmentspense diagnoses and treatments

based on complex molecular chang-based on complex molecular chang-

es. For example, in the 10 years sincees. For example, in the 10 years sinceGenomic Health launched its pivot-Genomic Health launched its pivot-

al Oncotype DX test, which can de-al Oncotype DX test, which can de-

termine the recurrence risk of breasttermine the recurrence risk of breast

cancer and assescancer and assess the likely benefit ofs the likely benefit of

certain types of chemotherapies, itcertain types of chemotherapies, it

has faced steep resistance from thehas faced steep resistance from the

medical community. Even thoughmedical community. Even though

Oncotype DX has been proven asOncotype DX has been proven as

medically relevant technology, andmedically relevant technology, and

been widely reimbursed by payors,been widely reimbursed by payors,

analysts estimate that it is used onanalysts estimate that it is used on

only half of only half of all eligible patients.all eligible patients.

Realizing the PromiseRealizing the Promise

Despite these problems, the wide-Despite these problems, the wide-

spread use of PMx in the clinic isn’tspread use of PMx in the clinic isn’t

as hypothetical as it may seem.as hypothetical as it may seem.

 While  While researchers, researchers, doctors, doctors, regula-regula-

tors, payors, and pharmaceuticaltors, payors, and pharmaceutical

companies argue among themselves,companies argue among themselves,

three solutions are emerging withthree solutions are emerging with

the potential to help clear the PMxthe potential to help clear the PMx

logjam.logjam.

Easing regulatory standards.Easing regulatory standards.

Regulatory bodies such as the U.S.Regulatory bodies such as the U.S.
Food and Drug AdministrationFood and Drug Administration

(FDA) could greatly reduce the hur-(FDA) could greatly reduce the hur-

dles for PMx development. In orderdles for PMx development. In order
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are not medical firms but ratherare not medical firms but rather

technology players such as Appletechnology players such as Apple

and Google. These players haveand Google. These players have

brand names that consumers recog-brand names that consumers recog-

nize and trust nize and trust (co(compared to medicalmpared to medical

device companies that have littledevice companies that have little

share of consumers’ minds), andshare of consumers’ minds), and

they understand how people want tothey understand how people want to

interact with technology. Increas-interact with technology. Increas-
ingly, this applies to areas of healthingly, this applies to areas of health

and wellness. For example, Nike’sand wellness. For example, Nike’s

FuelBand body monitor, which us-FuelBand body monitor, which us-

ers wear on their wrist and whichers wear on their wrist and which

connects to a connects to a cloudcloud-based app wire--based app wire-

lessly, has made it easy to tracklessly, has made it easy to track

activities like walking and running.activities like walking and running.

Samsung’s Galaxy S5 smartphoneSamsung’s Galaxy S5 smartphone

contains a heart-rate sensor. Evencontains a heart-rate sensor. Even

technology that isn’t specificallytechnology that isn’t specifically

equipped with diagnostic apps is be-equipped with diagnostic apps is be-

ing used by scientists. One group ofing used by scientists. One group ofresearchers is developing an app thatresearchers is developing an app that

uses Google Glass as a wireless diag-uses Google Glass as a wireless diag-

nostic tool.nostic tool.

Technology companies are nowTechnology companies are now

outpacing medical device makers,outpacing medical device makers,

 which  which are are still still addressing addressing complcomplexex

clinical issues and using sales reps toclinical issues and using sales reps to

sell to doctors but have little directsell to doctors but have little direct

interactiointeraction with n with patients as consum-patients as consum-

ers. In fact, tech players are slowlyers. In fact, tech players are slowly

migrating from the consumer andmigrating from the consumer and

enterprise markets into the more sci-enterprise markets into the more sci-

entific realm. Even though it willentific realm. Even though it will

mean maneuvering through themean maneuvering through the

FDA’s complex device regulations,FDA’s complex device regulations,

they are starting to develop devicesthey are starting to develop devices

that have clinically actionable datathat have clinically actionable data

and results. In South Korea, for ex-and results. In South Korea, for ex-

ample, regulators debated whetherample, regulators debated whether

or not the Samsung Galaxy S5or not the Samsung Galaxy S5

should be treated as a medical devshould be treated as a medical deviceice

because it contains a heart-rate sen-because it contains a heart-rate sen-

sor. Ultimately, they decided not tosor. Ultimately, they decided not to

do so—but a similar debate is ongo-do so—but a similar debate is ongo-

ing in the United States as the FDAing in the United States as the FDA
tries to determine how to regulatetries to determine how to regulate

comparable devices.comparable devices.

The migration of technologyThe migration of technology

handheld imagers or scanners andhandheld imagers or scanners and

biombiometric devices. This etric devices. This expansion isexpansion is

likely to be the solution that will ex-likely to be the solution that will ex-

ert the most influence in movingert the most influence in moving

U.S. healthcare to a PMx fU.S. healthcare to a PMx future. Foruture. For

example, mobile health sensors haveexample, mobile health sensors have

already begun to change the livesalready begun to change the lives

of people with chronic diseases. Pa-of people with chronic diseases. Pa-

tients with certain cardiovasculartients with certain cardiovascular
diseases are the best examples: Bodydiseases are the best examples: Body

surface measurements of heart rate,surface measurements of heart rate,

electrical conductance, and tissueelectrical conductance, and tissue

 water  water retentioretention n are are being being couplcoupleded

 with  with mobilmobile e devices devices such such as as smart-smart-

phones to keep the patients andphones to keep the patients and

their doctors aware of their healththeir doctors aware of their health

at all times.at all times.

Such patientSuch patient-centric devices -centric devices cancan

also be combined with molecularalso be combined with molecular

biomarkebiomarkers. For acute coronary srs. For acute coronary syn-yn-

drome patients, for example, physi-drome patients, for example, physi-cians can now evaluate certain genecians can now evaluate certain gene

markers and cardiac proteins beforemarkers and cardiac proteins before

making treatment decisions or pre-making treatment decisions or pre-

scribing anticlotting medications,scribing anticlotting medications,

and can continue to track patientand can continue to track patient

progress using wireless cardiac mon-progress using wireless cardiac mon-

itors. This approach, applied to atri-itors. This approach, applied to atri-

al fibrillation, is already helping toal fibrillation, is already helping to

overcome resistance in the medicalovercome resistance in the medical

community. Doctors can see thesecommunity. Doctors can see these

devices producing usable informa-devices producing usable informa-

tion—allowing them to treat pa-tion—allowing them to treat pa-

tients in real time. This gtients in real time. This grounds therounds the

PMx experience for them—a bigPMx experience for them—a big

improvement over waiting for aimprovement over waiting for a

sample to be run through a black-sample to be run through a black-

box device that spits out a list ofbox device that spits out a list of

molecular markers.molecular markers.
The companies taking the firstThe companies taking the first

productive steps in mainstreamingproductive steps in mainstreaming

PMx through mobile health devicesPMx through mobile health devices

to balance the FDA’s mandate toto balance the FDA’s mandate to

ensure the health and safety of theensure the health and safety of the

public with the objective of encour-public with the objective of encour-

aging innovation, some experts haveaging innovation, some experts have

proposed an approval system inproposed an approval system in

 which  which drugs drugs and and diagnostics diagnostics couldcould

be released onto the market under abe released onto the market under a

provisional approval scheme usingprovisional approval scheme using

existing regulations for diagnosticexisting regulations for diagnostic
tests. Meanwhile, patients’ real-tests. Meanwhile, patients’ real-

 worl world experiend experiences could be analyzedces could be analyzed

to improvto improve promising clinical claime promising clinical claims.s.

This system would be a minor mod-This system would be a minor mod-

ification to existing regulations andification to existing regulations and

guidelines, but it would allow drugguidelines, but it would allow drug

and diagnostics developers to get toand diagnostics developers to get to

market quickly in order to test theirmarket quickly in order to test their

products in the real world.products in the real world.

Retooling pharma’s capabilitiesRetooling pharma’s capabilities

for the long term.for the long term. Many pharmaceu- Many pharmaceu-

tical companies do not realize howtical companies do not realize howmuch overlap there is between themuch overlap there is between the

capabilities required for success incapabilities required for success in

PMx and their existing capabilitiesPMx and their existing capabilities

in drug development and commer-in drug development and commer-

cialization. One company that in-cialization. One company that in-

vested in PMx found that tvested in PMx found that the incre-he incre-

mental cost of new capabilities wasmental cost of new capabilities was

less than $150 million, an amountless than $150 million, an amount

that could easily be absorbed withinthat could easily be absorbed within

the company’s $4 billion annualthe company’s $4 billion annual

R&D budget. Notably, companiesR&D budget. Notably, companies

must think of PMx as a long-termmust think of PMx as a long-term

play. Those that practice PMx for aplay. Those that practice PMx for a

majority of programs in develop-majority of programs in develop-

ment tend to have better drug port-ment tend to have better drug port-

folios and superior economics overfolios and superior economics over

several years.several years.

Expanding PMx applications toExpanding PMx applications to

include patient-centric devices.include patient-centric devices.   In-In-

creasingly, PMx involves patient-creasingly, PMx involves patient-

centric equipment such as personal,centric equipment such as personal,

Technology companies are now outpacingTechnology companies are now outpacing
medical device makers, which are stillmedical device makers, which are still
addressing complex clinical issues and have littleaddressing complex clinical issues and have little
direct interaction with patients as consumers.direct interaction with patients as consumers.
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TurnoverTurnover
Alchemy:Alchemy:
ConvertingConverting

EmployeeEmployeeLosses intoLosses into
GainsGains
Departing staffersDeparting staffers
can become a can become a sourcsourcee
of new networks andof new networks and
competitive intelligence.competitive intelligence.
  

by Orly Lobelby Orly Lobel

MM
arty Beard, CEO of Live-arty Beard, CEO of Live-

Ops Inc., a leading cloud-Ops Inc., a leading cloud-

based contact companybased contact company

in Silicon Valley, recently got somein Silicon Valley, recently got some

bad news: One of his best projectbad news: One of his best project

managers was leaving for anothermanagers was leaving for another

company. Beard was upset. He wor-company. Beard was upset. He wor-

ried that LiveOps would sufferried that LiveOps would suffer

from the loss of talent and knowl-from the loss of talent and knowl-

edge, and he considered doing ev-edge, and he considered doing ev-

erything in his capacity—includingerything in his capacity—including

legal maneuvers—to prevent thelegal maneuvers—to prevent the

move. But Beard soon realized thatmove. But Beard soon realized that

the manager’s departure wasn’t athe manager’s departure wasn’t a

total loss. He had gone to work fortotal loss. He had gone to work for

one of LiveOps’s biggest customers,one of LiveOps’s biggest customers,

Salesforce.com, and his move hadSalesforce.com, and his move had

actually become a benefit. Beardactually become a benefit. Beard

now reports that, in a way, the ex-now reports that, in a way, the ex-

employee is a critical source of in-employee is a critical source of in-

sights about an sights about an important client.important client.

These days, people are an orga-These days, people are an orga-

nization’s most valuable asset. Givennization’s most valuable asset. Given
the work that it takes to recruit,the work that it takes to recruit,

identify, and hire strong talent,identify, and hire strong talent,

companies want to retain their em-companies want to retain their em-

companies into healthcare is a need-companies into healthcare is a need-

ed intermediate step that will helped intermediate step that will help

PMx become mainstream, convert-PMx become mainstream, convert-

ing it from a science, technology,ing it from a science, technology,

and engineering domain to a con-and engineering domain to a con-

sumer-oriented function. It will helpsumer-oriented function. It will help

make PMx simpler and more ele-make PMx simpler and more ele-

gant, with fast product cycles, ap-gant, with fast product cycles, ap-

propriate prices, and a great abilitypropriate prices, and a great ability
to respond to changes in market de-to respond to changes in market de-

mand. Moreover, the mainstream-mand. Moreover, the mainstream-

ing trend may also help solve theing trend may also help solve the

problem of distracted payors. Insur-problem of distracted payors. Insur-

ance companies will not be leadingance companies will not be leading

us into the PMx fus into the PMx future, but seeing ituture, but seeing it

successfully introduced may allaysuccessfully introduced may allay

their concerns about whether PMxtheir concerns about whether PMx

is worth paying is worth paying for.for.

Ultimately, the PMx companiesUltimately, the PMx companies

of tomorrow may be familiar namesof tomorrow may be familiar names

from today: technology companiesfrom today: technology companiesthat design not just smartphones andthat design not just smartphones and

software but also devices like glu-software but also devices like glu-

cose-measuring contact lenses orcose-measuring contact lenses or

mobile heart sensors. For pharma-mobile heart sensors. For pharma-

ceuticeutical firms—cal firms—and all and all other health-other health-

care players—that means PMx couldcare players—that means PMx could

finally live up to its potential.finally live up to its potential. ++
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ployees at all costs. But in the in-ployees at all costs. But in the in-

creasingly mobile labor market,creasingly mobile labor market,

companies should actually view de-companies should actually view de-

parting employees as continuing as-parting employees as continuing as-

sets and employee turnover as asets and employee turnover as a

source of long-term strength.source of long-term strength.

 Academic research is starting to Academic research is starting to

quantify the benefits of this turn-quantify the benefits of this turn-

overover. A team . A team of researchers from theof researchers from the
 Whar Wharton ton School School of of the Uthe University niversity ofof

Pennsylvania and the UniversityPennsylvania and the University

of Maryland studied the effects ofof Maryland studied the effects of

“outbound mobility.” The research-“outbound mobility.” The research-

ers examined 154 semiconductorers examined 154 semiconductor

firms over 15 years, systematicallyfirms over 15 years, systematically

exploring linkages between theexploring linkages between the

firms on both sides of an employeefirms on both sides of an employee

move and any patterns in the waymove and any patterns in the way

the firms cited patents. They foundthe firms cited patents. They found

that after athat after an employn employee changed jobs,ee changed jobs,

both the “sending” and the “receiv-both the “sending” and the “receiv-ing” firms becaing” firms became more likely to citeme more likely to cite

the other firm’s patents. That is,the other firm’s patents. That is,

companies that lost companies that lost emploemployees actu-yees actu-

ally gained knowledge.ally gained knowledge.

 Why? The  Why? The researchers theorizedresearchers theorized

that the employees left behindthat the employees left behind

gained access to the knowledgegained access to the knowledge

generated at their ex-colleague’sgenerated at their ex-colleague’s

new workplace. They became morenew workplace. They became more

aware of that company and aware of that company and its ideas,its ideas,

leading to a kind of cross-pollina-leading to a kind of cross-pollina-

tion. The effect was more pro-tion. The effect was more pro-

nounced when there was a large geo-nounced when there was a large geo-

graphic distance between the twographic distance between the two

companies, suggesting that the de-companies, suggesting that the de-

parting employee made his or herparting employee made his or her

old employer more aware of con-old employer more aware of con-

cepts and intellectual capital thatcepts and intellectual capital that

it likely wouldn’t have encounteredit likely wouldn’t have encountered

otherwise.otherwise.

Other researchers have foundOther researchers have found

similar advantages from employeesimilar advantages from employee

turnover. A study published in theturnover. A study published in the

 Journal  Journal of of Economic Economic Geography Geography , for, for

example, looked at inventors of mo-example, looked at inventors of mo-
bile technology. When an inventorbile technology. When an inventor

left a particular region, the “knowl-left a particular region, the “knowl-

edge flows” to that region were 50edge flows” to that region were 50
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pany also strengthens its networkspany also strengthens its networks

and industry positioning in profes-and industry positioning in profes-

sional associations, technical com-sional associations, technical com-

mittees, and lobbying efforts, grow-mittees, and lobbying efforts, grow-

ing its industry footprint anding its industry footprint and

making it eamaking it easier to navigate the mar-sier to navigate the mar-

ket. Perhaps most important, theket. Perhaps most important, the

reputation of companies becomesreputation of companies becomes

more relevant when potential hiresmore relevant when potential hires
know someone who used to work atknow someone who used to work at

a given company.a given company.

DespitDespite these e these benefits, the com-benefits, the com-

mon reaction among companies ex-mon reaction among companies ex-

periencing turnover is to resort toperiencing turnover is to resort to

defense and retaliation. They writedefense and retaliation. They write

noncompete clauses into contracts,noncompete clauses into contracts,

and they enforce such clauses, in-and they enforce such clauses, in-

creasingly through litigation. Ac-creasingly through litigation. Ac-

cording to thecording to the Wall Street Journal Wall Street Journal ,,

employer lawsuits against formeremployer lawsuits against former

employees regarding noncompeteemployees regarding noncompeteclauses have risen 60 percent overclauses have risen 60 percent over

the past decade.the past decade.

To be clear, high levels of turn-To be clear, high levels of turn-

over generally indicate bigger andover generally indicate bigger and

more systemic problems within amore systemic problems within a

company. And in many instances,company. And in many instances,

noncompete clauses—and lawsuitsnoncompete clauses—and lawsuits

—are warranted. Employees have—are warranted. Employees have

access to valuable trade secrets, cus-access to valuable trade secrets, cus-

tomer data, and business relation-tomer data, and business relation-

ships. The loss of those elements hasships. The loss of those elements has

significant financial and operationalsignificant financial and operational

consequences for the employer.consequences for the employer.
 Y Yet et compcompanies anies are are often often tootoo

quick to resort to measures that mayquick to resort to measures that may

succeed in retaininsucceed in retaining emplog employees in theyees in the

short term but that are ultimatelyshort term but that are ultimately

counterproductive. If turnover be-counterproductive. If turnover be-

comes so pervasive that it affects thecomes so pervasive that it affects the

 way a company functions way a company functions, the , the focusfocus

should be on identifying and curingshould be on identifying and curing

the core problem, rather than pre-the core problem, rather than pre-

venting the symptom. That is, theventing the symptom. That is, the

firm’s leaders are better off askingfirm’s leaders are better off asking

 why their best ta why their best talenlent is t is leaving thanleaving thantryintrying to intimidate people into stay-g to intimidate people into stay-

ing. In extreme circumstances, thising. In extreme circumstances, this

approach leads to adverse selection,approach leads to adverse selection,

or keeping people around who noor keeping people around who no

longer want to work there.longer want to work there.

Moreover, to determine the realMoreover, to determine the real

business risk from a departing em-business risk from a departing em-

ployee, companies should distin-ployee, companies should distin-

guish between tguish between those leaving for cur-hose leaving for cur-

rent and potential cooperators—arent and potential cooperators—a

group that includes clients, suppli-group that includes clients, suppli-

ers, and partners—and those leav-ers, and partners—and those leav-

ing for companies that pose a directing for companies that pose a direct

competitive risk. For the first group,competitive risk. For the first group,

companies need to become better atcompanies need to become better at

seizing opportunities for gain. Ami-seizing opportunities for gain. Ami-

cable departures can help pave thecable departures can help pave the

 way for  way for future future collaboratiocollaborations, ns, turn-turn-

ing ex-emploing ex-employees into allyees into allies who canies who can

provide critical insider insight intoprovide critical insider insight into

those companies. For the latterthose companies. For the latter

group—those who are moving togroup—those who are moving to

direct competitodirect competitors—the rs—the loss is clear-loss is clear-

ly more of a threat. But even in thosely more of a threat. But even in those

cases, a caveat applies: A companycases, a caveat applies: A company
that may be your competitor in onethat may be your competitor in one

product line or service may well beproduct line or service may well be

your customer in others.your customer in others.

percent higher than if the inventorpercent higher than if the inventor

had never worked there. (The studyhad never worked there. (The study

looked at geographic transfers, butlooked at geographic transfers, but

the logic applies to companies asthe logic applies to companies as

 well. well.) In ) In many cases, many cases, the mechanismthe mechanism

behind such flows of knowledge wasbehind such flows of knowledge was

social capital—personal relation-social capital—personal relation-

ships that stayed strong despite theships that stayed strong despite the

inventor’s departure.inventor’s departure.
In fact, the idea of social cIn fact, the idea of social capitalapital

informs many of the benefits of de-informs many of the benefits of de-

parting employees. Part of that so-parting employees. Part of that so-

cial capital stays with the prior em-cial capital stays with the prior em-

ployer, introducing a connectionployer, introducing a connection

between the two firms that mightbetween the two firms that might

not have existed in the past. Whennot have existed in the past. When

employees at two firms know eachemployees at two firms know each

other, collaboration, and even com-other, collaboration, and even com-

petitionpetition, can , can become more effective.become more effective.

Ex-employees make their new firmEx-employees make their new firm

more aware of the work done bymore aware of the work done bytheir former firm, often buildingtheir former firm, often building

on those ideas and increasing theon those ideas and increasing the

chances that the new firm’s patentschances that the new firm’s patents

 will  will be be licensed. licensed. The The sending sending com-com-
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When BiWhen Bigg
Data Isn’tData Isn’t
an Optionan Option
Companies that onlyCompanies that only
have access to “littlehave access to “little
data” can still use thatdata” can still use that
information to improveinformation to improve
their business.their business.

by David Meerby David Meer

AA
n advertising agency metn advertising agency met

 with  with a a clientclient—who —who hap-hap-

pened to be a U.S. Marinepened to be a U.S. Marine

Corps colonel—and the conversa-Corps colonel—and the conversa-tion turned to the topic of reliabletion turned to the topic of reliable

data. “Look,” said the colonel,data. “Look,” said the colonel,

“if I’m on a battlefield trying to de-“if I’m on a battlefield trying to de-

fend a hill and I get a piece of intel-fend a hill and I get a piece of intel-

ligence, even if I’m not 100 percentligence, even if I’m not 100 percent

sure that it’s accurate, I will makesure that it’s accurate, I will make

decisions based on decisions based on that that intelligenintelligence.”ce.”

He strongly believed that it’s betterHe strongly believed that it’s better

to haveto have some some   information than  information than

none—and that you’d be a fool tonone—and that you’d be a fool to

disregard it just because it falls shortdisregard it just because it falls short

of being definitive. One could sayof being definitive. One could say

that the colonel was a proponent ofthat the colonel was a proponent of

“little d“little data.ata.””

There is, of course, a great dealThere is, of course, a great deal

of discussion about the potential ofof discussion about the potential of

“big data,” the high-volume, high-“big data,” the high-volume, high-

velocity, high-variety informationvelocity, high-variety information

assets that require new forms of dataassets that require new forms of data

processing to enable companies toprocessing to enable companies to

make better decisions and operatemake better decisions and operate

more efficiently. Giant data sets aremore efficiently. Giant data sets are

being created by aggregates of indi-being created by aggregates of indi-

viduals’ behavior (on social mediaviduals’ behavior (on social media

sites such as Twitter and Instagram,sites such as Twitter and Instagram,

for example), by transaction logs,for example), by transaction logs,

and by and by automatautomated information-sens-ed information-sens-

ing devices. Companies are increas-ing devices. Companies are increas-
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Forward-thinking companiesForward-thinking companies

are learning how to integrate this re-are learning how to integrate this re-

ality into their recruiting, marketing,ality into their recruiting, marketing,

and outreach strategies. For example,and outreach strategies. For example,

many organizations now have alum-many organizations now have alum-

ni networks that allow people to re-ni networks that allow people to re-

tain ties to their former employer.tain ties to their former employer.

(Among other benefits, these net-(Among other benefits, these net-

 works almos works almost always inclt always include persoude person-n-
nel directories, which foster strongernel directories, which foster stronger

connections among alums—evenconnections among alums—even

those who may not have been at thethose who may not have been at the

company at the same time.) In par-company at the same time.) In par-

ticular, although some companiesticular, although some companies

used to have implicit, or explicit,used to have implicit, or explicit,

rules stipulating they would never re-rules stipulating they would never re-

hire anyone who had left the firm,hire anyone who had left the firm,

most are recognizing how archaicmost are recognizing how archaic

and vindictive those policies seemand vindictive those policies seem

and are scrapping them.and are scrapping them.

Companies are now activelyCompanies are now activelytapping into alumni networks totapping into alumni networks to

hire “boomerang” employees—hire “boomerang” employees—

those who have left the firm andthose who have left the firm and

then come back. For example, IBM’sthen come back. For example, IBM’s

alumni network, “the Greater IBMalumni network, “the Greater IBM

Connection,” allows the company toConnection,” allows the company to

reach back into the pool of ex-reach back into the pool of ex-

employees to serve its current per-employees to serve its current per-

sonnel needs. Boomerang hiring issonnel needs. Boomerang hiring is

low cost, carries lower risk, and re-low cost, carries lower risk, and re-

sults in faster reintegration. After all,sults in faster reintegration. After all,

the employee and the company havethe employee and the company have

much better information about eachmuch better information about each

other than employees with no directother than employees with no direct

experience.experience.

Beyond rehiring, corporateBeyond rehiring, corporate

alumni programs focus on strength-alumni programs focus on strength-

ening the firm’s brand in the mar-ening the firm’s brand in the mar-

ket, encouraging word-of-mouthket, encouraging word-of-mouth

referrals, and building referrals, and building opportunitiopportunitieses

for strategic alliances. That is, theyfor strategic alliances. That is, they

take advantage of social capital.take advantage of social capital.

Pushing this idea one step further,Pushing this idea one step further,

Virgin Group Ltd.’s Richard Bran-Virgin Group Ltd.’s Richard Bran-

son makes a habit of working withson makes a habit of working with

former emploformer employees to help them yees to help them startstart

their own businesses. Such corpo-their own businesses. Such corpo-

rate venture capital is on the rise;rate venture capital is on the rise;

companies are increasingly fundingcompanies are increasingly funding

their own ex-employees’ efforts totheir own ex-employees’ efforts to

launch new companies, blurring thelaunch new companies, blurring the
lines between the formerly distinctlines between the formerly distinct

ideas of abrupt talent departure andideas of abrupt talent departure and

productive continuity.productive continuity.

Moving from a zero-sum stateMoving from a zero-sum state

of mind to one focused on mutualof mind to one focused on mutual

benefits is not easy benefits is not easy for anyone, espe-for anyone, espe-

cially market competitors. However,cially market competitors. However,

these days, these days, competiticompetition and cooper-on and cooper-

ation do not make up an either/oration do not make up an either/or

proposition, but rather two ends of aproposition, but rather two ends of a

dynamic spectrum. Fundamentally,dynamic spectrum. Fundamentally,

some turnover will always be inevi-some turnover will always be inevi-table, and in the right context, it’s atable, and in the right context, it’s a

sign that the company is succeedingsign that the company is succeeding

in developing its people. Retentionin developing its people. Retention

is important, but it’s not the onlyis important, but it’s not the only

objective. Equally important is theobjective. Equally important is the

ability to turn those inevitable em-ability to turn those inevitable em-

ployployee losses ee losses into gains. By adoptinginto gains. By adopting

the right mind-set and approach, athe right mind-set and approach, a

company can gain company can gain market attentionmarket attention,,

new partners, and goodwill ambas-new partners, and goodwill ambas-

sadors in the industry at large.sadors in the industry at large. ++
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Amicable departures can help pave the way forAmicable departures can help pave the way for
future collaborations, turning ex-employees intofuture collaborations, turning ex-employees into
allies who can provide critical insider insight.allies who can provide critical insider insight.
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search, visiting bars and restaurantssearch, visiting bars and restaurants

and qualitatively cataloging the cli-and qualitatively cataloging the cli-

entele and their consumption pat-entele and their consumption pat-

terns. Synthesizing this informationterns. Synthesizing this information

resulted in more actionable segmentresulted in more actionable segment

definitions. The next step was todefinitions. The next step was to

quantify the segmentation—deter-quantify the segmentation—deter-

mining how many establishmentsmining how many establishments

 were in each segment. The beverage were in each segment. The beverage
manufacturer developed an algo-manufacturer developed an algo-

rithm based on observable charac-rithm based on observable charac-

teristics, then asked its sales profes-teristics, then asked its sales profes-

sionals to classify all the bars andsionals to classify all the bars and

restaurants in their territories basedrestaurants in their territories based

on the algorithm. (This is a classicon the algorithm. (This is a classic

little data technique: filling in thelittle data technique: filling in the

data gaps internally.) Finally, fordata gaps internally.) Finally, for

each major segment, the companyeach major segment, the company

designed tailored product assort-designed tailored product assort-

ments, pricing, and marketing pro-ments, pricing, and marketing pro-

grams. Pilot projects in two largegrams. Pilot projects in two largecities have shown significant lifts incities have shown significant lifts in

total sales and share penetration,total sales and share penetration,

and the company is now rolling outand the company is now rolling out

the inthe initiative nationwiditiative nationwide.e.

Other companies have used lit-Other companies have used lit-

tle data successfully as well. In onetle data successfully as well. In one

case, a maker of industrial coatingcase, a maker of industrial coating

products had limited data on pricingproducts had limited data on pricing

broken down by customer and re-broken down by customer and re-

gion. As a result, it couldn’t buildgion. As a result, it couldn’t build

robust price elasticity models usingrobust price elasticity models using

classical regression analysis. By us-classical regression analysis. By us-

ing other analytical techniques,ing other analytical techniques,

however, the company was able tohowever, the company was able to

identify specific areas in which itidentify specific areas in which it

data-driven decision making—isdata-driven decision making—is

already under way, and accelerating.already under way, and accelerating.

The shift The shift is so profound that compa-is so profound that compa-

nies lacking complete or clean mar-nies lacking complete or clean mar-

ket data can no longer use this defi-ket data can no longer use this defi-

cit as an excuse to rely on the statuscit as an excuse to rely on the status

quo. They must make a concertedquo. They must make a concerted

effort to use the data that is availableeffort to use the data that is available

to them (imperfect as it may be) orto them (imperfect as it may be) or
to explore innovative, low-cost waysto explore innovative, low-cost ways

to create new data.to create new data.

In one example, a large beverageIn one example, a large beverage

manufacturer wanted to manufacturer wanted to improimprove itsve its

sales to bars, restaurants, and enter-sales to bars, restaurants, and enter-

tainment venues. For years, thistainment venues. For years, this

company had been buying syndi-company had been buying syndi-

cated data from an establishedcated data from an established

source, which covered more thansource, which covered more than

100,000 establishments. Unfortu-100,000 establishments. Unfortu-

nately, the data was collected andnately, the data was collected and

structured to serve a broad set of cli-structured to serve a broad set of cli-

ents and featured a standard seg-ents and featured a standard seg-

mentation scheme that did not pro-mentation scheme that did not pro-

vide enough insight for the beveragevide enough insight for the beverage

company into how to serve difcompany into how to serve differentferent

segments. So the company decidedsegments. So the company decided

to adopt a series of little data tech-to adopt a series of little data tech-

niques to come up with a solutionniques to come up with a solution

customized to its needs.customized to its needs.

It started with observational re-It started with observational re-

ingly mining these data sources toingly mining these data sources to

understand more about their cus-understand more about their cus-

tomers’ behavior and preferences,tomers’ behavior and preferences,

and even to anticipate stock marketand even to anticipate stock market

movemenmovements. Early successets. Early successes by a fews by a few

companies have caused others tocompanies have caused others to

start investing in the infrastructure,start investing in the infrastructure,

software, and talent required tosoftware, and talent required to

mine big data.mine big data.
There is, however, one impor-There is, however, one impor-

tant caveat. Many companies—tant caveat. Many companies—

probably most—work in relativelyprobably most—work in relatively

sparse data environments, withoutsparse data environments, without

access to the abundant informationaccess to the abundant information

needed for advanced analytics andneeded for advanced analytics and

data mining. For instance, point-of-data mining. For instance, point-of-

sale register data is not standard insale register data is not standard in

emerging markets. In most B2B in-emerging markets. In most B2B in-

dustries, companies have access todustries, companies have access to

their own sales and shipment datatheir own sales and shipment data

but have little visibility into overallbut have little visibility into overall

market volumes or what their com-market volumes or what their com-

petitors are selling. Highly special-petitors are selling. Highly special-

ized or concentrated markets, suchized or concentrated markets, such

as parts suppliers to automakers,as parts suppliers to automakers,

have only a handfuhave only a handful of potential cus-l of potential cus-

tomers. These companies have to betomers. These companies have to be

content with what might be calledcontent with what might be called

little data—readily available infor-little data—readily available infor-

mation that companies can use tomation that companies can use to

generate insights, even if it is sparsegenerate insights, even if it is sparse

or of uneven quality. For theseor of uneven quality. For these

companies, the U.S. Marine colo-companies, the U.S. Marine colo-

nel’s words will resonate more thannel’s words will resonate more than

the latest data-mining algorithm orthe latest data-mining algorithm or

social listening platform.social listening platform.

Several commentators haveSeveral commentators have

made the point thmade the point that the implicationsat the implications

of big data go beyond new dataof big data go beyond new data

sources, analytical techniques, andsources, analytical techniques, and

technology. Rather, a paradigmtechnology. Rather, a paradigm

shift—away from managementshift—away from management

based on gut feelings and towardbased on gut feelings and toward

With the right With the right mind-set, virtually all sourcesmind-set, virtually all sources
of information can be exploited to improveof information can be exploited to improve
products, the customer experience, or profits.products, the customer experience, or profits.



  

could improve pricing and servicecould improve pricing and service

policies. It moved to a value-basedpolicies. It moved to a value-based

pricing approach to ensure its mostpricing approach to ensure its most

profitable customers were receivingprofitable customers were receiving

the highest serthe highest service levels. Implemen-vice levels. Implemen-

tation in one business unit in onetation in one business unit in one

region alone yielded a 4 percent in-region alone yielded a 4 percent in-

crease in sales.crease in sales.

In another instance, a regionalIn another instance, a regional
health insurance company trying tohealth insurance company trying to

differentiate itself through outstand-differentiate itself through outstand-

ing customer experience realizeding customer experience realized

that its call center was a potentialthat its call center was a potential

source of data about customer painsource of data about customer pain

points and potential solutions. Thepoints and potential solutions. The

company took full transcripts ofcompany took full transcripts of

the calls—not just the summariesthe calls—not just the summaries

entered by service representatives—entered by service representatives—

and applied available text-miningand applied available text-mining

algorithms. From this data, thealgorithms. From this data, the

company was able to improve thecompany was able to improve theformat and language of its writtenformat and language of its written

communications, and streamlinecommunications, and streamline

the call-center process. In addition,the call-center process. In addition,

it uncovered an opportunity to in-it uncovered an opportunity to in-

troduce storefront locations in cer-troduce storefront locations in cer-

tain neighborhoods in order to im-tain neighborhoods in order to im-

prove its customer interactions andprove its customer interactions and

increase customer retention rates.increase customer retention rates.

Even large companies are ableEven large companies are able

to make use of little data technto make use of little data techniques.iques.

The Chinese large-appliance giantThe Chinese large-appliance giant

Haier uses information gathered byHaier uses information gathered by

service technicians to drive innova-service technicians to drive innova-

tion. In the late 1990s, some techni-tion. In the late 1990s, some techni-

cians, for example, found that ruralcians, for example, found that rural

customers were using their washingcustomers were using their washing

machines to wash vegetables, lead-machines to wash vegetables, lead-

ing to clogs. Haier used this infor-ing to clogs. Haier used this infor-

mation to develop a new type ofmation to develop a new type of

 washer, which  washer, which the the company company says says isis

“mainly for washing clothes, sweet“mainly for washing clothes, sweet

potatoes, and peanuts.”potatoes, and peanuts.”

 With the  With the right mind-set, vright mind-set, virtu-irtu-

ally all sources of information canally all sources of information can

be exploited to improve products,be exploited to improve products,

the customer experience, or a com-the customer experience, or a com-

pany’s profits. Little data techniques,pany’s profits. Little data techniques,

therefore, can include just about anytherefore, can include just about any

method that gives a company moremethod that gives a company more

insight into its customers withoutinsight into its customers without

breaking the bank. As the examplesbreaking the bank. As the examples

above illustrate, mining little dataabove illustrate, mining little data

doesn’t mean investing in expensivedoesn’t mean investing in expensive

data acquisition, hardware, soft-data acquisition, hardware, soft-

 ware,  ware, or or technology technology infrastructure.infrastructure.

Rather, companies need threeRather, companies need three

things:things:
• • The commitment The commitment to becometo become

more fact-based in their decisionmore fact-based in their decision

making.making. This commitment is often This commitment is often

spurred by a sense that competitionspurred by a sense that competition

is heating up or the company is fall-is heating up or the company is fall-

ing behind changing customer hab-ing behind changing customer hab-

its and preferences. But fact-basedits and preferences. But fact-based

decision making can be an impor-decision making can be an impor-

tant source of competitive advantagetant source of competitive advantage

for market-leading companies.for market-leading companies.

• • The willingness The willingness to learn to learn byby

doing.doing. Since little data applications Since little data applicationsare not commercially available viaare not commercially available via

third parties, companies have to usethird parties, companies have to use

trial and error. However, once a fewtrial and error. However, once a few

priorities have surfaced, a series ofpriorities have surfaced, a series of

pilot projects will give the companypilot projects will give the company

useful experience and, with a littleuseful experience and, with a little

luck, some early successes that canluck, some early successes that can

inspire the rest of the inspire the rest of the organization.organization.

• • A A bit bit of of creativitycreativity.. To generate To generate

richer data, companies need to getricher data, companies need to get

creative, in part by tapping into thecreative, in part by tapping into the

customer interactiocustomer interactions that ns that take placetake place

naturally. For instance, retailers cannaturally. For instance, retailers can

intercept shoppers in store locationsintercept shoppers in store locations

for quick iPad-assisted surveys. Anyfor quick iPad-assisted surveys. Any

 website wi website with a registration form canth a registration form can

add questions that reveal add questions that reveal preferenpreferencesces

beyond the basic data usually col-beyond the basic data usually col-

lected. Call-center conversations arelected. Call-center conversations are

another opportunity to gather dataanother opportunity to gather data

on a particular topic, and the texton a particular topic, and the text

can be can be mined for greater insight intomined for greater insight into

the customer. Some companies cre-the customer. Some companies cre-

ate advanced user panels of savvyate advanced user panels of savvy

customers to get input during thecustomers to get input during the

R&D process for new products.R&D process for new products.

Others rely on their Others rely on their sales representa-sales representa-

tives to report trends in customertives to report trends in customer

preferences and competitors’ activi-preferences and competitors’ activi-

ties. The bottom line: Companiesties. The bottom line: Companies

have to put in the extra effort re-have to put in the extra effort re-

quired to capture and interpret dataquired to capture and interpret data

that is already being generated.that is already being generated.

Companies often start tCompanies often start the jourhe jour--

ney by picking a product, a region,ney by picking a product, a region,

and a problem that needs attentionand a problem that needs attention

and running one or more pilot proj-and running one or more pilot proj-
ects. This allows executives to dem-ects. This allows executives to dem-

onstrate to themselves and the restonstrate to themselves and the rest

of the organization that the returnof the organization that the return

on effort and cost is justified. Onceon effort and cost is justified. Once

companies start investing in analyt-companies start investing in analyt-

ics, they almost never stop, becauseics, they almost never stop, because

the things tthe things they learn drive improve-hey learn drive improve-

ments in the business that morements in the business that more

than pay for the analysis. The activ-than pay for the analysis. The activ-

ity becomes self-funding. In someity becomes self-funding. In some

cases, companies that start with lit-cases, companies that start with lit-

tle data end up recognizing the vatle data end up recognizing the valuelueof the resulting insights and expand-of the resulting insights and expand-

ing their investment to incorporateing their investment to incorporate

larger data sets and more advancedlarger data sets and more advanced

analytics. For others, little data is allanalytics. For others, little data is all

that’s needed. In either case, thethat’s needed. In either case, the

benefits are clear: Executives get in-benefits are clear: Executives get in-

sight into what they can do to im-sight into what they can do to im-

prove their competitive position,prove their competitive position,

or—to put it in terms that a Marineor—to put it in terms that a Marine

Corps colonel might appreciate—Corps colonel might appreciate—

identify what might be charging upidentify what might be charging up

the hill the hill to surprise them. It’to surprise them. It’s hard tos hard to

put a price tag on that.put a price tag on that. ++
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not afraid, and that you’re not alone.not afraid, and that you’re not alone.

If someone like you does somethingIf someone like you does something

really cool, you start to believe youreally cool, you start to believe you

can do it too. Then you have a fly-can do it too. Then you have a fly-

 wheel  wheel effect effect of of people doing people doing amaz-amaz-

ing things.ing things.

S+B:S+B: What do you mean by a revolu-What do you mean by a revolu-

tion in “bottom-up” behavior?tion in “bottom-up” behavior?
SCHROEDER:SCHROEDER: There’s a line in myThere’s a line in my

book from an Egyptian woman,book from an Egyptian woman,

Dina Sherif, who’s a corporate socialDina Sherif, who’s a corporate social

responsibility expert. She said itresponsibility expert. She said it

never ceases to amaze her how well-never ceases to amaze her how well-

intentioned, top-down institutionsintentioned, top-down institutions

—like governments and big busi-—like governments and big busi-

nesses—think that they, sitting innesses—think that they, sitting in

 W Washington or in London, have theashington or in London, have the

best idea of what’s good for peoplebest idea of what’s good for people

on the ground in their markets.on the ground in their markets.

But all of a sudden, with tech-But all of a sudden, with tech-
nology, people everywhere have anology, people everywhere have a

voice. We have access to what peoplevoice. We have access to what people

all over the world are actually doing,all over the world are actually doing,

 what they’re capable of acc what they’re capable of accomplishomplish--

ing, what works, and what doesn’ting, what works, and what doesn’t

 work.  work. Given Given the othe opportunitypportunity, p, peopleeople

can often solve the problems in theircan often solve the problems in their

backyard better than anyone elsebackyard better than anyone else

can. So to play out Dina’s phrase,can. So to play out Dina’s phrase,

she said a top-down view sees peopleshe said a top-down view sees people

as problems, while a bottom-up viewas problems, while a bottom-up view

sees people as assets who can solvesees people as assets who can solve

their own problems.their own problems.

S+B:S+B: How are companies capitalizingHow are companies capitalizing

on this bottom-up phenomenon?on this bottom-up phenomenon?

SCHROEDER:SCHROEDER: First, I’d argue thatFirst, I’d argue that

technolotechnology gy capabilities that connectcapabilities that connect

us—like Google, Facebook, Twitter,us—like Google, Facebook, Twitter,

texting, and so on—are ttexting, and so on—are the ultimatehe ultimate

facilitation platforms. With Google,facilitation platforms. With Google,

almost anybody anywhere can findalmost anybody anywhere can find

orderly access to the world’s knowl-orderly access to the world’s knowl-

edge. And through Facebook andedge. And through Facebook and

Twitter, almost anybody anywhereTwitter, almost anybody anywhere

can connect with others under al-can connect with others under al-

most any circumstance.most any circumstance.

Many entrepreneurs in theMany entrepreneurs in the

millan, 2013). And today, he’s con-millan, 2013). And today, he’s con-

vinced that what’s happening in thevinced that what’s happening in the

Middle East is just the beginning ofMiddle East is just the beginning of

a tech-enabled, “bottom-up revolu-a tech-enabled, “bottom-up revolu-

tion” that will soon disrupt tradi-tion” that will soon disrupt tradi-

tional business practices everywhere.tional business practices everywhere.

Schroeder recently sat downSchroeder recently sat down

 with with strategy+business strategy+business   to discuss in-  to discuss in-

novation in the Middle East andnovation in the Middle East and
 why  why he he thinks thinks leaders leaders around around thethe

 worl world cond continue ttinue to undero underestimate theestimate the

power of mobile technology.power of mobile technology.

S+B:S+B: What makes the Middle EastWhat makes the Middle East

ripe for innovation?ripe for innovation?

SCHROEDER:SCHROEDER:  An entrepreneurial  An entrepreneurial

spirit has long been there. Dubaispirit has long been there. Dubai

 was a desert 1 was a desert 17 years ago, and 7 years ago, and some-some-

body willed that city body willed that city to happen. Butto happen. But

the biggest difference today is thethe biggest difference today is the

ubiquitous access to software andubiquitous access to software andtechnology. The spread of broad-technology. The spread of broad-

band, increasingly through smart-band, increasingly through smart-

phonphones, has ales, has already begun to changeready begun to change

everything, and it will only acceler-everything, and it will only acceler-

ate over the next five years.ate over the next five years.

S+B:S+B:  How so?How so?

SCHROEDER:SCHROEDER: Most mobile provid-Most mobile provid-

ers expect at least 50 percent smart-ers expect at least 50 percent smart-

phone penetration in the region.phone penetration in the region.

The Gulf has already exceeded thisThe Gulf has already exceeded this

level. So we’re not just talking aboutlevel. So we’re not just talking about

better phones, and more of them,better phones, and more of them,

but literally supercomputers in thebut literally supercomputers in the

hands of millions. This means thathands of millions. This means that

millions of people can see how mil-millions of people can see how mil-

lions of other people live. They canlions of other people live. They can

connect with anybody anywhereconnect with anybody anywhere

and collaborate and collaborate instantlyinstantly..

I think people are underesti-I think people are underesti-

mating the fact tmating the fact that the entire worldhat the entire world

soon will have access to essentiallysoon will have access to essentially

all of human all of human knowledge at their fin-knowledge at their fin-

gertips. Really, what’s happening isgertips. Really, what’s happening is

that we’re unleashing a completethat we’re unleashing a complete

revolution in bottom-up human be-revolution in bottom-up human be-

havior. The essence of empower-havior. The essence of empower-

ment is the ability to feel that you’rement is the ability to feel that you’re

A Guide toA Guide to
the Nextthe Next
MillionMillion

InnovatorsInnovatorsTech entrepreneurTech entrepreneur
Christopher SchroederChristopher Schroeder
explains why you needexplains why you need
to pay attention toto pay attention to
the mobile-poweredthe mobile-powered
masses.masses.

by Jen Swetzoffby Jen Swetzoff

WW
hen he was invited tohen he was invited to judge  judge a a conference conference forfor

aspiring entrepreneursaspiring entrepreneurs

in Dubai in November 2010, Chris-in Dubai in November 2010, Chris-

topher Schroeder was admittedlytopher Schroeder was admittedly

skeptical. “I couldn’t get it throughskeptical. “I couldn’t get it through

my head that politically and sociallymy head that politically and socially

hierarchical places like (then)hierarchical places like (then)

Mubarak’s Egypt were kicking upMubarak’s Egypt were kicking up

a technology ecosystem,” he said.a technology ecosystem,” he said.

“But my world view completely“But my world view completely

changed afchanged after the event.”ter the event.”

In fact, the Washington, DC–In fact, the Washington, DC–

based Internet entrepreneur andbased Internet entrepreneur and

venture capitalist was so impressedventure capitalist was so impressed

by what he witnessed—more thanby what he witnessed—more than

2,000 young, tech-savvy men and2,000 young, tech-savvy men and

 women  women from Nfrom North Africa to orth Africa to YYemenemen

participating with smartphones inparticipating with smartphones in

hand and big ideas in mind—thathand and big ideas in mind—that

he spent the next three years inter-he spent the next three years inter-

viewing hundreds of entrepreneursviewing hundreds of entrepreneurs

and investors in the Middle Eastand investors in the Middle East

to better understand their aspira-to better understand their aspira-

tions, motivations, and intions, motivations, and innovationovations.ns.

Schroeder’s research culminated inSchroeder’s research culminated in

his first book,his first book, Startup Rising: TheStartup Rising: The

Entrepreneurial Revolution Remak- Entrepreneurial Revolution Remak- 

ing the Middle East ing the Middle East   (Palgrave Mac- (Palgrave Mac-    ss
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Middle East now, in these early daysMiddle East now, in these early days

of technological innovation, areof technological innovation, are

improvisers or problem solvers doingimprovisers or problem solvers doing

things that are specific to theirthings that are specific to their

region. But I believe that at someregion. But I believe that at some

point soon, we’re going to be sur-point soon, we’re going to be sur-

prised by how global they become.prised by how global they become.

I’d pay attentI’d pay attention to May Habib’ion to May Habib’ss

Qordoba, a translation platformQordoba, a translation platform
that allows people to work fromthat allows people to work from

home on a part-time basis. It has ahome on a part-time basis. It has a

huge growth opportunity becausehuge growth opportunity because

only about 1 percent of content on-only about 1 percent of content on-

line is currently in Arabic. As an in-line is currently in Arabic. As an in-

vestor, I think Souq.com (effectivelyvestor, I think Souq.com (effectively

the Amazon of the region) is goingthe Amazon of the region) is going

to be a juggernaut. The to be a juggernaut. The founder andfounder and

CEO, Ronaldo Mouchawar, is anCEO, Ronaldo Mouchawar, is an

amazing salesperson and a greatamazing salesperson and a great

culture builder, and he has eculture builder, and he has executedxecuted

 well. A well. And I’ve and I’ve also seen lso seen some inter-some inter-esting ideas esting ideas in mobile payments; I’din mobile payments; I’d

expect to see expect to see increasingly frictionlessincreasingly frictionless

transactions through devices.transactions through devices.

S+B:S+B:   How important are “big data”How important are “big data”

and social media for growth?and social media for growth?

SCHROEDER:SCHROEDER: I think the ability to I think the ability to

understand in aggregate and atunderstand in aggregate and at

highly specific levels what people arehighly specific levels what people are

doing, thinking, and caring about isdoing, thinking, and caring about is

a massive chala massive challenge that is now morelenge that is now more

digestible through data. And thedigestible through data. And the

more responsive any institution is tomore responsive any institution is to

 what people are what people are reallyreally doing, as op-doing, as op-

posed to what weposed to what we thinkthink they’re do-they’re do-

ing, increases their opportunity toing, increases their opportunity to

engage the bottom-up phenomenon.engage the bottom-up phenomenon.

 As  As Alyse Alyse Nelson, the Nelson, the CEO of CEO of VitalVital

Voices (a global women’s supportVoices (a global women’s support

and empowerment organization),and empowerment organization),

says in my book, social networks,says in my book, social networks,

particularly via mobile devices, areparticularly via mobile devices, are

dramatically shifting power dynam-dramatically shifting power dynam-

ics. Real influence can come asics. Real influence can come as

much from a Twitter account asmuch from a Twitter account as

from the corner office.from the corner office.

Often—not always, but of-Often—not always, but of-

ten—traditionally top-down insti-ten—traditionally top-down insti-

tutions have tremendous difficultytutions have tremendous difficulty

understanding and embracing theunderstanding and embracing the

power of these new tools to engagepower of these new tools to engage

from the bottom up.from the bottom up.

But for large corporations,But for large corporations,

there’s an unbelievable opportu-there’s an unbelievable opportu-

nity—if they’re willing to enter anity—if they’re willing to enter a

 world  world of of coauthorshicoauthorship p and and under-under-

stand that everyone brings some-stand that everyone brings some-
thing to the table. Over the nextthing to the table. Over the next

10 years, these tools will foster in-10 years, these tools will foster in-

novation and create significant newnovation and create significant new

markets. There’s a reason smartmarkets. There’s a reason smart

companies like Vodafone Egypt arecompanies like Vodafone Egypt are

partnering with and even investingpartnering with and even investing

in startups in their backyard. Theyin startups in their backyard. They

 want to l want to learn.earn.

S+B:S+B: What can multinationals andWhat can multinationals and

governments do to encourage inno-governments do to encourage inno-

vation in emerging markets?vation in emerging markets?

SCHROEDER:SCHROEDER:  Anything that helps  Anything that helps

maximize the movement of people,maximize the movement of people,

goods, and ideas.goods, and ideas.

 Although so much of the entre- Although so much of the entre-

preneurial ecosystem is happeningpreneurial ecosystem is happening

naturally fnaturally from the bottom up, a top-rom the bottom up, a top-

down structure is very importantdown structure is very important

 when  when it it comes comes to to areas areas like like infra-infra-

structure, the structure, the rule of law, and educa-rule of law, and educa-

tion. As one positive example, thetion. As one positive example, the

president of Rwanda, Paul Kagame,president of Rwanda, Paul Kagame,

recently said that everyone in hisrecently said that everyone in his

country is going to have access tocountry is going to have access to

LTE within the next two or threeLTE within the next two or three

yearyears. Not 3G, not 4G; they’re goings. Not 3G, not 4G; they’re going

to leapfrog to the fato leapfrog to the fastest broadband.stest broadband.

They’They’re wiring the re wiring the entire country—entire country—

and bringing in a company fromand bringing in a company from

South Korea to help them do it. TheSouth Korea to help them do it. The

president is totally committed. Hepresident is totally committed. He

 wants to get a tablet in ever wants to get a tablet in every child’sy child’s
hand in that period of time, and thehand in that period of time, and the

government has already given outgovernment has already given out

more than 150,000 tablets, alongmore than 150,000 tablets, along

 with training, to  with training, to young pyoung people. eople. So ifSo if

that can that can happen there, it can poten-happen there, it can poten-

tially happen anywhere.tially happen anywhere.

 And  And with with increasing increasing access access toto

mobilmobile technology, a real e technology, a real awakeningawakening

is happening. Young people are say-is happening. Young people are say-

ing, “I can do stuff that my parentsing, “I can do stuff that my parents

told me I couldn’t, and I can standtold me I couldn’t, and I can stand

toe-to-toe with anybody in thetoe-to-toe with anybody in the worl world.d.” ” This This brings brings with with it it a a sensesense

of tenacity, an utter commitmentof tenacity, an utter commitment

that comes with that comes with great entreprengreat entrepreneurseurs

everywhere. This is the transitioneverywhere. This is the transition

that’that’s happening in s happening in the Middle Eastthe Middle East

and other emerging markets now.and other emerging markets now.

S+B:S+B:  What else do business leadersWhat else do business leaders

need to understand about theneed to understand about the

increasingly mobile-driven globalincreasingly mobile-driven global

economy?economy?

SCHROEDER:SCHROEDER:  Ben Horowitz, the  Ben Horowitz, the

cofounder of Andreessen Horowitz,cofounder of Andreessen Horowitz,

the venture capital firm, often talksthe venture capital firm, often talks

about courage, and he doesn’t justabout courage, and he doesn’t just

mean bravery. Hmean bravery. He means an e means an assured-assured-

ness—not an arrogance, but an as-ness—not an arrogance, but an as-

suredness; being willing to walksuredness; being willing to walk

through walls to make an idea hap-through walls to make an idea hap-

pen. Ypen. You can usuaou can usually tell whether anlly tell whether an

entrepreneur has it within 15 min-entrepreneur has it within 15 min-

utes of meeting him utes of meeting him or her.or her.

That’s important because mostThat’s important because most

“overnight” successes don’t happen“overnight” successes don’t happen

overnight. They might take eightovernight. They might take eight

years. As I once heard the great en-years. As I once heard the great en-

trepreneur David Bradley say: Lifetrepreneur David Bradley say: Life

isn’t an arrow; it’s a sine wave. Soisn’t an arrow; it’s a sine wave. So

ChristopherChristopher

SchroederSchroeder
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ss+b +b TTrend rend WatchWatch
Doctors and patients are starting to useDoctors and patients are starting to use
digital tools to manage healthcare moredigital tools to manage healthcare more
efficiently, but the current environmentefficiently, but the current environment
remains disjointed. Looking towardremains disjointed. Looking toward
the future, however, pharmaceuticalthe future, however, pharmaceutical
companies and other stakeholders willcompanies and other stakeholders will
adopt existing technologies and developadopt existing technologies and develop
new ones. And in the process, they willnew ones. And in the process, they will
help create a more connected digitalhelp create a more connected digital
healthcare ecosystem that has benefits forhealthcare ecosystem that has benefits for
everyone. Here’s what it might look like.everyone. Here’s what it might look like.

The Coming Digital Healthcare LandscapeThe Coming Digital Healthcare Landscape

When aWhen a
physicianphysician  
prescribes aprescribes a
drug, he or shedrug, he or she
also prescribesalso prescribes
the app.the app.

22

11

33

44

Insurance companiesInsurance companies see better see better

outcomes for patients and more value foroutcomes for patients and more value forhigh-cost drugs as pharma companieshigh-cost drugs as pharma companies
create more effective medicines basedcreate more effective medicines based
on the data they gather.on the data they gather.

Pharmaceutical companiesPharmaceutical companies  
create apps and othercreate apps and other
platforms to better manageplatforms to better manage
diseases and treatments—diseases and treatments—
providing information aboutproviding information about
ailments, drugs, properailments, drugs, proper
dosages, expected results,dosages, expected results,
health goals, and healthyhealth goals, and healthy
lifestyle choices.lifestyle choices.

Millions of patientsMillions of patients in bothin both

established and emerging markets,established and emerging markets,who may not have regular accesswho may not have regular access
to a doctor, can use digital tools toto a doctor, can use digital tools to
connect with physicians connect with physicians remotelyremotely..

PatientsPatients can now collect can now collect
and track their own dataand track their own data

in real time. They can alsoin real time. They can also
send it to their doctor forsend it to their doctor for
further evaluation, andfurther evaluation, and
make medication ormake medication or
lifestyle adjustmentslifestyle adjustments
on their own.on their own.

PatientsPatients can alsocan also
send their data tosend their data to
pharmaceuticalpharmaceutical
companies, whichcompanies, which
use the informationuse the information

to create betterto create better
treatments andtreatments and
services and toservices and to
conduct research.conduct research.

Source:Source: “Digital Health: A Way for Pharma Companies to Be More Relevant in Healthcare,” “Digital Health: A Way for Pharma Companies to Be More Relevant in Healthcare,”
Strategy& white paper, Nov. Strategy& white paper, Nov. 2013, strategyand.pwc.com/digital-healthcare2013, strategyand.pwc.com/digital-healthcare

 what  what really matters really matters for for most most of us, of us, asas

human beings and as businesspeo-human beings and as businesspeo-

ple, is, what are you like in the lowple, is, what are you like in the low

end of a sine?end of a sine?

Everyone loves you when you’reEveryone loves you when you’re

at the top. You’re a hero, you’reat the top. You’re a hero, you’re

smarter than everybody else, andsmarter than everybody else, and

people talk about you in powerfulpeople talk about you in powerful

 ways. When you ways. When you’’re down in the lowre down in the low
end, everyone thinks you’re an idiot,end, everyone thinks you’re an idiot,

and your employees may be ques-and your employees may be ques-

tioning your leadership.tioning your leadership.

But you learn a lot about your-But you learn a lot about your-

self and other people when you’re inself and other people when you’re in

the low end. If you know it won’t bethe low end. If you know it won’t be

forever, if you know you’ll get toforever, if you know you’ll get to

your goal eventually, and here’s howyour goal eventually, and here’s how

you’ll figure it out, that’s fantastic.you’ll figure it out, that’s fantastic.

Successful people don’t doubt thatSuccessful people don’t doubt that

they have the ability to change thethey have the ability to change the

 worl world. d. But But they they should should rememberrememberthat the journey’s going to be an in-that the journey’s going to be an in-

credibly, shockingly bumpy one.credibly, shockingly bumpy one.

Success, and leadership moreSuccess, and leadership more

broadly, is about having the kind ofbroadly, is about having the kind of

courage that comes from a raw de-courage that comes from a raw de-

sire to make something happen thatsire to make something happen that

 was not there  was not there before—and before—and wantingwanting

it in your teeth. If you have that, theit in your teeth. If you have that, the

rest tends to take care of itself. Thisrest tends to take care of itself. This

is true around the globe.is true around the globe. ++
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Innovative ProgramsInnovative Programs

for Global Leadersfor Global Leaders

MIT Sloan Executive Education is committedMIT Sloan Executive Education is committed

to developing dynamic executives who canto developing dynamic executives who can

solve the challenges facing their organizationssolve the challenges facing their organizations

and the world. Our portfolio of more than 30and the world. Our portfolio of more than 30

short courses presents leading research, world-short courses presents leading research, world-

renowned faculty, and the ideas and renowned faculty, and the ideas and frameworksframeworks

that help leaders manage complexity and drivethat help leaders manage complexity and drive

revolutionary change. Join a community of globalrevolutionary change. Join a community of global

leaders pursuing intellectual, personal, andleaders pursuing intellectual, personal, and

professional discovery at professional discovery at MITMIT..

Find the program that’s right for you.Find the program that’s right for you.

executive.mit.edu/sbexecutive.mit.edu/sb

Putting Strategy into ActionPutting Strategy into Action

Driving Strategic Innovation: Achieving HighDriving Strategic Innovation: Achieving High
Performance Throughout the Value ChainPerformance Throughout the Value Chain

September 7–12September 7–12

Change the way you think about innovation andChange the way you think about innovation and

technology strategtechnology strategy. Develop a deeper, richery. Develop a deeper, richer,,

and more comprehensive roadmap for executingand more comprehensive roadmap for executing

change and bringing innovative offerings to marketchange and bringing innovative offerings to market

in this joint program with IMD.in this joint program with IMD.

Global Perspective Global Perspective 

Understanding Global Markets:Understanding Global Markets:
Macroeconomics for ExecutivesMacroeconomics for Executives

October 2October 27–7–2929

Learn the dynamics of comparative advantage,Learn the dynamics of comparative advantage,

sources of international conflict, and the variedsources of international conflict, and the varied

responses of economies to crisis—as well as someresponses of economies to crisis—as well as some

of the most important concepts in macroeconomicsof the most important concepts in macroeconomics

and international economiand international economics today.cs today.

Improving OutcomesImproving Outcomes

Negotiation for ExecutivesNegotiation for Executives

October 28October 28–29–29

Expand your view of negotiation. ThroughExpand your view of negotiation. Through

fundamental principles and real-world examples,fundamental principles and real-world examples,

this program offers a holistic view of negotiation thatthis program offers a holistic view of negotiation that

results in greater success at the bargaining table.results in greater success at the bargaining table.

Global IntegrationGlobal Integration

Strategy in a Global Strategy in a Global WorldWorld

October 30–31October 30–31

Learn how to think strategically in Learn how to think strategically in a globalizeda globalized

world. Understand the value of global integration,world. Understand the value of global integration,

the implications for business enterprise andthe implications for business enterprise and

management, and the keys to global performance.management, and the keys to global performance.

Reducing Complexity Reducing Complexity 

Managing Complex Technical ProjectsManaging Complex Technical Projects

November 11–12November 11–12

Solve five key problems that confound complexSolve five key problems that confound complex

project management using the design structureproject management using the design structure

matrix (DSM) modeling approach—developed atmatrix (DSM) modeling approach—developed at
MITMIT. Learn to use . Learn to use the DSM to map highly technicalthe DSM to map highly technical

procedures into simple arrays and streamlineprocedures into simple arrays and streamline

complex projects.complex projects.



  

 STRATEGY & LEADERSHIP STRATEGY & LEADERSHIP

by Kasturi Rangan and Evan Hirshby Kasturi Rangan and Evan Hirsh

II  
f we had a nickel for every ex-f we had a nickel for every ex-

ecutive who appeared on CNBCecutive who appeared on CNBC

and blamed his or her company’sand blamed his or her company’s

inability to grow on a weakness ininability to grow on a weakness in

the market, we’d be richer thanthe market, we’d be richer than

Croesus. Of course, there’s a reasonCroesus. Of course, there’s a reason

this exthis explanation for uninspiring perplanation for uninspiring per--

formance is so common: It’s readilyformance is so common: It’s readily

available. At any given time, roughlyavailable. At any given time, roughly

half of alhalf of all industries are growing be-l industries are growing be-

low the level of GDP. And it’s onlylow the level of GDP. And it’s only

natural to blame something externalnatural to blame something external

for one’s problems.for one’s problems.

The trouble is, a weak marketThe trouble is, a weak market

isn’t a valid excuse. Plenty of com-isn’t a valid excuse. Plenty of com-

panies that achieve above-averagepanies that achieve above-average

shareholder returns compete in av-shareholder returns compete in av-

erage or below-average industries.erage or below-average industries.

Consider PConsider Polaris Industries, a olaris Industries, a makermaker

of snowmobilof snowmobiles, whose es, whose revenues andrevenues and

shares have both surged in a sectorshares have both surged in a sector

(leisure equipment and products)(leisure equipment and products)

that is not exactthat is not exactly “hot.ly “hot.” On average,” On average,

a dollar invested in Polaris’s sharesa dollar invested in Polaris’s shares

has risen 24 percent per year forhas risen 24 percent per year for

the last 10 years, while the averagethe last 10 years, while the average

stock in the global leisure segmentstock in the global leisure segment

returned just 9 returned just 9 percent annually. Orpercent annually. Or

think think of Tof Tupperware Brands, whichupperware Brands, which

achieved a 22.4 percent average an-achieved a 22.4 percent average an-

nual gain in the last 10 years, versusnual gain in the last 10 years, versus

the 3.6 percent average annual gainthe 3.6 percent average annual gain

of household durables companiesof household durables companies

 world worldwide.wide.

There are always some compa-There are always some compa-

nies that find a formula for growthnies that find a formula for growth

and success in industries that aren’tand success in industries that aren’t

doing anything special—that aredoing anything special—that are

 just bumping along wi just bumping along with the econo-th the econo-

my, or underperforming it. If you’remy, or underperforming it. If you’re

an executive in one of these indus-an executive in one of these indus-

tries, it’s your job to ignore the ex-tries, it’s your job to ignore the ex-

cuses and figcuses and figure out how to join theure out how to join the

ranks of overachievers.ranks of overachievers.

In our analysis of shareholderIn our analysis of shareholder

returns over the last few decades, wereturns over the last few decades, we

found the phenomenon of superiorfound the phenomenon of superior

performance to hold true in everyperformance to hold true in every

industry, in every part of the world,industry, in every part of the world,

and over every time period that wasand over every time period that was

long enough to allow the leaders tolong enough to allow the leaders to
become apparent. Between 2003become apparent. Between 2003

and 2013, for instance, 30 percentand 2013, for instance, 30 percent

of companies with top-quartileof companies with top-quartile

shareholder returns (our proxy forshareholder returns (our proxy for

success) were in industries growingsuccess) were in industries growing

at or below the rate of GDP. Evenat or below the rate of GDP. Even

industries at the bottom of the heapindustries at the bottom of the heap

produced their share of top per-produced their share of top per-

formers (formers (see Exhibit see Exhibit ).).

How do the winners in low-How do the winners in low-

growth industries do it? By takinggrowth industries do it? By taking

market share from others. And notmarket share from others. And not
only do they take market share, butonly do they take market share, but

they take it profitably, often withoutthey take it profitably, often without

reducing prices. When companiesreducing prices. When companies

successfully get these two thingssuccessfully get these two things

going together—market share andgoing together—market share and

profitability gains—they in effectprofitability gains—they in effect

create their own growth cycle, onecreate their own growth cycle, one

that is independent of the industrythat is independent of the industry

cycle. A sort of disequilibrium takescycle. A sort of disequilibrium takes

hold, allowing the companies thathold, allowing the companies that

created it to become dominant increated it to become dominant in

their sectors.their sectors.

 W We e all all know know what what equilibriumequilibrium

looks like. Equilibrium is the statelooks like. Equilibrium is the state

that exists when a set of companiesthat exists when a set of companies

 with  with fundamentalfundamentally ly similar similar offer-offer-

ings compete within a market, get-ings compete within a market, get-

ting similar returns and amassingting similar returns and amassing

market shares within a few pointsmarket shares within a few points

of one another. Not to put too fineof one another. Not to put too fine

a point on it, but equilibrium isn’ta point on it, but equilibrium isn’t

all that interesting. When marketsall that interesting. When markets

are in equilibrium, competing play-are in equilibrium, competing play-

ers (and sometimes there are only aers (and sometimes there are only a

few worth talking about) battle forfew worth talking about) battle for

minuscule amounts of market share.minuscule amounts of market share.

However well developed these com-However well developed these com-

panies’ operational abilities, or how-panies’ operational abilities, or how-

Growing When YourGrowing When Your
Industry Doesn’tIndustry Doesn’t
Success and profits flow Success and profits flow to companito companies withes with
uniqueuniquely ly valuable market valuable market propositiopropositions—regardlessns—regardless
of their of their sectorsector..
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ever talented their executives, noever talented their executives, no

one studies them for ideas aboutone studies them for ideas about

how to achieve off-the-charts busi-how to achieve off-the-charts busi-

ness success.ness success.
Disequilibrium is much moreDisequilibrium is much more

dynamic. The companies that dynamic. The companies that createcreate

the conditions for it generally don’tthe conditions for it generally don’t

follow a template, but discover afollow a template, but discover a

particular advantage they can use toparticular advantage they can use to

tilt the market in their direction andtilt the market in their direction and

keep it that way. These enterpriseskeep it that way. These enterprises

often become a source of fascina-often become a source of fascina-

tion (and envy) among competitorstion (and envy) among competitors

because they offer because they offer proof that in busi-proof that in busi-

ness, true advantage can be createdness, true advantage can be created

and sustained for years, or even forand sustained for years, or even for

decades, when companies are espe-decades, when companies are espe-

cially shrewd—no matter the overallcially shrewd—no matter the overall

state of the state of the industry.industry.

Creating DisequilibriumCreating Disequilibrium

 Among  Among the the more more vivid vivid examplesexamples

of how a company can introduceof how a company can introduce

disequilibrium into its market—disequilibrium into its market—

and earn above-market returns as aand earn above-market returns as a

result—is Blockbuster Video. Block-result—is Blockbuster Video. Block-

buster has now been relegated tobuster has now been relegated to

the dustbin of business history, butthe dustbin of business history, but

before it came apart in the digitalbefore it came apart in the digital

revolution, the company enjoyed arevolution, the company enjoyed a

prolprolonged run of succeonged run of success in ss in which itwhich it

capitalized on a form of disequilib-capitalized on a form of disequilib-

rium that it had managed to create.rium that it had managed to create.

Blockbuster entered the movieBlockbuster entered the movie

rental industry in the mid-1980s,rental industry in the mid-1980s,

 when there were about 60,000 rent when there were about 60,000 rent--
al stores already in place. The priceal stores already in place. The price

of renting a movie was falling rap-of renting a movie was falling rap-

idly, and within a few years the in-idly, and within a few years the in-

dustry began consolidating. By thedustry began consolidating. By the

late 1980s, if you had asked mostlate 1980s, if you had asked most

movie rental store owners (the largemovie rental store owners (the large

majority of them local, independentmajority of them local, independent

businesspeople) how their businessbusinesspeople) how their business

 was  was doing, doing, they they would would have have givengiven

you a pretty gloomy answer. But notyou a pretty gloomy answer. But not

Blockbuster.Blockbuster.

In a market that generally con-In a market that generally con-

sisted of cramped, musty stores,sisted of cramped, musty stores,

 with quir with quirky selectioky selections and ns and inventoinventoryry

prone to malfunctioning, Block-prone to malfunctioning, Block-

buster stood out. Its retail spacesbuster stood out. Its retail spaces

 were  were well well organized, wiorganized, with with wide de selec-selec-

tions that featured hundreds of newtions that featured hundreds of new

titles. It built an extensive customertitles. It built an extensive customer

database that allowed it to optimizedatabase that allowed it to optimize

the mix of titles in each store—a farthe mix of titles in each store—a far

cry from local rental places, wherecry from local rental places, where

“customer intelligence” came down“customer intelligence” came down

to the owner’s intuition or person-to the owner’s intuition or person-

al taste. And Blockbuster was bigal taste. And Blockbuster was big

enough to gain scale advantages—enough to gain scale advantages—

including in what it paid for itsincluding in what it paid for its

inventory.inventory.

Blockbuster’s superior model al-Blockbuster’s superior model al-

lowed the company to wrest existinglowed the company to wrest existing

customers from many smaller customers from many smaller stores,stores,

and to pull in a fresh set of custom-and to pull in a fresh set of custom-

ers just entering the market. Byers just entering the market. By

1990, the aggregate dollar value of1990, the aggregate dollar value of

movies rented and watched on homemovies rented and watched on home

VCRs (the prevailing technology atVCRs (the prevailing technology at

the time) had essentially reached itsthe time) had essentially reached its
market peak and was market peak and was flattening out.flattening out.

 Y Yet et in in this this slow-grslow-growing owing market,market,

Blockbuster thrived. Its share grewBlockbuster thrived. Its share grew

from 10 percent in 1990 to 35 per-from 10 percent in 1990 to 35 per-

cent in 1995 to 45 percent in 2000.cent in 1995 to 45 percent in 2000.

Blockbuster created disequilib-Blockbuster created disequilib-

rium in one of the two ways it canrium in one of the two ways it can

be done, through changes on thebe done, through changes on the

supply side of the market.supply side of the market. Supply- Supply- 

side changes side changes   that push a market in  that push a market in

one company’s favor usually involveone company’s favor usually involve

advantages in quality, functional-advantages in quality, functional-
ity, cost/price, service, or selection.ity, cost/price, service, or selection.

Blockbuster had the last three ofBlockbuster had the last three of

these in abundance.these in abundance.

The other way to create dis-The other way to create dis-

equilibrium is through changes thatequilibrium is through changes that

capture demand that didn’t previ-capture demand that didn’t previ-

ously exist (or that was inaccessible).ously exist (or that was inaccessible).

Demand-side changesDemand-side changes are typicallyare typically

enabled by some sort of technologyenabled by some sort of technology

shift, such as—ironically—the oneshift, such as—ironically—the one

that would eventually cause Block-that would eventually cause Block-

buster itself to fall to a newcomerbuster itself to fall to a newcomer

named Netflix. (More on this bitnamed Netflix. (More on this bit

of history soon.) But demand-sideof history soon.) But demand-side

changes can also be enabled by newchanges can also be enabled by new

regulations, such as those that pavedregulations, such as those that paved

the way for interstate banking in tthe way for interstate banking in thehe

U.S. in the 1980s. The banks thatU.S. in the 1980s. The banks that

moved the fastest secured the mostmoved the fastest secured the most

new customers, increasing theirnew customers, increasing their

share of the available revenue andshare of the available revenue and

profits and giving themselves a hugeprofits and giving themselves a huge

advantage, at advantage, at least temporarily.least temporarily.

Executives who want to createExecutives who want to create

disequilibrium should begin by ask-disequilibrium should begin by ask-

ing themselves a feing themselves a few questions:w questions:

••  What do  What do we we do do that’that’s uniqs unique,ue,

that customers value?that customers value?

Exhibit:Exhibit: Industry IrrelevanceIndustry Irrelevance

Companies in industries growingCompanies in industries growing belowbelow global GDP growth rateglobal GDP growth rate

Companies in industries growingCompanies in industries growing aboveabove global GDP growth rateglobal GDP growth rate

TopTop
QuartileQuartile

SecondSecond
QuartileQuartile

ThirdThird
QuartileQuartile

BottomBottom
QuartileQuartile

Source:Source: CapIQ and Strategy&CapIQ and Strategy&

Between 2003 and Between 2003 and 2013, an 2013, an analysis of 6,984 analysis of 6,984 global firms in 64 global firms in 64 industries reveindustries revealed that slow-groaled that slow-growthwth
industries can still produce top performers.industries can still produce top performers.

Company Performance by Total Shareholder ReturnsCompany Performance by Total Shareholder Returns

70%70%

30%30%

67%67%

33%33%

64%64%

36%36%

65%65%

35%35%

 e e
 s  s 
 s  s 
 a a
   y    y 

 s  s 
t  t  
r r 
 a a
t  t  
 e e
 g g
 y  y 
 & &
  l  l   e e
 a a
 d  d 
 e e
r r 
 s  s 
h h 

i  i   p p

2727



  

•• Can our competitors matchCan our competitors match

this capability we have?this capability we have?

••  Are  Are there there any any coming coming tech-tech-

nological or regulatory shifts thatnological or regulatory shifts that

could transform our market, and ifcould transform our market, and if

so, do we have a well-thought-outso, do we have a well-thought-out

plan for addressing them?plan for addressing them?

Holding On to an AdvantageHolding On to an Advantage
Some degree of disequilibrium,Some degree of disequilibrium,

created by a company with a clearcreated by a company with a clear

source of advantage at a given mo-source of advantage at a given mo-

ment, is actually ment, is actually quite commonquite common. But. But

usually it doesn’t last. Only whenusually it doesn’t last. Only when

market leaders take steps to deepenmarket leaders take steps to deepen

and extend whatever is workingand extend whatever is working

for them can they sustain their ad-for them can they sustain their ad-

vantage. And then companies canvantage. And then companies can

sometimes hold on for decades, con-sometimes hold on for decades, con-

tinuing to grow even when their in-tinuing to grow even when their in-

dustry is static or shrinking.dustry is static or shrinking.
Companies in the lead typicallyCompanies in the lead typically

have two important levers availablehave two important levers available

to them. First, they canto them. First, they can manage themanage the

ecosystems ecosystems  of their industry—taking of their industry—taking

steps to gain favor with importantsteps to gain favor with important

suppliers, thwart competitors, andsuppliers, thwart competitors, and

influence their industry’s structure.influence their industry’s structure.

Second, they canSecond, they can use pricing strate- use pricing strate- 

 gically  gically . Of course, pricing is a sensi-. Of course, pricing is a sensi-

tive area. Like some other competi-tive area. Like some other competi-

tive tools (including M&A, tive tools (including M&A, productproduct

bundling, and hiring away a rival’sbundling, and hiring away a rival’stop talent), pricing must be usedtop talent), pricing must be used

in a way that doesn’t cross a linein a way that doesn’t cross a line

and open the company up to accu-and open the company up to accu-

sations of anticompetitive behavior.sations of anticompetitive behavior.

(Microsoft and AT&T, pre-dives-(Microsoft and AT&T, pre-dives-

titure, are examples of companiestiture, are examples of companies

that have had their wings clippedthat have had their wings clipped

by regulators.) The stories of marketby regulators.) The stories of market

leaders Netflix and Johnson Con-leaders Netflix and Johnson Con-

trols Inc. (JCI), which we’ll come totrols Inc. (JCI), which we’ll come to

shortly, help illustrate the power ofshortly, help illustrate the power of

these tactics.these tactics.

If the leading company uses itsIf the leading company uses its

advantages smartly, other compa-advantages smartly, other compa-

nies slip in both market share andnies slip in both market share and

profitability. And the effect is cu-profitability. And the effect is cu-

mulative: The less successful com-mulative: The less successful com-

panies’ weakening position leads topanies’ weakening position leads to

a reduction in investments, furthera reduction in investments, further

hindering the quality of what thesehindering the quality of what these

companies can offer to the market.companies can offer to the market.

Some of them don’t survive, allow-Some of them don’t survive, allow-

ing the leader to grow yet more ining the leader to grow yet more in

influence and mainfluence and market power.rket power.

“It’“It’s like we s like we have a fortress, have a fortress, andand
our competitors are down below,our competitors are down below,

trying to get over the moat and beattrying to get over the moat and beat

down the fortress door,” one execu-down the fortress door,” one execu-

tive said to us during tive said to us during a period whena period when

his company was reaping the ben-his company was reaping the ben-

efits of disequilibrium. “I’m up hereefits of disequilibrium. “I’m up here

pouring boiling oil on their heads.”pouring boiling oil on their heads.”

Not every executive speaks aboutNot every executive speaks about

the satisfaction of beating rivals sothe satisfaction of beating rivals so

colorfully. But the ones in slow-colorfully. But the ones in slow-

growing industries all recognize, ongrowing industries all recognize, on

some level, that the gains are finitesome level, that the gains are finite

and it’s ultimately “us” or “them.”and it’s ultimately “us” or “them.”

From Leader to LoserFrom Leader to Loser

The success of a leading company’sThe success of a leading company’s

business always spurs competition,business always spurs competition,

from the existing rivals and, often,from the existing rivals and, often,

from brand-new entrants. If thefrom brand-new entrants. If the

competition doesn’t offer anythingcompetition doesn’t offer anything

fundamentally new, the leader willfundamentally new, the leader will

hold on to most of its market sharehold on to most of its market share

or even gain additional share. But ifor even gain additional share. But if

a rival comes up with a superior ap-a rival comes up with a superior ap-

proach and has the wherewithal toproach and has the wherewithal to

extend that new advantage, the dis-extend that new advantage, the dis-

equilibrium dissolves. And then theequilibrium dissolves. And then the

fortress the leader has built for itselffortress the leader has built for itself

can become a trap that ensnacan become a trap that ensnares it.res it.

Here we can resume the Block-Here we can resume the Block-

buster story line: Starting in thebuster story line: Starting in the

mid-1990s, the company’s successmid-1990s, the company’s success

attracted two new players, Hol-attracted two new players, Hol-

lywood Video and Movie Gallery,lywood Video and Movie Gallery,

both of which were largely copy-both of which were largely copy-

ing Blockbuster’s model of runninging Blockbuster’s model of running

 well-organized  well-organized video video stores stores nation-nation-

ally. The new chains created head-ally. The new chains created head-

aches for Blockbuster and, as viableaches for Blockbuster and, as viable
alternatives for consumers, had analternatives for consumers, had an

impact on Blockbuster’s growth andimpact on Blockbuster’s growth and

profitability. But the leader held onprofitability. But the leader held on

to its lead, opening almost 6,100to its lead, opening almost 6,100

stores between 1990 and 2000,stores between 1990 and 2000,

more than twice the number of themore than twice the number of the

other two chains combined. Theother two chains combined. The

new entrants simply did not offernew entrants simply did not offer

enough differentiation to overcomeenough differentiation to overcome

the disequilibrium Blockbuster hadthe disequilibrium Blockbuster had

created.created.

The real turning point forThe real turning point for

Blockbuster (and the movie rentalBlockbuster (and the movie rental

industrindustry) came in late 1y) came in late 1999, with the999, with theemergence of Netflix. With its mod-emergence of Netflix. With its mod-

el of allowing consumers to orderel of allowing consumers to order

DVDs online and receive them byDVDs online and receive them by

mail a femail a few days later, Netflix tappedw days later, Netflix tapped

into an appetite for online shoppinginto an appetite for online shopping

and convenience that was just be-and convenience that was just be-

ginning to take shape. Nothing inginning to take shape. Nothing in

BlockbusteBlockbuster’r’s s capabiliticapabilities es system system waswas

built to serve this need, and for thebuilt to serve this need, and for the

first time in its hfirst time in its historyistory, the company, the company

found itself behind a trend insteadfound itself behind a trend instead

of initiating one. Things only gotof initiating one. Things only got

 worse in  worse in 20072007, , when Netfliwhen Netflix x beganbegan

making a librarmaking a library of movies availabley of movies available

to its customers via streaming tech-to its customers via streaming tech-

nology. Blockbuster had no answernology. Blockbuster had no answer

“It’s like we have a fortress, and our“It’s like we have a fortress, and our

competitors are down below, tryingcompetitors are down below, tryingto get over the moat and beat downto get over the moat and beat down
the fortress door.”the fortress door.”
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In low-growth industries, externalIn low-growth industries, external

shocks, whether from technologyshocks, whether from technology

or regulatory change, are less com-or regulatory change, are less com-

mon. Companies in those industriesmon. Companies in those industries

actually have a better chance thanactually have a better chance than

those in high-growth industries ofthose in high-growth industries of

maintaining their advantage andmaintaining their advantage and

achieving superior total shareholderachieving superior total shareholder

returns (TSR) for extended periodsreturns (TSR) for extended periods
of time—counterintuitive but true.of time—counterintuitive but true.

Companies in low-growth indus-Companies in low-growth indus-

tries can often turn internal opera-tries can often turn internal opera-

tions and process innovations intotions and process innovations into

sources of competitive advantage,sources of competitive advantage,

continually improcontinually improving in tving in those areashose areas

and upping the ante for rivals.and upping the ante for rivals.

Consider JCI, and in particu-Consider JCI, and in particu-

lar the company’s North Americanlar the company’s North American

energy storage business, known asenergy storage business, known as

Power Solutions. Batteries have beenPower Solutions. Batteries have been

a slow-growth industry for decades.a slow-growth industry for decades.
In the early 1990s, after losing Sears,In the early 1990s, after losing Sears,

its biggest customer, the divisionits biggest customer, the division

struggled. The ustruggled. The unit’nit’s leaders realizeds leaders realized

they had to make some fundamentalthey had to make some fundamental

changes. They undertook a majorchanges. They undertook a major

restructuring restructuring program, stripping outprogram, stripping out

operational complexity and attack-operational complexity and attack-

ing inefficiencies of every type. Theing inefficiencies of every type. The

resulting 25 percent cost reductionresulting 25 percent cost reduction

allowed the business to survive, and,allowed the business to survive, and,

gradually, to become stronger.gradually, to become stronger.

Through a relentless, disci-Through a relentless, disci-

plined focus on continuous costplined focus on continuous cost

improvement and through criticalimprovement and through critical

investments in advanced processinvestments in advanced process

technology, JCI’s battery businesstechnology, JCI’s battery business

transformed itself into the indus-transformed itself into the indus-

try front-runner. The company wastry front-runner. The company was

to the value proposition of streamedto the value proposition of streamed

video entertainment. It wasn’t longvideo entertainment. It wasn’t long

before Blockbuster’s greatest assets,before Blockbuster’s greatest assets,

its physical spaces, were becomingits physical spaces, were becoming

a huge liability and an unproduc-a huge liability and an unproduc-

tive drain on the company’s cashtive drain on the company’s cash

and capital. In 2010, having failedand capital. In 2010, having failed

to evolve its decades-old businessto evolve its decades-old business

model, Blockbuster filed for bank-model, Blockbuster filed for bank-
ruptcy. It closed its last stores inruptcy. It closed its last stores in

 January 201 January 2014.4.

For the better part of the pastFor the better part of the past

decade, Netflix has been takingdecade, Netflix has been taking

advantage of disequilibrium. Look-advantage of disequilibrium. Look-

ing at the company’s performance,ing at the company’s performance,

including a subscriber base and rev-including a subscriber base and rev-

enues that rose by more than 250enues that rose by more than 250

percent between 2009 and 2013,percent between 2009 and 2013,

you might think that home videoyou might think that home video

rental is a sweet place to be. But forrental is a sweet place to be. But for

most companies, it isn’t. It’s just thatmost companies, it isn’t. It’s just that
Netflix built the position and madeNetflix built the position and made

the investments needed to get athe investments needed to get a

good share, then a better share, thengood share, then a better share, then

a huge share, of a slow-growing busi-a huge share, of a slow-growing busi-

ness. Netflix’s recent talk of raisingness. Netflix’s recent talk of raising

prices—a possibility introduced inprices—a possibility introduced in

a letter to shareholders earlier thisa letter to shareholders earlier this

year—shows it understands theyear—shows it understands the

power it has and is looking for ad-power it has and is looking for ad-

ditional ways to capitalize ditional ways to capitalize on it.on it.

Winners’ RelentlessnessWinners’ Relentlessness

Netflix’s determination to doubleNetflix’s determination to double

down and keep getting better at thedown and keep getting better at the

things that set things that set it apart is a lesson forit apart is a lesson for

every company. In fact, it demon-every company. In fact, it demon-

strates a path strates a path to winning thto winning that’at’s mores more

reliable in low-growth industries.reliable in low-growth industries.

Netflix’s determination to doubleNetflix’s determination to double

down and keep getting better at thedown and keep getting better at the

things tthings that set it apart hat set it apart is a lessonis a lesson

for every company.for every company.
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able, over time, to offer better pricesable, over time, to offer better prices

and warranties than most of its ri-and warranties than most of its ri-

vals. This allowed it to build back avals. This allowed it to build back a

sizable Usizable U.S. market share. .S. market share. Pretax op-Pretax op-

erating profit in the Power Solutionserating profit in the Power Solutions

business unit has grown 17 percentbusiness unit has grown 17 percent

annually for the past decade—aannually for the past decade—a

remarkable achievement in a slow-remarkable achievement in a slow-

growth industry. Market share in-growth industry. Market share in-
creases have been a big contributorcreases have been a big contributor

to the unit’s stellar profit perfor-to the unit’s stellar profit perfor-

mance. So has the company’s lowmance. So has the company’s low

cost basis, which has helped createcost basis, which has helped create

a situation in which increased cus-a situation in which increased cus-

tomer demand and economic gainstomer demand and economic gains

usuausually benefit JCI’s lly benefit JCI’s bottom line andbottom line and

further further strengthen its position.strengthen its position.

One can’t attribute the wholeOne can’t attribute the whole

of JCI’s astonishing 20-year TSRof JCI’s astonishing 20-year TSR

run to the performance of its energyrun to the performance of its energy

storage business, but batteries havestorage business, but batteries have

certainly played a role in it. Thoughcertainly played a role in it. Though

providing only 15 percent of JCI’sproviding only 15 percent of JCI’srevenue, the Power Solutions busi-revenue, the Power Solutions busi-

ness unit contributes more than 30ness unit contributes more than 30

percent of the company’s pretax op-percent of the company’s pretax op-

erating profit.erating profit.

 And then  And then there is there is PolPolaris, whosearis, whose

present domination in the sportspresent domination in the sports

vehicle segment is partly a story aboutvehicle segment is partly a story about

cost and partly a story about micro-cost and partly a story about micro-

segmentation. When Scott Winesegmentation. When Scott Wine

 joined  joined the the Medina, Medina, Minn., Minn., com-com-

pany as chief executive, in a calami-pany as chief executive, in a calami-

tous 2008, he knew that his first tous 2008, he knew that his first jobjob

 was  was to to cut cut costs. costs. But But he he exemptedexempted

Polaris’s engineering departmentPolaris’s engineering department

from the cuts. He had two reasonsfrom the cuts. He had two reasons

for doing this. First, he was count-for doing this. First, he was count-

ing on his engineers to be innova-ing on his engineers to be innova-

tive about removing costs, so thattive about removing costs, so that

a Polaris side-by-side vehicle (alsoa Polaris side-by-side vehicle (also

known as a known as a utility vehicleutility vehicle) would be) would be

cheaper to produce than one fromcheaper to produce than one from

 Yamaha o Yamaha or r KawasakKawasaki. i. Second, Second, WineWine

knew that knew that Polaris would need its en-Polaris would need its en-

gineers if it was to increase the com-gineers if it was to increase the com-

monality of the parts the companymonality of the parts the company
used across its product lines, whichused across its product lines, which

 was  was a a prereqprerequisite uisite to to allowing allowing thethe

company to innovate more quickly.company to innovate more quickly.

 Within a few yea Within a few years, Polaris hadrs, Polaris had

one of the lowest cost bases in theone of the lowest cost bases in the

industry and a lineup of side-by-sideindustry and a lineup of side-by-side

vehicles at multiple price points,vehicles at multiple price points,

 with  with different different seating seating capacities,capacities,

 with  with different different form form factors, factors, andand

running on different types of energyrunning on different types of energy

systems, including diesel and elec-systems, including diesel and elec-

tric. “We had created an armada,”tric. “We had created an armada,”

 Wine told  Wine told us, remembering the firstus, remembering the first

time he saw ttime he saw the fulhe full new side-by-sil new side-by-sidedeproduct line, displayed in a semicir-product line, displayed in a semicir-

cle on a field outside Polaris’s R&Dcle on a field outside Polaris’s R&D

facility in Minnesota. “You weavefacility in Minnesota. “You weave

all of those things together”—thatall of those things together”—that

is, Polaris’s cost advantage and theis, Polaris’s cost advantage and the

different types different types and price points of itsand price points of its

products—“and you see how we’veproducts—“and you see how we’ve

been able to take so much share.”been able to take so much share.”

Polaris’s stock price, aroundPolaris’s stock price, around

US$23 when Wine joined the com-US$23 when Wine joined the com-

panypany, is more tha, is more than five times n five times higherhigher

as of this writing. (By contrast, theas of this writing. (By contrast, the

stock prices of Kawasaki and Hon-stock prices of Kawasaki and Hon-

da, the latter being one of Polaris’sda, the latter being one of Polaris’s

big rivals in motorcycles, have stayedbig rivals in motorcycles, have stayed

more or less steady.) The company’smore or less steady.) The company’s

revenue growth has averaged revenue growth has averaged 27 per-27 per-

cent per year in that time, versus 8cent per year in that time, versus 8

percent for Polaris’s peer group. Yetpercent for Polaris’s peer group. Yet

 Wine  Wine says says that that what what matters matters is is thethe

company’s ability to build on whatcompany’s ability to build on what

it has achieved. “The real challengeit has achieved. “The real challenge

for me starts now,” he told us, andfor me starts now,” he told us, and

relates to “what we can do for therelates to “what we can do for the

next four or five years.” In effect,next four or five years.” In effect,
 Wine is  Wine is talking talking about perpetuatingabout perpetuating

the cycle that Polaris has begun.the cycle that Polaris has begun.

 What  What does does all all this this mean, mean, ifif

you’re a CEO in a slow-growingyou’re a CEO in a slow-growing

industry? It means you shouldn’tindustry? It means you shouldn’t

go looking for a “better” industry,go looking for a “better” industry,

one that’s growing more rapidlyone that’s growing more rapidly

than yours. Embrace your own seg-than yours. Embrace your own seg-

ment. Counterintuiment. Counterintuitive as tive as it sounds,it sounds,

the opportunity to get great returnsthe opportunity to get great returns

for shareholders is probably betterfor shareholders is probably better

 where  where you you are than are than in in a a market market that’that’ss
growing by double digits. You cangrowing by double digits. You can

make those better returns come tomake those better returns come to

you by figuring out where you haveyou by figuring out where you have

an advantage, or might gain one, inan advantage, or might gain one, in

terms of cost, service, selection, orterms of cost, service, selection, or

a disruptive new product. Make ana disruptive new product. Make an

increase in market share your mainincrease in market share your main

measure of winning. And finally,measure of winning. And finally,

once you’ve got the advantage, keeponce you’ve got the advantage, keep

on doing what you need to do toon doing what you need to do to

extend it. The nature of any maextend it. The nature of any marketrket

is that the opportunity is finite. It’sis that the opportunity is finite. It’syou or them.you or them. ++
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 e e
 s  s 
 s  s 
 a a
   y    y 

 s  s 
t  t  
r r 
 a a
t  t  
 e e
 g g
 y  y 
 & &
  l  l   e e
 a a
 d  d 
 e e
r r 
 s  s 
h h 

i  i   p p

3030

   s   s
   t   t
   r   r
   a   a
   t   t
   e   e
   g   g
   y   y
   +   +
   b   b
   u   u
   s   s
   i   i
   n   n
   e   e
   s   s   s   s

     i   i
   s   s
   s   s
  u  u
   e   e
  

   7   7
   5   5



  

Follow usFollow us

Introducing the Best Ideas on Strategy fromIntroducing the Best Ideas on Strategy from  s+b s+bTHE EXECUTIVE GUIDE TO STRATEGYTHE EXECUTIVE GUIDE TO STRATEGY

Available on the App Store, Kindle Store, Zinio, Available on the App Store, Kindle Store, Zinio, and Magzterand Magzter

Or at strategy-business.com/executivestrategyOr at strategy-business.com/executivestrategy



  

 MARKETING, MEDIA & SALES MARKETING, MEDIA & SALES

by Matt Egol, by Matt Egol, Michael Peterson,Michael Peterson,

and Stefan Strohand Stefan Stroh

LL

ook at virtually any consum-ook at virtually any consum-

er industry and you’ll seeer industry and you’ll seehow changes in digital tech-how changes in digital tech-

nology are fundamentally alteringnology are fundamentally altering

the way that consumers engage withthe way that consumers engage with

brands before, during, and after abrands before, during, and after a

purchase. Consumers today expectpurchase. Consumers today expect

to browse, research, to browse, research, solicisolicit feedback,t feedback,

evaluate, and push tevaluate, and push the “buy” buttonhe “buy” button

at their own pace, and at the timeat their own pace, and at the time

and place—and via the platform—and place—and via the platform—

of their choosing. Consumers alsoof their choosing. Consumers also

continue to engage with brands on-continue to engage with brands on-

line after a purchase and to shareline after a purchase and to share

experiences with experiences with one another. Muchone another. Much

of this consumer journey is beyondof this consumer journey is beyond

the direct control of companies,the direct control of companies,

and marketing organizations areand marketing organizations are

sprinting merely to keep pace.sprinting merely to keep pace.

The good news for chief mar-The good news for chief mar-

keting officers (CMOs) is that digi-keting officers (CMOs) is that digi-

tal marketing can offer detailed datatal marketing can offer detailed data

on and analysis of consumer behav-on and analysis of consumer behav-ior, as well as precise results about aior, as well as precise results about a

marketing program’s effectiveness,marketing program’s effectiveness,

 with a degree of d with a degree of detail and precisioetail and precisionn

that previous generations of CMOsthat previous generations of CMOs

could hardly fathom. The challengecould hardly fathom. The challenge

is that these new technologies andis that these new technologies and

consumer behaviors are raising theconsumer behaviors are raising the

requirements for what will succeedrequirements for what will succeed

in the market.in the market.

Building powerful consumerBuilding powerful consumer

experiences requires brands to op-experiences requires brands to op-

erate outside their comfort zone;erate outside their comfort zone;

for example, they must work withfor example, they must work with

much shorter cycle times, withmuch shorter cycle times, with

more rapid and frequent itera-more rapid and frequent itera-

tions, and through a broader ven-tions, and through a broader ven-

dor ecosystem than the traditionaldor ecosystem than the traditional

advertising agency process.advertising agency process.

In addition, consumers increas-In addition, consumers increas-

ingly demand marketing messagesingly demand marketing messages

and offers that are highly personal-and offers that are highly personal-

ized, relevant, and targeted. Missized, relevant, and targeted. Miss

the mark, and you risk losing themthe mark, and you risk losing them

forever. In that regard, digital mar-forever. In that regard, digital mar-

keting offers both greater rewardsketing offers both greater rewards
(in terms of higher engagement and(in terms of higher engagement and

ROI) and greater risk (due to theROI) and greater risk (due to the

execution complexity and the needexecution complexity and the need

for behavioral changes across thefor behavioral changes across the

organization).organization).

In this environment, CMOsIn this environment, CMOs

know they need new capabilities toknow they need new capabilities to

succeed. In a recent survey of moresucceed. In a recent survey of more

than 300 CMOs in the Unitedthan 300 CMOs in the United

States that Strategy& conductedStates that Strategy& conducted

 with  with the the Association Association of of NationalNational

 Advertisers and Korn/Ferry, 72 per- Advertisers and Korn/Ferry, 72 per-
cent said that building capabilitiescent said that building capabilities

in the area of digital marketing isin the area of digital marketing is

vital. The difficulty is that there’svital. The difficulty is that there’s

no one set of capabilities that ap-no one set of capabilities that ap-

plies universally. Companies mustplies universally. Companies must

identify what kind of marketing or-identify what kind of marketing or-

ganization they need to make theirganization they need to make their

strategy a success, choose a digitalstrategy a success, choose a digital

marketing model based on theirmarketing model based on their

strategic objectives, and then focusstrategic objectives, and then focus

on developing a handful of market-on developing a handful of market-

ing capabilities that will allow theming capabilities that will allow themto bring that model to life and con-to bring that model to life and con-

sistently excel.sistently excel.

Four Digital Marketing ModelsFour Digital Marketing Models

Strategy& has identified four equallyStrategy& has identified four equally

successful digital masuccessful digital marketing models:rketing models:

Digital Branders, Customer Experi-Digital Branders, Customer Experi-

ence Designers, Demand Genera-ence Designers, Demand Genera-

tors, and Product Innovators. Ators, and Product Innovators. A

company’s focus for marketing in-company’s focus for marketing in-

vestment might have elements ofvestment might have elements of

each, but odds are that one of theseeach, but odds are that one of these

models represents the right market-models represents the right market-

ing organization for your company.ing organization for your company.

• Digital Branders• Digital Branders  are most  are most

often consumer products compa-often consumer products compa-

How to Choose theHow to Choose the
Right DigitalRight Digital
Marketing ModelMarketing Model
Four clear paths for Four clear paths for winning and retainingwinning and retaining
customers today.customers today.
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nies or other marketers that focus onnies or other marketers that focus on

building and renewing brand equitybuilding and renewing brand equity

and deeper consumer engagement.and deeper consumer engagement.

These companies are shifting theirThese companies are shifting their

investment from traditional linearinvestment from traditional linear

advertising toward more immersiveadvertising toward more immersive

digital multimedia experiences thatdigital multimedia experiences that

can connect consumers to the brandcan connect consumers to the brand

in new ways. They are reimaginingin new ways. They are reimagining
how they engage consumers, withhow they engage consumers, with

the primary goal of recruiting newthe primary goal of recruiting new

consumers to the brand and drivingconsumers to the brand and driving

loyalty through loyalty through multipmultiple experiencesle experiences

 with the brand. with the brand.

• Customer Experience De-• Customer Experience De-

signerssigners  use customer data and  use customer data and

insights to create a superior end-insights to create a superior end-

to-end brand experience for theirto-end brand experience for their

customers. Typically, these com-customers. Typically, these com-

panies (such as financial-servicespanies (such as financial-services

companies, airlines, hotels, and re-companies, airlines, hotels, and re-
tailers) build their business modelstailers) build their business models

around customer service. By rein-around customer service. By rein-

venting how they interact with cus-venting how they interact with cus-

tomers, and wowing them at mul-tomers, and wowing them at mul-

tiple touch points, these companiestiple touch points, these companies

hope to create an ongoing dialoguehope to create an ongoing dialogue

and build a loyal customer base.and build a loyal customer base.

• Demand Generators• Demand Generators (typi-(typi-

cally retailers) focus on driving on-cally retailers) focus on driving on-

line traffic and converting as manyline traffic and converting as many

sales as possible across channels tosales as possible across channels to

maximize marketing efficiency andmaximize marketing efficiency andgrow their share of wallet. All ele-grow their share of wallet. All ele-

ments of the digital maments of the digital marketing strat-rketing strat-

egy—website design, search engineegy—website design, search engine

optimization, mobile connectedoptimization, mobile connected

apps, and engagement in socialapps, and engagement in social

communities—are tailored to boostcommunities—are tailored to boost

sales and increase loyalty. Althoughsales and increase loyalty. Although

Demand Generators also need to le-Demand Generators also need to le-

verage content to drive engagement,verage content to drive engagement,

they’re more focused on driving vol-they’re more focused on driving vol-

ume and efficiency than on curatingume and efficiency than on curating

the deep, emotional branded experi-the deep, emotional branded experi-

ences that Digital Branders pursue.ences that Digital Branders pursue.

• • Product Product InnovatorsInnovators use digi- use digi-

tal marketing to identify, develop,tal marketing to identify, develop,

and roll out new digital productsand roll out new digital products

and services. These companies em-and services. These companies em-

ploy digital interactions with con-ploy digital interactions with con-

sumers primarily to rapidly gathersumers primarily to rapidly gather

insights that can shape the innova-insights that can shape the innova-

tion pipeline. By helping nurturetion pipeline. By helping nurture

new sources of revenue, the new sources of revenue, the market-market-

ing group increases the value of theing group increases the value of the

company.company.

The Menu of CapabilitiesThe Menu of Capabilities

These digital marketing modelsThese digital marketing models

are not industry-specific. In fact,are not industry-specific. In fact,

companies in the same industry cancompanies in the same industry can

choose different digital marketingchoose different digital marketing

strategies with which to go to mar-strategies with which to go to mar-

ket. For example, in the telecom-ket. For example, in the telecom-

munications industry, Vodafonemunications industry, Vodafone

aligns most closely with the Digitalaligns most closely with the Digital

Brander model, Verizon functionsBrander model, Verizon functions

as a Customer Experience Designer,as a Customer Experience Designer,

KPN/E-Plus is a DemaKPN/E-Plus is a Demand Generatornd Generator,,

and Orange is a Product Innovator.and Orange is a Product Innovator.

Each of these companies has focusedEach of these companies has focusedon a different set of capabilities toon a different set of capabilities to

bring its digital marketing strategiesbring its digital marketing strategies

to life, and each capability entailsto life, and each capability entails

building the right combination ofbuilding the right combination of

processes, tools, knowledge, skills,processes, tools, knowledge, skills,

and organization.and organization.

There are eight basic market-There are eight basic market-

ing capabilities, which are more oring capabilities, which are more or

less relevant depending on which ofless relevant depending on which of

the four digital marketing modelsthe four digital marketing models

a company applies. (Of these eight,a company applies. (Of these eight,

the first four focus on building in-the first four focus on building in-

sights and the last four focus on acti-sights and the last four focus on acti-

vation based on tvation based on those insights.)hose insights.)

1. Segmentation and needs as-1. Segmentation and needs as-

sessment,sessment,  or the use of digital re-  or the use of digital re-

search tools to analyze transactions,search tools to analyze transactions,

identify customer pain points, andidentify customer pain points, and

interpret non-transaction data interpret non-transaction data (e.g(e.g.,.,

social media). By better understand-social media). By better understand-

ing how specific subsets of custom-ing how specific subsets of custom-

ers assess, purchase, and use prod-ers assess, purchase, and use prod-

ucts, the company can more directlyucts, the company can more directly

target advertising, promotions, andtarget advertising, promotions, and

contencontent along the t along the path to purchase.path to purchase.
2. Measurement,2. Measurement,  or the de-  or the de-

velopment of consistent metricsvelopment of consistent metrics

across the full path to purchaseacross the full path to purchase

(i.e., at home, on the go, and in(i.e., at home, on the go, and in

storesstores). This ). This capability also capability also includesincludes

metrics for consumer engagementmetrics for consumer engagement

across paid media (e.g., advertising),across paid media (e.g., advertising),

owned media (such as the companyowned media (such as the company

 websit website)e), , earned earned media media (co(coverage verage inin

other publications), or shared mediaother publications), or shared media

(e.g., Facebook or YouTube). Imple-(e.g., Facebook or YouTube). Imple-

mented correctly, these metrics canmented correctly, these metrics can

help quantify ROI across the digitalhelp quantify ROI across the digital

marketing program.marketing program.3. Real-time decision making,3. Real-time decision making,

fostered by regular monitoring of so-fostered by regular monitoring of so-

cial sentiment and brand health thatcial sentiment and brand health that

enables adjustments during maenables adjustments during marketrket--

ing campaigns—including brandeding campaigns—including branded

media and in-store merchandis-media and in-store merchandis-

ing—to make them more effective.ing—to make them more effective.

4. Personalization and target-4. Personalization and target-

ing,ing,  or the creation of a singular  or the creation of a singular

view of the consumer across salesview of the consumer across sales

channels and digital touch pointschannels and digital touch points

through the integration of multiplethrough the integration of multiple

data sources—including householddata sources—including household

data, shopping behavior, mobiledata, shopping behavior, mobile

data, and Web analytics. Companiesdata, and Web analytics. Companies

can also augment customer profilescan also augment customer profiles

Consumers increasinglyConsumers increasingly

demand marketing messages anddemand marketing messages and

offers that are highly personalized,offers that are highly personalized,

relevant, and targeted.relevant, and targeted.
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 with  with social social media media data data to to improimproveve

target marketing and specific offers.target marketing and specific offers.

5. 5. Optimized Optimized content,content,  or the  or the

dissemination of branded contentdissemination of branded content

through multiple direct-to-con-through multiple direct-to-con-

sumer platforms (such as websites,sumer platforms (such as websites,

mobile devices, and social mediamobile devices, and social media

channels) that are easy to search andchannels) that are easy to search and

navigate. Optimized content helpsnavigate. Optimized content helps
the company engage consumers andthe company engage consumers and

drive registration and sales acrossdrive registration and sales across

a variety of formats, so that it cana variety of formats, so that it can

better provide relevant products andbetter provide relevant products and

services to those consumers for spe-services to those consumers for spe-

cific occasions or phases of life.cific occasions or phases of life.

6. Innovation,6. Innovation,  spurred by the  spurred by the

leveraging of social media for richerleveraging of social media for richer

consumer insights that fuel productconsumer insights that fuel product

development. Besides improvingdevelopment. Besides improving

the product itselfthe product itself, these insights c, these insights canan

enhance the customer’s experienceenhance the customer’s experience
 with the pro with the product.duct.

7. Social influence and advo-7. Social influence and advo-

cacy,cacy, or the provoking of consumer or the provoking of consumer

engagement to create and shareengagement to create and share

content, while also mining this so-content, while also mining this so-

cial sentiment to further improvecial sentiment to further improve

consumer engagement. Companiesconsumer engagement. Companies

 with  with strong strong social social influence influence andand

advocacy can encourage consumersadvocacy can encourage consumers

to create and share content aboutto create and share content about

the brand within their social net-the brand within their social net-

 works,  works, and and then then use use the the resultingresultinginsights to optimize their marketinginsights to optimize their marketing

communications.communications.

8. 8. Omnichannel Omnichannel experience,experience,

or the implementation of market-or the implementation of market-

ing programs across channels. Thising programs across channels. This

capability also entails investing incapability also entails investing in

technology, analytics, and talenttechnology, analytics, and talent

to support seamless mobile, social,to support seamless mobile, social,

and e-commerce experiences, aand e-commerce experiences, allow-llow-

ing consumers to engage with theing consumers to engage with the

company wherever and whenevercompany wherever and whenever

they want. Omnichannel experi-they want. Omnichannel experi-

ences also include integrated mar-ences also include integrated mar-

keting programs with third parties,keting programs with third parties,

along with broader media and trade-along with broader media and trade-

promotion strategies.promotion strategies.

Building the Right CapabilitiesBuilding the Right Capabilities

It’s virtually impossible to be greatIt’s virtually impossible to be great

at all of the digital marketing capa-at all of the digital marketing capa-

bilities we’ve identified. That’s whybilities we’ve identified. That’s why

each company must focus only oneach company must focus only on
the capabilities that align best withthe capabilities that align best with

its digital marketing model. There isits digital marketing model. There is

a link that connects the company’sa link that connects the company’s

strategy, the digital marketing mod-strategy, the digital marketing mod-

el it needs, and the marketing orga-el it needs, and the marketing orga-

nization and marketing capabilitiesnization and marketing capabilities

required to succeed with trequired to succeed with that model.hat model.

The capabilities necessary to succeedThe capabilities necessary to succeed

as a Digital Brander will be difas a Digital Brander will be differentferent

from those required by a Demandfrom those required by a Demand

Generator. This is not an ironcladGenerator. This is not an ironclad

relationship—there are multiplerelationship—there are multiplepaths to success, and even compa-paths to success, and even compa-

nies pursuing the same Demandnies pursuing the same Demand

Generator model, for instance, mayGenerator model, for instance, may

choose to emphasize different capa-choose to emphasize different capa-

bilities. But in general, certain bilities. But in general, certain mod-mod-

els require that the company have aels require that the company have a

specific set of specific set of supporting capabilitisupporting capabilitieses

(s(see Exhibit ee Exhibit ).).

Digital Models in PracticeDigital Models in Practice

Coca-Cola is a perfect example of aCoca-Cola is a perfect example of a

Digital Brander. Teens and youngDigital Brander. Teens and young

adults are its biggest consumer seg-adults are its biggest consumer seg-

ments, and to keep its brand strongments, and to keep its brand strong

 with  with these these consumers, consumers, Coca-ColaCoca-Cola

is hyper-focused on finding waysis hyper-focused on finding ways

to embed itself in popular culture.to embed itself in popular culture.

 With this in  With this in mind, the mind, the company company hashas

invested in differentiated capabili-invested in differentiated capabili-

ties including “optimized content”ties including “optimized content”

and “social influence and advocacy.”and “social influence and advocacy.”
This means that Coca-ColaThis means that Coca-Cola

identifies experiences that are con-identifies experiences that are con-

sistent with its brand, creates contentsistent with its brand, creates content

around those experiences, and thenaround those experiences, and then

encourages its community of usersencourages its community of users

to share additional content that theyto share additional content that they

create through social engagement.create through social engagement.

 Although  Although not not all all of of this this materialmaterial

goes viral in tgoes viral in the communities Coca-he communities Coca-

Cola is targeting, the company isCola is targeting, the company is

far more successful than others,far more successful than others,

thanks to the development of thesethanks to the development of thesespecific capabilities.specific capabilities.

For example, in one recentFor example, in one recent

promotion, Coca-Cola developedpromotion, Coca-Cola developed

unique vending machines equippedunique vending machines equipped

 with  with video video displays displays that that allowedallowed

consumers in two cities (Lahore,consumers in two cities (Lahore,

Pakistan, aPakistan, and Delhi, India) to nd Delhi, India) to interinter--

act. Because of political and religiousact. Because of political and religious

differences, the two groups knowdifferences, the two groups know

very little about each other, but thevery little about each other, but the

video project—an update of thevideo project—an update of the

company’s famous “I’d like to buycompany’s famous “I’d like to buy

the world a Coke” campaign—wasthe world a Coke” campaign—was

aimed at connecting them throughaimed at connecting them through

a shared experience. The campaigna shared experience. The campaign

generated tremendous buzz forgenerated tremendous buzz for

DigitalDigital
BrandersBranders

CustomerCustomer
ExperienceExperience
DesignersDesignersCapabilityCapability

ProductProduct
InnovatorsInnovators

DemandDemand
GeneratorsGenerators

Segmentation Segmentation and and needs needs assessment assessment 22 44   2 2 33

Measurement Measurement 1 1 2 2 33 44

Real-time Real-time decision decision making making 2 2 22 44   11

Personalization and targetingPersonalization and targeting 44 22 44   11

Optimized contentOptimized content 44 3 3 1 1 22

Innovation Innovation 1 1 3 3 22 44

Social influence and advocacySocial influence and advocacy 44 2 2 3 3 22

Omnichannel Omnichannel experience experience 33 44   3 3 22
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Mapping of Digital Marketing Models to Mapping of Digital Marketing Models to CapabilitiesCapabilities  Exhibit:Exhibit: Capabilities Mapped to Digital Marketing ModelsCapabilities Mapped to Digital Marketing Models

Note:Note: 1 = not relevant; 4 = highly relevant1 = not relevant; 4 = highly relevant

Source:Source: Strategy& analysisStrategy& analysis
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 with a  with a concieconcierge service wrge service while on hile on thethe

flight and with other passengers viaflight and with other passengers via

Chatter, a social media messagingChatter, a social media messaging

platform from Salesforce.com. Theplatform from Salesforce.com. The

entertainment optioentertainment options and ns and other as-other as-

pects of the experience will also bepects of the experience will also be

personalized on the basis of a userpersonalized on the basis of a user

profile built over time (throughprofile built over time (through

factors such as the videos custom-factors such as the videos custom-

ers opted to watch, the meals anders opted to watch, the meals and

drinks they purchased, and otherdrinks they purchased, and other
personalized elements).personalized elements).

By curating the passenger’s jour-By curating the passenger’s jour-

ney in this manner, Virgin hopes toney in this manner, Virgin hopes to

create a community and deliver ancreate a community and deliver an

experience that goes beyond theexperience that goes beyond the

flight itself to reinforce the airline’sflight itself to reinforce the airline’s

brand image of adventure and fun.brand image of adventure and fun.

Virgin’s corporate culture is a sig-Virgin’s corporate culture is a sig-

nificant asset in this endeavor—itsnificant asset in this endeavor—its

highly engaged employees embracehighly engaged employees embrace

the idea of cultivating positive ex-the idea of cultivating positive ex-

periences for customers. (That hasperiences for customers. (That hashelped Virgin America become thehelped Virgin America become the

fastest-growing airline in the Unitedfastest-growing airline in the United

States.) Critically, Virgin’s market-States.) Critically, Virgin’s market-

ing investments are intended toing investments are intended to

support this culture, while also em-support this culture, while also em-

powering employees to innovate andpowering employees to innovate and

continue improving the customercontinue improving the customer

experience.experience.

 And  And then then there there is is WWalmart, almart, aa

prototypical Demand Gprototypical Demand Generatorenerator. For. For

example, the company is focused onexample, the company is focused on

converting visits to its website, socialconverting visits to its website, social

media properties, and mobile appsmedia properties, and mobile apps

into actual sales. To accomplish this,into actual sales. To accomplish this,

it has developed capabilities in “real-it has developed capabilities in “real-

time decision making” and “person-time decision making” and “person-

alization and targeting.”alization and targeting.”

The company’s in-house me-The company’s in-house me-

dia platform, Walmart Exchange,dia platform, Walmart Exchange,

is a robust ad-serving platform thatis a robust ad-serving platform that

allows brands to target shoppersallows brands to target shoppers

precisely, measure the ROI of bothprecisely, measure the ROI of both

online and offline impact, optimizeonline and offline impact, optimize

content and assortment of products,content and assortment of products,

and track non-Walmart.com digitaland track non-Walmart.com digital

ads to see which sites are drivingads to see which sites are driving

traffic to Walmart.com (and wheth-traffic to Walmart.com (and wheth-
er users are making purchases). Forer users are making purchases). For

example, a shopper who visits theexample, a shopper who visits the

 websit website e after after viewing viewing a a targetedtargeted

display ad embedded with a health-display ad embedded with a health-

and-beauty-aid coupon might findand-beauty-aid coupon might find

an assortment of other, related prod-an assortment of other, related prod-

ucts to consider on the site.ucts to consider on the site.

Beyond these offers and assort-Beyond these offers and assort-

ment tools, Wment tools, Walmaralmart is also t is also develop-develop-

ing relevant content aimed at driv-ing relevant content aimed at driv-

ing conversion—and pushing itsing conversion—and pushing its

network consumer packaged goodsnetwork consumer packaged goodsmanufacturers to do the same. Formanufacturers to do the same. For

example, “how to” videos, ratings,example, “how to” videos, ratings,

reviews, and listings of foods’ nu-reviews, and listings of foods’ nu-

tritional content can all help drivetritional content can all help drive

engagement and conversion on theengagement and conversion on the

company’s site. Investments in thiscompany’s site. Investments in this

kind of optimized content can boostkind of optimized content can boost

conversion by more than 70 percent.conversion by more than 70 percent.

Perhaps the least typical of thePerhaps the least typical of the

digital marketing models (but nodigital marketing models (but no

less powerful than the others) isless powerful than the others) is

the Product Innovator. Henkel, athe Product Innovator. Henkel, a

manufacturer of various householdmanufacturer of various household

chemical products including de-chemical products including de-

tergents, adhesives, and cosmetics,tergents, adhesives, and cosmetics,

based in Germabased in Germanyny, is a clear , is a clear ProductProduct

Coke, and was heavily shared on so-Coke, and was heavily shared on so-

cial media, in part because it was social media, in part because it was so

emotioemotionally nally resonant.resonant.

 Another  Another example example of of seedingseeding

content into popular culture was acontent into popular culture was a

Coke Zero contest on social mediaCoke Zero contest on social media

for “my favorite dance moves.” Thefor “my favorite dance moves.” The

 winning  winning dance dance went went viral viral aroundaround

the globe, with the Coke Zero brandthe globe, with the Coke Zero brand
integrated into the content through-integrated into the content through-

out. Coca-Cola was recognized asout. Coca-Cola was recognized as

the marketer of the year at Cannesthe marketer of the year at Cannes

in 2013, in large part due to its in-in 2013, in large part due to its in-

novative approach to marketingnovative approach to marketing

through shathrough shared contentred content..

Virgin’s airline operations, onVirgin’s airline operations, on

the other hand, are a good examplethe other hand, are a good example

of a Customer Experience Designer.of a Customer Experience Designer.

Like many other airlines, VirginLike many other airlines, Virgin

 wants  wants to to avoid avoid being being seen seen by by pas-pas-

sengers as simply a utility. Instead, itsengers as simply a utility. Instead, it
aims to create a more customer-cen-aims to create a more customer-cen-

tric branded experience that startstric branded experience that starts

before the customer buys a ticket,before the customer buys a ticket,

continues during the flight, andcontinues during the flight, and

extends after the trip is over. Withextends after the trip is over. With

this in mind, Virgin has focused at-this in mind, Virgin has focused at-

tention on building a “segmentationtention on building a “segmentation

and needs assessment” capabilityand needs assessment” capability

and an “omnichannel experience”and an “omnichannel experience”

creation capability.creation capability.

In practice, this means the air-In practice, this means the air-

line uses purchasing and behavioralline uses purchasing and behavioraldata to segment customers, identifydata to segment customers, identify

needs and pain points, and createneeds and pain points, and create

a personalized experience across alla personalized experience across all

channels—whether customers are atchannels—whether customers are at

home on the computer, on a mobilehome on the computer, on a mobile

phone, using in-flight screens, or in-phone, using in-flight screens, or in-

teracting with Virgin staff teracting with Virgin staff members.members.

For example, Virgin is investingFor example, Virgin is investing

in a more interactive and personal-in a more interactive and personal-

ized in-flight experience that is tai-ized in-flight experience that is tai-

lored to different segments of trav-lored to different segments of trav-

elers. A frequent traveler to Londonelers. A frequent traveler to London

might get specialized content aftermight get specialized content after

takeoff, like the latest reviews oftakeoff, like the latest reviews of

restaurants around Piccadilly. Pas-restaurants around Piccadilly. Pas-

sengers will also be able to interactsengers will also be able to interact

By By curating the curating the passenger’passenger’s journey,s journey,

Virgin hopes to create a communityVirgin hopes to create a community

and deliver an experience that goesand deliver an experience that goes

beyond the flight itself.beyond the flight itself.
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Innovator. The company so strong-Innovator. The company so strong-

ly emphasizes R&D that aboutly emphasizes R&D that about

40 percent of its annual cosmet-40 percent of its annual cosmet-

ics sales come from products thatics sales come from products that

 were  were launched launched within within the the previousprevious

24 months. On the marketing side,24 months. On the marketing side,

this success is due to a finely honedthis success is due to a finely honed

innovatioinnovation capability as well an capability as well as a so-s a so-

phisticated measurement capabilityphisticated measurement capability
that continually tracks preset keythat continually tracks preset key

performance indicators to deter-performance indicators to deter-

mine whether to continue a productmine whether to continue a product

trial or stop it and redirect resourcestrial or stop it and redirect resources

to more promising projects.to more promising projects.

The company encourages em-The company encourages em-

ployees in the marketing and R&Dployees in the marketing and R&D

departments to participate in thedepartments to participate in the

innovation process through idea-innovation process through idea-

generation contests and incentives.generation contests and incentives.

Marketing employees are also re-Marketing employees are also re-

quired to work in sales regularly toquired to work in sales regularly to
stay in touch with the market andstay in touch with the market and

help identify customer pain points.help identify customer pain points.

The payoff is an innovation processThe payoff is an innovation process

that has that has generated consistgenerated consistent results.ent results.

For instance, one recent productFor instance, one recent product

innovation—a laundry detergentinnovation—a laundry detergent

known as MAS Color “con unknown as MAS Color “con un

Toque de Suavidad” (“with a TouchToque de Suavidad” (“with a Touch

of Softness”)—won the “Best Newof Softness”)—won the “Best New

Product” award in the householdProduct” award in the household

care category in Mexico.care category in Mexico.

Bringing the Capabilities to LifeBringing the Capabilities to Life

No matter which marketing modelNo matter which marketing model

a company selects—and whicha company selects—and which

capabilities a company chooses tocapabilities a company chooses to

emphasize—the CMO must makeemphasize—the CMO must make

certain decisions and adapt certaincertain decisions and adapt certain

aspects of the marketing organiza-aspects of the marketing organiza-

tion to bring the digital model totion to bring the digital model to

life. For example, the CMO mustlife. For example, the CMO must

decide whether the marketing ca-decide whether the marketing ca-

pabilities will be developed inter-pabilities will be developed inter-

nally or outside the company. Ifnally or outside the company. If

the CMO wants the capabilitiesthe CMO wants the capabilities

in-house, the organization will needin-house, the organization will need

to ensure that the right skills, pro-to ensure that the right skills, pro-

cesses, technology, and governancecesses, technology, and governance

are in place, along with metrics toare in place, along with metrics to

measure results. This is hard work,measure results. This is hard work,

and sometimes it’s preferable to le-and sometimes it’s preferable to le-

verage outside partners average outside partners and vendorsnd vendors

as the company stitches together theas the company stitches together the

capabilities needed to support thecapabilities needed to support the

digital marketing model. As partdigital marketing model. As part

of this “stitching-together” process,of this “stitching-together” process,

marketers are redefining how theymarketers are redefining how they
 work  work with with media media partners partners to to cre-cre-

ate and distribute content, as wellate and distribute content, as well

as how they manage social media.as how they manage social media.

CMOs are also learning to workCMOs are also learning to work

more closely with technology pro-more closely with technology pro-

viders to understand better how toviders to understand better how to

leverage technology such as dataleverage technology such as data

analytics, media mix modeling,analytics, media mix modeling,

content management, and customercontent management, and customer

relationshirelationship p management.management.

The CMO must decide howThe CMO must decide how

best to manage these capabili-best to manage these capabili-
ties—centrally within the organiza-ties—centrally within the organiza-

tion or distributed throughout thetion or distributed throughout the

company at the business unit level.company at the business unit level.

The right approach is usually someThe right approach is usually some

combinatiocombination of the n of the two. The centraltwo. The central

function naturally houses the designfunction naturally houses the design

of capabilities, selects and coordi-of capabilities, selects and coordi-

nates with outside vendors, and ad-nates with outside vendors, and ad-

ministers those marketing functionsministers those marketing functions

 with  with particular particular scale scale advantagesadvantages

(e.g., search engine optimization or(e.g., search engine optimization or

social listening). At the same time,social listening). At the same time,certain capabilities need to reside atcertain capabilities need to reside at

the business unit level if they are tothe business unit level if they are to

be incorporated into the daily work-be incorporated into the daily work-

flow of the business units—and theflow of the business units—and the

marketing function overall.marketing function overall.

For example, Procter & Gam-For example, Procter & Gam-

ble invests in scale marketing pro-ble invests in scale marketing pro-

grams through center-led teams.grams through center-led teams.

Some of these scale programs—Some of these scale programs—

such as BrandSaver, e-Store, andsuch as BrandSaver, e-Store, and

Tremor—have their own generalTremor—have their own general

manager and P&Ls. The companymanager and P&Ls. The company

also embeds specialized taalso embeds specialized talent in thelent in the

divisions and customer teams as adivisions and customer teams as a

 way  way to to further further integrate integrate planningplanning

and execution processes. L’Oréal, byand execution processes. L’Oréal, by

comparisoncomparison, takes , takes a more decentral-a more decentral-

ized approach, building capabilitiesized approach, building capabilities

primarily at the level of divisionsprimarily at the level of divisions

and customer teams. The companyand customer teams. The company

is willing to sacrifice scale to pushis willing to sacrifice scale to push

talent closer to its brands, with few-talent closer to its brands, with few-

er capabilities built and governeder capabilities built and governed

centrally. This decentralized struc-centrally. This decentralized struc-

ture is in keeping with the cultureture is in keeping with the culture
of greater competitiveness amongof greater competitiveness among

brand teams at the company.brand teams at the company.

To bring the digital marketingTo bring the digital marketing

model to life, the CMO must alsomodel to life, the CMO must also

think carefully about which be-think carefully about which be-

haviors to encourage and which tohaviors to encourage and which to

discourage—adiscourage—and how to nudgnd how to nudge em-e em-

ployees to adjust their behavior ac-ployees to adjust their behavior ac-

cordinglycordingly. This k. This kind of cultural evo-ind of cultural evo-

lution is not easy and requires thatlution is not easy and requires that

leaders make use of all formal andleaders make use of all formal and

informal organizational levers atinformal organizational levers at
their disposal. Formal levers includetheir disposal. Formal levers include

organizational structure, decisionorganizational structure, decision

rights, discrete career models, andrights, discrete career models, and

financial incentives. Informal leversfinancial incentives. Informal levers

include networks of relationshipsinclude networks of relationships

across organizational boundaries,across organizational boundaries,

shared vision and objectives, indi-shared vision and objectives, indi-

vidual goals, and common sourcesvidual goals, and common sources

of pride.of pride.

Finally, the CMO must decideFinally, the CMO must decide

on a road map and sequencing ofon a road map and sequencing of

efforts. Odds are that some capa-efforts. Odds are that some capa-bilities will take longer to build thanbilities will take longer to build than

others; it’s important to incorporateothers; it’s important to incorporate

this variation into expectations andthis variation into expectations and

create stepping-stones by which thecreate stepping-stones by which the

marketing organization can pursuemarketing organization can pursue

capability goals over the next 12, 24,capability goals over the next 12, 24,

and 36 months.and 36 months.

The Journey Starts NowThe Journey Starts Now

Much of today’s “customer journey”Much of today’s “customer journey”

occurs in the digital realm—a placeoccurs in the digital realm—a place

beyond the direct control of com-beyond the direct control of com-

panies, but highly sensitive to ef-panies, but highly sensitive to ef-

forts to provoke and amplify socialforts to provoke and amplify social

engagement. As a result, marketersengagement. As a result, marketers

need to adopt digital marketingneed to adopt digital marketing
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models to better engage customersmodels to better engage customers

before, during, and after the pur-before, during, and after the pur-

chase. They need to “pull” consum-chase. They need to “pull” consum-

ers into an ongoing conversationers into an ongoing conversation

about the company’s products andabout the company’s products and

services. There is no one right wayservices. There is no one right way

to accomplish this engagement, andto accomplish this engagement, and

there are there are many possible pathways tomany possible pathways to

success. But it’s critical that market-success. But it’s critical that market-
ing organizations begin the digitaling organizations begin the digital

 journey a journey as s soon asoon as s possiblpossible e to to keepkeep

pace with shifting consumer expec-pace with shifting consumer expec-

tations and behaviors.tations and behaviors. ++
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 TECHNOLOGY TECHNOLOGY

by Tim Laseterby Tim Laseter

TT
he developed world standshe developed world stands

at the cusp of a major trans-at the cusp of a major trans-

formation unlike anythingformation unlike anything

experienced since the Gilded Age.experienced since the Gilded Age.That period (the name was coinedThat period (the name was coined

by Mark Twain and his neighborby Mark Twain and his neighbor

Charles Dudley Warner in theirCharles Dudley Warner in their

1873 satire of the times) offered1873 satire of the times) offered

immense economic expansion andimmense economic expansion and

 wealth creatio wealth creation in n in the Uthe United nited States,States,

but it also led to a major disruptionbut it also led to a major disruption

in the occupational mix of the citi-in the occupational mix of the citi-

zenry and an associated set of socialzenry and an associated set of social

upheavals. Entrepreneurs built co-upheavals. Entrepreneurs built co-

lossal businesses while laborers shiflossal businesses while laborers shift-t-

ed from farms to factories.ed from farms to factories.

Erik Brynjolfsson and AndrewErik Brynjolfsson and Andrew

McAfee of MIT have coined a newMcAfee of MIT have coined a new

term for the coming era in the titleterm for the coming era in the title

of their latest book,of their latest book, The SecondThe Second

Machine AgeMachine Age (W.W. Norton, 2014).(W.W. Norton, 2014).

They chronicle the advance ofThey chronicle the advance of

Moore’s law (the seemingly inexora-Moore’s law (the seemingly inexora-

ble doubling of microprocessor pow-ble doubling of microprocessor pow-

er every 1.5 to two years over the laster every 1.5 to two years over the last

half-century) as half-century) as it yields technologi-it yields technologi-cal advances such as autonomouscal advances such as autonomous

cars tcars that easily conquer the comphat easily conquer the complexlex

task of driving.task of driving.

More importantly, the authorsMore importantly, the authors

note that respected scholars as re-note that respected scholars as re-

cently as 2004 had highlightedcently as 2004 had highlighted

driving as an example of a task toodriving as an example of a task too

complicated for computers and in-complicated for computers and in-

herently requiring human capacity.herently requiring human capacity.

Even a casual scan of the traditionalEven a casual scan of the traditional

media uncovers further examples ofmedia uncovers further examples of

this ferocious progress, includingthis ferocious progress, including

robots that can run, developed forrobots that can run, developed for

the military, and a computer pro-the military, and a computer pro-

gram tgram that inferred Newhat inferred Newtonton’’s seconds second

law of motion from the movementlaw of motion from the movement

of a double pendulum—a deviceof a double pendulum—a device

that creates a chaotic pattern to thethat creates a chaotic pattern to the

human eye.human eye.

 Although  Although no no one one can can confi-confi-

dently predict hodently predict how this new w this new age willage will

unfold, most economists take anunfold, most economists take an

optimistic view—they believe thatoptimistic view—they believe that

the positive economic effects willthe positive economic effects will

offset the inevitable disruption ofoffset the inevitable disruption of
employment: Those in traditionalemployment: Those in traditional

blue-collar occupations are facingblue-collar occupations are facing

dislocation as computers take overdislocation as computers take over

 jobs  jobs like truck like truck driving, factory driving, factory work,work,

call center support, and even burgercall center support, and even burger

flippingflipping. But just as our . But just as our rural, agrarural, agrar-r-

ian society eventually settled intoian society eventually settled into

an urban, manufacturing economy,an urban, manufacturing economy,

this disruption will ultimately yieldthis disruption will ultimately yield

a stronger economy and better stan-a stronger economy and better stan-

dard of living.dard of living.

The obvious historical transi-The obvious historical transi-
tion of farm to factory offers hope,tion of farm to factory offers hope,

but it misses a less obvious transfor-but it misses a less obvious transfor-

mation that occurred over the lastmation that occurred over the last

century. A fresh look at the U.S.century. A fresh look at the U.S.

census data reveals that the big shiftcensus data reveals that the big shift

in the 20th century wasn’t all aboutin the 20th century wasn’t all about

labor. In fact, there was a huge shiftlabor. In fact, there was a huge shift

into managerial occupations. Andinto managerial occupations. And

today it’s not just the working classtoday it’s not just the working class

that faces that faces disruptiondisruption, but the mana-, but the mana-

gerial class as well.gerial class as well.

Businesses today are drawingBusinesses today are drawingupon smart machines using statisti-upon smart machines using statisti-

cal models to cull valuable insightscal models to cull valuable insights

from the exabytes of new digital in-from the exabytes of new digital in-

formation created daily. Machinesformation created daily. Machines

such as IBM’ssuch as IBM’s  Jeopardy  Jeopardy -winning-winning

 W Watson are atson are being trained being trained to dispto displacelace

highly trained experts as disparatehighly trained experts as disparate

as medical diagnosticians, financialas medical diagnosticians, financial

advisors, and professional chefs.advisors, and professional chefs.

Smarter machines will reduce theSmarter machines will reduce the

number of traditional managementnumber of traditional management

 jobs in the  jobs in the second machine age second machine age andand

force a change in both the practiceforce a change in both the practice

and philosophy of management forand philosophy of management for

the millennials the millennials poised to become thepoised to become the

next generation of managers.next generation of managers.

Management in theManagement in the
Second Machine AgeSecond Machine Age
Future leaders will succeed by beingFuture leaders will succeed by being
entreprenentrepreneurial and beurial and by rethinking the balancey rethinking the balance
between financial and social goals.between financial and social goals.
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 An  An examination examination of of the the GildedGilded

 Age  Age offers offers two two lessons for lessons for the the com-com-

ing disruption. First, managersing disruption. First, managers

must become entrepreneurial again:must become entrepreneurial again:

Number-crunching computers willNumber-crunching computers will

replace number-crunching manag-replace number-crunching manag-

ers. Second, the new generation ofers. Second, the new generation of

managers must address the socialmanagers must address the social

challenges of the emerging disrup-challenges of the emerging disrup-
tion. Unlike the entrepreneurs of thetion. Unlike the entrepreneurs of the

Gilded Age, they Gilded Age, they should incorporatshould incorporatee

a social mission into their defini-a social mission into their defini-

tion of business success, rather thantion of business success, rather than

making philanthropic gestures fol-making philanthropic gestures fol-

lowing the achievement of success.lowing the achievement of success.

The Rise of the ManagerThe Rise of the Manager

The 1920 census of the U.S. docu-The 1920 census of the U.S. docu-

mented the occupational mix of itsmented the occupational mix of its

41 million working citizens within41 million working citizens within

a hierarchy defined by industry anda hierarchy defined by industry and

role. For example, 12.8 million peo-role. For example, 12.8 million peo-

ple were employed in the “manufac-ple were employed in the “manufac-turing and mechanical industries”turing and mechanical industries”

and nearly 11 million were employedand nearly 11 million were employed

in “agriculture, forestry, and animalin “agriculture, forestry, and animal

husbandry.” Those results alreadyhusbandry.” Those results already

reflected a critical economic transi-reflected a critical economic transi-

tion from the 1910 census. Merely ation from the 1910 census. Merely a

decade earlier, more U.S. workers—decade earlier, more U.S. workers—

12.7 million, representing nearly a12.7 million, representing nearly a

third of the population—had beenthird of the population—had been

employed in agriculture, forestry,employed in agriculture, forestry,

and animal husbandry. But duringand animal husbandry. But during

the second decade of the 20th cen-the second decade of the 20th cen-

tury, manufacturing employmenttury, manufacturing employment

grew 21 percent in the United Statesgrew 21 percent in the United States

 while  while the the more more traditional traditional agricul-agricul-

ture-related segment dropped 13ture-related segment dropped 13

percent. Of course, we all know thatpercent. Of course, we all know that

over the following century U.S. em-over the following century U.S. em-

ployment in manufacturing contin-ployment in manufacturing contin-

ued to grow, then ultimately wanedued to grow, then ultimately waned

as the U.S. economy shifted to ser-as the U.S. economy shifted to ser-

vices in tvices in the 19he 1980s.80s.

That’s the conventional wis-That’s the conventional wis-

dom, but it misses an importantdom, but it misses an important

reality. A look at the latest occu-reality. A look at the latest occu-
pational census data shows a morepational census data shows a more

fundamental shift. The modernfundamental shift. The modern

U.S. economy isn’t based so muchU.S. economy isn’t based so much

onon service service   as it is on  as it is on management management ..

 At  At 38 percent of 38 percent of total employment,total employment,

“management, professional, and re-“management, professional, and re-

lated occupations” was the largestlated occupations” was the largest

occupational employment categoryoccupational employment category

for the 142.5 million people classi-for the 142.5 million people classi-

fied by the 2012 census. Accountingfied by the 2012 census. Accounting

for more than 30 percent of employ-for more than 30 percent of employ-

ment a century ago, the “farming,ment a century ago, the “farming,

fishing, and forestry occupations”fishing, and forestry occupations”

category now accounts for less thancategory now accounts for less than1 percent of employment and is sub-1 percent of employment and is sub-

sumed under the broader categorysumed under the broader category

of “natural resources, construction,of “natural resources, construction,

and maintenance occupations,”and maintenance occupations,”

 which  which in aggregate in aggregate accounts accounts for for onlyonly

9 percent of employment.9 percent of employment.

In fairness, the large manage-In fairness, the large manage-

ment category includes ment category includes professiprofessionalsonals

and those working in finaand those working in financial operncial oper--

ations. The subcategory of “manage-ations. The subcategory of “manage-

rial occupations” totals only 16 mil-rial occupations” totals only 16 mil-

lion people—of which 1.5 millionlion people—of which 1.5 million

are classified as “chief executives.”are classified as “chief executives.”

But let’s put that into perspective:But let’s put that into perspective:

Chief executives now outnumberChief executives now outnumber

the entire U.S. workforce of farmers,the entire U.S. workforce of farmers,

fishermen, and foresters by aboutfishermen, and foresters by about

50 percent.50 percent.

Lessons of the Gilded AgeLessons of the Gilded Age

In the Gilded Age, there really wereIn the Gilded Age, there really were

no professional managers runningno professional managers running

businesses. Instead, entrepreneursbusinesses. Instead, entrepreneurs

 with  with no no formal formal education education in in man-man-

agement used their intuition toagement used their intuition to
build business empires based uponbuild business empires based upon

creative ideas. Consider the case ofcreative ideas. Consider the case of

 Andrew  Andrew Carnegie. Carnegie. Born Born to to a a workwork--

ing-class Scottish family, Carnegieing-class Scottish family, Carnegie

first worked in a Pittsburgh cottonfirst worked in a Pittsburgh cotton

factory—12 hours a day, six days afactory—12 hours a day, six days a

 week,  week, at at age age 13—before 13—before becomingbecoming

a telegraph messenger boy at age 15a telegraph messenger boy at age 15

and eventually a telegraph operatorand eventually a telegraph operator

at age 18. From there, he advancedat age 18. From there, he advanced

through the railroad industry andthrough the railroad industry and

began accumulating wealth throughbegan accumulating wealth through
savvy investing. He turned his at-savvy investing. He turned his at-

tentiotention to the n to the steel industry in steel industry in 18641864

and eventually built a business em-and eventually built a business em-

pire by adoppire by adopting the vating the vastly more effi-stly more effi-

cient Bessemer steel-making processcient Bessemer steel-making process

and vertical integration. By the endand vertical integration. By the end

of the 19th century, the U.S. domi-of the 19th century, the U.S. domi-

nated global steel production andnated global steel production and

Carnegie ran the largest and mostCarnegie ran the largest and most

efficient steel company in efficient steel company in the world.the world.

Carnegie faced a challenge,Carnegie faced a challenge,

however. His empire had scaled be-however. His empire had scaled be-yond his personal capacity to man-yond his personal capacity to man-

age it. U.S. financier John Pierpontage it. U.S. financier John Pierpont

(J.P.) Morgan offered a solution:(J.P.) Morgan offered a solution:

a transfer of power from owner–a transfer of power from owner–

entreprentrepreneurs to eneurs to professioprofessionally nally man-man-

aged, publicly traded companies. Inaged, publicly traded companies. In

1901, Morgan merged Carnegie’s1901, Morgan merged Carnegie’s

steel empire with other players tosteel empire with other players to

form the United States Steel Corpo-form the United States Steel Corpo-

ration. Now the world’s richest man,ration. Now the world’s richest man,

the 66-year-old Carnegie turned histhe 66-year-old Carnegie turned his

attention full-time to philanthropy.attention full-time to philanthropy.

He advocated for, and demonstratedHe advocated for, and demonstrated

by example, “the gospel of wealth,”by example, “the gospel of wealth,”

arguing that the rich had a moralarguing that the rich had a moral

obligation to use their wealth forobligation to use their wealth for

Managers must becomeManagers must become

entrepreneuentrepreneurial rial again: Number-again: Number-

crunching computers will replacecrunching computers will replace

number-crunching managers.number-crunching managers.
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the good of society. Over the coursethe good of society. Over the course

of his lifetime, Carnegie ultimatelyof his lifetime, Carnegie ultimately

gave away US$350 million, partgave away US$350 million, part

of which went to fund more thanof which went to fund more than

2,800 2,800 publipublic libraries.c libraries.

Noticing that a growing num-Noticing that a growing num-

ber of his graduates were enteringber of his graduates were entering

the world of commerce, the presi-the world of commerce, the presi-

dent of Dartmouth College, Wil-dent of Dartmouth College, Wil-
liam Jewett Tucker, approachedliam Jewett Tucker, approached

Dartmouth alumnus Edward TuckDartmouth alumnus Edward Tuck

 with  with the the idea idea of of creating creating the the firstfirst

graduate school in commerce. Tuck,graduate school in commerce. Tuck,

a successful banker, donated severala successful banker, donated several

hundred thousand dollars’ worth ofhundred thousand dollars’ worth of

railroad stock in 1900 to found therailroad stock in 1900 to found the

 Amos  Amos TTuck uck School School in in honohonor r of of hishis

father. In 1908, Harvard inventedfather. In 1908, Harvard invented

the master of business administra-the master of business administra-

tion degree and created the Har-tion degree and created the Har-

vard Graduate School of Businessvard Graduate School of Business
 Administration with a faculty of 1 Administration with a faculty of 15,5,

attracting 80 students.attracting 80 students.

Frederick W. Taylor, the fatherFrederick W. Taylor, the father

of scientific management, played aof scientific management, played a

role at both Tuck and Harvard inrole at both Tuck and Harvard in

their early years. Born to a wealthytheir early years. Born to a wealthy

Quaker family, Taylor decided toQuaker family, Taylor decided to

forgo a planned path from Phil-forgo a planned path from Phil-

lips Exeter Academy to Harvard inlips Exeter Academy to Harvard in

1874 and instead started his career1874 and instead started his career

as a manufacturing laborer. He ad-as a manufacturing laborer. He ad-

vanced through a series of positionsvanced through a series of positions while p while pursuing a ursuing a degree in degree in mechani-mechani-

cal engineering and ultimately be-cal engineering and ultimately be-

came the chief engineer of Midvalecame the chief engineer of Midvale

Steel, a company with only a singleSteel, a company with only a single

plant, but oplant, but one known for an ane known for an analyticnalytic

management style. Taylor appliedmanagement style. Taylor applied

his own analytic skills to definehis own analytic skills to define

the “one right way” to do each andthe “one right way” to do each and

every task, which led to a doublingevery task, which led to a doubling

of worker productivity. In 1890,of worker productivity. In 1890,

he began consulting to show otherhe began consulting to show other

companies how to drive such work-companies how to drive such work-

er productivity. And by 1911, heer productivity. And by 1911, he

had codified his philosophy inhad codified his philosophy in TheThe

Principles of Scientific Management Principles of Scientific Management ..

During his time as a consultant,During his time as a consultant,

Taylor also conducted research atTaylor also conducted research at

Dartmouth and served as a profes-Dartmouth and served as a profes-

sor at the new Tuck School. In ad-sor at the new Tuck School. In ad-

ditiondition, the dean of the new Har, the dean of the new Harvardvard

Business School recruited TaylorBusiness School recruited Taylor

to create a foundational course into create a foundational course in

manufacturing and industrial or-manufacturing and industrial or-

ganization, further establishing theganization, further establishing the

importance of the analyimportance of the analytic apprtic approachoach
to management.to management.

This focus on quantificationThis focus on quantification

provided needed control to the newprovided needed control to the new

empires that had exceeded the man-empires that had exceeded the man-

agerial capacity of their entrepre-agerial capacity of their entrepre-

neurial founders. While successfulneurial founders. While successful

entrepreneurs like Carnegie turnedentrepreneurs like Carnegie turned

their attention to philanthropy, le-their attention to philanthropy, le-

gions of less talented but profession-gions of less talented but profession-

ally trained managers amassed dataally trained managers amassed data

and depended on analysis to makeand depended on analysis to make

up for their lack of creative insight.up for their lack of creative insight.

Their numbers-based, yet simplis-Their numbers-based, yet simplis-

tic, search for “best practices” (totic, search for “best practices” (touse the modern jargon) squeezeduse the modern jargon) squeezed

out creativity and ignored the dis-out creativity and ignored the dis-

ruptive effects that this impersonalruptive effects that this impersonal

mind-set had on laborers. Perhapsmind-set had on laborers. Perhaps

the tranthe transitiosition from owner–entrepre-n from owner–entrepre-

neurs to professional managers wasneurs to professional managers was

inevitable in an era driven by physi-inevitable in an era driven by physi-

cal labor acal labor and scale economies. How-nd scale economies. How-

ever, returning to modern timesever, returning to modern times

and looking ahead, a focus on “theand looking ahead, a focus on “the

numbers” means management willnumbers” means management will

increasingly be subsumed by com-increasingly be subsumed by com-

puters. Future managers will needputers. Future managers will need

to use their creativity to challengeto use their creativity to challenge

the constraints to both commercialthe constraints to both commercial

success and social welfare.success and social welfare.

Creating the FutureCreating the Future

Taylor misused the termTaylor misused the term scientific scientific ,,

and frankly so do many scientistsand frankly so do many scientists

today. They tend to equatetoday. They tend to equate science science   

 with with math math , employing a reduction-, employing a reduction-

ist mind-set that seeks to quantifyist mind-set that seeks to quantify

everything. However, a truly scien-everything. However, a truly scien-

tific method applies a hypothesis-tific method applies a hypothesis-

driven approach designed to elimi-driven approach designed to elimi-
nate flawed theories. No theory cannate flawed theories. No theory can

ever beever be proved  proved  through the scientific through the scientific

method—only tested and disprovedmethod—only tested and disproved

or corroborated. As scientific philos-or corroborated. As scientific philos-

opher Karl Popper famously put it,opher Karl Popper famously put it,

“No matter how many instances of“No matter how many instances of

 white swans  white swans we may have we may have observed,observed,

this does not justify the conclusionthis does not justify the conclusion

that all sthat all swans are white.wans are white.””

Scientists tend to develop theo-Scientists tend to develop theo-

ries that explain how things came tories that explain how things came to

be. For example, they use Darwin’sbe. For example, they use Darwin’s

theory of evolution to explain howtheory of evolution to explain how

people came to cooperate with onepeople came to cooperate with oneanother, and the big bang theoryanother, and the big bang theory

to explain why stars formed in theto explain why stars formed in the

universe. Science also depends onuniverse. Science also depends on

controlled experiments to test theo-controlled experiments to test theo-

ries. For example, a number of ex-ries. For example, a number of ex-

periments over the past 50 yearsperiments over the past 50 years

have provided evidence confirminghave provided evidence confirming

 Albert  Albert Einstein’Einstein’s s general general theory theory ofof

relativity, and recent experimentsrelativity, and recent experiments

at the $9 billion Large Hadronat the $9 billion Large Hadron

Collider in Switzerland have uncov-Collider in Switzerland have uncov-

ered evidence of the existence of theered evidence of the existence of the

Higgs boson, a fundamental particleHiggs boson, a fundamental particle

implied by the standard model ofimplied by the standard model of

quantum physics.quantum physics.

Management, on the other-Management, on the other-

Future managers will need toFuture managers will need to

use their creativity to use their creativity to challengechallengethe constraints to both commercialthe constraints to both commercial

success and social welfare.success and social welfare.
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driven approach will not face ex-driven approach will not face ex-

tinction but will instead create thetinction but will instead create the

future.future.

Breaking ConstraintsBreaking Constraints

Consider the case of Taiichi Ohno,Consider the case of Taiichi Ohno,

the father of the Toyota produc-the father of the Toyota produc-

tion system. He didn’t infer his newtion system. He didn’t infer his new

paradigm from a big data analysis ofparadigm from a big data analysis of
historical patterns. He drew uponhistorical patterns. He drew upon

an analogy—the U.S. supermar-an analogy—the U.S. supermar-

ket—to inform his intuition thatket—to inform his intuition that

the current system of “pushing” au-the current system of “pushing” au-

tomobtomobiles tiles through mahrough mass productionss production

imposed inefficiencies that could beimposed inefficiencies that could be

eliminated through a “pull system”eliminated through a “pull system”

producproducing cars ing cars in lot sizes of one.in lot sizes of one.

In fact, analysis would haveIn fact, analysis would have

suggested his paradigm was im-suggested his paradigm was im-

possible. Optimal lot sizes werepossible. Optimal lot sizes were

defined by the changeover time ofdefined by the changeover time of
equipmeequipment, making nt, making a lot size of a lot size of oneone

infeasible because the huge pressesinfeasible because the huge presses

in automotive manufacturing re-in automotive manufacturing re-

quired 12-hour changeovers.quired 12-hour changeovers.

Undeterred, Ohno sent his topUndeterred, Ohno sent his top

industrial engineer, Shigeo Shingo,industrial engineer, Shigeo Shingo,

to benchmark the best in tto benchmark the best in the world.he world.

Shingo learned that Volkswagen setShingo learned that Volkswagen set

the benchmark at six hours, but bythe benchmark at six hours, but by

incorporating other observations heincorporating other observations he

managed to reduce Toyota’s pressmanaged to reduce Toyota’s press

changeover time by 67 percent tochangeover time by 67 percent to

four hours. Unimpressed, Ohnofour hours. Unimpressed, Ohno

pushed Shingo to make changeoverspushed Shingo to make changeovers

in less thain less than 10 minutes, not becausen 10 minutes, not because

he had data to justify such a targethe had data to justify such a target

but because the approach he envi-but because the approach he envi-

sioned, which would become leansioned, which would become lean

manufacturing, demanded it.manufacturing, demanded it.

That extreme target forcedThat extreme target forced

Shingo to fundamentally rethinkShingo to fundamentally rethink

the production process, and by do-the production process, and by do-

ing so he broke the key constrainting so he broke the key constraint

to achieving Ohno’s vision. Today,to achieving Ohno’s vision. Today,

manufacturing managers routinelymanufacturing managers routinely

dismiss the simplistic notions ofdismiss the simplistic notions of

“mass production,” and the world“mass production,” and the world
benefits from higher quality at low-benefits from higher quality at low-

er cost, thanks to the creativity ofer cost, thanks to the creativity of

Ohno and Shingo.Ohno and Shingo.

More recently, Blake MycoskieMore recently, Blake Mycoskie

of Toms Shoes sought to break theof Toms Shoes sought to break the

traditional constraint of Carne-traditional constraint of Carne-

gie’s gospel of wealth. Rather thangie’s gospel of wealth. Rather than

turning to philanthropy only afterturning to philanthropy only after

achieving financial success, My-achieving financial success, My-

coskie integrated it into his entre-coskie integrated it into his entre-

preneurial business model. Duringpreneurial business model. During

a vacation in Argentina in 2006,a vacation in Argentina in 2006,
he noticed a local style of canvashe noticed a local style of canvas

slip-ons calledslip-ons called alpargatas alpargatas , which he, which he

began to wear. During that samebegan to wear. During that same

trip, he spent time with a nonprofittrip, he spent time with a nonprofit

organization helping poor childrenorganization helping poor children

in the outskirts of Buenos Airesin the outskirts of Buenos Aires

 who  who often often went went barefoot. barefoot. IntegratIntegrat--

ing the two ideas, he formed Tomsing the two ideas, he formed Toms

Shoes as a for-profit social enterpriseShoes as a for-profit social enterprise

designed to both make money anddesigned to both make money and

do good. Marketing the Argentine-do good. Marketing the Argentine-

inspired shoes to U.S. consumersinspired shoes to U.S. consumers

on a “one-for-one” basis, he soldon a “one-for-one” basis, he sold

10,000 pairs in six months and10,000 pairs in six months and

then distributed 10,000 free pairsthen distributed 10,000 free pairs

to Argentine children in need. Into Argentine children in need. In

2012011, T1, Toms eoms expanded xpanded its one-for-oneits one-for-one

business model to eyeglasses. And itbusiness model to eyeglasses. And it

hand, doesn’t spend a lot of timehand, doesn’t spend a lot of time

 worrying  worrying about about how how things things camecame

to be and doesn’t have the luxuryto be and doesn’t have the luxury

of performing controlled experi-of performing controlled experi-

ments. A business strategy offers thements. A business strategy offers the

managerial equivalent of a scientificmanagerial equivalent of a scientific

theory. Managers need to developtheory. Managers need to develop

hypotheses of what will work inhypotheses of what will work in

the future in order to set the com-the future in order to set the com-
pany’s current strategic direction.pany’s current strategic direction.

Instead of simply testing hypoth-Instead of simply testing hypoth-

eses, management must create theeses, management must create the

future. The future can’t be createdfuture. The future can’t be created

(or even uncovered) by simply exam-(or even uncovered) by simply exam-

ining the past, even with the massiveining the past, even with the massive

computer power employed in “bigcomputer power employed in “big

data” analyses. The strategic an-data” analyses. The strategic an-

swer can’t be found in the numbers,swer can’t be found in the numbers,

not even in that central tool of thenot even in that central tool of the

MBA: the net present value calcu-MBA: the net present value calcu-

lation. At the same time, managerslation. At the same time, managers
can’t run a company based on a setcan’t run a company based on a set

of untested hypotheses: The rightof untested hypotheses: The right

business strategy requires creativitybusiness strategy requires creativity

and analysis.and analysis.

The best managers use theirThe best managers use their

intuition to form hypotheses basedintuition to form hypotheses based

on a belief about why somethingon a belief about why something

occurs, not just based on data dem-occurs, not just based on data dem-

onstrating correlation. We uncoveronstrating correlation. We uncover

novel patterns by hypothesizing novel patterns by hypothesizing rootroot

causes, effectively tapping strategiccauses, effectively tapping strategic

models to explain why a particularmodels to explain why a particularpattern might emerge. Those strate-pattern might emerge. Those strate-

gies need to be explicitly articulatedgies need to be explicitly articulated

and tested before pursuing action.and tested before pursuing action.

 As  As social social psycholopsychologist gist Kurt Kurt LewinLewin

proclaimed, “There’s nothing soproclaimed, “There’s nothing so

practical as a good theory.” Com-practical as a good theory.” Com-

puters can analyze massive quanti-puters can analyze massive quanti-

ties of data and discover patternsties of data and discover patterns

by drawing on inferential statistics.by drawing on inferential statistics.

But even big data computers don’tBut even big data computers don’t

form the hypotheses needed to de-form the hypotheses needed to de-

velop new strategies designed tovelop new strategies designed to

break existing constraints and createbreak existing constraints and create

new business models. Accordingly,new business models. Accordingly,

managers who seek to break con-managers who seek to break con-

straints and embrace a hypothesis-straints and embrace a hypothesis-

Management doesn’t spend a lotManagement doesn’t spend a lot

of time worrof time worrying about how thingsying about how things

came to be and doesn’t have thecame to be and doesn’t have the

luxury of performing experiments.luxury of performing experiments.
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recently announced plans to launch arecently announced plans to launch a

coffee business that will donate cleancoffee business that will donate clean

 water  water to to the the poor poor in in coffee-grow-coffee-grow-

ing regions in South America anding regions in South America and

 Africa. Though n Africa. Though not yot yet 40 et 40 years olyears old,d,

Mycoskie has reportedly amassedMycoskie has reportedly amassed

a multimillion-dollar level of per-a multimillion-dollar level of per-

sonal wealth while his companysonal wealth while his company

has given away more than 1 mhas given away more than 1 millionillion
pairs of shoes.pairs of shoes.

Lean StartupsLean Startups

I won’t attempt to predict the fu-I won’t attempt to predict the fu-

ture, but I have little doubt that tture, but I have little doubt that thehe

future will bring dramatic change.future will bring dramatic change.

Change is the only constant. TheChange is the only constant. The

millennials, who are now reachingmillennials, who are now reaching

adulthood, grew up in the digitaladulthood, grew up in the digital

age and are already suffering someage and are already suffering some

of its effects. Despite being wellof its effects. Despite being well

educated, this group faces high un-educated, this group faces high un-

employment, massive student debt,employment, massive student debt,

and a less rosy economic future thanand a less rosy economic future thaneither of the previous two genera-either of the previous two genera-

tions. Yet according to a recent Pewtions. Yet according to a recent Pew

survey, although millennials are lesssurvey, although millennials are less

trusting of other people in general,trusting of other people in general,

they have great confidence that thethey have great confidence that the

future will be better than the past.future will be better than the past.

I see positive signs that thisI see positive signs that this

new generation is embracing thenew generation is embracing the

hypothesis-driven approach in orderhypothesis-driven approach in order

to break constraints and build newto break constraints and build new

business models. The “lean startup”business models. The “lean startup”

movemenmovement, spawned ft, spawned from the entre-rom the entre-

preneurial culture of Silicon Valley,preneurial culture of Silicon Valley,

argues that initially, all an entrepre-argues that initially, all an entrepre-

neur has is a set of untested hypoth-neur has is a set of untested hypoth-

eses. The entrepreneur’s goal shouldeses. The entrepreneur’s goal should

be to produce the minimum viablebe to produce the minimum viable

product to test those hypothesesproduct to test those hypotheses

 with  with real real customers. customers. The The businessbusiness

models change on the basis of cus-models change on the basis of cus-

tomer feedback. The company piv-tomer feedback. The company piv-

ots to a different strategy if cuots to a different strategy if customerstomer

feedback proves that the currentfeedback proves that the current

strategy is fundamentally flawed,strategy is fundamentally flawed,

or if better ones present themselves.or if better ones present themselves.
For example, PayPal started out asFor example, PayPal started out as

a way to process payments betweena way to process payments between

Palm Pilot users. But cofounderPalm Pilot users. But cofounder

Peter Thiel saw a bigger opportu-Peter Thiel saw a bigger opportu-

nity in parnity in partnering with eBay (whichtnering with eBay (which

acquired PayPal for $1.5 billion).acquired PayPal for $1.5 billion).

 While  While still still supporting supporting eBay eBay trans-trans-

actions, PayPal positioned itself asactions, PayPal positioned itself as

a broader payment processing busi-a broader payment processing busi-

ness with major growth in mobile,ness with major growth in mobile,

a technology not imagined at thea technology not imagined at the

company’s founding.company’s founding.

The lean starThe lean startup movementup movement hast has

also taken root among social enter-also taken root among social enter-prises seeking young managementprises seeking young management

talent. Consider the annual compe-talent. Consider the annual compe-

tition for the Hult Prize, initiated intition for the Hult Prize, initiated in

2012010 by the Hult Internat0 by the Hult International Busi-ional Busi-

ness School, which has campuses inness School, which has campuses in

Boston, Dubai, London, San Fran-Boston, Dubai, London, San Fran-

cisco, and Shanghai. The first com-cisco, and Shanghai. The first com-

petition challenged more than 300petition challenged more than 300

business school students to developbusiness school students to develop

business models in support of thebusiness models in support of the

“One Laptop per Child” nonprofit.“One Laptop per Child” nonprofit.

The 2014 Hult Prize sought busi-The 2014 Hult Prize sought busi-

ness plans for social enterprises toness plans for social enterprises to

reduce chronic illnesses among thereduce chronic illnesses among the

urban poor worldwide. It attractedurban poor worldwide. It attracted

more than 10,000 applicants whomore than 10,000 applicants who

competed in teams for six regionalcompeted in teams for six regional

prizes of $50,000, and a $1 millionprizes of $50,000, and a $1 million

grand prize of seed funding for thegrand prize of seed funding for the

 winning propos winning proposed social ented social enterprise.erprise.

The millennials have grown upThe millennials have grown up

in the earliest days of the secin the earliest days of the second ma-ond ma-

chine age. Although they are awarechine age. Although they are aware

of the massive quantity of informa-of the massive quantity of informa-

tion now available, they understandtion now available, they understand
that new that new business models aren’t dis-business models aren’t dis-

covered through a historical poolcovered through a historical pool

of big data but are instead inventedof big data but are instead invented

through a process of managementthrough a process of management

that starts with hypotheses, whichthat starts with hypotheses, which

are tested with data. Big data willare tested with data. Big data will

allow them to test far allow them to test far more hypoth-more hypoth-

eses, faeses, far more cheaplyr more cheaply. But data—or. But data—or

the machines that collect it—won’tthe machines that collect it—won’t

in itself create the innovative busi-in itself create the innovative busi-

ness models of the future, especiallyness models of the future, especially

those that seek to balance commer-those that seek to balance commer-
cial and social goals.cial and social goals.

Most of my students possessMost of my students possess

a broad world view and exudea broad world view and exude

both creativity and passion. Hav-both creativity and passion. Hav-

ing taught these bright minds overing taught these bright minds over

the past decade, I have developedthe past decade, I have developed

both hope for and faith in theirboth hope for and faith in their

future as managers. And I believefuture as managers. And I believe

they will embrace this sentiment:they will embrace this sentiment:

“The best way to predict the future“The best way to predict the future

is to create it.”is to create it.” ++

Reprint No. 00252Reprint No. 00252

Tim LaseterTim Laseter

lasetert@darden.virginia.edulasetert@darden.virginia.edu

is a senior executive advisor for Strategy&is a senior executive advisor for Strategy&
and a professor of practice at the Univer-and a professor of practice at the Univer-
sity of Virginia’s Darden School. The authorsity of Virginia’s Darden School. The author
or coauthor of four books, includingor coauthor of four books, including TheThe

Portable MBAPortable MBA (Wiley, 2010) and (Wiley, 2010) and StrategicStrategic

Product CreationProduct Creation (McGraw-Hill, 2007), he(McGraw-Hill, 2007), he
draws upon decades of experience in busi-draws upon decades of experience in busi-
ness strategy and academia to serve as aness strategy and academia to serve as a
contributing editor ofcontributing editor of strategy+businessstrategy+business..

New models aren’t discoveredNew models aren’t discovered
through big data but are inventedthrough big data but are invented

through a process of managementthrough a process of management
that starts with hypotheses.that starts with hypotheses.

For more on the evolution ofFor more on the evolution of

management, see “The Livesmanagement, see “The Lives

and Times of the CEO,” page 48.and Times of the CEO,” page 48.
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HOW WOMENHOW WOMEN
LEADERS HAVELEADERS HAVE
TRANSFORMEDTRANSFORMED
MANAGEMENTMANAGEMENT
“Emergent” leadership—“Emergent” leadership—
inclusive, collaborative,inclusive, collaborative,

and based onand based on
performance insteadperformance instead
of formal titles—alignsof formal titles—aligns
with the skills thatwith the skills that
female executives bringfemale executives bring
to the C-suite.to the C-suite.

SALLYSALLY
HELGESENHELGESEN

TheThe Freaky FridayFreaky Friday
ManagementManagement
TechniqueTechnique
InIn The Hard Thing aboutThe Hard Thing about

Hard ThingsHard Things, VC Ben, VC Ben

Horowitz offers a creativeHorowitz offers a creative

solution for resolvingsolution for resolving

conflict amongconflict among

organizational silos.organizational silos.

THEODORETHEODORE
KINNIKINNI

WOULD YOURWOULD YOUR

EMPLOYEES WORKEMPLOYEES WORK

FOR FREE?FOR FREE?
Leaders whoLeaders who
manage volunteermanage volunteer
workforces haveworkforces have
much to teachmuch to teach
leaders who manageleaders who manage
employees.employees.

HOW “BUNDLES” AREHOW “BUNDLES” ARE
TRANSFORMING HEALTHCARETRANSFORMING HEALTHCARE
A somewhat radical proposal:A somewhat radical proposal:
all-inclusive treatment for aall-inclusive treatment for a
specific condition or procedure,specific condition or procedure,
at a preset price.at a preset price.

New postsNew posts

daily ondaily on
 s+b s+b Blogs Blogs

VisitVisit strategy-business.com/sb-blogsstrategy-business.com/sb-blogs for for

your index to the best thinking in businessyour index to the best thinking in business

BEST OF MULTIMEDIA:BEST OF MULTIMEDIA:
WHEN DISASTER STRIKES,WHEN DISASTER STRIKES,

WE TUNE INWE TUNE IN

CATASTROPHES BRING OUTCATASTROPHES BRING OUT
THE TRUE NATURE OF ATHE TRUE NATURE OF A
LEADER’S INNATE CAPACITYLEADER’S INNATE CAPACITY
TO DO THE RIGHT THING.TO DO THE RIGHT THING.

Fourteen InterviewFourteen Interview
Questions to HelpQuestions to Help
You Hire YourYou Hire Your
Next InnovatorNext Innovator
Find oFind out before it’ut before it’s toos too

late if you’re recruiting alate if you’re recruiting a
trailblazer trailblazer or an or an imposterimposter..

LISALISA
BODELLBODELL

SUSANSUSAN
CRAMMCRAMM

The ReverseThe Reverse

Innovation ParadoxInnovation Paradox

Business experts sayBusiness experts say

a wealth of new productsa wealth of new products
and ideas will flow fromand ideas will flow from

emerging economies toemerging economies to

developed markets—butdeveloped markets—but

real-world examples arereal-world examples are

hard to find.hard to find.
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 STRATEGY & LEADERSHIP STRATEGY & LEADERSHIP

by Dennis Nallyby Dennis Nally

AA
s the global economic re-s the global economic re-

covery gathers covery gathers momenmomentum,tum,

optimism among CEOs isoptimism among CEOs is

increasing. The postrecession periodincreasing. The postrecession period

challenged many companies, andchallenged many companies, and

their chief executives focused theirtheir chief executives focused their

attention on survival. But they areattention on survival. But they are

now switching into growth mode.now switching into growth mode.
This drive for growth is shaped byThis drive for growth is shaped by

fundamental external forces that arefundamental external forces that are

transforming business transforming business and society.and society.

The world in which we live andThe world in which we live and

 work  work is being ris being redefined by fivedefined by five glob-e glob-

al trends: technological advances,al trends: technological advances,

demographic changes, global eco-demographic changes, global eco-

nomic shifts, urbanization, and re-nomic shifts, urbanization, and re-

source scarcity and climate change.source scarcity and climate change.

These trends have far-reaching andThese trends have far-reaching and

often interrelated effects on soci-often interrelated effects on soci-

ety. For example, the migration ofety. For example, the migration of

spending power to emerging mar-spending power to emerging mar-

kets, along with explosive popula-kets, along with explosive popula-

tion growth in some countries, willtion growth in some countries, will

result in a billion people being bet-result in a billion people being bet-

ter off than they are now. The sameter off than they are now. The same

developments, however, could exac-developments, however, could exac-

erbate unemploymeerbate unemployment, social nt, social unrest,unrest,

and resource shortages.and resource shortages.

The impact of these trends isThe impact of these trends is

radically changing society’s expec-radically changing society’s expec-

tations of business. And the extenttations of business. And the extent

to which a business behaves in lineto which a business behaves in line

 with  with these these expectations expectations determinesdetermines

how trustworthy it is perceivedhow trustworthy it is perceivedto be. Trust is pivotal because itto be. Trust is pivotal because it

is the basis of every human rela-is the basis of every human rela-

tionship, every transaction, and ev-tionship, every transaction, and ev-

ery market. Trustworthiness is theery market. Trustworthiness is the

foundation of a business’s “license tofoundation of a business’s “license to

operate” in any region or industry.operate” in any region or industry.

 All  All of of this this is is causing causing chief chief ex-ex-

ecutives to think strategically aboutecutives to think strategically about

international business ethics—spe-international business ethics—spe-

cifically, how trustworthy their com-cifically, how trustworthy their com-

panies need to be. To generate thatpanies need to be. To generate that

trust, CEOs are not just interestedtrust, CEOs are not just interested

in growth for their enterprises. Theyin growth for their enterprises. They

 want to  want to attain attain “good growth”: rea“good growth”: real,l,

inclusive, responsible, and lastinginclusive, responsible, and lasting

growth. And they want their com-growth. And they want their com-

panies to contribute to good growthpanies to contribute to good growth

in every country where they operate.in every country where they operate.

“Short-termism, despite how“Short-termism, despite how

tempting it might be to certain in-tempting it might be to certain in-

dustries, doesn’t work,” said Badrdustries, doesn’t work,” said Badr

 Jafar,  Jafar, managing director managing director of of the Cthe Cres-res-

cent Group, an oil and gas producercent Group, an oil and gas producer

based in the United Arab Emirates.based in the United Arab Emirates.

“To stand a chance of ensuring pros-“To stand a chance of ensuring pros-
perity for their companies, businessperity for their companies, business

leaders today have to think moreleaders today have to think more

broadly, beyond profits and the bot-broadly, beyond profits and the bot-

tom line. They have to move towardtom line. They have to move toward

triple-bottom-line thinking: howtriple-bottom-line thinking: how

their business is affecting not justtheir business is affecting not just

profits, but also the people (the so-profits, but also the people (the so-

cial impact) and the planet.”cial impact) and the planet.”

 At  At PwC, we PwC, we have have found found that that oneone

of the ways businesses can generateof the ways businesses can generate

trust is by focusing on behaviors thattrust is by focusing on behaviors that

reflect a socially centered corporatereflect a socially centered corporate
purpose. This is purpose. This is becoming a prioritybecoming a priority

for an increasing number of CEOs.for an increasing number of CEOs.

That is evidenced in the findingsThat is evidenced in the findings

from PwC’s 17th Annual Globalfrom PwC’s 17th Annual Global

CEO Survey. Published in Janu-CEO Survey. Published in Janu-

ary 2014, the survey consolidatesary 2014, the survey consolidates

the views of more than 1,300 chiefthe views of more than 1,300 chief

executives in 68 countries across aexecutives in 68 countries across a

range of industries. We asked theserange of industries. We asked these

top business leaders to share theirtop business leaders to share their

views on the global economy, theirviews on the global economy, their

opinions of the trends that are re-opinions of the trends that are re-shaping business, and their plans shaping business, and their plans forfor

their companies’ future.their companies’ future.

The problems that businessesThe problems that businesses

have with trust today can be tracedhave with trust today can be traced

back a few decades. Lapses in cor-back a few decades. Lapses in cor-

porate behavior since the 1980s haveporate behavior since the 1980s have

damaged the way people feel aboutdamaged the way people feel about

business, to the point where it affectsbusiness, to the point where it affects

the choices customers make. A num-the choices customers make. A num-

ber of corporate leaders have beenber of corporate leaders have been

 working t working to address this “trust gapo address this “trust gap..””

 At on At one level, e level, their efforts appeartheir efforts appear

to be bearing fruit. The CEO sur-to be bearing fruit. The CEO sur-

vey found that more chief evey found that more chief executivesxecutives

believe trust levels have improvedbelieve trust levels have improved

during the last five years, at leastduring the last five years, at least

The Trust AgendaThe Trust Agenda
CEOs are increasingly seeking “good growth,”CEOs are increasingly seeking “good growth,”

aligned with business ethics and sustainability.aligned with business ethics and sustainability.

4444

   I   I   l   l
   l   l
  u  u
  s  s
   t   t
  r  r
  a  a
   t   t
   i   i  o  o
  n  n
     b   b

  y  y

   L   L
  a  a
  r  r
  s  s

   L   L
  e  e
  e  e
   t   t
  a  a
  r  r
  u  u

 e e
 s  s 
 s  s 
 a a
   y    y 

 s  s 
t  t  
r r 
 a a
t  t  
 e e
 g g
 y  y 
 & &
  l  l   e e
 a a
 d  d 
 e e
r r 
 s  s 
h h 
i  i   p p



  

 within their own  within their own industry, than be-industry, than be-

lieve they have deteriorated. Theselieve they have deteriorated. These

perceptions are borne out by publicperceptions are borne out by public

opinion. Findings from the 2014opinion. Findings from the 2014

Edelman Trust Barometer, a surveyEdelman Trust Barometer, a survey

of the general public in 27 countriesof the general public in 27 countries

conducted by the public relationsconducted by the public relations

firm, also show a steady rise in trust.firm, also show a steady rise in trust.

Fifty-eight percent of respondentsFifty-eight percent of respondents
expressed their trust in business,expressed their trust in business,

compared with 50 percent in compared with 50 percent in 2009.2009.

Despite this iDespite this improvement, how-mprovement, how-

ever, the lack of trust in businessever, the lack of trust in business

is still a major concern for CEOs.is still a major concern for CEOs.

Half of the PwC survey respon-Half of the PwC survey respon-

dents identified this lack of trust asdents identified this lack of trust as

a threat to their growth prospects.a threat to their growth prospects.

This number is up sharply from theThis number is up sharply from the

37 percent who cited concerns about37 percent who cited concerns about

trust in trust in the 2013 survey.the 2013 survey.

HowHow, then, can , then, can trust in trust in businessbusiness
be built? Results from the study sug-be built? Results from the study sug-

gest that there are three key strate-gest that there are three key strate-

gic priorities for many CEOs today.gic priorities for many CEOs today.

First, they recognize the role thatFirst, they recognize the role that

the “right” corporate behaviors playthe “right” corporate behaviors play

in creating value for a wider rangein creating value for a wider range

of stakeholders—and they are mea-of stakeholders—and they are mea-

suring the impact of these suring the impact of these behaviorsbehaviors

on the world around them. Second,on the world around them. Second,

they are developing and articulatingthey are developing and articulating

a corporate purpose that takes theira corporate purpose that takes their

total contribution to society intototal contribution to society into
account. Finally, they are collabo-account. Finally, they are collabo-

rating with governments to driverating with governments to drive

growth that benefits citizens.growth that benefits citizens.

Generating Trust from WithinGenerating Trust from Within

CEOs and boards often thinCEOs and boards often think aboutk about

trust as something that is createdtrust as something that is created

through long-term value. Indeed,through long-term value. Indeed,

companies can tap into a virtuouscompanies can tap into a virtuous

circle whereby increasing trust leadscircle whereby increasing trust leads

to larger markets to larger markets and more econom-and more econom-

ic value creation, which then gen-ic value creation, which then gen-

erates more trust, and so on. Thaterates more trust, and so on. That

cycle begins only when businesscycle begins only when business

is trusted. The emphasis thereforeis trusted. The emphasis therefore

needs to be on values rather thanneeds to be on values rather than

value. The route to trust lies in see-value. The route to trust lies in see-

ing value creation not as an activitying value creation not as an activity

in itself, but as an outcome of behav-in itself, but as an outcome of behav-

iors that authentically reflect a com-iors that authentically reflect a com-

pany’s core values.pany’s core values.

“Building trust among custom-“Building trust among custom-

ers and other stakeholders dependsers and other stakeholders depends

on the business practices and ethicson the business practices and ethics

you follow while dealing with them.you follow while dealing with them.
These can raThese can range from how you connge from how you con--

duct your business every duct your business every dayday, to what, to what

role you play as a good corporaterole you play as a good corporate

citizen, to being a good employer,”citizen, to being a good employer,”

said Chanda Kochhar, managingsaid Chanda Kochhar, managing

director and CEO of ICICI Bankdirector and CEO of ICICI Bank

Ltd., based in India. “Today we areLtd., based in India. “Today we are

in a rapidly changing and evolvingin a rapidly changing and evolving

business environment; indeed, so-business environment; indeed, so-

ciety itself is evolving and chang-ciety itself is evolving and chang-

ing continuously. This means thating continuously. This means that

stakeholder expectations are alsostakeholder expectations are also
dynamic, and increasing over time.dynamic, and increasing over time.

Organizations need to be able toOrganizations need to be able to

adapt quickly to these changes andadapt quickly to these changes and

understand the evolving staunderstand the evolving stakeholdkeholderer

expectations, in order to maintainexpectations, in order to maintain

and enhance tand enhance trust.”rust.”

Gaining trust from society atGaining trust from society at

large also requires understandinglarge also requires understanding

 what  what value value means means to to a a wider wider rangerange

of stakeholders than many com-of stakeholders than many com-

panies are used to—including notpanies are used to—including not

 just  just shareholdersshareholders, , but but customers,customers,
employees, local community mem-employees, local community mem-

bers, government officials, and oth-bers, government officials, and oth-

ers. Each of these ers. Each of these stakeholder groustakeholder groupsps

expects a great deal from businesses,expects a great deal from businesses,

and their expectations continuallyand their expectations continually

change. Each region and industry ischange. Each region and industry is

different, and different groups candifferent, and different groups can

have different expectations. In thehave different expectations. In the

Internet- and social media–enabledInternet- and social media–enabled

goldfish bowl where companies goldfish bowl where companies nownow

operate, these stakeholders makeoperate, these stakeholders make

their voices heard, and the CEOstheir voices heard, and the CEOs

 we  we surveyed surveyed are are listening listening to to them.them.

They are also looking to put whatThey are also looking to put what

they hear into effect, in concrete andthey hear into effect, in concrete and

measurable terms.measurable terms.

One way to do this is by profil-One way to do this is by profil-

ing trust. This is a ing trust. This is a way of evaluatingway of evaluating

how trustworthy the organizationhow trustworthy the organization

is considered to be by each stake-is considered to be by each stake-

holder group. A company can de-holder group. A company can de-

termine its own unique trust profile,termine its own unique trust profile,

taking into consideration its pur-taking into consideration its pur-

pose, vision, mission, and values.pose, vision, mission, and values.

Specific trust drivers, such Specific trust drivers, such as report-as report-
ing practices, sustainability efforts,ing practices, sustainability efforts,

and governance structures, can beand governance structures, can be

identified and analyzed accordingidentified and analyzed according

to the effects they have on the trustto the effects they have on the trust

profile. The company can use thisprofile. The company can use this

information to shape its behaviorsinformation to shape its behaviors

and culture to achieve its goals.and culture to achieve its goals.

CEOs are also looking to mea-CEOs are also looking to mea-

sure and report on the impact ofsure and report on the impact of

their actions on different stakehold-their actions on different stakehold-

ers. They no longer want to delegateers. They no longer want to delegate

their corporate social responsibilitytheir corporate social responsibility
efforts to a dedicated silo; rather,efforts to a dedicated silo; rather,

they want to embed responsiblethey want to embed responsible

business practices into the heart ofbusiness practices into the heart of

their strategy. This involves quan-their strategy. This involves quan-

titatively measuring (and reportingtitatively measuring (and reporting

on) a company’s total impact acrosson) a company’s total impact across

social, environmental, fiscal, andsocial, environmental, fiscal, and

economic dimensieconomic dimensions. There is raons. There is rare-re-

ly a clear-cut choice between ly a clear-cut choice between “good”“good”

and “bad” actions when it comes toand “bad” actions when it comes to

sustainable business practices, and asustainable business practices, and a

total impact measurement and man-total impact measurement and man-
agement (TIMM) approach allowsagement (TIMM) approach allows

company leaders to weigh the con-company leaders to weigh the con-

sequences of business decisions forsequences of business decisions for

all stakeholder groups and analyzeall stakeholder groups and analyze

trade-offs trade-offs more robustlymore robustly..

“Our annual reporting is no“Our annual reporting is no

longer limited to just financial re-longer limited to just financial re-

porting,” said Brian Molefe, groupporting,” said Brian Molefe, group

chief executive of Transnet SOCchief executive of Transnet SOC

Ltd., based in South Africa, “butLtd., based in South Africa, “but

also extends to talso extends to the triple bottohe triple bottom linem line

for our impact on the environment,for our impact on the environment,

our impact on society, and our im-our impact on society, and our im-

pact on pact on the ethe economyconomy.”.”

Consider, for example, howConsider, for example, how

TIMM data can affect real-worldTIMM data can affect real-world
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decisions for a beer company with adecisions for a beer company with a

brewery in Africa that must choosebrewery in Africa that must choose

between importing barley andbetween importing barley and

growing the crop locally. By quan-growing the crop locally. By quan-

tifying the social, environmental,tifying the social, environmental,

and financial effects for each op-and financial effects for each op-

tion, the company can see that im-tion, the company can see that im-

porting uses porting uses less water but producesless water but produces

higher emissions, while growing lo-higher emissions, while growing lo-
cally uses more water but producescally uses more water but produces

lower emissions and benefits com-lower emissions and benefits com-

munities in areas such as jobs andmunities in areas such as jobs and

health. When the options are com-health. When the options are com-

pared across different dimensionspared across different dimensions

so the trade-offs are easy to see,so the trade-offs are easy to see,

management is more likely to havemanagement is more likely to have

conversations with the right peopleconversations with the right people

and reach an optimal decision. (Toand reach an optimal decision. (To

further explore the trade-offs facedfurther explore the trade-offs faced

by the brewer, see the PwC TIMMby the brewer, see the PwC TIMM

interactive framework at pwc.com/interactive framework at pwc.com/
TIMMinteractive.)TIMMinteractive.)

The regular use of metrics likeThe regular use of metrics like

the TIMM system requires a sig-the TIMM system requires a sig-

nificant shift nificant shift in data-gathering prac-in data-gathering prac-

tices and in the mtices and in the mind-set of the lead-ind-set of the lead-

ers using that data. Companies thaters using that data. Companies that

track their activity this way, usingtrack their activity this way, using

both financial and nonfinancial in-both financial and nonfinancial in-

formation to drive their strategic de-formation to drive their strategic de-

cisions, are already gaining benefits.cisions, are already gaining benefits.

For example, the German ath-For example, the German ath-

letic shoe and apparel manufacturerletic shoe and apparel manufacturer
Puma SE adopted an Puma SE adopted an environmenenvironmentaltal

profit and loss account in 2011. In-profit and loss account in 2011. In-

corporating such measures as carboncorporating such measures as carbon

emissions, materials density, and en-emissions, materials density, and en-

ergy use, the company found thatergy use, the company found that

only 6 percent of its environmentalonly 6 percent of its environmental

impact was related to the head of-impact was related to the head of-

fice, and 94 percent was driven byfice, and 94 percent was driven by

its supply chain. This knowledge,its supply chain. This knowledge,

once applied to particular once applied to particular products,products,

enabled Puma to create its InCycleenabled Puma to create its InCycle

shoe, with an shoe, with an environmenenvironmental impacttal impact

rating about 30 percent lower thanrating about 30 percent lower than

that of its conventional footgear.that of its conventional footgear.

PwC’s CEO survey showedPwC’s CEO survey showed

that CEOs are aware of the need forthat CEOs are aware of the need for

values-based behavior and the needvalues-based behavior and the need

to assess value in all its forms, finan-to assess value in all its forms, finan-

cial and nonfinancial. For example,cial and nonfinancial. For example,

more than 70 percent of respondentsmore than 70 percent of respondents

agreed with the idea that “satisfyingagreed with the idea that “satisfying

social needs beyond those of inves-social needs beyond those of inves-

tors, customers, and employees”tors, customers, and employees”

 was  was “important to “important to [their[their] business.”] business.”

Similar percentages supported im-Similar percentages supported im-
proving workforce diversity and in-proving workforce diversity and in-

clusion, reducing their environmen-clusion, reducing their environmen-

tal tal footprinfootprint, and t, and “paying [“paying [their] fairtheir] fair

share of taxshare of tax..””

But awareness of the correctBut awareness of the correct

thing to do does not always trathing to do does not always translatenslate

into concrete action. For example,into concrete action. For example,

although almost 80 percent of thealthough almost 80 percent of the

CEOs agreed that it’s important toCEOs agreed that it’s important to

meet the needs of today’s and to-meet the needs of today’s and to-

morrow’s society, just 21 percent cit-morrow’s society, just 21 percent cit-

ed reducing poverty and inequalityed reducing poverty and inequality
as a key organizational priority overas a key organizational priority over

the next three years. Similarly, onlythe next three years. Similarly, only

26 percent cited addressing envi-26 percent cited addressing envi-

ronmental risks and just 33 percentronmental risks and just 33 percent

cited creating jobs for young peoplecited creating jobs for young people

as as prioripriorities.ties.

The gap between awareness andThe gap between awareness and

action is understandable. The mul-action is understandable. The mul-

tiplicity of practices in many com-tiplicity of practices in many com-

panies and the intangible nature ofpanies and the intangible nature of

social and environmental progresssocial and environmental progress

are significant barriers. Solutionsare significant barriers. Solutions
that address this gap are complexthat address this gap are complex

and multifaceted, and the initialand multifaceted, and the initial

step is for CEOs to go back to firststep is for CEOs to go back to first

principles by asking, “What is myprinciples by asking, “What is my

organization’organization’s reas reason for exson for existing?”isting?”

A Socially Centered PurposeA Socially Centered Purpose

 A c A central pillar entral pillar for building for building trust trust isis

a corporate purpose that is defineda corporate purpose that is defined

by a genuine commitment to the so-by a genuine commitment to the so-

cial good. Such a purpose is highlycial good. Such a purpose is highly

compatible with profitable growth.compatible with profitable growth.

It helps to make a company distinc-It helps to make a company distinc-

tive, grants it a license to operate,tive, grants it a license to operate,

and helps drive customer growthand helps drive customer growth

and retention. At the same time, aand retention. At the same time, a

socially relevant purpose transcendssocially relevant purpose transcends

profit as an end goal of companyprofit as an end goal of company

activity. Being a “good” business isactivity. Being a “good” business is

not seen just as a route for increas-not seen just as a route for increas-

ing shareholder value. It is seen as aning shareholder value. It is seen as an

intrinsic good.intrinsic good.

The most successful businessesThe most successful businesses

are unwavering in embedding theirare unwavering in embedding their

purpose within the organization, in-purpose within the organization, in-
cluding explicitly aligning the cluding explicitly aligning the interinter--

ests and priorities of management,ests and priorities of management,

boards, and shareholders with thatboards, and shareholders with that

identity. This allows them to alignidentity. This allows them to align

corporate behaviors visibly and con-corporate behaviors visibly and con-

sistently with their purpose at everysistently with their purpose at every

level of the organization.level of the organization.

 When  When a a culture culture is is built built on on anan

ethical framework of principles,ethical framework of principles,

convictioconvictions, and ns, and norms, rather thannorms, rather than

rules, the right tone can be set notrules, the right tone can be set not

only from the top, but also fonly from the top, but also from therom the
middle and bottom. Employees aremiddle and bottom. Employees are

empowered to make decisions aboutempowered to make decisions about

trade-offs at trade-offs at critical moments.critical moments.

This core company identityThis core company identity

is stable, because it is grounded inis stable, because it is grounded in

 what  what the the company company does does every every dayday..

But it is also flexBut it is also flexible enough to adaptible enough to adapt

to shifts in social values. “Societyto shifts in social values. “Society

is changing rapidly,” commentedis changing rapidly,” commented

 Joseph  Joseph Jimenez, Jimenez, CEO CEO of of NovarNovar--

tis, headquartered in Switzerland.tis, headquartered in Switzerland.

“What used to be acceptable is no“What used to be acceptable is no
longer acceptable. And some thingslonger acceptable. And some things

that are legathat are legal are no longer acceptedl are no longer accepted

socially.”socially.”

To enable this flexibility, orga-To enable this flexibility, orga-

nizations must be able to plan notnizations must be able to plan not

 just  just for for the the short short term term but but also also forfor

the medium and long term, takingthe medium and long term, taking

into account how global trends areinto account how global trends are

shaping the world. This is diffi-shaping the world. This is diffi-

cult, particularly for cult, particularly for publiclpublicly tradedy traded

companies under pressure to reportcompanies under pressure to report

quarterly.quarterly.

“As a responsible CEO, you“As a responsible CEO, you

have to have a strategic plan withhave to have a strategic plan with

a three- to five-year outlook,” saida three- to five-year outlook,” said

Sergio Pietro Ermotti, group chiefSergio Pietro Ermotti, group chief
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from the public, businesses now havefrom the public, businesses now have

an opportunity to lead the charge inan opportunity to lead the charge in

creating socially creating socially desirable outcomdesirable outcomes.es.

“[One challenge] is working“[One challenge] is working

 with  with communities communities on on environmen-environmen-

tal and social issues,” noted Emiliotal and social issues,” noted Emilio

Lozoya, CEO of Petroleos Mexica-Lozoya, CEO of Petroleos Mexica-

nos (Pemex). “To this extent, we arenos (Pemex). “To this extent, we are

about to launch a separate founda-about to launch a separate founda-
tion that will help Pemex to worktion that will help Pemex to work

much more closely and in a moremuch more closely and in a more
proactive way with communitiesproactive way with communities

that offer us tthat offer us the opportunity to worhe opportunity to workk

 with  with them. them. And And this this is is important,important,

since we believe that Pemex needs tosince we believe that Pemex needs to

 work  work with with all all stakeholders, stakeholders, includinclud--

ing environmentalists, local govern-ing environmentalists, local govern-

ments, regional governments, civilments, regional governments, civil

society, and public opinion leaders.”society, and public opinion leaders.”

Before either business or gov-Before either business or gov-

ernment can earn greater publicernment can earn greater public

trust, however, they must seek totrust, however, they must seek to

restore trust in each other. Busi-restore trust in each other. Busi-
nesses see shortfalls in governmentnesses see shortfalls in government

effectiveness, and nearly one-thirdeffectiveness, and nearly one-third

(31 percent) of CEOs we surveyed(31 percent) of CEOs we surveyed

perceive a deterioration over the lastperceive a deterioration over the last

five years in the level of trust thatfive years in the level of trust that

government and regulators have ingovernment and regulators have in

their industries. Now, when boththeir industries. Now, when both

the public and private sectors havethe public and private sectors have

struggled with stakeholder mistrust,struggled with stakeholder mistrust,

is the right time to build a com-is the right time to build a com-

mitment to partnership. The majormitment to partnership. The major

obstacle is attitude: If participantsobstacle is attitude: If participants

believe that either the private or thebelieve that either the private or the

public sector is inherently betterpublic sector is inherently better

than the other, it will be more dif-than the other, it will be more dif-

ficult to collaborate.ficult to collaborate.

Trust and IdentityTrust and Identity

By focusing on building trust, com-By focusing on building trust, com-

panies can develop a compellingpanies can develop a compelling

identity, one that sets them apartidentity, one that sets them apart

from competitors—assuming thatfrom competitors—assuming that

they have the intent to deliver andthey have the intent to deliver and

the capabilities to do so. Values-the capabilities to do so. Values-

based behavior can drive value cre-based behavior can drive value cre-

ation that takes into account theation that takes into account the
expectations of a wider range ofexpectations of a wider range of

stakeholders. A socially relevantstakeholders. A socially relevant
purpose that is defined, communi-purpose that is defined, communi-

cated, and embedded throughoutcated, and embedded throughout

the organization will provide em-the organization will provide em-

ployees with the context they need.ployees with the context they need.

 And  And symbiotic symbiotic collaboratiocollaboration n withwith

government can drive good growthgovernment can drive good growth

at a national level.at a national level.

CEOs who follow this agendaCEOs who follow this agenda

 will  will create create trustworthy trustworthy organiza-organiza-

tions that enjoy far-reaching ben-tions that enjoy far-reaching ben-

efits. Their business will grow in aefits. Their business will grow in a

 way  way that that is is fully fully engaged engaged with with so-so-
ciety, now and into the future. In-ciety, now and into the future. In-

creased organizational resilience andcreased organizational resilience and

improved performance will flowimproved performance will flow

from engaged employees, loyal cus-from engaged employees, loyal cus-

tomers, and better relationships withtomers, and better relationships with

business partners and regulators.business partners and regulators.

Overcoming staOvercoming stakeholdkeholder er skepticiskepticismsm

 will not only  will not only improvimprove investor e investor senti-senti-

ment, but also create opportunitiesment, but also create opportunities

to lead the trust debate in the busi-to lead the trust debate in the busi-

ness’s industry and beyond.ness’s industry and beyond. ++
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is the chairman ofis the chairman of

PricewaterhouseCoopers International.PricewaterhouseCoopers International.

executive officer of Switzerland-executive officer of Switzerland-

based UBS AG. “But economic,based UBS AG. “But economic,

political, and market conditionspolitical, and market conditions

can be so volatile today that youcan be so volatile today that you

also have to be flexible enoughalso have to be flexible enough

to manage through the inevitableto manage through the inevitable

short-term issues. [Because we are]short-term issues. [Because we are]

the largest global wealth manager,the largest global wealth manager,

almost any event has implicationsalmost any event has implications
for our clients and our business. Thefor our clients and our business. The

big challenge is to keep your eyesbig challenge is to keep your eyes

firmly fixed on the long-term goals,firmly fixed on the long-term goals,

 while navigating  while navigating through the through the imme-imme-

diate turbulence.”diate turbulence.”

Collaborating with GovernmentCollaborating with Government

 A  A third third pillar pillar of of trust trust creation creation isis

for companies to work closely withfor companies to work closely with

governmengovernment—as well t—as well as unas universiiversities,ties,

NGOs, and the public—to achieveNGOs, and the public—to achieve

the best national outcomes. Thatthe best national outcomes. That
doesn’t mean replacing government;doesn’t mean replacing government;

CEOs recognize its importance inCEOs recognize its importance in

providing an environment with theproviding an environment with the

certainty and stability that encour-certainty and stability that encour-

age business investment and jobage business investment and job

creation. The CEOs we surveyedcreation. The CEOs we surveyed

believed government should play abelieved government should play a

large role in (1) ensuring financiallarge role in (1) ensuring financial

sector stability and access to afford-sector stability and access to afford-

able capital (cited by 53 percent asable capital (cited by 53 percent as

a top-tier priority); (2) improvinga top-tier priority); (2) improving

the country’s infrastructure, such asthe country’s infrastructure, such as
transportation and broadband ac-transportation and broadband ac-

cess (50 percent); and (3) creating ancess (50 percent); and (3) creating an

internatiointernationally competitive and nally competitive and effi-effi-

cient tax system (50 percent).cient tax system (50 percent).

However, businesses see short-However, businesses see short-

falls in falls in governmengovernment’t’s ability to fus ability to fulfilllfill

this role. And tthis role. And the public agrees: Thehe public agrees: The

Edelman Trust Barometer showsEdelman Trust Barometer shows

lower levels of public trust in gov-lower levels of public trust in gov-

ernment than in business—and theernment than in business—and the

levels of trust in levels of trust in governmengovernment are de-t are de-

creasing. A number of businesses arecreasing. A number of businesses are

taking a more active role in foster-taking a more active role in foster-

ing sustainable growth at a nationaling sustainable growth at a national

level. This does not, however, go farlevel. This does not, however, go far

enough. With the increase in trustenough. With the increase in trust

With the increase in trust fromWith the increase in trust from

the public, businesses now havethe public, businesses now have

an opportunity an opportunity to lead in creatingto lead in creating

socially desirable outcomes.socially desirable outcomes.
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 T THHEE   L IVESLIVES  

 A ANNDD T T IIMMEESS   OOF F   

 T THHEE   CCEEOO

  
BY BY KEN FAKEN FAVVARO, ARO, PER-OLPER-OL A A KAKA RLRL SSON,SSON,

 A ANND GAD GARY LRY L . N. NEEIILLSOSONN

IMAGINE A CHILLYIMAGINE A CHILLY  mid-November afternoonmid-November afternoon

in 1914, shortly following the outbreakin 1914, shortly following the outbreak

of World War I. The place: a sumptuousof World War I. The place: a sumptuous
            

RenaRenaissance Hotel in Chicaissance Hotel in Chicago. The salon’go. The salon’ss

electric lamps have just been turned on.electric lamps have just been turned on.

 The  The room room is is decorated decorated witwith h red red velvetvelvet

couchecouches, a long mas, a long mahogany table, and hogany table, and deepdeep

            

  
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        ,        ,

            
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Josselyn Simpson and seniorJosselyn Simpson and senior

analyst Jennifer Ding.analyst Jennifer Ding.

Imagine, too, that the early captains of industry haveImagine, too, that the early captains of industry have

gathered in this gathered in this room for cigars, bourbon, and a discus-room for cigars, bourbon, and a discus-

sion of the most pressing issues facing their companies:sion of the most pressing issues facing their companies:

the establishment of the first central banthe establishment of the first central bank in the Unitedk in the United

States, the need to transport goods more quickly via theStates, the need to transport goods more quickly via the

Pennsylvania and Union PacPennsylvania and Union Pacific Raiific Railroads, the desire tolroads, the desire to
bring more of Edison’s electricity into their plants, thebring more of Edison’s electricity into their plants, the

implications of the war for manufacturing opportuni-implications of the war for manufacturing opportuni-

ties, and the whisperings about new government regula-ties, and the whisperings about new government regula-

tions that would limit the hiring tions that would limit the hiring of children under 14.of children under 14.

But rather than focusing immediately on theseBut rather than focusing immediately on these

things, the men in the room are arguing with slim,things, the men in the room are arguing with slim,

pale-eyed, 51-year-old Henry Ford, who stands with hispale-eyed, 51-year-old Henry Ford, who stands with his

back turned to them aback turned to them as he squints out the window at thes he squints out the window at the

setting sun.setting sun.

“You’re paying your assembly-line workers a mini-“You’re paying your assembly-line workers a mini-

mum—a minimum!—of $5 a day!” raves John Rock-mum—a minimum!—of $5 a day!” raves John Rock-

efeller, waving his arms. “That’s more than twice whatefeller, waving his arms. “That’s more than twice what
the average assembly-line workers make. And you’rethe average assembly-line workers make. And you’re

sending them home after only sending them home after only eight hours!”eight hours!”

“You’re mad, Henry,” mutters Julius Rosenwald,“You’re mad, Henry,” mutters Julius Rosenwald,

the head of Sears, Roebuck & Company. “You’ll drivethe head of Sears, Roebuck & Company. “You’ll drive

Ford MotFord Motor Company straight out of or Company straight out of business with tbusiness with thishis

decision.”decision.”

“John’s right, Henry,” says Firestone Tire and Rub-“John’s right, Henry,” says Firestone Tire and Rub-

ber Company founder Harvey Firestone, as he lights hisber Company founder Harvey Firestone, as he lights his

cigar. “We cannot begin to fathom how you—you, ofcigar. “We cannot begin to fathom how you—you, of

all people, who have single-handedly opened new fron-all people, who have single-handedly opened new fron-

tiers of this tiers of this country with your macountry with your mass productioss production of auto-n of auto-

mobiles—can believe it wise to share half of your $25mobiles—can believe it wise to share half of your $25million in profits with your workers.”million in profits with your workers.”

“Especially when the unemployment rate is 15 per-“Especially when the unemployment rate is 15 per-

cent!” huffs Gillette’s Frank J. Fahey, with a swallowcent!” huffs Gillette’s Frank J. Fahey, with a swallow

of his bourbon. “Droves of people are immigrating toof his bourbon. “Droves of people are immigrating to

the United States each day. All of us are faced with anthe United States each day. All of us are faced with an

ample supply of able-bodied men all willing to takeample supply of able-bodied men all willing to take

 whatever jobs and at whatever pay they can find in  whatever jobs and at whatever pay they can find in ourour

companies.”companies.”

Ford has so far listened politely without reply. HeFord has so far listened politely without reply. He

slips his hand inside his coat pocket and pulls out hisslips his hand inside his coat pocket and pulls out his
gold pocket watch. Flicking the cover open with hisgold pocket watch. Flicking the cover open with his

thumb, he notes that they have been dressing himthumb, he notes that they have been dressing him

down for nearly an hour. He slides his watch back intodown for nearly an hour. He slides his watch back into

place, takes a deep breath, and spins on his heel to faceplace, takes a deep breath, and spins on his heel to face

his fellow moguls.his fellow moguls.

“Answer me honestly, Frank,” Ford says, fixing him“Answer me honestly, Frank,” Ford says, fixing him

 with  with a a stare. stare. “How “How do do you you expect expect men men to to be be able able toto

purchase your Gillette razors if they don’t have moneypurchase your Gillette razors if they don’t have money

to afford them? Or you, John—how do you thinto afford them? Or you, John—how do you think Stan-k Stan-

dard Oil will make a profit if only a handful of peopledard Oil will make a profit if only a handful of people

can afcan afford to drive Model T cars?”ford to drive Model T cars?”

Ford walks slowly to the Ford walks slowly to the roaring fireplace. “Gentle-roaring fireplace. “Gentle-
men, the way I see it, we all want the same tmen, the way I see it, we all want the same thing. Whing. We alle all

 want to  want to sell sell more of more of our goods, our goods, services, services, and and produproductscts

to the public, so that our companies can make moreto the public, so that our companies can make more

money. Correct?”money. Correct?”

Everyone nods reluctantly.Everyone nods reluctantly.

“Then logic demands that if we are to achieve this“Then logic demands that if we are to achieve this

goal, we must first produce more products faster. Butgoal, we must first produce more products faster. But

then we must also have many more people who can af-then we must also have many more people who can af-

ford to buy those products.”ford to buy those products.”

To Be a CEOTo Be a CEO

Henry Ford’s decision to increase his workers’ wagesHenry Ford’s decision to increase his workers’ wages while  while reducing reducing their their workday workday shocked shocked the the businessbusiness

community—and for good reason. Back then, thecommunity—and for good reason. Back then, the

founder/owner of a company was like an absolute mon-founder/owner of a company was like an absolute mon-

arch, and Ford’s decree appeared to pass power to thearch, and Ford’s decree appeared to pass power to the
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The CEO’s World: 1964The CEO’s World: 1964

If a grand meeting of CEOs had taken place 50 yearsIf a grand meeting of CEOs had taken place 50 years

after the one in 1914, it might well have occurred inafter the one in 1914, it might well have occurred in

the swanky Pan Am lounge at the Los Angeles Interna-the swanky Pan Am lounge at the Los Angeles Interna-

tional Airport, the sparkling new hub of internationaltional Airport, the sparkling new hub of international

travel, particularly for those bound for Asia. The grouptravel, particularly for those bound for Asia. The group
 would ha would have inclve included the uded the captains of captains of new indnew industries suchustries such

as advanced as advanced technologytechnology, credit cards, a, credit cards, airlines, entertain-irlines, entertain-

ment, and convenience foods.ment, and convenience foods.

Men like Bill Allen (Boeing), Ray Kroc (McDon-Men like Bill Allen (Boeing), Ray Kroc (McDon-

ald’s), Howard Clark (American Express), Henry Single-ald’s), Howard Clark (American Express), Henry Single-

ton (Teledyne), Walt Disney (Walt Disney Company),ton (Teledyne), Walt Disney (Walt Disney Company),

 Juan  Juan TTrippe rippe (Pan (Pan Am), Am), Akio Akio MoriMorita ta (Son(Sony)y), , ThomasThomas

 Wa Watson tson JrJr. . (IBM), (IBM), Konosuke Konosuke Matsushita Matsushita (Panason-(Panason-

ic), Frits Philips (Philips), and Harold Geneen (ITT)ic), Frits Philips (Philips), and Harold Geneen (ITT)

 would have  would have had much had much to tato talk about. lk about. They would They would havehave

discussed the Soviet threat and the race to land a mandiscussed the Soviet threat and the race to land a man

on the moon. They would have marveled over amaz-on the moon. They would have marveled over amaz-
ing new technologies, such as the ATM and the fax ma-ing new technologies, such as the ATM and the fax ma-

chine. They might also have chatted about emigrationchine. They might also have chatted about emigration

from Latin America and Asia; the oil boom in Saudifrom Latin America and Asia; the oil boom in Saudi

 Arabia and  Arabia and Africa; Africa; the efthe effects of fects of new wars, new wars, revolutirevolutions,ons,

and civil unrest beginning to break out in all regions ofand civil unrest beginning to break out in all regions of

the world; and the increasing number of women in theirthe world; and the increasing number of women in their

offices, most of whom workoffices, most of whom worked as secretaries ed as secretaries and typists.and typists.

 And  And they they would would all all have have complained complained about about newnew

pressures from the government. In the U.S., the 1960spressures from the government. In the U.S., the 1960s

marked the beginning marked the beginning of monumenof monumental legislative bills ontal legislative bills on

issues such as affirmative action; consumer rights thatissues such as affirmative action; consumer rights that

addressed product safety, product labeling, and adver-addressed product safety, product labeling, and adver-tising; worker safety; and environmental regulations ontising; worker safety; and environmental regulations on

air, water, and land pollution. Government regulationair, water, and land pollution. Government regulation

brought in its wake an ever-increasing mountain of redbrought in its wake an ever-increasing mountain of red

tape, taxation, and the need for CEO involvement. Astape, taxation, and the need for CEO involvement. As

people. But his actions proved to be correct. His work-people. But his actions proved to be correct. His work-

ers repaid him ers repaid him in productivity and loyalty, and his deci-in productivity and loyalty, and his deci-

sion turned him into a national hero.sion turned him into a national hero.

The men in our imaginary salon built vast fortunesThe men in our imaginary salon built vast fortunes

and empires, largely because they had inordinate faithand empires, largely because they had inordinate faith

in the correctness of their visions as the inventors andin the correctness of their visions as the inventors and
builders of previously unknown industries. Before theybuilders of previously unknown industries. Before they

came along, there was no way to become a CEO ex-came along, there was no way to become a CEO ex-

cept by starting a company of one’s own. The C-suitecept by starting a company of one’s own. The C-suite

 was tiny was tiny, limited , limited to the imto the imperial CEO, perial CEO, a coupa couple of le of otherother

board members, a financial expert, and a clerk. By 1914,board members, a financial expert, and a clerk. By 1914,

however, when Ford’s $5/day wage shocked the businesshowever, when Ford’s $5/day wage shocked the business

 worl world, d, TTaylorisaylorism m (the (the scientific scientific management management systemsystem

created by Frederick Taylor) had brought managementcreated by Frederick Taylor) had brought management

science to the factory floor—and owners had becomescience to the factory floor—and owners had become

obsessed with raising productivity. As pioneers and ex-obsessed with raising productivity. As pioneers and ex-

perimenters, this first generation invented the role ofperimenters, this first generation invented the role of

CEO. Indeed, the termCEO. Indeed, the term chief executive officerchief executive officer is thoughtis thought
to have first come into being around 1917, roughly theto have first come into being around 1917, roughly the

time when the modern managerial form of corporatetime when the modern managerial form of corporate

business was established, with people hired to run func-business was established, with people hired to run func-

tions and business units.tions and business units.

Having conducted a study of CEO Having conducted a study of CEO succession for 14succession for 14

years, ayears, and having collectively worked with CEOs for 100nd having collectively worked with CEOs for 100

years, we decided to step back and consider how—andyears, we decided to step back and consider how—and

 why—the role of  why—the role of the the CEO haCEO has s transformtransformed ed over time,over time,

and how it will continue to evolve. In this article, we ex-and how it will continue to evolve. In this article, we ex-

amine CEOs at four specific points in time: 1914, 1964,amine CEOs at four specific points in time: 1914, 1964,

2014, and, finally, 2040, when the generation entering2014, and, finally, 2040, when the generation entering

today’s workforce will be taking the reins. Though wetoday’s workforce will be taking the reins. Though wedon’t have a crystal ball, we can offer our educated prog-don’t have a crystal ball, we can offer our educated prog-

nostication about what the business world and, thus, thenostication about what the business world and, thus, the

CEO’s role will look like 25 years from now. But beforeCEO’s role will look like 25 years from now. But before

 we do  we do so, so, let’let’s take ans take another other loolook back back in k in time.time.
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of America (Alcoa), the world’s largest producer of alu-of America (Alcoa), the world’s largest producer of alu-

minum, observed, “A company is like a person. It can’tminum, observed, “A company is like a person. It can’t

stand still. A person either moves ahead or he dropsstand still. A person either moves ahead or he drops

back. If you’re not competitive, you either get competi-back. If you’re not competitive, you either get competi-

tive—or you get out. It’s as simple as that.”tive—or you get out. It’s as simple as that.”

  
The Organization ManThe Organization Man

By 1964, an entirely new, large, and professional man-By 1964, an entirely new, large, and professional man-

agement class had begun moving into corner offices.agement class had begun moving into corner offices.

The executive suite was now filled with a variety of topThe executive suite was now filled with a variety of top

leaders—in finance, leaders—in finance, planning (aka strategy), operations,planning (aka strategy), operations,

manufacturing, and sales, all associated with their ownmanufacturing, and sales, all associated with their own

(sometimes huge) support staffs. Management science(sometimes huge) support staffs. Management science

 was  was thoroughly thoroughly ensconced ensconced in in the the boardroom, aboardroom, and nd thethe

modern organization as modern organization as we now know it—with its pro-we now know it—with its pro-

cesses, decision rights, metrics, analyses, endless meet-cesses, decision rights, metrics, analyses, endless meet-

ings, and bureaucracy—was flourishing.ings, and bureaucracy—was flourishing.

No longer a monarch, the CEO of the 1960s was aNo longer a monarch, the CEO of the 1960s was a
top manager, more like a prime minister than his pre-top manager, more like a prime minister than his pre-

decessors (whether or not he was an owner). The CEOdecessors (whether or not he was an owner). The CEO

selected the leading executives, supervised the selected the leading executives, supervised the allocationallocation

of resources to achieve of resources to achieve his goals, his goals, and monitoand monitored the per-red the per-

formance of the organformance of the organization to ensure that it continuedization to ensure that it continued

to turn profits and expand its market.to turn profits and expand its market.

The 1960s “organization man” was a pragmatic,The 1960s “organization man” was a pragmatic,

tough-nosed, and driven leader, more focused on man-tough-nosed, and driven leader, more focused on man-

aging a career (as we think of it now) than the entre-aging a career (as we think of it now) than the entre-

preneurs of 1914, who had concentrated on developingpreneurs of 1914, who had concentrated on developing

their own new institutions. In order to manage an in-their own new institutions. In order to manage an in-

creasingly complex and growing enterprise, he neededcreasingly complex and growing enterprise, he neededsolid management skills, which he learned in whatsolid management skills, which he learned in what

might be called “traditional academies.” After a stintmight be called “traditional academies.” After a stint

in the military, then engineering or business school, ain the military, then engineering or business school, a

typical CEO of a large company might have gone totypical CEO of a large company might have gone to

Donald Siebert, CEO of J.C. Penney, remarked inDonald Siebert, CEO of J.C. Penney, remarked in TheThe

New CEO,New CEO, by George A. Steiner (Macmillan, 1983), “Iby George A. Steiner (Macmillan, 1983), “I

find myself out of the office more. I spend a great dealfind myself out of the office more. I spend a great deal

of time in Washington.” CEOs in other countries couldof time in Washington.” CEOs in other countries could

see the same issues see the same issues looming.looming.

But the bulk of the conversation would have cen-But the bulk of the conversation would have cen-
tered on the thriving consumer economy across thetered on the thriving consumer economy across the

developed world. In the U.S., the postwar baby boomdeveloped world. In the U.S., the postwar baby boom

had led to rapid suburban expansion. As these trendshad led to rapid suburban expansion. As these trends

continucontinued, so ded, so did consumers’ ravenous appetiid consumers’ ravenous appetite for eate for easese

and comfort; for help with everyday responsibilities,and comfort; for help with everyday responsibilities,

such as cooking asuch as cooking and cleaning; and for leisure and enter-nd cleaning; and for leisure and enter-

tainment in the tainment in the form of tourism, television, amusementform of tourism, television, amusement

parks, and more. The move toward a service-basedparks, and more. The move toward a service-based

economy, and away from agriculture and manufactur-economy, and away from agriculture and manufactur-

ing, also ing, also opened new horizons for companies.opened new horizons for companies.

In some ways, the 1960s could also be characterizedIn some ways, the 1960s could also be characterized

as the beginning of globalization as we understand itas the beginning of globalization as we understand it
today, as borders for exports and imports loosened andtoday, as borders for exports and imports loosened and

oppoopportunities to satisfrtunities to satisfy hungry cy hungry consumers invited com-onsumers invited com-

petition from around the world. U.S. residents wantedpetition from around the world. U.S. residents wanted

low-cost products, and if U.S. companies wouldn’t orlow-cost products, and if U.S. companies wouldn’t or

couldn’t provide them, foreign entities were ready andcouldn’t provide them, foreign entities were ready and

 willing to step in willing to step in..

By the late 1960s, Japan and Europe had largelyBy the late 1960s, Japan and Europe had largely

recovered from the ravages recovered from the ravages of war. Electronics, technol-of war. Electronics, technol-

ogy, and automobile manufacturers from Japan, includ-ogy, and automobile manufacturers from Japan, includ-

ing such companies as Sony and Toyota, were able toing such companies as Sony and Toyota, were able to

position themselves to capture significant shares of theposition themselves to capture significant shares of the

U.S. markets; firms such as L’Oréal and Braun vied forU.S. markets; firms such as L’Oréal and Braun vied forconsumer dollars. All these companies had sharpenedconsumer dollars. All these companies had sharpened

their skills in their growing home markets, and U.S.their skills in their growing home markets, and U.S.

CEOs keenly felt the competition. In a 1965CEOs keenly felt the competition. In a 1965 Fortune Fortune   

profile, John Dickson Harper of Aluminum Companyprofile, John Dickson Harper of Aluminum Company
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 work for a company like Procter & Gamble, HSBC, or work for a company like Procter & Gamble, HSBC, or

Toyota. Alternatively, he might have joined his com-Toyota. Alternatively, he might have joined his com-
pany right out of high school or, more likely, collegepany right out of high school or, more likely, college

and remained there, working his way up through theand remained there, working his way up through the

organization until he reached the corner office andorganization until he reached the corner office and

eventually retired.eventually retired.

The CEO’s most important external goal was toThe CEO’s most important external goal was to

maximize investor returns. In the early part of the cen-maximize investor returns. In the early part of the cen-

tury, CEOs had sought to please the one or select fewtury, CEOs had sought to please the one or select few

individuals who held all the wealth and capital (oftenindividuals who held all the wealth and capital (often

the CEO was one of those individuals); in the 1960s,the CEO was one of those individuals); in the 1960s,

howeverhowever, CEOs focused , CEOs focused their attention on raising eatheir attention on raising earn-rn-

ings per share. By expanding and growing their com-ings per share. By expanding and growing their com-

panies through mergers and acquisitions, and formingpanies through mergers and acquisitions, and forming
their companies into conglomerates, some CEOs foundtheir companies into conglomerates, some CEOs found

they could increase the earnings per share and stockthey could increase the earnings per share and stock

prices further than their peers—even if doing so meantprices further than their peers—even if doing so meant

assuming hassuming high levels of debt. Tigh levels of debt. To that end, mao that end, many becameny became

master deal mamaster deal makers. Meanwhile, technolokers. Meanwhile, technological advancesgical advances

created new opportunities for CEOs to shift employeecreated new opportunities for CEOs to shift employee

responsibilities, reduce expenses, and raise productiv-responsibilities, reduce expenses, and raise productiv-

ity—all ity—all to drive up investor returns.to drive up investor returns.

CEOs of the 1960s were keenly conscious of theirCEOs of the 1960s were keenly conscious of their

cultural position as well. For example, men like Waltcultural position as well. For example, men like Walt

Disney, Sam Walton, and Ray Kroc understood theDisney, Sam Walton, and Ray Kroc understood the

massive imprint that they, and their companies, weremassive imprint that they, and their companies, were
making on the national culture. The CEO of 1964 of-making on the national culture. The CEO of 1964 of-

ten supported the Boy Scouts and other civic organiza-ten supported the Boy Scouts and other civic organiza-

tions, such as museumtions, such as museums or hospitals; he felt duty-bouns or hospitals; he felt duty-boundd

to uphold civil society. “It makes sense to participate—to uphold civil society. “It makes sense to participate—

 with  with corporate corporate moneymoney, , talent, talent, and and energy—in energy—in a a com-com-

munity project to improve conditions in the slums,” Al-munity project to improve conditions in the slums,” Al-

coa’s Harper told the Dallas Management Association.coa’s Harper told the Dallas Management Association.

“In the long run, such participation will prove to be“In the long run, such participation will prove to be

beneficial to your own business. Because, if you reducebeneficial to your own business. Because, if you reduce

delinquency, crime, and illiteracy, you reduce your owndelinquency, crime, and illiteracy, you reduce your own

corporate tax load, and you convert welfare cases intocorporate tax load, and you convert welfare cases into

productive workers.”productive workers.”Perhaps it’s our own hindsight, but there seemedPerhaps it’s our own hindsight, but there seemed

to be a kind of stability in the CEO’s view of his roleto be a kind of stability in the CEO’s view of his role

in 1964. Yet it would not last. In the coming decades,in 1964. Yet it would not last. In the coming decades,

the organization man would be watching the sunset fathe organization man would be watching the sunset fallll

on his world. And by 2014, the world would be veryon his world. And by 2014, the world would be very

different indeed.different indeed.

The CEO TodayThe CEO Today

Now, we invite you to imagine a private meeting in Da-Now, we invite you to imagine a private meeting in Da-

vos, Switzerland, in January 2014. A group of CEOsvos, Switzerland, in January 2014. A group of CEOs

from around the world and every major industry con-from around the world and every major industry con-

vene for an vene for an off-the-off-the-record discussion. Influential leadersrecord discussion. Influential leaders

from Europe, China, and India have sway that is equalfrom Europe, China, and India have sway that is equal

to or greater than tto or greater than that of the U.S. attendees. Womehat of the U.S. attendees. Women aren are

present too, although their numbers are present too, although their numbers are modest.modest.

In general, the corporate leaders at Davos feel rela-In general, the corporate leaders at Davos feel rela-

tively upbeat, at least in comparison to their meetingstively upbeat, at least in comparison to their meetings

during the previous few years, during the previous few years, following the debilifollowing the debilitatingtating
Great Recession of 2008–09. Though their businessesGreat Recession of 2008–09. Though their businesses

are growing again, they have plenty of new concerns—are growing again, they have plenty of new concerns—

about global financial imbalances between developedabout global financial imbalances between developed

and developing economies, new trade agreements, andand developing economies, new trade agreements, and

finding people with the right skills in an increasinglyfinding people with the right skills in an increasingly

global labor pool. They also worry about the ability ofglobal labor pool. They also worry about the ability of

debt-laden governments to deal with their problems,debt-laden governments to deal with their problems,

and the environmental costs of doing business.and the environmental costs of doing business.

Today’s CEOs run companies with considerablyToday’s CEOs run companies with considerably

flatter hierarchies than those of the 1960s. And theyflatter hierarchies than those of the 1960s. And they

come armed with experiences (“passport stamps”) thatcome armed with experiences (“passport stamps”) that

are more likely than ever to include an MBA—some-are more likely than ever to include an MBA—some-
times an executive MBA earned on the job—times an executive MBA earned on the job—and a vari-and a vari-

ety of work roles at several difety of work roles at several different kinds of companiesferent kinds of companies

(perhaps including consulting firms). Indeed, in 2013,(perhaps including consulting firms). Indeed, in 2013,

three in four incoming chief executives had worked forthree in four incoming chief executives had worked for

multiple organizations, and 35 percent had worked inmultiple organizations, and 35 percent had worked in

regions other than where their companies were head-regions other than where their companies were head-

quartered—although just one in five hailed from aquartered—although just one in five hailed from a

country other than their organization’s home base.country other than their organization’s home base.

(For mo(For more details re details on the latest incoming CEO class, seeon the latest incoming CEO class, see

“CEO T“CEO Turnover iurnover in 2013,n 2013,” pa” page 54.)ge 54.)

 Yet  Yet as as competecompetent nt and and skilled skilled as as they they may may be, be, to-to-

day’s CEOs face challenges that their predecessors neverday’s CEOs face challenges that their predecessors never

dreamed of. For current leaders,dreamed of. For current leaders, agility agility  is the watchword is the watchword

du jour. Gone are the days of the reliable five-year strate-du jour. Gone are the days of the reliable five-year strate-

gic plan; in many industries, strategy making is a processgic plan; in many industries, strategy making is a process

marked by continual evaluation and reevaluation. In anmarked by continual evaluation and reevaluation. In an
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unpredictable world where global market conditions canunpredictable world where global market conditions can

change in a nanosecond, successful CEOs must be bothchange in a nanosecond, successful CEOs must be both

nimble and sensitive in order to adjust.nimble and sensitive in order to adjust.

Today, new leadership skills are required to man-Today, new leadership skills are required to man-

age a more mobile and multigenerational workforce.age a more mobile and multigenerational workforce.

CEOs—particularly those who run large corporationsCEOs—particularly those who run large corporations

that have grown through acquisition—are recogniz-that have grown through acquisition—are recogniz-

ing the importance of a strong corporate culture, anding the importance of a strong corporate culture, and

understand the need to attract and retain new talent.understand the need to attract and retain new talent.

Given the high correlation between employee engage-Given the high correlation between employee engage-

ment and productivity, CEOs must work hard to en-ment and productivity, CEOs must work hard to en-

sure that all employees, regardless of age, feel a sense ofsure that all employees, regardless of age, feel a sense of

meaning, purpose, and engameaning, purpose, and engagement in their work. Theygement in their work. They

also need to ensure that their employees are just plainalso need to ensure that their employees are just plain

happyhappy. With t. With the emergence of highhe emergence of highly skilled, educated,ly skilled, educated,

and mobile white-collar workers, leaders must offerand mobile white-collar workers, leaders must offer

great places to work featuring career-advancing oppor-great places to work featuring career-advancing oppor-

tunities, collaborative bosses and colleagues, and sleektunities, collaborative bosses and colleagues, and sleek

physical physical environmenenvironments.ts.

The CEOs of the past could play their cards com-The CEOs of the past could play their cards com-

paratively close to the vest, but today’s leaders live inparatively close to the vest, but today’s leaders live in

glass houses under continual surveillance. They are alsoglass houses under continual surveillance. They are also

far more beholden to the whims of shareholders thanfar more beholden to the whims of shareholders than

their predecessors were. They have to be, of course.their predecessors were. They have to be, of course.

Thanks to 24/7 communications and coverage, noth-Thanks to 24/7 communications and coverage, noth-

ing remains secret; every little misstep is scrutinizeding remains secret; every little misstep is scrutinized

and publicized. A company’and publicized. A company’s market vas market value can be lue can be nega-nega-

tively affected in seconds, and its long-term value cantively affected in seconds, and its long-term value can

easily stagnate. And in contrast to the days when theeasily stagnate. And in contrast to the days when the

key shareholders consisted of the CEO and his or herkey shareholders consisted of the CEO and his or her

friends, CEOs today must work with active, indepen-friends, CEOs today must work with active, indepen-

dent-minded shareholders who no longer rely on boardsdent-minded shareholders who no longer rely on boards
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II
nn  2013, CEO turnover at the 2013, CEO turnover at the

largest 2,500 public compa-largest 2,500 public compa-

nies in the world was mostlynies in the world was mostly

business as usual. Just 14.4business as usual. Just 14.4

percent of CEOs left ofpercent of CEOs left office, a smallfice, a small

decrease from the decrease from the 15 percent in15 percent in

2012 but a slight increase over the2012 but a slight increase over the

five-year averfive-year average of 13.9 percent.age of 13.9 percent.

The share of planned turnovers—The share of planned turnovers—

as opposed to those in which CEOsas opposed to those in which CEOs

were forced out or left becausewere forced out or left because

of an M&A transaction—reachedof an M&A transaction—reached

 just m just more than 7ore than 70 percen0 percent in 2013,t in 2013,

similar to the share of plannedsimilar to the share of planned

turnovers since 2010 but nearlyturnovers since 2010 but nearly

20 percent higher than the share20 percent higher than the share

between 2000 and 2009.between 2000 and 2009.

To us, the high proportionTo us, the high proportion

of planned turnovers is a strongof planned turnovers is a strong

signal that companies are continu-signal that companies are continu-

ing to take an active, considereding to take an active, considered

approach to putting new leader-approach to putting new leader-
ship in plship in place. However, companiesace. However, companies

continue to consider—and hire—continue to consider—and hire—

familiar faces, particularly whenfamiliar faces, particularly when

it comes to nationality and level ofit comes to nationality and level of

international experience, suggest-international experience, suggest-

ing that the “global CEO” is moreing that the “global CEO” is more

mythical than real.mythical than real.

Among regions, the highestAmong regions, the highest

turnover rates were in Brazil, Rus-turnover rates were in Brazil, Rus-

sia, and India, and among indus-sia, and India, and among indus-

tries, the highest was in telecom-tries, the highest was in telecom-

munications services—both trendsmunications services—both trends

that have held for three years now.that have held for three years now.

Meanwhile, after a dip in 2012,Meanwhile, after a dip in 2012,

we saw a rise in the share of insiderwe saw a rise in the share of insider

CEOs in 2013. More than three-CEOs in 2013. More than three-

quarters of quarters of the incoming class—76the incoming class—76

percent—were promoted frompercent—were promoted from

within, compared with 71 percentwithin, compared with 71 percent

in 2012. And 26 percent of incom-in 2012. And 26 percent of incom-

ing CEOs had worked at only oneing CEOs had worked at only one

company during their career (in linecompany during their career (in line

with the 25 percent level in with the 25 percent level in 2012).2012).

CECE O TUO TU RNRN OVEROVER

I N  2 0 1 3I N  2 0 1 3



  

to represent their interests.to represent their interests.

It’s all a very tall order. And many of these chal-It’s all a very tall order. And many of these chal-

lenges are just a lenges are just a preview of greater challenges to come.preview of greater challenges to come.

The CEO of 2040The CEO of 2040

 As  As of thof this is writing, 60 writing, 60 percenpercent t of U.S. of U.S. college students,college students,

and some 40 percent of MBA students, are women.and some 40 percent of MBA students, are women.

Those are high percentages, and we expect them toThose are high percentages, and we expect them to

hold, if not rise. Based on several data trends and thehold, if not rise. Based on several data trends and the

contincontinued falling of ued falling of barriers, we estimate that by 2040barriers, we estimate that by 2040——

a quarter century from now, when today’s college anda quarter century from now, when today’s college and

business school graduates will be taking the CEObusiness school graduates will be taking the CEO

reins—women will represent some 30 percent of the in-reins—women will represent some 30 percent of the in-

coming clascoming class of the top 2,500 global CEOs s of the top 2,500 global CEOs (see “W(see “Womenomen

CEOs: A Slow but Steady Upward Trend,” page 56).CEOs: A Slow but Steady Upward Trend,” page 56).

 And that p And that proporoportion will rtion will only inonly increase ovcrease over time.er time.

To punctuate the rise of women leaders and to helpTo punctuate the rise of women leaders and to help

personify the challenges CEOs will encounter by thepersonify the challenges CEOs will encounter by the

middle of this century, we have envisioned a prototypi-middle of this century, we have envisioned a prototypi-

cal chief executive of 2040. We call her Melissa. She wascal chief executive of 2040. We call her Melissa. She was

born in the 1980s or ’90s; in 2014, she is likely in gradu-born in the 1980s or ’90s; in 2014, she is likely in gradu-

ate school or the early stages of her career. By the timeate school or the early stages of her career. By the time

Melissa becomes a CEO, she will be operating in a com-Melissa becomes a CEO, she will be operating in a com-

petitive environment very different from that of 2014.petitive environment very different from that of 2014.

 W We e anticipaanticipate te the the acceleration of acceleration of a a major major shift shift inin

the competitive landscape already emerging today: thethe competitive landscape already emerging today: the

clustering of companies into two primary competitiveclustering of companies into two primary competitive

categories, which we cacategories, which we call “integrators” and “specialists.ll “integrators” and “specialists.””

Most firms will faMost firms will fall into one of these two camps.ll into one of these two camps.

Generally speaking, integrators will be large-scaleGenerally speaking, integrators will be large-scale

organizations focused on providing distinct, solutions-organizations focused on providing distinct, solutions-
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The share of the incomingThe share of the incoming

class appointed with joint CEO/class appointed with joint CEO/
chairman titles continued its steadychairman titles continued its steady

decrease and reached an all-timedecrease and reached an all-time

low in 2013, dropping to 9 percent,low in 2013, dropping to 9 percent,

while the number of CEOs holdingwhile the number of CEOs holding

an MBA degree continued itsan MBA degree continued its

rise, now up by nearly 50 percentrise, now up by nearly 50 percent

since 2003.since 2003.

In 2013, 58 percent of the newIn 2013, 58 percent of the new

CEOs joined their companies fromCEOs joined their companies from

another one in the same industry,another one in the same industry,

up just slightly from 55 percent inup just slightly from 55 percent in

2012. Eighty percent hailed from2012. Eighty percent hailed from

the same country as the locationthe same country as the location
of company headquarters, slightlyof company headquarters, slightly

lower than the five-year average oflower than the five-year average of

82 percent. Sixty-five percent had82 percent. Sixty-five percent had

no experience working abroad, a 10no experience working abroad, a 10

percent increase from 2012.percent increase from 2012.

Given what we believe theGiven what we believe the

future holds for the CEO, thesefuture holds for the CEO, these

final trends give us pause—andfinal trends give us pause—and

they should do the same to cur-they should do the same to cur-

rent leaders and boards. Wrent leaders and boards. With eachith each

passing year, a diversity of experi-passing year, a diversity of experi-

ence and an ability to take a globalence and an ability to take a global

view of talent development becomeview of talent development become
more critical in leaders. Yet manymore critical in leaders. Yet many

companies appear slow to appreci-companies appear slow to appreci-

ate these qualities—at least at theate these qualities—at least at the

top of their organization. The datatop of their organization. The data

suggests to us that companies thatsuggests to us that companies that

want to get and keep a competitivewant to get and keep a competitive

edge should be thinking harderedge should be thinking harder

about developing their leaders andabout developing their leaders and

about their chief executive choices.about their chief executive choices.

Exhibit 1:Exhibit 1:
Chief Executive Turnover, 2000–13Chief Executive Turnover, 2000–13

In 2013, 14.4 percent of CEOs at the world’s largest 2,500 publicIn 2013, 14.4 percent of CEOs at the world’s largest 2,500 public
companies left office—slightly higher than the five-year averagecompanies left office—slightly higher than the five-year average
turnover rate of 13.9 percent.turnover rate of 13.9 percent.

ForcedForced

M&AM&A

PlannedPlanned

16%16%
By Succession ReasonBy Succession Reason

12%12%

22000000 22000055 22001100

8%8%

4%4%

Source:Source: Strategy& Strategy& Source:Source: Strategy& Strategy&

Exhibit 2:Exhibit 2:
More CEOs Have Earned Business DegreesMore CEOs Have Earned Business Degrees

The share of incoming CEOs with MBAs has grown by nearly 50The share of incoming CEOs with MBAs has grown by nearly 50
percent since 2003, to 28 percent percent since 2003, to 28 percent in 2013.in 2013.

HasHas

MBAMBA

Does notDoes not

have MBAhave MBA

22000033 22001133

81%81%19%19%
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72%72%28%28%

(continued on page 58)(continued on page 58)
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  WW
hhen Mary Barraen Mary Barra

was named CEOwas named CEO

of General Motorsof General Motors

effective Januaryeffective January

2014, the news shook the business2014, the news shook the business

world. After all, she was aboutworld. After all, she was about

to become the first female chiefto become the first female chief

executive of a major auto manufac-executive of a major auto manufac-

turer—a male-dominated industryturer—a male-dominated industry

if ever there was one. It was a featif ever there was one. It was a feat

that Henry Ford would never havethat Henry Ford would never have

dreamed of.dreamed of.

We’ve studied CEO succes-We’ve studied CEO succes-

sions and new CEOs at the world’ssions and new CEOs at the world’s

largest 2,500 public companieslargest 2,500 public companies

for the past for the past 14 years. This year, for14 years. This year, for

the first time, we’re performing anthe first time, we’re performing an
in-depth analysis of our data on thein-depth analysis of our data on the

women who have either taken upwomen who have either taken up

or left the top or left the top office during thoseoffice during those

years. There aren’t too many—onlyyears. There aren’t too many—only

11118 out of more tha8 out of more than 6,000 incom-n 6,000 incom-

ing and outgoing CEOs—but we be-ing and outgoing CEOs—but we be-

lieve that looking at who’s cominglieve that looking at who’s coming

and who’s going helps us under-and who’s going helps us under-

stand what boards are stand what boards are looking forlooking for

in CEOs.in CEOs.

TodayToday, women have cla, women have claimed theimed the

corner office in many industries.corner office in many industries.

In technology, Meg Whitman (HP),In technology, Meg Whitman (HP),

Marissa Mayer (Yahoo), and VirginiaMarissa Mayer (Yahoo), and Virginia

Rometty (IBM) have climbed to theRometty (IBM) have climbed to the

pinnacle; women are also runningpinnacle; women are also running

energy companies (such as Duke,energy companies (such as Duke,

Graybar Electric, and Sempra Ener-Graybar Electric, and Sempra Ener-

gy), agriculture and food companiesgy), agriculture and food companies

(such as Archer Daniels Midland,(such as Archer Daniels Midland,
PepsiCo, and Campbell Soup), aero-PepsiCo, and Campbell Soup), aero-

space and defense companies (suchspace and defense companies (such

as Lockheed Martin and Generalas Lockheed Martin and General

Dynamics), and others. Companies inDynamics), and others. Companies in

the information technology, consum-the information technology, consum-

er staples, and consumer discretion-er staples, and consumer discretion-

ary industries have had the highestary industries have had the highest

percentages of female percentages of female CEOs (3.CEOs (3.11

percent, 2.6 percent, and 2.6 percent,percent, 2.6 percent, and 2.6 percent,

respectively); those in the materialsrespectively); those in the materials

industry have had the lowest shareindustry have had the lowest share
of female CEOs (0.8 percent). Womenof female CEOs (0.8 percent). Women

are also leading companies in everyare also leading companies in every

region. Companies in the Unitedregion. Companies in the United

States and Canada have had theStates and Canada have had the

highest percentage of female CEOshighest percentage of female CEOs

(3.2 percent); those in Japan have(3.2 percent); those in Japan have

had the lowest (0.8 percent).had the lowest (0.8 percent).

Despite some high-profileDespite some high-profile

gains, just a small percentage of gains, just a small percentage of allall

major-company CEOs are women.major-company CEOs are women.

They represent 3.6 They represent 3.6 percent of 2013’spercent of 2013’s

incoming class of CEOs at the larg-incoming class of CEOs at the larg-

est 2,500 est 2,500 public companies—a 1.3public companies—a 1.3

percentage point drop from percentage point drop from 2012.2012.

Nevertheless, that percentage isNevertheless, that percentage is

considerably higher than the aver-considerably higher than the aver-

age of 2.1 percenage of 2.1 percent between 2t between 2004004

and 2008. And and 2008. And in eight of the lastin eight of the last

10 years, the proportion of women10 years, the proportion of women

in the incoming class of CEOs hasin the incoming class of CEOs has

been larger than the proporbeen larger than the proportion intion in

the outgoing class. Indeed, the outgoing class. Indeed, sincesince

2004, there have been 62004, there have been 68 percent8 percent

more incoming women CEOs thanmore incoming women CEOs than

outgoing. All in all, this means thatoutgoing. All in all, this means that

female CEOs are becoming consid-female CEOs are becoming consid-

erably more prevalent, a trend weerably more prevalent, a trend we

expect will accelerate in the expect will accelerate in the comingcoming

decades.decades.

How, we wondered, does theHow, we wondered, does the

professional experience of femaleprofessional experience of female

CEOs compare with that of theirCEOs compare with that of their

male counterparts? Our researchmale counterparts? Our research

revealed that in many ways, it isrevealed that in many ways, it is

very similar. Between 2004 andvery similar. Between 2004 and

2013, about the same shares have2013, about the same shares have

had experience working interna-had experience working interna-
tionally (some 40 percent), havetionally (some 40 percent), have

been granted a joint CEO/chairmanbeen granted a joint CEO/chairman

title (about 11 percent), and havetitle (about 11 percent), and have
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come from the same region as thecome from the same region as the

location of company headquarterslocation of company headquarters

(about 88 percent). There are small(about 88 percent). There are small

differences in the actual percent-differences in the actual percent-

ages, but those differences are notages, but those differences are not

statistically significant. We did findstatistically significant. We did find

that incoming female CEOs havethat incoming female CEOs have

been just slightly younger—thebeen just slightly younger—the
median age of women is 52, as op-median age of women is 52, as op-

posed to 53 for men.posed to 53 for men.

In terms of more statisticallyIn terms of more statistically

significant differences, womensignificant differences, women

have more often have more often had experiencehad experience

working at more than one companyworking at more than one company

(77 percent of incoming female(77 percent of incoming female

CEOs, versus 60 percent of incom-CEOs, versus 60 percent of incom-

ing male CEOs over the past fiveing male CEOs over the past five

years). We also found that womenyears). We also found that women

are more often outsiders than menare more often outsiders than men

(35 percent of women compared(35 percent of women compared

with 22 percent of men). This iswith 22 percent of men). This is

likely because individual companieslikely because individual companies

have not consistently been ablehave not consistently been able

to develop and promote enoughto develop and promote enough

female executives in-house. Sofemale executives in-house. So

when boards look for new CEOs,when boards look for new CEOs,

they necessarily find a larger poolthey necessarily find a larger pool

of female candidates outside theirof female candidates outside their

own organizations. Our data alsoown organizations. Our data also

indicates that new female CEOsindicates that new female CEOs

more often come from staff roles—more often come from staff roles—

HR, marketing, and others—thanHR, marketing, and others—than

from line roles with P&L respon-from line roles with P&L respon-

sibility. This particular sibility. This particular differencedifference

isn’t statistically significant; we’llisn’t statistically significant; we’ll

be watching to see what happens inbe watching to see what happens in

future years.future years.

Meanwhile, here is a findingMeanwhile, here is a finding

that is both statistically significantthat is both statistically significant

and indicative of the challengesand indicative of the challenges

still faced by female leaders: Westill faced by female leaders: We

found that women are more oftenfound that women are more often

forced out of office (38 percent offorced out of office (38 percent of

women leaving the CEO positionwomen leaving the CEO position

are forced out, as opposed to 27are forced out, as opposed to 27
percent of men) and that womenpercent of men) and that women

also have shorter tenures (not quitealso have shorter tenures (not quite

four years in office, on average,four years in office, on average,

compared with five years for men).compared with five years for men).

On this last finding, we note thatOn this last finding, we note that

chief executive officers of eitherchief executive officers of either

gender who are outsiders or gender who are outsiders or whowho

are forced out tend to have shorterare forced out tend to have shorter

tenures. Because women are tenures. Because women are likeli-likeli-

er to be both, their tenures are thater to be both, their tenures are that

much more likely to be curtailed.much more likely to be curtailed.
But things are slowly chang-But things are slowly chang-

ing for the better for women ining for the better for women in

the C-suite, if for no other reasonthe C-suite, if for no other reason

than that the numbers are withthan that the numbers are with

them. The number of female MBAs,them. The number of female MBAs,

for example, is on the rise. In thefor example, is on the rise. In the

United States alone, accordingUnited States alone, according

to Catalyst, a firm that conductsto Catalyst, a firm that conducts

research into women and busi-research into women and busi-

ness, 37 percent of MBA gradu-ness, 37 percent of MBA gradu-

ates in the ates in the 2010–12010–11 academic ye1 academic yearar

were female. Worldwide, womenwere female. Worldwide, women

represent more than half of uni-represent more than half of uni-

versity students and 40 versity students and 40 percentpercent

of the workforce. Combine theseof the workforce. Combine these

numbers with the trends we arenumbers with the trends we are

seeing in our data and the continualseeing in our data and the continual
lowering of social barriers, and welowering of social barriers, and we

anticipate that by 2040, as much asanticipate that by 2040, as much as

a third of the incoming CEO classa third of the incoming CEO class

around the world will be female.around the world will be female.

And we believe that And we believe that number willnumber will

continue to increase beyond 2040.continue to increase beyond 2040.

Even today, appointing a womanEven today, appointing a woman

CEO is becomingCEO is becoming lessless of an extraor- of an extraor-

dinary event.dinary event.

Exhibit 3:Exhibit 3: Where Women Lead Where Women Lead

By region, the highest share of incoming and outgoing female CEOs combined has been atBy region, the highest share of incoming and outgoing female CEOs combined has been at
companies headquartered in the U.S. and Canada. By industry, the lowest share has been atcompanies headquartered in the U.S. and Canada. By industry, the lowest share has been at
materials companies. And across all regions and industries, the share of women CEOs hasmaterials companies. And across all regions and industries, the share of women CEOs has
been 2.2 percent, between 2004 and 2013.been 2.2 percent, between 2004 and 2013.
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Exhibit 4:Exhibit 4: Women CEOs Women CEOs

Are More Often OutsidersAre More Often Outsiders

Although the majority of all incoming andAlthough the majority of all incoming and
outgoing CEOs are hired from inside theiroutgoing CEOs are hired from inside their
company, women have more often comecompany, women have more often come
from the outside.from the outside.

By Insider versus Outsider Status, 2004–13By Insider versus Outsider Status, 2004–13

MaleMaleFemaleFemale

Exhibit 5:Exhibit 5: How Women How Women

Leave OfficeLeave Office

Among exiting CEOs, women have moreAmong exiting CEOs, women have more
often been forced out than men.often been forced out than men.

By Succession Reason, 2004–13By Succession Reason, 2004–13

MaleMaleFemaleFemale

Source:Source: Strategy& Strategy& Source:Source: Strategy& Strategy&

Source:Source: Strategy& Strategy&

OutsiderOutsider

InsiderInsider

OutsiderOutsider

InsiderInsider

PPllaannnneed  d  PPllaannnneedd

FFoorrcceed  d  FFoorrcceedd

M&AM&AM&AM&A

22%22%

78%78%

35%35%

65%65%

13%13%

38%38%

51%51%

11%11%

60%60%

27%27%



  

      s      s
       t       t
      r      r
      a      a
       t       t
      e      e
      g      g
      y      y
      +      +
        b        b
      u      u
      s      s
        i        i
      n      n
      e      e
      s      s
      s      s
   i   i

   s   s
   s   s
  u  u
   e   e
     7   7

   5   5

based value propositions to their customers. These so-based value propositions to their customers. These so-

lutions will be built on a unique set of complementarylutions will be built on a unique set of complementary

capabilities, in the same way that Amazon, by virtue ofcapabilities, in the same way that Amazon, by virtue of

its superior logistics and distribution system, is able toits superior logistics and distribution system, is able to

sell a broad array of products to consumers of alsell a broad array of products to consumers of all stripes,l stripes,or Cisco is able to offer platforms that address a range ofor Cisco is able to offer platforms that address a range of

customer needs through customer needs through extended relationships.extended relationships.

Specialists, by contrast, are the complementarySpecialists, by contrast, are the complementary

players that provide the products and services the inte-players that provide the products and services the inte-

grators sell. Just as there are thousandsgrators sell. Just as there are thousands

of small retailers supplying one Ama-of small retailers supplying one Ama-

zon or eBay, there will be many morezon or eBay, there will be many more

specialists than there are integrators.specialists than there are integrators.

Specialists are the next-generation ac-Specialists are the next-generation ac-

cessory makers, parts suppliers, andcessory makers, parts suppliers, and
inventors who excel at one particular,inventors who excel at one particular,

often narrow, thing. Like integrators,often narrow, thing. Like integrators,

specialists will compete with distinctspecialists will compete with distinct

market propositions based on a core setmarket propositions based on a core set

of unique, advantageous capabilitiesof unique, advantageous capabilities

 whose  whose outpuoutputs ts align align with with the the integra-integra-

tors’ strategies. But whereas successfultors’ strategies. But whereas successful

integratointegrators will dominate their mars will dominate their marketsrkets

for decades, many specialist firms willfor decades, many specialist firms will

have short life spans—say, seven to 15have short life spans—say, seven to 15

years, depending on the industry theyyears, depending on the industry they

occupy. If they survive longer, theyoccupy. If they survive longer, they
 will  will pivot pivot frequently frequently as as the the demanddemand

for their specific products and servicesfor their specific products and services

changes, depending on how the inte-changes, depending on how the inte-

grators’ strategies evolve in the face ofgrators’ strategies evolve in the face of

potential market potential market disruptiondisruption..

For companies of either kind, aFor companies of either kind, a

mastery of technology across the valuemastery of technology across the value

chain wichain will be ll be keykey. T. Technology will enable aechnology will enable any companyny company

to enter new markets and leave shrinking ones withto enter new markets and leave shrinking ones with

vastly increased dexterity. The company of 2040 willvastly increased dexterity. The company of 2040 will

require relatively minimal scale to take advantage ofrequire relatively minimal scale to take advantage of

technologitechnological advances. cal advances. For example, considFor example, consider the efer the effectfectthat 3D printing is already beginning to that 3D printing is already beginning to have on manu-have on manu-

facturing: With such technology, upstart firms will befacturing: With such technology, upstart firms will be

able to compete in new businesses seemingly overnightable to compete in new businesses seemingly overnight

and grow their operations at lightning speed.and grow their operations at lightning speed.
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PREDICTIONPREDICTION

ByBy 20402040,,  aboutabout

  
of incomingof incoming
CEOs will beCEOs will be

womenwomen..

11//33

MoreMore
female MBAsfemale MBAs

More womenMore women
on boardson boards

Source:Source: Strategy& Strategy&

Recent high-Recent high-
profile appointmentsprofile appointments

Women are breaking barriers thatWomen are breaking barriers that
previously stood in the way of theirpreviously stood in the way of their

taking more leadership positions.taking more leadership positions.

MarissaMarissa
MayerMayer

YahooYahoo

MaryMary
BarraBarra

GMGM

ZohraZohra
ChatterjiChatterji

Coal IndiaCoal India

ChangingChanging
social normssocial norms

In 2013, women heldIn 2013, women held
11%11%

 of board of boardseats at the world’s largest 6,000seats at the world’s largest 6,000

companies, up fromcompanies, up from  9.3%9.3% in 2009. in 2009.  

The share of women CEOs takingThe share of women CEOs taking
office has risenoffice has risen 71%71% in the most in the most

recent five-year period.recent five-year period.

VirginiaVirginia

RomettyRometty

IBMIBM

MegMeg

WhitmanWhitman

HPHP

The Rise of theThe Rise of the
Female CEOFemale CEO

Women made up approximatelyWomen made up approximately
30%30%

 of students at the top 10 U.S. and of students at the top 10 U.S. and

non-U.S. business schools in 2011.non-U.S. business schools in 2011.

More female CEOsMore female CEOs

2009–132009–13

2.1%2.1%

3.6%3.6%

More femaleMore female
college studentscollege students

The number of women attendingThe number of women attending
college has growncollege has grown twice as fasttwice as fast

as that of men since 1970.as that of men since 1970.

71%71%

MM

WW

2004–082004–08

30%30% 11%11%
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Taken together, these trends will lead to the emer-Taken together, these trends will lead to the emer-

gence of a highgence of a highly entrepreneurial, highly focused CEO.ly entrepreneurial, highly focused CEO.
Unlike the industry builders of 1914, this CEO willUnlike the industry builders of 1914, this CEO will

likely direct her energy into one of two career trajec-likely direct her energy into one of two career trajec-

tories. She may run an integrator company like Ama-tories. She may run an integrator company like Ama-

zon, or she may choose to run a specialty firm—morezon, or she may choose to run a specialty firm—more

likely, a series of them over time. The career path oflikely, a series of them over time. The career path of

tomorrow’s CEO will depend on the kind of companytomorrow’s CEO will depend on the kind of company

for which she is best for which she is best suited; it’suited; it’s unlikely ts unlikely that she will hat she will bebe

equally adept in the tequally adept in the two environmenwo environments.ts.

If she wants to be the CEO of an integrator, sheIf she wants to be the CEO of an integrator, she

 will need to fo will need to follow the mllow the model of Jodel of Jeff Bezos (or an earliereff Bezos (or an earlier

model, Michael Dell), and develop the skills to lead amodel, Michael Dell), and develop the skills to lead a

company that excels in acompany that excels in assembling the best componentsssembling the best components
from specialty firm from specialty firm partners into a partners into a complcomplete solutioete solution forn for

end consumers or business end consumers or business customers. Dependabcustomers. Dependable, reli-le, reli-

able execution; superb supply chain management; deepable execution; superb supply chain management; deep

understanding of customers; and the ability to shape,understanding of customers; and the ability to shape,

reshape, and customize products and services to cus-reshape, and customize products and services to cus-

tomers’ unspoken needs will be key to her company’stomers’ unspoken needs will be key to her company’s

fortunes. This means that as CEO, she will need tofortunes. This means that as CEO, she will need to

spend a lot of time understanding how her company,spend a lot of time understanding how her company,

its vendors, and its customers work in a holistic, deeplyits vendors, and its customers work in a holistic, deeply

integrated system.integrated system.

By contrast, the CEO of a specialty firm is an evenBy contrast, the CEO of a specialty firm is an even

more sprightlymore sprightly, shape-shift, shape-shifting entrepreneuring entrepreneur. If . If she findsshe finds
that her company is being outpaced by new competi-that her company is being outpaced by new competi-

tors or is no longer relevant to the market—and shetors or is no longer relevant to the market—and she

may well encounter both of these challenges—she maymay well encounter both of these challenges—she may

be forced to shift strategies or exit the business rapidly.be forced to shift strategies or exit the business rapidly.

Indeed, forward-looking “specialty” CEOs will expectIndeed, forward-looking “specialty” CEOs will expect

their companies to be in existence for relatively shorttheir companies to be in existence for relatively short

periods, knowing that they may be bought out by an-periods, knowing that they may be bought out by an-

other firm, or that their company’s specialty, or theirother firm, or that their company’s specialty, or their

ability to compete, has a limability to compete, has a limited shelf life.ited shelf life.

The specialty CEO of 2040 will therefore need toThe specialty CEO of 2040 will therefore need to

be able to quickly divest a business when it’s no longerbe able to quickly divest a business when it’s no longer

viable and assemble a new one just as rapidly. That’sviable and assemble a new one just as rapidly. That’s why her  why her tenure may tenure may well be well be shorter than shorter than the the tenure oftenure of

those at the helm of integrators. A small handful of ex-those at the helm of integrators. A small handful of ex-

ecutives in places such as Silicon Valley are engagingecutives in places such as Silicon Valley are engaging

in a prototype of this career model already. They arein a prototype of this career model already. They are

known as “serial CEOs,” and their ranks will swell asknown as “serial CEOs,” and their ranks will swell as

the specialty model takes hold in the coming decades.the specialty model takes hold in the coming decades.
 Another  Another interesting interesting facet facet of of the the specialty specialty firmfirm

model is the built-in opportunity for on-ramps and off-model is the built-in opportunity for on-ramps and off-

ramps, given the prospect that many firms and theirramps, given the prospect that many firms and their

leaders will be in place for such short durations. It mayleaders will be in place for such short durations. It may

 well  well be be possible for possible for executives executives to to more more easily easily come come inin

and out of industry—something that bodes well forand out of industry—something that bodes well for

leaders with families.leaders with families.

A Diversity of Experiences and a New NormA Diversity of Experiences and a New Norm

 What  What else else does does this this evolving evolving competitivcompetitive e landscapelandscape

mean for Melissa and her path to the C-suite? Quite amean for Melissa and her path to the C-suite? Quite a

bit indeed, beginning with those passport stamps shebit indeed, beginning with those passport stamps she
acquires throughout her education and eaacquires throughout her education and early career.rly career.

In aggregate, Melissa’s education and early-careerIn aggregate, Melissa’s education and early-career

experiences are laying texperiences are laying the groundworhe groundwork for a view k for a view of theof the

 worl world d and and of of work work that that is is quite quite distinct distinct from from that that ofof

those occupying the corner office in 2014. She is likelythose occupying the corner office in 2014. She is likely

to have had several high school and college experiencesto have had several high school and college experiences

that developed her that developed her leadershipleadership, entrepreneurial, and , entrepreneurial, and col-col-

laborative skills. She halaborative skills. She has probably had experiences lead-s probably had experiences lead-

ing teams—serving as the head of her chess or environ-ing teams—serving as the head of her chess or environ-

mental club, captaining her volleyball team, or workingmental club, captaining her volleyball team, or working

on academic or community projects, for instance. Per-on academic or community projects, for instance. Per-

haps more significantly, she has also been involved inhaps more significantly, she has also been involved in
 working  working with with virtuavirtual l teams, teams, and and she she has has spent spent timetime

volunvolunteering, traveling, or teering, traveling, or working in at working in at least one placeleast one place

that is drathat is dramatically difmatically different from her home regioferent from her home region.n.

Because Melissa is Because Melissa is curious and innovative, she maycurious and innovative, she may

have invented something—an app or a drip-drainagehave invented something—an app or a drip-drainage

system. Or she might have developed a passion forsystem. Or she might have developed a passion for

nanotechnology, advanced robotics, or new energy andnanotechnology, advanced robotics, or new energy and

transportation ideas—and turned her interest into atransportation ideas—and turned her interest into a

bona fide business. She may well be fluent in more thanbona fide business. She may well be fluent in more than

one foreign language, and perhaps conversant in a pro-one foreign language, and perhaps conversant in a pro-

gramming language or two.gramming language or two.

More than likely, Melissa will be a graduate of oneMore than likely, Melissa will be a graduate of oneof the many MBA programs that have adapted theirof the many MBA programs that have adapted their

pedagogy to appreciate, emphasize, and develop wom-pedagogy to appreciate, emphasize, and develop wom-

en’s typically more empathetic style of leadership. Inen’s typically more empathetic style of leadership. In

addition to early-career international corporate assign-addition to early-career international corporate assign-
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ments, she might spend time working for a mission-ments, she might spend time working for a mission-

driven service organization such as Teach for Americadriven service organization such as Teach for America

or an international NGO, or launching a new ventureor an international NGO, or launching a new venture

in an emerging market. In in an emerging market. In doing so, Melissa will be de-doing so, Melissa will be de-

veloping a worldliness and respect for the power of di-veloping a worldliness and respect for the power of di-

versity that far outpaces what today’s CEOs had at herversity that far outpaces what today’s CEOs had at her

age, and likely possess even now. A continued focus onage, and likely possess even now. A continued focus on

learning and seeking experiences in unfamiliar settingslearning and seeking experiences in unfamiliar settings
 will be critical throughou will be critical throughout her careert her career..

By the time more women like Melissa reach theBy the time more women like Melissa reach the

CEO’s office—and assume an increasing number ofCEO’s office—and assume an increasing number of

influential organizational positions generally—we caninfluential organizational positions generally—we can

expect her employees to follow the behavior she models.expect her employees to follow the behavior she models.

In addition to the wide array of eIn addition to the wide array of experiences female lead-xperiences female lead-

ers will bring to bear on their position, a wealth of evi-ers will bring to bear on their position, a wealth of evi-

dence suggests that they manadence suggests that they manage peoplge people differently thane differently than

their grandfathers did. Given this, the office of tomor-their grandfathers did. Given this, the office of tomor-

row may well be row may well be less authoritarian, and more collabora-less authoritarian, and more collabora-

tive and balanced, thtive and balanced, than the office an the office of todayof today..

The Systems ApproachThe Systems Approach

Melissa’s empathy and emotional intelligence will comeMelissa’s empathy and emotional intelligence will come

in handy, because her ability to work in teams will bein handy, because her ability to work in teams will be

crucial. If she was steeped in teamwork as a student,crucial. If she was steeped in teamwork as a student,

she will need to embrace it even more once she’s in theshe will need to embrace it even more once she’s in the

top spot, given the importance of building distinctive,top spot, given the importance of building distinctive,

cross-functional capabilities. The CEO’s role will becross-functional capabilities. The CEO’s role will be

to integrate these capabilities, to ensure that everyoneto integrate these capabilities, to ensure that everyone

helps build and sustain them, and to keep everythinghelps build and sustain them, and to keep everything

 working in a  working in a highly refined system.highly refined system.

It will behoove Melissa to have a broad understand-It will behoove Melissa to have a broad understand-

ing of systems, both human and technological. She’lling of systems, both human and technological. She’ll
be a master in her understanding of the way informa-be a master in her understanding of the way informa-

tion flows. She will operate in complex and open en-tion flows. She will operate in complex and open en-

vironments where relationships between organizationalvironments where relationships between organizational

elements and between companies, their partners, and aelements and between companies, their partners, and a

range of stakeholders will be more dynamic than range of stakeholders will be more dynamic than ever.ever.

Steeped in technology use from her early years,Steeped in technology use from her early years,

Melissa will be more comfortable with the fact that ITMelissa will be more comfortable with the fact that IT

is deeply integrated into every experience than mostis deeply integrated into every experience than most

present-day CEOs are, and she will be keenly inter-present-day CEOs are, and she will be keenly inter-

ested in potential disruptions brought on by suddenested in potential disruptions brought on by sudden

changes in technology. She will understand how tech-changes in technology. She will understand how tech-

nology enables a reduction of scale and lowers barriersnology enables a reduction of scale and lowers barriersto entry—for both her own company’s entry into newto entry—for both her own company’s entry into new

markets and competitors’ entry into markets her firmmarkets and competitors’ entry into markets her firm

dominates. Similarly, she will be expert in highly flex-dominates. Similarly, she will be expert in highly flex-

ible digital business models. Human-centered designible digital business models. Human-centered design
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Methodology Methodology 

SS
trategtrategy&y&’s 2013 Chief Execu-’s 2013 Chief Execu-

tive Study identified the world’stive Study identified the world’s

2,500 largest public companies,2,500 largest public companies,

defined by their market capitaliza-defined by their market capitaliza-

tion (from Bloomberg) on January 1,tion (from Bloomberg) on January 1,

2013. Our research team members2013. Our research team members

then identified the companies amongthen identified the companies among

the top 2,500 that had experienced athe top 2,500 that had experienced a

chief executive succession event andchief executive succession event and

cross-checked data using a wide vari-cross-checked data using a wide vari-

ety of printed and electronic sourcesety of printed and electronic sources

in many languages. For a listing ofin many languages. For a listing of

companies that had been acquiredcompanies that had been acquired
or merged in 2013, we also usedor merged in 2013, we also used

Bloomberg.Bloomberg.

Each company that appeared toEach company that appeared to

have changed its CEO was investi-have changed its CEO was investi-

gated for confirmation that a changegated for confirmation that a change

occurred in 2013, and additionaloccurred in 2013, and additional

details—title, tenure, gender, chair-details—title, tenure, gender, chair-

manship, nationality, professionalmanship, nationality, professional

experience, and so on—were soughtexperience, and so on—were sought

on both the outgoing and incom-on both the outgoing and incom-

ing chief executives (as well as anying chief executives (as well as any

interim chief executives).interim chief executives).

Company-provided informa-Company-provided informa-

tion was acceptable for most datation was acceptable for most data

elements except the reason for theelements except the reason for the

successisuccession. Outside press reporon. Outside press reportsts

and other independent sourcesand other independent sources

were used to confirm the reason forwere used to confirm the reason for
an executive’s departure. Finally,an executive’s departure. Finally,

Strategy& consultanStrategy& consultants ts worldwideworldwide

separately validated each successionseparately validated each succession

event as part of the effort to learn theevent as part of the effort to learn the

reason for specific CEO changes inreason for specific CEO changes in

their region.their region.

To distinguish between matureTo distinguish between mature

and emerging economies, Strategy&and emerging economies, Strategy&

followed the United Nations Develop-followed the United Nations Develop-

ment Programme 2013 ranking.ment Programme 2013 ranking.

Total shareholder return dataTotal shareholder return data

for a CEO’s tenure was sourced fromfor a CEO’s tenure was sourced from

Bloomberg and includes reinvest-Bloomberg and includes reinvest-

ment of dividends (if any). Totalment of dividends (if any). Total

shareholder return data was thenshareholder return data was then

regionally market-adjusted (mea-regionally market-adjusted (mea-

sured as the difference between thesured as the difference between the

company’s return and the returncompany’s return and the return
of the main regional index over theof the main regional index over the

same time period) and annualized.same time period) and annualized.
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 will  will be be a a likely likely interest, ainterest, and nd she she will will be be on on top of top of thethe

latest waves of consumer technology and how they arelatest waves of consumer technology and how they are

shaping the way she engages with her customers. Andshaping the way she engages with her customers. And

she will learn how to pull insights from information inshe will learn how to pull insights from information in

a more rapid and cohesive way than is possible today—a more rapid and cohesive way than is possible today—

even for those on the front lines of “big data.”even for those on the front lines of “big data.”

A Changed Executive SuiteA Changed Executive Suite

Melissa will lead an Melissa will lead an organization that is yet another sig-organization that is yet another sig-

nificant grade flatter than anything we see today, be-nificant grade flatter than anything we see today, be-

cause governance, regulatory compliance, and qualitycause governance, regulatory compliance, and quality

processes will become more automated and built intoprocesses will become more automated and built into

the everyday workings of the firm. Better decision-the everyday workings of the firm. Better decision-

support systems, and a greater focus on company-widesupport systems, and a greater focus on company-wide

capabilities, will make capabilities, will make it much easier for information toit much easier for information to

reach Melissa than is the case for most of her peers to-reach Melissa than is the case for most of her peers to-

dayday. It will a. It will also allow the tealso allow the team member closest to a givenm member closest to a given

situation to deal with it directly. Employees at all levelssituation to deal with it directly. Employees at all levels
 will  will be more libe more likely to kkely to know what to now what to do, even in do, even in unan-unan-

ticipated situations.ticipated situations.

To help run her company, Melissa will rely on aTo help run her company, Melissa will rely on a

small but diverse group of people who share chemistrysmall but diverse group of people who share chemistry

and understanding, like a well-tuned musical group.and understanding, like a well-tuned musical group.

Members of this team will remain in close communi-Members of this team will remain in close communi-

cation as advisors to the CEO in ways that go beyondcation as advisors to the CEO in ways that go beyond

their functional roles. If she has a particularly cohesivetheir functional roles. If she has a particularly cohesive

and high-functioning C-suite, several of its leaders mayand high-functioning C-suite, several of its leaders may

follow Melissa when she moves to a different company,follow Melissa when she moves to a different company,

perhaps even to several different companies if they areperhaps even to several different companies if they are

leaders in specialty firms.leaders in specialty firms.Of course, a form of hierarchy will still have itsOf course, a form of hierarchy will still have its

place in 2040. Indeed, we anticipate an importantplace in 2040. Indeed, we anticipate an important

new addition to the C-suite: the chief resource officernew addition to the C-suite: the chief resource officer

(CR(CRO)O), whose role will, whose role will be verybe very different from anytdifferent from anythinghing

existing now. The CRO will be responsible not only forexisting now. The CRO will be responsible not only for

human resources, but for all nonfinancial resources.human resources, but for all nonfinancial resources.

 A  A combinacombination tion of of factors—the factors—the rising rising number number ofof

 women in  women in executive ranexecutive ranks, ks, the the high high level level of of educatioeducationn

and training among global employees, and the abilityand training among global employees, and the ability

for people to work anywhere—may reduce the urgencyfor people to work anywhere—may reduce the urgency
of the war for talent. But the war for resources will beof the war for talent. But the war for resources will be

 well u well under way nder way as as the the effects effects of climate of climate change change shrinkshrink

the availability of some crucial natural resources suchthe availability of some crucial natural resources such

as water, fossil fuels, clean air, and minerals, forcingas water, fossil fuels, clean air, and minerals, forcing

companies to be more thoughtful about their strategiescompanies to be more thoughtful about their strategies

and approaches. (Over time, the price of resources willand approaches. (Over time, the price of resources will

reflect their scarcity; the best companies will developreflect their scarcity; the best companies will develop

products and processes in a more sustainable way.) Forproducts and processes in a more sustainable way.) For

this reason, measuring and counterbalancing the envi-this reason, measuring and counterbalancing the envi-

ronmental costs of a company’s footprint will become aronmental costs of a company’s footprint will become a

regular practice. As tregular practice. As the boss of the chief resource officer,he boss of the chief resource officer,

Melissa will need to take more than Melissa will need to take more than a passing interest ina passing interest in
these issues as well.these issues as well.

 And  And just just as as we we welcome welcome the the CROCRO, , we we will will likelylikely

bid goodbye to the chief strategy officer by the timebid goodbye to the chief strategy officer by the time

Melissa takes the corporate reins. No one but the CEOMelissa takes the corporate reins. No one but the CEO

 will be  will be entrusted with entrusted with ensuring ongoing alignment be-ensuring ongoing alignment be-

tween the company’s strategy and the unique capabili-tween the company’s strategy and the unique capabili-

ties that allow it to win in the marketplace. We will seeties that allow it to win in the marketplace. We will see

something similar play out in business units. There willsomething similar play out in business units. There will

no longer be one group of peoplno longer be one group of people planning ste planning strategy andrategy and

another group focused on execution. The same indi-another group focused on execution. The same indi-

viduals will be responsible for both, and both will beviduals will be responsible for both, and both will be

driven by the driven by the company’company’s few s few differentiating capabilitiesdifferentiating capabilitiesas defined and built by the company’s leaders. And ev-as defined and built by the company’s leaders. And ev-

erything will roll up to the CEO, who, compared witherything will roll up to the CEO, who, compared with

today’s top leaders, will be attuned to strategy in waystoday’s top leaders, will be attuned to strategy in ways

much more refined and specific.much more refined and specific.

f     f     
 e e
 a a
t    t    
 u u
r r 
 e e  
 s  s t  t  
r r 
 a a
t  t  
 e e
 g g
 y  y 
 & &
  l  l   e e
 a a
 d  d 
 e e
r r 
 s  s 
h h 
i  i   p p

6161

 W W E E AA NN TT II CC II PPAATT E E AA N N II MM PP OO RRTATA NN TT

N E W  A DN E W  A D DI T IDI T I O N  T O  T H E  C- S UIO N  T O  T H E  C- S UI T E :T E :

 T T HH E E CC HH II EEF F RR EESS OO UU RRCC E E OO FF FF II CC EERR ..
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 W We e may may also also see see the the emergence emergence of of corporatecorporate

capabilities officers who oversee those few crucialcapabilities officers who oversee those few crucial

things that the company does uniquely well—itsthings that the company does uniquely well—its

particular strength in innovation, customer insight, orparticular strength in innovation, customer insight, or

supply chain—that provide the foundation for its suc-supply chain—that provide the foundation for its suc-

cessful strategy. These roles will vary by organization,cessful strategy. These roles will vary by organization,
depending on the depending on the firm’firm’s specific s specific competitivcompetitive strengte strengths.hs.

  

The Great ConnectorThe Great Connector

 With  With greater greater access access to to education theducation throughout their roughout their ca-ca-

reers and by being drawn from a richer talent pool,reers and by being drawn from a richer talent pool,

employees at all levels will be more skilled than today’semployees at all levels will be more skilled than today’s

employees. They will have earned specialized degreesemployees. They will have earned specialized degrees

and multiple certifications. (Wand multiple certifications. (We are e are already seeing talready seeing thesehese

trends today.) Melissa will have to relate to this work-trends today.) Melissa will have to relate to this work-

force on a completely different level than CEOs of theforce on a completely different level than CEOs of the

past; she will be as apt to seek out a frontline employee’spast; she will be as apt to seek out a frontline employee’s

expertise as expertise as she is to provide clear direction herself.she is to provide clear direction herself.
For her compFor her company to be successfany to be successful, Melissa will needul, Melissa will need

to be more entrepreneurial, financially astute, and riskto be more entrepreneurial, financially astute, and risk

savvy than her predecessors. She will need to managesavvy than her predecessors. She will need to manage

institutional and retail shareholders more actively andinstitutional and retail shareholders more actively and

more carefully than most current CEOs do, becausemore carefully than most current CEOs do, because

investors will be more impatient—not necessarily forinvestors will be more impatient—not necessarily for

shortshort-term financial results, but because they -term financial results, but because they want theirwant their

voices to be heard. Having grown fully attuned to thevoices to be heard. Having grown fully attuned to the

age of transparency, investors will be even less forgivingage of transparency, investors will be even less forgiving

of missteps and excuses than their increasingly exact-of missteps and excuses than their increasingly exact-

ing brethren today, and even more tuned in to the com-ing brethren today, and even more tuned in to the com-

pany’pany’s chas challenges. Investors will llenges. Investors will pay very close pay very close attentionattentionto Melissa’to Melissa’s words and actions. Every eye and es words and actions. Every eye and ear will ar will bebe

focused on her accountability and performance.focused on her accountability and performance.

Responsibility to all stakeholders will be an everResponsibility to all stakeholders will be an ever

more important part of the corporate profile. Regard-more important part of the corporate profile. Regard-

less of whether existing regulations attempt to preventless of whether existing regulations attempt to prevent

her company from doing the wrong thing, Melissa willher company from doing the wrong thing, Melissa will

understand that it’s too expensive to risk running afoulunderstand that it’s too expensive to risk running afoul

of employees, customers, suppliers, investors, NGOs,of employees, customers, suppliers, investors, NGOs,

and social and environmental groups. Future employ-and social and environmental groups. Future employ-

ees, customers, and stockholders will not have patienceees, customers, and stockholders will not have patience
 with com with companies that merelpanies that merely prety pretend to end to have a have a social andsocial and

environmenenvironmental tal conscience.conscience.

Melissa will be managing all these relationshipsMelissa will be managing all these relationships

 witho without tut the he benefibenefit t of of a a chairman chairman or a or a board—at leastboard—at least

not as we know them today. Given the direct nature ofnot as we know them today. Given the direct nature of

her relationship with investors, in particular, and theher relationship with investors, in particular, and the

high levels of accountability they will demand, the tra-high levels of accountability they will demand, the tra-

ditional governance structures of the corporation willditional governance structures of the corporation will

have outlived their usefulness. Future governance modelshave outlived their usefulness. Future governance models

 will  will be be more diverse: more diverse: Although the Although the C-corpoC-corporatioration n willwill

still exist in some form, other forms of governance willstill exist in some form, other forms of governance will

emerge that could obviate the need for a chairman, es-emerge that could obviate the need for a chairman, es-
pecially given the necessity for agility and transparency.pecially given the necessity for agility and transparency.

For all these reasons, Melissa’s communicationFor all these reasons, Melissa’s communication

skills will be paramount. It’s hard to imagine anyoneskills will be paramount. It’s hard to imagine anyone

reaching the corner office in 2040 who does not possessreaching the corner office in 2040 who does not possess

extraordinary listening, speaking, writing, and engage-extraordinary listening, speaking, writing, and engage-

ment abilities. The latest forms of social media, whichment abilities. The latest forms of social media, which

 will be  will be the immediate the immediate tool of altool of all constituencies regard-l constituencies regard-

less of age, willess of age, will put Melissa in direct connection not justl put Melissa in direct connection not just

 with investors but with  with investors but with the rathe range of nge of other stakeholdersother stakeholders

 who wa who want to nt to hold management hold management accountable—whetheraccountable—whether

she likes it or not. With all these interests to manage,she likes it or not. With all these interests to manage,

Melissa will need to act a lot less like the titans of 1914Melissa will need to act a lot less like the titans of 1914or the modern men of 1964, and a lot more like theor the modern men of 1964, and a lot more like the

chancellor of a university, appealing to the hearts andchancellor of a university, appealing to the hearts and

minds of a broad array of constituencies both inside andminds of a broad array of constituencies both inside and

outsidoutside te the organization.he organization.
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Preparing for the CEO’s FuturePreparing for the CEO’s Future

In the preceding pages, we’ve attempted to paint a pic-In the preceding pages, we’ve attempted to paint a pic-

ture of the ture of the CEO’CEO’s role through ts role through the decades—much of he decades—much of itit

admittedly speculative, but based on our long and deepadmittedly speculative, but based on our long and deep

understanding of the position and the underlying fun-understanding of the position and the underlying fun-

damentals driving change. Leadership has experienceddamentals driving change. Leadership has experienced
an amaan amazing evolutiozing evolution, and the road ahead is n, and the road ahead is going to begoing to be

less and less predictable. It will require every ounce ofless and less predictable. It will require every ounce of

flexibilityflexibility, emotional intelligence, and creative thin, emotional intelligence, and creative thinkingking

that executives possess.that executives possess.

For today’s leaders who are thinking about findingFor today’s leaders who are thinking about finding

and grooming the bright young people who will oneand grooming the bright young people who will one

day succeed them, we recommend focusing on takingday succeed them, we recommend focusing on taking

the broadest view of talent development. Look far andthe broadest view of talent development. Look far and

 wide; suppo wide; support schools and programs that rt schools and programs that offer the best,offer the best,

most applicable experiences to tomorrow’s leaders; offermost applicable experiences to tomorrow’s leaders; offer

the widest and deepest possible array of experiences tothe widest and deepest possible array of experiences to

promising young people; encourage women; and focuspromising young people; encourage women; and focus
on deepening bench strength in the special skills thaton deepening bench strength in the special skills that

the future leadership of your company requires.the future leadership of your company requires.

If you are a young person in graduate school today,If you are a young person in graduate school today,

or just starting out on your career path, we hope thator just starting out on your career path, we hope that

our vision of the near future serves as a useful startingour vision of the near future serves as a useful starting

guide. But beyond this, consider the picture we paintguide. But beyond this, consider the picture we paint

of 2040 as a source of inspiration for great challengesof 2040 as a source of inspiration for great challenges

ahead. We encourage you to broaden and deepen yourahead. We encourage you to broaden and deepen your

base of knowledge as much as possible, expand yourbase of knowledge as much as possible, expand your

networks, develop both hard and soft skills, and callnetworks, develop both hard and soft skills, and call

on superiors and veteran colleagues for mentorshipon superiors and veteran colleagues for mentorship

and guidance. Even though your world will be differ-and guidance. Even though your world will be differ-ent from theirs—aent from theirs—as it is for s it is for each generation—don’each generation—don’t dis-t dis-

count the wisdom of ecount the wisdom of experience.xperience.

By the time you are ready to take on top leadershipBy the time you are ready to take on top leadership

roles, the world may look something like what we’veroles, the world may look something like what we’ve

portrayed here, or it may be quite different. Our bestportrayed here, or it may be quite different. Our best

advice is to prepare for the unknown. And the best advice is to prepare for the unknown. And the best wayway

to do that is to get out of your comfort zone early andto do that is to get out of your comfort zone early and

often. Embrace new experiences, both on the job andoften. Embrace new experiences, both on the job and

off; get yourself into as many foreign circumstances asoff; get yourself into as many foreign circumstances as

you can—especially if they require new skills or foreignyou can—especially if they require new skills or foreign
languages—and go meet your future.languages—and go meet your future.

 And  And returning returning once once more to more to the the leaders leaders of of today:today:

 W We e hope hope you you consider consider it it your your responsibresponsibility ility to to helphelp

make this future happen.make this future happen. ++

Reprint No. 00254Reprint No. 00254

f     f     
 e e
 a a
t    t    
 u u
r r 
 e e  
 s  s t  t  
r r 
 a a
t  t  
 e e
 g g
 y  y 
 & &
  l  l   e e
 a a
 d  d 
 e e
r r 
 s  s 
h h 
i  i   p p

6363

ResourcesResources

Strategy&’s 2013 Chief Executive Study (strategyand.pwc.com/Strategy&’s 2013 Chief Executive Study (strategyand.pwc.com/

chiefexecutivestudy): The full report and data analysis of this year’s study.chiefexecutivestudy): The full report and data analysis of this year’s study.

PwC’s 17th Annual Global CEO Survey: Fit for the Future (PwC.com,PwC’s 17th Annual Global CEO Survey: Fit for the Future (PwC.com,

 Jan. 201 Jan. 2014). The latest PwC Annual Global CEO Survey shows that the4). The latest PwC Annual Global CEO Survey shows that the
changes CEOs are making within their organizations now have less to dochanges CEOs are making within their organizations now have less to do

 with sheltering from economic h with sheltering from economic headwinds and more to do eadwinds and more to do with preparingwith preparing

for the future.for the future.

Ken Favaro, Per-Ola Karlsson, and Gary L. Neilson, “Captains inKen Favaro, Per-Ola Karlsson, and Gary L. Neilson, “Captains in

Disruption,”Disruption,” s+b s+b , Summer 2013: How CEOs can anticipate the worst,, Summer 2013: How CEOs can anticipate the worst,

plan a response, and navigate to advantage.plan a response, and navigate to advantage.

 Jon Katzenbach and DeAnne Ag Jon Katzenbach and DeAnne Aguirre, “Culture and the Chief Execu-uirre, “Culture and the Chief Execu-

tive,”tive,” s+b  s+b , Summer 2013: CEOs are stepping up to a new role, as leaders, Summer 2013: CEOs are stepping up to a new role, as leaders

of their company’s thinking and behavior.of their company’s thinking and behavior.

Theodore Kinni, “Rita Gunther McGrath on the End of CompetitiveTheodore Kinni, “Rita Gunther McGrath on the End of Competitive

 Advantage,” Advantage,” s+b s+b , Spring 2014: The Columbia Business , Spring 2014: The Columbia Business School professorSchool professor

says the era of sustainable competitive advantage is being replaced by ansays the era of sustainable competitive advantage is being replaced by an

age of flexibility.age of flexibility.

“The Right Time to Separate the CEO and Chairman Roles,”“The Right Time to Separate the CEO and Chairman Roles,” s+b s+b , Apr., Apr.

12, 2013: When performance is flagging, splitting the top jobs could well12, 2013: When performance is flagging, splitting the top jobs could well

make sense—otherwise, don’t rock the boat.make sense—otherwise, don’t rock the boat.

For more thought leadership on this topic, see theFor more thought leadership on this topic, see the s+b  s+b  website at: website at:

strategy-business.com/strategy_and_leadership.strategy-business.com/strategy_and_leadership.
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by DeAnne Aguirre and Micah Alpernby DeAnne Aguirre and Micah Alpern

These time-honored tools andThese time-honored tools and

techniques can help techniques can help companiescompanies

transform transform quicklyquickly..

Since the mSince the mid-id-2000s, organi2000s, organizational changezational change

manmanagement and tranagement and transformation havsformation have becomee become

permanent features of the business lapermanent features of the business landscapendscape..
VVast new maast new markets and rkets and labor pools have opened up,labor pools have opened up,

ininnovnovative technologies have put oative technologies have put once-powerfunce-powerfull

business models on the chopping block, and capitalbusiness models on the chopping block, and capital

flows and iflows and invnvestor demand estor demand have become lesshave become less

predictable. Tpredictable. To meet these chao meet these challenges, firllenges, firms havems have

become more sobecome more sophistphisticated in ticated in the best practices forhe best practices for

organizatorganizational change management. Theional change management. They are fary are far

more sensitive to and more keenmore sensitive to and more keenly aware of the rolely aware of the role

that cthat cultuulture playsre plays. They’ve . They’ve alalso had to get mso had to get muchuch

better on their fobetter on their follow-througllow-throughh
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 Yet according to  Yet according to a a 202013 Strategy&/Katzenbach 13 Strategy&/Katzenbach CenterCenter

survey of global senior executives on culture and chasurvey of global senior executives on culture and changenge

management, the success management, the success rate of major change initiativesrate of major change initiatives

is only 54 percent. This is far too low. The costs are highis only 54 percent. This is far too low. The costs are high

 when ch when change efforts go wroange efforts go wrong—not only ng—not only financially bufinancially butt

in confusion, lost opportunity, wasted resources, and di-in confusion, lost opportunity, wasted resources, and di-
minished morale. When employees who have enduredminished morale. When employees who have endured

real upheaval and put in significant extra hours for anreal upheaval and put in significant extra hours for an

initiative that was announced with great fanfare see itinitiative that was announced with great fanfare see it

simply fizzle out, cynicism sets in.simply fizzle out, cynicism sets in.

Our experience with organizational change man-Our experience with organizational change man-

agement suggests that there are three major hurdles toagement suggests that there are three major hurdles to

overcome. The first—no surprise—is “change fatigue,”overcome. The first—no surprise—is “change fatigue,”

the exhthe exhaustion that sets in when people feel pressured toaustion that sets in when people feel pressured to

make too many tmake too many transitions at once. A full ransitions at once. A full 65 percen65 percent oft of

respondents to the Katzenbach Center survey reportedrespondents to the Katzenbach Center survey reported

this as a problem. The change initiatives they sufferedthis as a problem. The change initiatives they suffered

through may have been poorly thought through, rolledthrough may have been poorly thought through, rolled
out too fast, or put in place without sufficient prepa-out too fast, or put in place without sufficient prepa-

ration. Fatigue is a familiar problem in organizationalration. Fatigue is a familiar problem in organizational

change management, especially when splashy “wholechange management, especially when splashy “whole

new day” initiatives are dnew day” initiatives are driven from the top.riven from the top.

Change initiatives also flounder, according to 48Change initiatives also flounder, according to 48

percent of the respondents, because companies lackpercent of the respondents, because companies lack

the skills to ensure that change can be sustained overthe skills to ensure that change can be sustained over

time. Leaders might set out eagerly to raise producttime. Leaders might set out eagerly to raise product

quality, but when production schedules slow and thequality, but when production schedules slow and the

pipeline starts looking sparse, they lose heart. Lack-pipeline starts looking sparse, they lose heart. Lack-

ing an effective way to deal with production lineing an effective way to deal with production line

problems, they decide their targets were unrealistic,problems, they decide their targets were unrealistic,
they blame the production technology, or they ac-they blame the production technology, or they ac-

cuse their frontline people of not being up to the task.cuse their frontline people of not being up to the task.

 A  A much better much better way to way to solve the solve the probproblem is lem is to invest to invest inin

operational improvements such as process design andoperational improvements such as process design and

training, to instill new practical approaches and givetraining, to instill new practical approaches and give

peoplpeople the ke the knowledge and cultural support they need.nowledge and cultural support they need.

The third major obstacle is that transformation ef-The third major obstacle is that transformation ef-

forts are typically decided upon, planned, and imple-forts are typically decided upon, planned, and imple-

mented in the C-suite, with little input from those atmented in the C-suite, with little input from those at

lower levels. This filters out information that could belower levels. This filters out information that could be
helpful in designing the initiative while also limitinghelpful in designing the initiative while also limiting

oppoopportunities to get rtunities to get frontline ownership of the change.frontline ownership of the change.

In the Katzenbach Center survey, 44 percent of par-In the Katzenbach Center survey, 44 percent of par-

ticipants reported not understanding the changes theyticipants reported not understanding the changes they

 were expected to make, and 38 percent said they didn were expected to make, and 38 percent said they didn’’tt

agree with the changes.agree with the changes.

The following list of 10 guiding principles forThe following list of 10 guiding principles for

change can help executives navigate the treacherouschange can help executives navigate the treacherous

shoals of trashoals of transformationsformation in n in a systematic way.a systematic way.

11..Lead with the culture.Lead with the culture. Lou Gerstner, who as chief ex- Lou Gerstner, who as chief ex-

ecutive of IBM led one of the most successful businessecutive of IBM led one of the most successful business

transformations in history, said the most important les-transformations in history, said the most important les-

son he learned from the experience was that “cultureson he learned from the experience was that “culture

is everything.” Businesspeople today understand this.is everything.” Businesspeople today understand this.

In the Katzenbach Center survey, 84 percent said thatIn the Katzenbach Center survey, 84 percent said that

the organization’s culture was critical to the successthe organization’s culture was critical to the success

of change management, and 64 percent saw it asof change management, and 64 percent saw it as

more critical than strategy or operating model. Yetmore critical than strategy or operating model. Yet

change leaders often fail to address culture—in termschange leaders often fail to address culture—in terms

of either overcoming cultural resistance or making theof either overcoming cultural resistance or making the
most of cultural support. Among respondents whosemost of cultural support. Among respondents whose

companies were unable to sustain change over time, acompanies were unable to sustain change over time, a

startling 76 percent reported that executives failed tostartling 76 percent reported that executives failed to

take account of the existing cutake account of the existing culture when designing thelture when designing the
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      s      s
       t       toperational improvements, such as process design andoperational improvements, such as process design and take account of the existing cutake account of the existing culture when designing thelture when designing the
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to recognize and acknowledge each company’s under-to recognize and acknowledge each company’s under-

lying culture, leaders of the merged firm harnessedlying culture, leaders of the merged firm harnessed

deeply ingrained strengths to energize the change anddeeply ingrained strengths to energize the change and

avoided the incoherenavoided the incoherence that ce that could have resulted from acould have resulted from a

less intentional and less intentional and sensitive redesign.sensitive redesign.

22..
Start at the top.Start at the top. Although it’s important to engage em- Although it’s important to engage em-

ployees at every level early on, all successful changeployees at every level early on, all successful change

management initiatives start management initiatives start at the top, with a commit-at the top, with a commit-

ted and well-aligned group of executives strongly sup-ted and well-aligned group of executives strongly sup-

ported by the CEO. This alignment can’t be taken forported by the CEO. This alignment can’t be taken for

granted. Rather, work must be done in advance to en-granted. Rather, work must be done in advance to en-

sure that everyone agrees about the case for the changesure that everyone agrees about the case for the change

and the parand the particulars for implementing iticulars for implementing it.t.

 A clin A clinical ical research research firm firm was was committed to committed to triplingtripling
its size over the next decade to achieve a more com-its size over the next decade to achieve a more com-

petitive position. Because the company was still prettypetitive position. Because the company was still pretty

much operating as a startup afmuch operating as a startup after 25 years, this requiredter 25 years, this required

a far-reaching organizational redesign. Before startinga far-reaching organizational redesign. Before starting

the design phase, finance leaders gathered at an off-sitethe design phase, finance leaders gathered at an off-site

meeting to begin a rigorous exercise in alignment. Themeeting to begin a rigorous exercise in alignment. The

exercise included a leadership team effectiveness exercise included a leadership team effectiveness survey,survey,

 which  which revealed revealed that that though though these these leaders leaders called called them-them-

selves a team, selves a team, they didn’they didn’t really t really see themselves that see themselves that wayway..

Instead, they mostly operated as lone rangers, in charac-Instead, they mostly operated as lone rangers, in charac-

teristic startup style.teristic startup style.

Each of the executives in Each of the executives in the group made a thought-the group made a thought-
ful individual presentation about the case for change.ful individual presentation about the case for change.

Most of them agreed on the general direction the com-Most of them agreed on the general direction the com-

pany needed to take to achieve rapid growth. But theirpany needed to take to achieve rapid growth. But their

descriptions of how to move in that direction for exdescriptions of how to move in that direction for ex

transformation effort.transformation effort.

 Why would this  Why would this be true, given tbe true, given the widespread rec-he widespread rec-

ognition of culture’s importance? Perhaps it’s becauseognition of culture’s importance? Perhaps it’s because

change management designers view their company’schange management designers view their company’s

culture as the legacy of a past from which they wantculture as the legacy of a past from which they want

to move on. Or they get so focused on structural de-to move on. Or they get so focused on structural de-
tails—reporting lines, decision rights, and formal pro-tails—reporting lines, decision rights, and formal pro-

cesses—that they forget that human beings with strongcesses—that they forget that human beings with strong

emotional connections to the culture will be enactingemotional connections to the culture will be enacting

these changes. Or they athese changes. Or they assume that culture, because it isssume that culture, because it is

“soft” and informal, will be malleable enough to adapt“soft” and informal, will be malleable enough to adapt

 without  without requiring explicrequiring explicit attenit attention.tion.

 Yet  Yet skilled change managers, conscskilled change managers, conscious oious of organiza-f organiza-

tional change management best practices, always maketional change management best practices, always make

the most of their the most of their company’company’s existing s existing culture. Instead ofculture. Instead of

trying to change the culture itself, they draw emotionaltrying to change the culture itself, they draw emotional

energy from it. They tap into the way people alreadyenergy from it. They tap into the way people already

think, behave, work, and feel to provide a boost to thethink, behave, work, and feel to provide a boost to the
change initiative. To use this emotional energy, lead-change initiative. To use this emotional energy, lead-

ers must look for the elements of the culture that areers must look for the elements of the culture that are

aligned to the change, bring them to the foreground,aligned to the change, bring them to the foreground,

and attract the attention of the people who will be af-and attract the attention of the people who will be af-

fected by the change.fected by the change.

In tIn two healthcare cwo healthcare companies undergoing a mergerompanies undergoing a merger,,

culture led the post-deal integration. Using a culture-culture led the post-deal integration. Using a culture-

related diagnostic questionnaire, the change manage-related diagnostic questionnaire, the change manage-

ment team asked people to describe each company’sment team asked people to describe each company’s

operating style—and mapped the responses from theoperating style—and mapped the responses from the

two legacy companies to get a sense of their combinedtwo legacy companies to get a sense of their combined

strengths and challenges. It quickly became clear thatstrengths and challenges. It quickly became clear that
 where one  where one company had company had a a culture culture attuned attuned to bottom-to bottom-

line results, the other tended to focus on process. Op-line results, the other tended to focus on process. Op-

timally, the new company would need to skillfully usetimally, the new company would need to skillfully use

processes to deliver clear results By first takprocesses to deliver clear results By first taking the timeing the time

ALTHOUGH IT’S IMPORTANT TO ENGAGEALTHOUGH IT’S IMPORTANT TO ENGAGE  

EMPLOYEES AT EVERY LEVEL EARLY ON,EMPLOYEES AT EVERY LEVEL EARLY ON,

ALL SUCCESSFUL CHANGE MANAGEMENTALL SUCCESSFUL CHANGE MANAGEMENT

INITIATIVES START AT THE TOP.INITIATIVES START AT THE TOP.
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descriptions of how to move in that direction—for ex-descriptions of how to move in that direction—for ex-processes to deliver clear results. By first takprocesses to deliver clear results. By first taking the timeing the time
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Planners who resist early engagement at multiplePlanners who resist early engagement at multiple

levels of the hierarchy often do so because they believelevels of the hierarchy often do so because they believe

that the process will be more efficient if fewer peoplethat the process will be more efficient if fewer people

are involved in planning. But although it may taare involved in planning. But although it may take lon-ke lon-

ger in the beginning, ensuring broad involvement savesger in the beginning, ensuring broad involvement saves

untold headaches later on. Not only does more informa-untold headaches later on. Not only does more informa-
tion surface, but people are more invested when they’vetion surface, but people are more invested when they’ve

had a hand in developing a plan. One common apho-had a hand in developing a plan. One common apho-

rism in change management is “you have to go slow torism in change management is “you have to go slow to

go fast.”go fast.”

IBM recognized the need for such an approach inIBM recognized the need for such an approach in

2003, when rolling out a new initiative on culture. The2003, when rolling out a new initiative on culture. The

leadership team had met intensively to develop clearleadership team had met intensively to develop clear

definitions of the cultural traits the organization woulddefinitions of the cultural traits the organization would

require going forward. They then declared a “valuesrequire going forward. They then declared a “values

 jam, jam,” a ” a website set up for a website set up for a 72-ho72-hour period, where any-ur period, where any-

one in the company could post comments, responses,one in the company could post comments, responses,

suggestions, and concerns. Leaders then made keysuggestions, and concerns. Leaders then made key
changes based on the feedback they received and com-changes based on the feedback they received and com-

municated clearly how the input they’d received wasmunicated clearly how the input they’d received was

being being incorporaincorporated.ted.

4.4.
Make the rational and emotional case together.Make the rational and emotional case together. LeadersLeaders

 will  will often often make make the the case case for for major chamajor change nge on ton the he solesole

basis of strategic business objectives such as “we willbasis of strategic business objectives such as “we will

enter new markets” or “we will grow 20 percent a yearenter new markets” or “we will grow 20 percent a year

for the next three years.” Such objectives are fine as farfor the next three years.” Such objectives are fine as far
as they go, but they rarely reach people emotionally inas they go, but they rarely reach people emotionally in

a way that ensures genuine commitment to the cause.a way that ensures genuine commitment to the cause.

Human beings respond to calls to action that engageHuman beings respond to calls to action that engage

th i h t ll th i i d ki th f lth i h t ll th i i d ki th f l

ample, what the first concrete steps should be—were allample, what the first concrete steps should be—were all

over the map. They were then tasked to work togetherover the map. They were then tasked to work together

to develop a case for change that every one of themto develop a case for change that every one of them

could support.could support.

To hammer out these agreements, these top execu-To hammer out these agreements, these top execu-

tives had to listen closely to their colleagues and weightives had to listen closely to their colleagues and weigh
conflicting points of view. The exercise was demand-conflicting points of view. The exercise was demand-

ing, but they began to coalesce around a coherent vi-ing, but they began to coalesce around a coherent vi-

sion for what the company should look like in 10 years.sion for what the company should look like in 10 years.

Most importantly, the experience of working togetherMost importantly, the experience of working together

so intensely led the executives, for once, to act as a col-so intensely led the executives, for once, to act as a col-

laborative and committed team. By the end of the off-laborative and committed team. By the end of the off-

site meeting, they found that they were all using thesite meeting, they found that they were all using the

same language to describe what the company neededsame language to describe what the company needed

to do. As one participant noted, the experience hadto do. As one participant noted, the experience had

transformedtransformed him him , which in turn gave him confidence, which in turn gave him confidence

that together they could cascade the plan to otherthat together they could cascade the plan to other

groups at other levels of the hierarchy.groups at other levels of the hierarchy.

33..
Involve every layer.Involve every layer. Strategic planners often fail to takeStrategic planners often fail to take

into account the extent to which midlevel ainto account the extent to which midlevel and frontlinend frontline

people can make or break a change initiative. The pathpeople can make or break a change initiative. The path

of rolling out change is immeasurably smoother if theseof rolling out change is immeasurably smoother if these

people are tapped early for input on issues that will af-people are tapped early for input on issues that will af-

fect their jobs. Frontline people tend to be rich reposi-fect their jobs. Frontline people tend to be rich reposi-

tories of knowledge about where potential glitches maytories of knowledge about where potential glitches may

occur, what technical and logistical issues need to beoccur, what technical and logistical issues need to be
addressed, and how customers may react to changes. Inaddressed, and how customers may react to changes. In

additioaddition, their fun, their full-hearted engagement can smooth thell-hearted engagement can smooth the

 way for complex change  way for complex change initiatives, whereas their initiatives, whereas their resis-resis-

t illt ill k i l t tik i l t ti i h lli h ll

FRONTLFRONTLINE PEOPLE TEND TO BE INE PEOPLE TEND TO BE RICHRICH

REPOSITORIES OF KNOWLEDGEREPOSITORIES OF KNOWLEDGE

ABOUT WHERE ABOUT WHERE POTENTIPOTENTIAL GAL GLITLITCHESCHES

MAY OCCUR.MAY OCCUR.
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      s      s
       t       ttheir hearts as well as their minds, making them feel astheir hearts as well as their minds, making them feel astance will tance will make implementatimake implementation an ongoing challenge.on an ongoing challenge.
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if they’re part of if they’re part of something consequential.something consequential.

Hewlett-Packard CEO Meg Whitman and her se-Hewlett-Packard CEO Meg Whitman and her se-

nior executive team appear to be following this princi-nior executive team appear to be following this princi-

ple in their transformation efforts. Theple in their transformation efforts. They have sought toy have sought to

activate a strong personal connection between HP andactivate a strong personal connection between HP and

its employees, by drawing directly on the company’sits employees, by drawing directly on the company’s

cultural history and traditions. For example, throughcultural history and traditions. For example, through

symbolic gestures such as tearing down the fences thatsymbolic gestures such as tearing down the fences that

surrounded the executive parking lot and moving topsurrounded the executive parking lot and moving top

executives into cubiclexecutives into cubicles, the company has es, the company has reinforced thereinforced the

original “HP Way” ethic in which the intrinsic qual-original “HP Way” ethic in which the intrinsic qual-

ity of the work is as important as one’s position in theity of the work is as important as one’s position in the

hierarchy. (Whitman tells this story in an April 2013hierarchy. (Whitman tells this story in an April 2013

LinkedIn blog post, “The Power of Transparent Com-LinkedIn blog post, “The Power of Transparent Com-

munication.”) This strategy contrasts with that ofmunication.”) This strategy contrasts with that of

 Whitman’s immediate  Whitman’s immediate predecessors, who predecessors, who had had declareddeclared

it was time for the company to abandon its core iden-it was time for the company to abandon its core iden-

tity. In any organization facing a challenging environ-tity. In any organization facing a challenging environ-

ment, the emotional connection fostered by moves likement, the emotional connection fostered by moves like

these is likely to make a these is likely to make a major difference.major difference.

55..
Act your way into new thinking.Act your way into new thinking. Many change initiativesMany change initiatives

seem to assume that people will begin to shift theirseem to assume that people will begin to shift their

behaviors once formal elements like directives and in-behaviors once formal elements like directives and in-

centives have been put in place. People who work to-centives have been put in place. People who work to-

gether on cross-functiogether on cross-functional teams wilnal teams will start collaboratingl start collaborating

because the lines on the chart show they are supposedbecause the lines on the chart show they are supposed

to do so. Managers will become clear communicatorsto do so. Managers will become clear communicators

because they have a mabecause they have a mandate to deliver a message aboutndate to deliver a message about

the new strategthe new strategyy..
 Y Yet lines et lines on a on a chart chart and bold and bold statements of intentstatements of intent

have only so much impact. Far more critical to the have only so much impact. Far more critical to the suc-suc-

cess of any change initiative is ensuring that people’scess of any change initiative is ensuring that people’s

daily behaviors reflect the imperative of change. Startdaily behaviors reflect the imperative of change. Start

by defining a critical few behaviors that will be essen-by defining a critical few behaviors that will be essen-

tial to the success of the initiative. Then conduct ev-tial to the success of the initiative. Then conduct ev-

eryday business with those behaviors front and center.eryday business with those behaviors front and center.

Senior leaders must visibly model these new behaviorsSenior leaders must visibly model these new behaviors

themselves, right from the start, because themselves, right from the start, because emploemployees willyees will

believe real change is occurring only when they see itbelieve real change is occurring only when they see it

happening at the top of the company.happening at the top of the company.

Leaders of a major global manufacturer seeking toLeaders of a major global manufacturer seeking to
escape bankescape bankruptcy believed the company had lost toucruptcy believed the company had lost touchh

 with  with customers customers because because of of entrenched problems entrenched problems in in itsits

culture. Managers operated in an overly layered sys-culture. Managers operated in an overly layered sys-

i h h bili Th di h h bili Th d

ous, risk averse, insular, and prone to spending time onous, risk averse, insular, and prone to spending time on

approvals and office politics. Instead of implementingapprovals and office politics. Instead of implementing
a dramatic, full-scale turnaround, the change team de-a dramatic, full-scale turnaround, the change team de-

manded that leaders adopt three specific behaviors:manded that leaders adopt three specific behaviors:

                

 weeks or mo weeks or months.nths.

                --

ship (supervisory) level, asking for their input and en-ship (supervisory) level, asking for their input and en-

gaging them in frank discussions.gaging them in frank discussions.

                

contact with real-life customers.contact with real-life customers.

Because these behavioral shifts were both limitedBecause these behavioral shifts were both limited

and clearly spelled out, they were implemented quickly.and clearly spelled out, they were implemented quickly.

Leaders were asked to act “as if” the organization didLeaders were asked to act “as if” the organization did
things this way, rather than trying to think their waythings this way, rather than trying to think their way

out of old ways of being. These behaviors acceleratedout of old ways of being. These behaviors accelerated

the company’s passage out of bankruptcy, which oc-the company’s passage out of bankruptcy, which oc-

curred ahead of schedule.curred ahead of schedule.

66..
Engage, engage, engage.Engage, engage, engage.  Leaders often make the mis-  Leaders often make the mis-

take of imagining that if they convey a strong messagetake of imagining that if they convey a strong message

of change at the staof change at the start of an inrt of an initiative, peopitiative, people will under-le will under-

stand what to do. Nothing could be further from thestand what to do. Nothing could be further from the
truth. Powerful and sustained change requires constanttruth. Powerful and sustained change requires constant

communication, not only throughout the rollout butcommunication, not only throughout the rollout but

after the major elements of the plan are in place. Theafter the major elements of the plan are in place. The

more kinds of communication employed, the more ef-more kinds of communication employed, the more ef-

fective they are, which is why HP’s tearing down thatfective they are, which is why HP’s tearing down that

fence was so important: Symbols reinforce the impactfence was so important: Symbols reinforce the impact

of words.of words.

 A  A global global publishepublisher r undertook undertook a a major major initiativeinitiative

to become more digital, putting in place far-reachingto become more digital, putting in place far-reaching

structural changes. The top leaders decided to engagestructural changes. The top leaders decided to engage

people throughout the company at a variety of levels.people throughout the company at a variety of levels.

First, they convened a series of town halls where largeFirst, they convened a series of town halls where large
groups were given the news and invited to ask how thegroups were given the news and invited to ask how the

company-wide shift would affect them. Executives fol-company-wide shift would affect them. Executives fol-

lowed this with function-wide meetings where peoplelowed this with function-wide meetings where people

ld l f l b t th ti i tld l f l b t th ti i t
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tem without much accountability. They were ponder-tem without much accountability. They were ponder- could learn, for example, about the prospective impactcould learn, for example, about the prospective impact
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on finance or human resources. The company also of-on finance or human resources. The company also of-

fered a version of fireside conversations they calfered a version of fireside conversations they called “PIEled “PIE

chats” (PIE stood for performance, innovation, and ex-chats” (PIE stood for performance, innovation, and ex-

ecution). Finally, an internal trade fair was planned toecution). Finally, an internal trade fair was planned to

showcase what various teams were doing to make theshowcase what various teams were doing to make the

company more digital. This multifaceted and ongoingcompany more digital. This multifaceted and ongoing
communications effort kept the message alive, givingcommunications effort kept the message alive, giving

every employee an understanding of the change and aevery employee an understanding of the change and a

stake in stake in the outcome.the outcome.

77..
Lead outside the lines.Lead outside the lines. Change has the best chance ofChange has the best chance of

cascading thcascading through an organization when everyone withrough an organization when everyone with

authority and influence is involved. In addition to thoseauthority and influence is involved. In addition to those

 who  who hold hold formal formal positiopositions ns of of power—the power—the company’company’ss

recognized leaders—this group includes people whoserecognized leaders—this group includes people whose
power is more informal and is related to their expertise,power is more informal and is related to their expertise,

to the breadth of tto the breadth of their network, or to personal qualitiesheir network, or to personal qualities

that engender trust.that engender trust.

 W We call these e call these informal leaders informal leaders “speci“special foral forces.” ces.” TheyThey

can be found thcan be found throughouroughout any organization. They mightt any organization. They might

include a well-respected field supervisor, an innovativeinclude a well-respected field supervisor, an innovative

project manager, or a receptionist who’s been at the firmproject manager, or a receptionist who’s been at the firm

for 25 years. Companies that succeed at implementingfor 25 years. Companies that succeed at implementing

major change identify these people early and find waysmajor change identify these people early and find ways

to involve them as participants and guides. There areto involve them as participants and guides. There are

three distinct kinds of informathree distinct kinds of informal leaders:l leaders:

• • Pride Pride buildersbuilders are great at motivating others and are great at motivating others and
inspiring them to take pride in their work. People influ-inspiring them to take pride in their work. People influ-

enced by them feel good about working for the organi-enced by them feel good about working for the organi-

zation and have a desire to zation and have a desire to go above and beyond.go above and beyond.

T t dT t d dd l Th il Th i

tories of the organization’s culture. They are the onestories of the organization’s culture. They are the ones

approached by people who want to know what’s reallyapproached by people who want to know what’s really

happening in the organization—for example, whenhappening in the organization—for example, when

they’they’re trying to figre trying to figure out if those leading a change ure out if those leading a change ini-ini-

tiative are actuatiative are actually going to follow through.lly going to follow through.

• • Change Change or or culture culture ambassadorambassadorss know, as if by in- know, as if by in-
stinct, how tostinct, how to live live  the change the organization is mak- the change the organization is mak-

ing. They serve as both exemplars and communicators,ing. They serve as both exemplars and communicators,

spreading the word about why change is important.spreading the word about why change is important.

 Informal leaders must be  Informal leaders must be identified beforidentified before they cae they cann

be engaged. The best way to do this in a large orga-be engaged. The best way to do this in a large orga-

nization is to run a network analysis. By mapping outnization is to run a network analysis. By mapping out

connections and seeing who people talk to, you canconnections and seeing who people talk to, you can

complcomplement the formal org chaement the formal org chart with one trt with one that enableshat enables

you to lead outside the lines.you to lead outside the lines.

88..Leverage formal solutions.Leverage formal solutions. Persuading people to change Persuading people to change

their behavior won’t suffice for transformation unlesstheir behavior won’t suffice for transformation unless

formal elements—such as structure, reward systems,formal elements—such as structure, reward systems,

 ways  ways of of operating, training, operating, training, and and developdevelopmentment—are —are re-re-

designed to support them. Many companies fall shortdesigned to support them. Many companies fall short

in this area.in this area.

 A  A law law firm firm tried tried to to professiprofessionalize onalize its its clubbyclubby

culture, which clients perceived as inwardly focused.culture, which clients perceived as inwardly focused.

The lead partner group recognized that associatesThe lead partner group recognized that associates

needed more formal mentoring and development.needed more formal mentoring and development.

The existing system, in which partners who headedThe existing system, in which partners who headed
the practice groups conducted all the training, hadthe practice groups conducted all the training, had

led to uneven results. So the transformation team cre-led to uneven results. So the transformation team cre-

ated a development committee and put out a call forated a development committee and put out a call for

i d ff b illi k i hi d ff b illi k i h

PERSUADING PEOPLE TO CHANGEPERSUADING PEOPLE TO CHANGE

THEIR BEHAVIOR WON’T SUFFICE FORTHEIR BEHAVIOR WON’T SUFFICE FOR

TRANSFORMATION UNLESS FORMALTRANSFORMATION UNLESS FORMAL

ELEMENTS ARE REDESIGNEDELEMENTS ARE REDESIGNED

TO SUPPORT THEM.TO SUPPORT THEM.
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• • Trusted Trusted nodesnodes are go-to people. They are reposi- are go-to people. They are reposi- experienced staff members willing to work with newexperienced staff members willing to work with new
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hires. The team was delighted when a strong grouphires. The team was delighted when a strong group

of contributors volunteered and put in the timeof contributors volunteered and put in the time

required to design a robust development program andrequired to design a robust development program and

start engaging start engaging associates.associates.

 Af After ter a a strong strong start, start, howeverhowever, , the the effort effort faltered;faltered;

people who had been enthusiastic fell away. Debriefingpeople who had been enthusiastic fell away. Debriefing

those involved, leadership identified the problem: Nothose involved, leadership identified the problem: No

formal mechanisms were in place to support or rewardformal mechanisms were in place to support or reward

this participation. Calculations for bonuses left devel-this participation. Calculations for bonuses left devel-

opment work out of the equation, and although senioropment work out of the equation, and although senior

partners paid lip service to the “wonderful work” thepartners paid lip service to the “wonderful work” the

development committee was doing, they seemed todevelopment committee was doing, they seemed to

regard its members as internal volunteers. Once theyregard its members as internal volunteers. Once they

recognized threcognized this problemis problem, the , the firm’firm’s leaders enacted subs leaders enacted sub--

stantial policy changes, starting with a mechanism thestantial policy changes, starting with a mechanism the

compensatiocompensation committee could use to n committee could use to take into accounttake into account

the contributiothe contributions made ns made by those who traby those who trained others.ined others.

99..Leverage informal solutions.Leverage informal solutions. Even when the formal el- Even when the formal el-

ements needed for change are present, the establishedements needed for change are present, the established

culture can undermine them if people revert to long-culture can undermine them if people revert to long-

held but unconscious ways of behaving. This is why for-held but unconscious ways of behaving. This is why for-

mal and informal solutions must work together.mal and informal solutions must work together.

 A  A top-titop-tier er technoltechnology ogy company company was was trying trying to to in-in-

culcate a more customer-centric mind-set after a decadeculcate a more customer-centric mind-set after a decade

focused on relentlessly cutting costs. Survey focused on relentlessly cutting costs. Survey diagnosticsdiagnostics

revealed significant customer dissatisfaction with therevealed significant customer dissatisfaction with the

quality of the company’s products, which were too oftenquality of the company’s products, which were too often

released into the marketplace with significant flaws. Areleased into the marketplace with significant flaws. A
set of new procedures was put in place along with met-set of new procedures was put in place along with met-

rics to identify gaps in product development, processrics to identify gaps in product development, process

quality controls, and cross-teaming at the front lines.quality controls, and cross-teaming at the front lines.

But one of the most powerful solutions was purelyBut one of the most powerful solutions was purely

cultural and informal—changing the informal mottocultural and informal—changing the informal motto

that governed frontline decision making. The slogan ofthat governed frontline decision making. The slogan of

the cost-cutting era, “Ship by any means,” was replacedthe cost-cutting era, “Ship by any means,” was replaced

by a new aphorism: “If it’s not right, don’t ship it.” Prideby a new aphorism: “If it’s not right, don’t ship it.” Pride

builders were enlisted to instill the message that every-builders were enlisted to instill the message that every-

one needed to prevent flawed products from going out,one needed to prevent flawed products from going out,

even if that meaeven if that meant pulling prodnt pulling products apart to check themucts apart to check them

or slowing down production. By asking people at everyor slowing down production. By asking people at every
level to be responsible for quality—and by celebratinglevel to be responsible for quality—and by celebrating

and rewarding improvements—change leaders wereand rewarding improvements—change leaders were

able to create an ethic of ownership in the product andable to create an ethic of ownership in the product and

i h h ld hi “W j d h ’ ld ”i h h ld hi “W j d h ’ ld ”

1100..
Assess and adapt.Assess and adapt. The Strategy&/Katzenbach CenterThe Strategy&/Katzenbach Center

survey revealed that many organizations involved insurvey revealed that many organizations involved in

transformation efforts fail to measure their success be-transformation efforts fail to measure their success be-

fore moving on. Leaders are so eager to claim victoryfore moving on. Leaders are so eager to claim victory

that they don’t take the time to find out what’s workingthat they don’t take the time to find out what’s working

and what’s not, and to adjust their next steps according-and what’s not, and to adjust their next steps according-

lyly. This . This failure to follow through resufailure to follow through results in inconsisten-lts in inconsisten-

cy and cy and deprives the organization of needed informationdeprives the organization of needed information

about how to suppoabout how to support the rt the process of change process of change throughoutthroughout

its life cycle.its life cycle.

 A  A global global consumer consumer products products company company had had mademade

a far-ranging commitment to lowering costs. Leadersa far-ranging commitment to lowering costs. Leaders

designed a robust change template and implemented itdesigned a robust change template and implemented it

 widely; the  widely; the metrics indicated metrics indicated that they were that they were succeeding.succeeding.

But the company wanted to be sure that people under-But the company wanted to be sure that people under-

stood the ongoing nature of this commitment. So theystood the ongoing nature of this commitment. So they

rolled out a series of pulse surveys and convened focusrolled out a series of pulse surveys and convened focus

groups to describe the case for change and the new be-groups to describe the case for change and the new be-

haviors required of everyone.haviors required of everyone.
The first round of surveys found that only 60 per-The first round of surveys found that only 60 per-

cent of respondents understood the message. The com-cent of respondents understood the message. The com-

pany then called on informal leaders to play a biggerpany then called on informal leaders to play a bigger

role in evangelizing role in evangelizing for the initiative. They continued tofor the initiative. They continued to

run these surveys and focus groups to measure the re-run these surveys and focus groups to measure the re-

sult until a more sizable majorisult until a more sizable majority of the ty of the staff staff had shownhad shown

they were prepared.they were prepared.

These 10 guiding principles offer a powerful templateThese 10 guiding principles offer a powerful template

for leaders committed to effecting sustained transfor-for leaders committed to effecting sustained transfor-

mational change. The work required can be arduousmational change. The work required can be arduous

and exacting. But the need for major change initiativesand exacting. But the need for major change initiatives
is only going to become more urgent. It behoois only going to become more urgent. It behooves us aves us allll

to get it right.to get it right.  ++

Reprint No. 00255Reprint No. 00255

ResourcesResources

 Jon R. Katzenbach, Rutger von  Jon R. Katzenbach, Rutger von Post, and James Thomas, “The CriticalPost, and James Thomas, “The Critical

Few: Components of a Truly Effective Culture,”Few: Components of a Truly Effective Culture,” s+b s+b , Spring 2014:, Spring 2014:

Putting the best elements of your culture to work in favor of change.Putting the best elements of your culture to work in favor of change.

Don’t Blame Your CultureDon’t Blame Your Culture
(strategy-business.com/digital-mobile-(strategy-business.com/digital-mobile-products): This app includes groundbreaking articles on organizationalproducts): This app includes groundbreaking articles on organizational

culture, redesigned exclusively for tablet and e-book reading.culture, redesigned exclusively for tablet and e-book reading.

For more thought leadership on this topic, see theFor more thought leadership on this topic, see the s+b s+b  website at: website at:

strategy-business.com/organizations_and_people.strategy-business.com/organizations_and_people.
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vanquish the old ethic: “We just do what we’re told.”vanquish the old ethic: “We just do what we’re told.”
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STEPHENSTEPHEN
WOLFRAM’SWOLFRAM’S
WORLD-WORLD-

CHANGINGCHANGINGPLANSPLANS

The physicist, author, and softwareThe physicist, author, and software
entrepreneur has high expectations ofentrepreneur has high expectations of
 pretty  pretty much much everything everything and and everyone.everyone.

by Jimmy Gutermanby Jimmy Guterman

Stephen WolframStephen Wolfram doesn’t blog much, but when he does he makesdoesn’t blog much, but when he does he makes

it count. On November 13, 2013, Wolfram sat down at his Mac andit count. On November 13, 2013, Wolfram sat down at his Mac and

promised that the new computer language he created would be hispromised that the new computer language he created would be his
“most important t“most important technoechnologlogy project yet.y project yet.””

 All blogge All bloggers are in the brs are in the businusiness oess of selff self-p-promromotiootion. Bun. But thost thosee

 we were particularly sre particularly strontrong wog words cords coming froming from a man who hm a man who has alreadyas already

invented many of the underpinnings of today’s revolution in tech-invented many of the underpinnings of today’s revolution in tech-

nical computing. Indeed, in his lengthy blog post announcing thenical computing. Indeed, in his lengthy blog post announcing the

“Wolfram Language,” Wolfram produced what Paul Kedrosky of the“Wolfram Language,” Wolfram produced what Paul Kedrosky of the

Kauffman Foundation called “one of the most entertainingly hu-Kauffman Foundation called “one of the most entertainingly hu-

bristic product semi-announcements ever.” But Wolfram doesn’t dobristic product semi-announcements ever.” But Wolfram doesn’t do

small. As an inventor and businessman, he has a history of makingsmall. As an inventor and businessman, he has a history of making

big bets—and covering them. His anbig bets—and covering them. His announcenouncemenment may have t may have been abeen a

boast but it was not an empty oneboast but it was not an empty one
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boast, but it was not an empty one.boast, but it was not an empty one.   I   I   l   l   l   l    
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Jimmy GutermanJimmy Guterman

 jimmy@gu jimmy@gutermanterman.com.com

is editorial director ofis editorial director of

Collective Next. Previously heCollective Next. Previously he

was senior editor ofwas senior editor of HarvardHarvard

Business Review Business Review  and executive and executive

editor ofeditor of MIT Sloan ManagementMIT Sloan Management

Review Review . He’s @jimmyguterman. He’s @jimmyguterman

on Twitter.on Twitter.

The 55-year-old Wolfram is best known for hisThe 55-year-old Wolfram is best known for his

technical achievements. He’s the founder, president,technical achievements. He’s the founder, president,

and CEO of the privately held Wolfram Research. Theand CEO of the privately held Wolfram Research. The

company publishes his computational software pro-company publishes his computational software pro-

gram Mathematica, which has become the standardgram Mathematica, which has become the standard

for technical computing and is broadly deployed acrossfor technical computing and is broadly deployed across
scientific, engineering, mathematical, and computingscientific, engineering, mathematical, and computing

fields. Mathematica, the program that made Stephenfields. Mathematica, the program that made Stephen

 W Wolfram’olfram’s s fortune, fortune, is is the the VisiCalc VisiCalc of of math math programs.programs.

It changed the way scientists and mathematicians useIt changed the way scientists and mathematicians use

math on their computers in many of the samath on their computers in many of the same ways thatme ways that

spreadsheets helped expand how people could managespreadsheets helped expand how people could manage

businesses—making mathematical work on PCs bothbusinesses—making mathematical work on PCs both

more powerful and easier. But, significantly, unlikemore powerful and easier. But, significantly, unlike

VisiCalc, Mathematica has not been rendered redun-VisiCalc, Mathematica has not been rendered redun-

dant by its descendants. More than 25 years after itsdant by its descendants. More than 25 years after its

introduction, it continues to be a standard, particularlyintroduction, it continues to be a standard, particularly

in academia. It remain academia. It remains a ins a rich, open-endrich, open-ended environmented environment
in which a vibrant ecosystem of add-ons and consul-in which a vibrant ecosystem of add-ons and consul-

tants flourishes.tants flourishes.

 W Wolfram olfram Research Research also also publishes publishes WWolfram|Alpha,olfram|Alpha,

a computational knowledge engine that directly ad-a computational knowledge engine that directly ad-

dresses factual inquiries by computing the answer fromdresses factual inquiries by computing the answer from

a range of external resources, rather than providing aa range of external resources, rather than providing a

list of links thatlist of links that might might  contain the ans contain the answerwer, as you would, as you would

expect from a standard search engine. Wolfram|Alphaexpect from a standard search engine. Wolfram|Alpha

serves as the “factual” back end to Apple’s Siri (as wellserves as the “factual” back end to Apple’s Siri (as well

as part of Microsoft’s Bing and the independent searchas part of Microsoft’s Bing and the independent search

engine DuckDuckGo). It powers a personal analyticsengine DuckDuckGo). It powers a personal analytics

engine for Facebook and is embedded engine for Facebook and is embedded in The Elements,in The Elements,
one of the first one of the first apps that showed what an iPad could do.apps that showed what an iPad could do.

It includes manifold sources, such as the CIA’s WorldIt includes manifold sources, such as the CIA’s World

Factbook and the CrunchBase database of technologyFactbook and the CrunchBase database of technology

10,000 CPUs. Some of the data sets are automatically10,000 CPUs. Some of the data sets are automatically

generated, while others are curated and corrected bygenerated, while others are curated and corrected by

humans. The end result, written in more than 15 mil-humans. The end result, written in more than 15 mil-

lion lines of Mathematica code, helps people find un-lion lines of Mathematica code, helps people find un-

expected, and sometimes powerful, connections acrossexpected, and sometimes powerful, connections across

multipmultiple databasele databases.s.
 W Wolfram olfram Research, Research, which which today today has has about about 400400

employees, has thrived for 26 years (Mathematica andemployees, has thrived for 26 years (Mathematica and

its extensions remain tits extensions remain the core business of he core business of the company)the company),,

even when Wolfram himself went on a nearly decade-even when Wolfram himself went on a nearly decade-

long semi-sabbatical to research and write a 1,192-pagelong semi-sabbatical to research and write a 1,192-page

book not-so-humbly titledbook not-so-humbly titled  A  A New New Kind Kind of of ScieSciencence

(Wolfram Media, 2002). (He characterized himself as(Wolfram Media, 2002). (He characterized himself as

an engaged but emphatically part-time CEO duringan engaged but emphatically part-time CEO during

that time.) The book, which has spawned many high-that time.) The book, which has spawned many high-

profile and energetic advocates—and no small num-profile and energetic advocates—and no small num-

ber of critics—argues that the simplest of programsber of critics—argues that the simplest of programs

underlie our most complex universes. When Wolframunderlie our most complex universes. When Wolfram
 was  was looking looking for for luminaries luminaries to to write write blurbs forblurbs for  A  A NewNew

Kind of Science Kind of Science , his longtime friend Steve Jobs advised, his longtime friend Steve Jobs advised

him against that approach, in typical Jobsian terms.him against that approach, in typical Jobsian terms.

“Isaac Newton didn’t have back-cover quotes,” Jobs told“Isaac Newton didn’t have back-cover quotes,” Jobs told

 W Wolfram. “Why do you wolfram. “Why do you want them?”ant them?”

The arguments inThe arguments in A Ne A New w Kind Kind of Sof Sciencience ce  are pro- are pro-

foundly iconfoundly iconoclastic and aim to chaoclastic and aim to change the world at annge the world at an

Isaac Newton level. The basic premise is that simpleIsaac Newton level. The basic premise is that simple

rules that work like basic computer programs can leadrules that work like basic computer programs can lead

very quickly to very quickly to surprising complsurprising complexity. If our exity. If our traditionaltraditional

understanding of science comes primarily from engi-understanding of science comes primarily from engi-

neering and neering and mathematics, Wolfram’mathematics, Wolfram’s as argument revolvesrgument revolves
around the idea that computing can explain morearound the idea that computing can explain more

about the complexity of our world than those two dis-about the complexity of our world than those two dis-

ciplines alone. Indeed, he seems to believe that think-ciplines alone. Indeed, he seems to believe that think-
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small thinking: “Three centuries ago science was trans-small thinking: “Three centuries ago science was trans-

formed by the dramatic new idea that rules based onformed by the dramatic new idea that rules based on

mathematical equations could be used to describe themathematical equations could be used to describe the

natural world. My purpose in this book is to initiatenatural world. My purpose in this book is to initiate

another such transformation, and to introduce a newanother such transformation, and to introduce a new

kind of science that is based on the much more generalkind of science that is based on the much more general
types of rtypes of rules that cules that can be embodied in simple computeran be embodied in simple computer

programs.”programs.”

Many critiques ofMany critiques of A  A New New Kind Kind of of ScieSciencence have fo-have fo-

cused on Wolfram’s extrapolations from his work (hecused on Wolfram’s extrapolations from his work (he

believes his findings are relevant not only for hard sci-believes his findings are relevant not only for hard sci-

ences but also for ences but also for social sciencessocial sciences) and t) and the unusual he unusual interinter--

est it has engendered outside the academy. It’s not justest it has engendered outside the academy. It’s not just

 W Wolfram’olfram’s conclusions that as conclusions that are unexpected; re unexpected; it’it’s as also hislso his

methods. And such can be said for Stephen Wolframmethods. And such can be said for Stephen Wolfram

himself, as a scientist and as a mahimself, as a scientist and as a manager.nager.

Indeed, the practices WIndeed, the practices Wolfram the maolfram the man uses to leadn uses to lead

 W Wolfram olfram the the company acompany are re anything anything but conventional.but conventional.
He’s best known for his technical discoveries, but hisHe’s best known for his technical discoveries, but his

most ingenious invention may turn out to be a success-most ingenious invention may turn out to be a success-

ful company that he built around his own idiosyncra-ful company that he built around his own idiosyncra-

sies: his decisions about where to work, when to work,sies: his decisions about where to work, when to work,

how to work—in a nutshell, his insistence on building ahow to work—in a nutshell, his insistence on building a

corporate culture that behaves a corporate culture that behaves a lot like he does.lot like he does.

Managing SmartManaging Smart

Conventional wisdom about leadership says that youConventional wisdom about leadership says that you

shouldn’t act like you’re the smartest guy in the room.shouldn’t act like you’re the smartest guy in the room.

But how can you do this successfully if youBut how can you do this successfully if you areare consis-consis-

tently the smartest guy in the room? Wolfram receivedtently the smartest guy in the room? Wolfram received
his Ph.D. in theoretical physics from the California In-his Ph.D. in theoretical physics from the California In-

stitute of Technology when he was 20, two years beforestitute of Technology when he was 20, two years before

he became, at the time, the youngest-ever recipient of ahe became, at the time, the youngest-ever recipient of a

to understanding. He questions some basics of modernto understanding. He questions some basics of modern

science, arguing, for example, that natural selection isscience, arguing, for example, that natural selection is

not the primary cause of complexity in biology, andnot the primary cause of complexity in biology, and

that the second law of thermodynamics might havethat the second law of thermodynamics might have

an exception. From Wolfram’s vantage point, comput-an exception. From Wolfram’s vantage point, comput-

ing isn’t just a way to learn more about engineering anding isn’t just a way to learn more about engineering and
mathematics; it’s a fundamental and new way of look-mathematics; it’s a fundamental and new way of look-

ing at how science works—and how our world works.ing at how science works—and how our world works.

The initial work Wolfram did on the topic has cerThe initial work Wolfram did on the topic has certainlytainly

entered into the scientific mainstream—his research inentered into the scientific mainstream—his research in

the 1980s in cellular automata, a once-obscure branchthe 1980s in cellular automata, a once-obscure branch

of physics, has been cited in more than of physics, has been cited in more than 10,10,000 academ-000 academ-

ic papers—but it’s as yet unclear whether those mostlyic papers—but it’s as yet unclear whether those mostly

accepted notions can be extrapolated to explain whataccepted notions can be extrapolated to explain what

Douglas Adams once called “life, the universe, and ev-Douglas Adams once called “life, the universe, and ev-

erything.” Everything,erything.” Everything,  A  A New New Kind Kind of of ScieScience nce   argues,  argues,

from the cellular level to the whole universe, runs likefrom the cellular level to the whole universe, runs like

a computer program, deriving increasing complexitya computer program, deriving increasing complexity
from the simplest of rules. By looking at the universefrom the simplest of rules. By looking at the universe

that way, he says, we can comprehend it as it really is.that way, he says, we can comprehend it as it really is.

Regardless of how Wolfram’s arguments are orRegardless of how Wolfram’s arguments are or

aren’t integrated into the scientific canon over the de-aren’t integrated into the scientific canon over the de-

cades to come, what many outside the academy findcades to come, what many outside the academy find

most impressive aboutmost impressive about  A  A New New Kind Kind of of Science Science   is its  is its

audacity. Wolfram performed his work more or lessaudacity. Wolfram performed his work more or less

independently, outside the mainstream of scientific re-independently, outside the mainstream of scientific re-

search; he published the volume himself; and his worksearch; he published the volume himself; and his work

has been covered by the general press with an intensityhas been covered by the general press with an intensity

that many serious scientists might have trouble imagin-that many serious scientists might have trouble imagin-

ing. Yet the tone of the book can be off-putting: Chrising. Yet the tone of the book can be off-putting: Chris
Lavers, in theLavers, in the Guardian Guardian , characterized, characterized  A  A New New Kind Kind ofof

Science Science   as “the most arrogant piece of science writing as “the most arrogant piece of science writing

I have ever read.” Indeed, Wolfram’s book starts off atI have ever read.” Indeed, Wolfram’s book starts off at

Computing isn’t just a way to learn moreComputing isn’t just a way to learn more

about engineering and mathematics; it’s aabout engineering and mathematics; it’s a

fundamental and new way of looking at howfundamental and new way of looking at how

science works—and how our world works.science works—and how our world works.
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MacArthur Fellowship (in 1981).MacArthur Fellowship (in 1981).full speed, aiming to crash through any accusations offull speed, aiming to crash through any accusations of
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I’I’m very straightforwam very straightforward. I just tell people what I think,rd. I just tell people what I think,

good or bad. I think people ultimately appreciate thatgood or bad. I think people ultimately appreciate that

because sometimes they’ve done something that wasn’tbecause sometimes they’ve done something that wasn’t

very good and I tell them that it’s not very good. Thenvery good and I tell them that it’s not very good. Then

they redo it or whatever, and it’s actually good.”they redo it or whatever, and it’s actually good.”

It’It’s not just his s not just his technical etechnical expertise that xpertise that makes makes WWolf-olf-

ram the smaram the smartest guy on the rtest guy on the phonphone, according to Samere, according to Samer

Diab, the chief operating officer of Wolfram Solutions,Diab, the chief operating officer of Wolfram Solutions,

the company’s consulting operation. “Someone like methe company’s consulting operation. “Someone like me

is capable of managing 20 to 25 people,” he says. “Theis capable of managing 20 to 25 people,” he says. “The

great executives I’ve worked with in the past max outgreat executives I’ve worked with in the past max out

around 150 people [about whom] they know to a de-around 150 people [about whom] they know to a de-

tailed level what is happening. Mortailed level what is happening. More than te than that and theyhat and they

need a mananeed a management structure to keep up. Stephen is dif-gement structure to keep up. Stephen is dif-

ferent. He has reached the ability to maferent. He has reached the ability to manage 600 peoplenage 600 people
reasonably closely even if they’re not direct reports, andreasonably closely even if they’re not direct reports, and

 we haven’ we haven’t found t found his his maximum maximum capacity yet. Icapacity yet. In five n five toto

15 minutes, Stephen can ingest what’s happening with15 minutes, Stephen can ingest what’s happening with

a group and then rapidly move to conclusions and offera group and then rapidly move to conclusions and offer

advice and direction.”advice and direction.”

Diab thinks his working relationship with Wol-Diab thinks his working relationship with Wol-

fram is different from the relationships Wolfram hasfram is different from the relationships Wolfram has

 with  with those those in in technology-otechnology-oriented roles. riented roles. “He “He does does notnot

inject himself into my operation like he inject himself into my operation like he does technologydoes technology

and development,” Diab says. “I talk with him to getand development,” Diab says. “I talk with him to get

the advantage of hthe advantage of his brainpoweris brainpower. I tell h. I tell him the problemsim the problems

our customers are facing and we discuss what ground-our customers are facing and we discuss what ground-
breaking ideas cabreaking ideas can we offer them. I absorb like a spongen we offer them. I absorb like a sponge

 while his brain  while his brain does what his does what his brain does. Then brain does. Then I go offI go off

and run and run my organization.my organization.””

Building on a Building on a Founder’Founder’s Visions Vision

Not everyone can excel in an environment where anNot everyone can excel in an environment where an

idiosyncratic leader is playing a short and a long gameidiosyncratic leader is playing a short and a long game

simultaneously. Wolfram has a portfolio of R&D proj-simultaneously. Wolfram has a portfolio of R&D proj-

ects that range from one (Wolfram|Alpha) that refresh-ects that range from one (Wolfram|Alpha) that refresh-

es weekly to one that won’t have an impact, if it everes weekly to one that won’t have an impact, if it ever

does, for a generation—as the theory ofdoes, for a generation—as the theory of  A New Kind  A New Kind ofof

Science Science  succeeds, fails, or is a succeeds, fails, or is amended in the marketplacemended in the marketplace
of science ideas.of science ideas.

 And  And yet yet all all those those projects projects are are meant meant to to be be com-com-

plementary. Wolfram said that he started Wolframplementary. Wolfram said that he started Wolfram

 Actually,  Actually, working working with with WWolfram olfram doesn’doesn’t t so so muchmuch

entail dealing with someone who’s the smartest guyentail dealing with someone who’s the smartest guy

in thein the room room  as it does dealing with someone who’s the as it does dealing with someone who’s the

smartest guy on thesmartest guy on the phone  phone . Wolfram Research is based. Wolfram Research is based

in Champaign, Ill., but its staff in Champaign, Ill., but its staff members are distributedmembers are distributed

around the globe, and Wolfram runs the around the globe, and Wolfram runs the company fromcompany from

his home north of his home north of Boston, with only infrequent visits toBoston, with only infrequent visits to

the headquarters.the headquarters.

 W Wolfram olfram is is a a fascinating fascinating presence presence on on the the confer-confer-

ence calls he uses many times a day to supervise theence calls he uses many times a day to supervise the

business of Wolfram Research. The five such calls thatbusiness of Wolfram Research. The five such calls that

I sat in on included some low-key project kickoff callsI sat in on included some low-key project kickoff calls

in which Wolfram indulged his in which Wolfram indulged his curiositycuriosity, speculated on, speculated on

 what was possible, and paused  what was possible, and paused to see who could to see who could add toadd to

his insights. There were his insights. There were also middle-of-the-palso middle-of-the-project callsroject calls
in which the messiness in which the messiness of software of software developdevelopment was ap-ment was ap-

parent and Wolfram wasn’t shy about creating a senseparent and Wolfram wasn’t shy about creating a sense

of urgency to get past it. During one call, he dismissedof urgency to get past it. During one call, he dismissed

a key feature of a program (“That’s amusing, but that’sa key feature of a program (“That’s amusing, but that’s

not top of mind”); in another, he dismissed someonenot top of mind”); in another, he dismissed someone

 who advocated an approach he wasn’ who advocated an approach he wasn’t sold on (“No, lett sold on (“No, let

me explain what’s relevant here”). That blunt deliveryme explain what’s relevant here”). That blunt delivery

can cut both ways: A subordinate had no tcan cut both ways: A subordinate had no troublrouble askinge asking

his boss, quite directly, “Do you understand what I his boss, quite directly, “Do you understand what I justjust

said?” But it’s always clear who gets to decide. And itsaid?” But it’s always clear who gets to decide. And it

 wasn’ wasn’t surt surprising to hear prising to hear that tthat the more Wolfram he more Wolfram talks,talks,

the more technical the conversation gets, even if the callthe more technical the conversation gets, even if the call
is ostensibly about marketing.is ostensibly about marketing.

“Listening to those calls must have been a curious“Listening to those calls must have been a curious

spectator sport,” Wolfram said a few weeks later dur-spectator sport,” Wolfram said a few weeks later dur-

ing an early-evening meeting in a conference room ating an early-evening meeting in a conference room at

his home. “I’ve spent more than a quarter of a centuryhis home. “I’ve spent more than a quarter of a century

finding people who I think are really smart. Maybe Ifinding people who I think are really smart. Maybe I

have more experience than thave more experience than they have overall, but in par-hey have overall, but in par-

ticular areas I certainly hope that they’re smarter thanticular areas I certainly hope that they’re smarter than

me. The only thing that goes wrong sometimes is whenme. The only thing that goes wrong sometimes is when

there’s somebody who isn’t really getting it and they’rethere’s somebody who isn’t really getting it and they’re

 wasting a bun wasting a bunch of time ch of time for the for the 10 10 other peoother people wple who areho are

in the meeting.”in the meeting.”
“Getting” what the boss wants is crucial for suc-“Getting” what the boss wants is crucial for suc-

cess at Wolfram Research, a cess at Wolfram Research, a company where Wcompany where Wolfram isolfram is

the founder, namesake, and primary inventor. “My ap-the founder, namesake, and primary inventor. “My ap-
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 When  When you you look look at at his his three three major major public public achieve-achieve-

ments prior to the just-announced Wolfram Lan-ments prior to the just-announced Wolfram Lan-

guage—Mathematica,guage—Mathematica,  A  A New New Kind Kind of of ScienScience ce , and, and

 W Wolfram|Aolfram|Alpha—you calpha—you can n see see how how the the different different prod-prod-

ucts are enabled by, and improve, one another:ucts are enabled by, and improve, one another:

••  W Wolfram created olfram created Mathematica tMathematica to build o build a foundaa founda--

tion fortion for  A  A New New Kind Kind of of ScieScience nce   research. It became a  research. It became a

successful business on its own, to be sure, but Wolframsuccessful business on its own, to be sure, but Wolfram

had a different motive for constructing the program.had a different motive for constructing the program.

 And  And one one of of his his primary primary means means of of evangelizing evangelizing for for hishis

New Kind of Science New Kind of Science  ideas is a summer school in which ideas is a summer school in which

students test and expand the theory using Mathematica.students test and expand the theory using Mathematica.

••  W Wolfram|Alpha olfram|Alpha is is a a produproduct ct that that its creator its creator seessees

as having been made possible byas having been made possible by  A  A New New Kind Kind of of Sci- Sci- 

enceence theory, employing that system’s ideas about com-theory, employing that system’s ideas about com-

bining and retrieving information to create the onlybining and retrieving information to create the only

search engine rich enough to complement Google’ssearch engine rich enough to complement Google’s

(although Wolfram detests it when someone refers to(although Wolfram detests it when someone refers to

 W Wolfram|Aolfram|Alpha as a mlpha as a mere “search enginere “search engine”).e”).

•• Recent versions of Mathematica integrateRecent versions of Mathematica integrate

 W Wolfram|Aolfram|Alpha lpha so so peoplpeople e can can run run real-time real-time AlphaAlpha
searches from inside Mathematica-created programs. Itsearches from inside Mathematica-created programs. It

 works the othe works the other way around r way around as well—snippets of Math-as well—snippets of Math-

ematica code can be uematica code can be used as input in Alpha.sed as input in Alpha.

Each success is built on and adds value to previousEach success is built on and adds value to previous

ones, such that each now feels like a building block inones, such that each now feels like a building block in

 W Wolfram’olfram’s larger and still-evolving s larger and still-evolving vision. And builvision. And buildingding

blocks, of course, are blocks, of course, are made to be combined. Little moremade to be combined. Little more

than a week after he announced the Wolfram Lan-than a week after he announced the Wolfram Lan-

guage, Wolfram returned to his blog to reveal that theguage, Wolfram returned to his blog to reveal that the

language, as well as Mathematica, would be bundledlanguage, as well as Mathematica, would be bundled

 with  with the the system system software software for for the the Raspberry Raspberry Pi—thePi—the

device du jour for young hardware hackers. (He hopesdevice du jour for young hardware hackers. (He hopes
this will get his ideas into the hands of the next genera-this will get his ideas into the hands of the next genera-

tion of tech geniuses.) It’s still unclear the specific waystion of tech geniuses.) It’s still unclear the specific ways

in which the new Wolfram Language differs from thein which the new Wolfram Language differs from the

existing Mathematica language; we’ll see when it’s re-existing Mathematica language; we’ll see when it’s re-

leased and inspected.leased and inspected.

Most recently, Wolfram has launched a connect-Most recently, Wolfram has launched a connect-

ed devices project with the aim not only of collectinged devices project with the aim not only of collecting

knowledge about a plethora of smartphones and tablets,knowledge about a plethora of smartphones and tablets,

but also of serving as the platform on which the databut also of serving as the platform on which the data

in those devices can be shared and analyzed—by pro-in those devices can be shared and analyzed—by pro-

grams like Alpha.grams like Alpha.

Since Wolfram’s various initiatives are so closelySince Wolfram’s various initiatives are so closely
linked, it’s important for the company to find and de-linked, it’s important for the company to find and de-

velop people who can hold the different parts of thevelop people who can hold the different parts of the

founder’s vision in their head simultaneously. “Gettingfounder’s vision in their head simultaneously. “Getting

“But, sadly, these days I don’t do that much frontline“But, sadly, these days I don’t do that much frontline

interviewing. When I did more of that, we’d talk tointerviewing. When I did more of that, we’d talk to

the person for a while about all kinds of things andthe person for a while about all kinds of things and

 we  we could could tell tell whether whether they they were were capable capable of of expressingexpressing

themselves, or whether they were bullshitting. We’vethemselves, or whether they were bullshitting. We’ve

found that as long as people can say what they thinkfound that as long as people can say what they think

and be straightforwaand be straightforward and so on, it usualrd and so on, it usually works.ly works.””

Perhaps as the company continues to grow, SamerPerhaps as the company continues to grow, Samer

Diab’s depiction of Wolfram as an all-knowing leaderDiab’s depiction of Wolfram as an all-knowing leader

intimately connected to all his people and their workintimately connected to all his people and their work

 will  will get get more complicated, especially more complicated, especially since Wolfram since Wolfram isis

no longer an active part of every hire at his company.no longer an active part of every hire at his company.

 And  And these these days, days, a a new new WWolfram olfram emplemployee’oyee’s s develop-develop-

ment may take a whiment may take a while, regardless of who shepherds thatle, regardless of who shepherds that

person through the hiring process. “Sometimes, man-person through the hiring process. “Sometimes, man-

agers tell me that a person is good but not ready to be inagers tell me that a person is good but not ready to be in

a meeting with a meeting with me yet,” Wme yet,” Wolfram says. olfram says. “Many times, in“Many times, in

a meeting, I’ll ask who knows about something. If thea meeting, I’ll ask who knows about something. If the

person who’s supposed to know about it doesn’t actuallyperson who’s supposed to know about it doesn’t actually

know anything know anything about it, it usually tabout it, it usually turns out badly.urns out badly.””

 What  What kind kind of of personperson can can   thrive in such an envi-  thrive in such an envi-
ronment? Cliff Hastings started at Wolfram Researchronment? Cliff Hastings started at Wolfram Research

16 years ago, doing tech support and driving 16 years ago, doing tech support and driving somethingsomething

called the MathMobile, which he brought to universi-called the MathMobile, which he brought to universi-

ties and colleges so he could demo Mathematica. He’sties and colleges so he could demo Mathematica. He’s

now the company’s director of sales and strategic ini-now the company’s director of sales and strategic ini-

tiatives. Hastings identifies the shared characteristicstiatives. Hastings identifies the shared characteristics

of people who have succeeded there for a long time:of people who have succeeded there for a long time:

They’re unequivocally Type A. They know Wolfram’sThey’re unequivocally Type A. They know Wolfram’s

products and technology backward and sideways. Andproducts and technology backward and sideways. And

 when hiring,  when hiring, he says, he says, “we look for “we look for a person a person more thamore thann

someonsomeone who can e who can fill a fill a role. A special person will moverole. A special person will move

beyond the job they were hired for, and a passion for thebeyond the job they were hired for, and a passion for the
company turns into passion for a job you helped cre-company turns into passion for a job you helped cre-

ate. Many of the ate. Many of the people we bring in [are hired] becausepeople we bring in [are hired] because

they’ve expressed enthusiasm for one part of what wethey’ve expressed enthusiasm for one part of what we

do. Then they come in ado. Then they come in and get even more excited aboutnd get even more excited about

something else. It’s all connected, though. You’d figuresomething else. It’s all connected, though. You’d figure

that someone excited about Mathematica would also bethat someone excited about Mathematica would also be

excited about Alpha.”excited about Alpha.”

 W Wolfram olfram agrees agrees that that hiring hiring the the right right people people cancan

lead to good surprises—even if it sometimes takes alead to good surprises—even if it sometimes takes a

long time for those surprises to materialize. “One of thelong time for those surprises to materialize. “One of the

more bizarre things that’s happened in the history ofmore bizarre things that’s happened in the history of

our company is this thing where I’lour company is this thing where I’ll hire talented peoplel hire talented people
and then I’ll realize I’m not really quite sure what thisand then I’ll realize I’m not really quite sure what this

person’s going to do for us. Sometimes they’ll be float-person’s going to do for us. Sometimes they’ll be float-

ing around for several years. Well, there are a few thingsing around for several years. Well, there are a few things
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the right talent is important,” Wolfram acknowledges.the right talent is important,” Wolfram acknowledges. they can do here and there, but there’s no really strate-they can do here and there, but there’s no really strate-
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gic thing they can do. Then I’ll suddenly realize, gosh,gic thing they can do. Then I’ll suddenly realize, gosh,

there’s this new project we’re doing, and this person isthere’s this new project we’re doing, and this person is

the ideal person to be a key figure in that. There arethe ideal person to be a key figure in that. There are

two dynamtwo dynamics. First, you have talented people; then youics. First, you have talented people; then you

figure out, as part of the role of management, how tofigure out, as part of the role of management, how to

connect these talented people with a project that actu-connect these talented people with a project that actu-
ally needs to be done.”ally needs to be done.”

Identifying connections is clearly a theme withIdentifying connections is clearly a theme with

 W Wolfram—betolfram—between ween products, products, between between peoplpeople e andand

produproducts, acts, and between nd between peoplpeople, products, and te, products, and the wholehe whole

of the company. “The number one thing I probablyof the company. “The number one thing I probably

contribute is making connections to other things,” hecontribute is making connections to other things,” he

says. “says. “As a CEO, I get As a CEO, I get different people in different partsdifferent people in different parts

of our company to learn about what’s happening in oth-of our company to learn about what’s happening in oth-

er parts of the company. It’s somewhat successful, buter parts of the company. It’s somewhat successful, but

ultimately I’ultimately I’m usuam usually the one who hally the one who has to tell s to tell peoplpeople toe to

make tmake this or this or that connection.hat connection.””

Staying Connected RemotelyStaying Connected Remotely

 W Wolfram olfram Research Research would be would be a dia different company ifferent company if itsf its

leader worked regularly at the main office in Cham-leader worked regularly at the main office in Cham-

paign. (Wolfram was formerly a professor at the Uni-paign. (Wolfram was formerly a professor at the Uni-

versity of Illinois.) “I did live there for the first few yeaversity of Illinois.) “I did live there for the first few yearsrs

of the company,” he says. “But I like the concept of peo-of the company,” he says. “But I like the concept of peo-

ple being able to live wherever they want. The wholeple being able to live wherever they want. The whole

company is very distributed. I think it’s rather healthycompany is very distributed. I think it’s rather healthy

that people are not all on top of each other athat people are not all on top of each other all the time.”ll the time.”

 W Wolfram olfram travels travels from from the the Boston Boston area area to to Cham-Cham-

paign at least three times a year and some random ad-paign at least three times a year and some random ad-

ditional times, but not for very long. “I was there lastditional times, but not for very long. “I was there last
 week  week and and I I was was only only there there for for two two days. days. I I was was goinggoing

nuts, because I said there isn’t enough for me to donuts, because I said there isn’t enough for me to do

here. I can sit in my office and do the same readings Ihere. I can sit in my office and do the same readings I

20-something years ago, there were a couple of issues.20-something years ago, there were a couple of issues.

One was that people would just wander in and say, ‘Oh,One was that people would just wander in and say, ‘Oh,

by the way, can I talk to you about this?’ And it turnedby the way, can I talk to you about this?’ And it turned

out they didn’t need toout they didn’t need to talk talk to me about that. It wouldto me about that. It would

have been much better if it was in an emaihave been much better if it was in an email. Then I canl. Then I can

process it in an organized way. If they want to have aprocess it in an organized way. If they want to have a
meeting, they schedule a meeting. I feel vastly more ef-meeting, they schedule a meeting. I feel vastly more ef-

ficient when I’m working remotely than I do when I’mficient when I’m working remotely than I do when I’m

on site.”on site.”

 What  What does does feel feel efficient efficient to to WWolfram olfram is is his his ratherrather

unusual working regimen. “I have a pretty preciseunusual working regimen. “I have a pretty precise

schedule,” he says. He works from 11 a.m. to 6 p.m.,schedule,” he says. He works from 11 a.m. to 6 p.m.,

breaks until 8:30 p.m., and then works until 2:30 a.m.breaks until 8:30 p.m., and then works until 2:30 a.m.

It’s a 13-hour workday, and he says it rarely varies. (OurIt’s a 13-hour workday, and he says it rarely varies. (Our

two-hour meeting at his home took place during histwo-hour meeting at his home took place during his

usual break time.)usual break time.)

That long day with a break in the middle makesThat long day with a break in the middle makes

it easier for Wolfram to communicate with executivesit easier for Wolfram to communicate with executives
across many different time zones. Luc Barthelet is ex-across many different time zones. Luc Barthelet is ex-

ecutive director of Wolfram|Alpha, and he is based inecutive director of Wolfram|Alpha, and he is based in

California. “Stephen and I spend several hours a weekCalifornia. “Stephen and I spend several hours a week

on the phone,” he says. “We have a one-to-one everyon the phone,” he says. “We have a one-to-one every

Monday evening. Well, it’s evening for me. It’s theMonday evening. Well, it’s evening for me. It’s the

middle of the night for him. Wmiddle of the night for him. When I’hen I’m going to talk tom going to talk to

him, I have to tighten my seat belt. Stephen spends 80him, I have to tighten my seat belt. Stephen spends 80

percent of his awake time in conversations. That’s howpercent of his awake time in conversations. That’s how

he thinks. He needs to speak to someone to get ideas.he thinks. He needs to speak to someone to get ideas.

He needs to speak. We don’t have meetings where heHe needs to speak. We don’t have meetings where he

 just listens. H just listens. He doesn’e doesn’t just absot just absorb.rb.””

The remote nature of work for many in WolframThe remote nature of work for many in Wolfram
Research suits Barthelet fine. “I feel like I have an extraResearch suits Barthelet fine. “I feel like I have an extra

day of the week because I’m not commuting,” he says.day of the week because I’m not commuting,” he says.

“I don’t know why [working from home is] not more“I don’t know why [working from home is] not more

Perhaps more than anything else, WolframPerhaps more than anything else, Wolfram

 wants to be right: ab wants to be right: abouout his bust his businesiness, abos, aboutut

 what hi what his prods products can doucts can do, abou, about the new kindt the new kind

of scienof science he bce he believes he has elieves he has discoverdiscovered.ed.
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 would do anywhere else. When I lived t would do anywhere else. When I lived there more thanhere more than  widely used. I widely used. It offers dramatically higher prodt offers dramatically higher productivityuctivity..””

  

Optimizing for EurekaOptimizing for Eureka

 W Wolfram’olfram’s s audacity audacity is is both both one one of of his his greatest greatest sellingselling

points and one of the points and one of the most commented-most commented-upon aspects ofupon aspects of

his public image. In an 8,000-word review ofhis public image. In an 8,000-word review of  A  A NewNew

Kind of Science Kind of Science , Ray Kurzweil, no stranger to hubristic, Ray Kurzweil, no stranger to hubristic

enterprises himself (he’s working on ways to live for-enterprises himself (he’s working on ways to live for-

ever), notes, “I find Wolfram’s enthusiasm for his ownever), notes, “I find Wolfram’s enthusiasm for his own

ideas refreshing,” even if he concludes that “Wolfram’sideas refreshing,” even if he concludes that “Wolfram’s

sweeping and ambitious treatise paints a sweeping and ambitious treatise paints a compelling butcompelling but

ultimately overstated and incomplete picture.” For hisultimately overstated and incomplete picture.” For his

part, Wolfram has been refining his part, Wolfram has been refining his theory and encour-theory and encour-

aging research into its ramifications. Indeed, Wolframaging research into its ramifications. Indeed, Wolfram

considers the controvconsiders the controversy over his ersy over his theory a leading theory a leading indi-indi-

cator of eventual success. He says, “The best predictorcator of eventual success. He says, “The best predictor

of a paradigm shift’s success [over the] long term is howof a paradigm shift’s success [over the] long term is how
upset it makes people.”upset it makes people.”

 Although projects like Although projects like  A Ne A New w Kind Kind of of Science Science  and and

creating a new kind of computer language may seemcreating a new kind of computer language may seem

like swing-for-the-fences projects, Wolfram says helike swing-for-the-fences projects, Wolfram says he

doesn’t view them that way. “I don’t see myself as par-doesn’t view them that way. “I don’t see myself as par-

ticularly ambitious. I’ve been lucky enough to be ableticularly ambitious. I’ve been lucky enough to be able

to do some things that have been reasonably successful.to do some things that have been reasonably successful.

Once you’Once you’ve done that, you realize, ‘Thve done that, you realize, ‘This is fuis is fun, I mightn, I might

as well do more of this.’ For me, with my particular psy-as well do more of this.’ For me, with my particular psy-

chology, I’m thinking, ‘I’m doing something that no-chology, I’m thinking, ‘I’m doing something that no-

body else is going to do.’”body else is going to do.’”

 W Wolfram olfram may may seem seem disingenuous, disingenuous, declining declining toto
characterize himself as ambitious, trying to seem cor-characterize himself as ambitious, trying to seem cor-

dially modest to an interviewer. Yes, he’s enormouslydially modest to an interviewer. Yes, he’s enormously

confident of what he’s accomplished and he’s delightedconfident of what he’s accomplished and he’s delighted

by the work he gets to do, but he sees himself as onlyby the work he gets to do, but he sees himself as only

“reasonably successful.” In his mind, he’s just getting“reasonably successful.” In his mind, he’s just getting

started. He’s still hungry. And, perhaps more than started. He’s still hungry. And, perhaps more than any-any-

thing else, Wolfram wants to be right: about his busi-thing else, Wolfram wants to be right: about his busi-

ness, about what his products can do, about the newness, about what his products can do, about the new

kind of science he believes he has discovered. Chriskind of science he believes he has discovered. Chris

 Anderson,  Anderson, who who curates curates the the TED TED conference conference and and hashas

hosted Wolfram as a speaker, gets close to the core ofhosted Wolfram as a speaker, gets close to the core of

how Wolfram’s advocates see him when he says, “Justhow Wolfram’s advocates see him when he says, “Just
because Wolfram has an ego doesn’t mean he’s wrong.”because Wolfram has an ego doesn’t mean he’s wrong.”

 W Wolfram olfram says that says that keeping Wokeeping Wolfram lfram Research Research as as aa

privately held firm is the best decision he ever made asprivately held firm is the best decision he ever made as

 W Wolfram olfram graded graded his his company company this this way: way: “I’d “I’d give give usus

an A+ in technology and R&D, but maybe a B or C inan A+ in technology and R&D, but maybe a B or C in

business.” When reminded of this, Wolfram says, “It’sbusiness.” When reminded of this, Wolfram says, “It’s

a question of what one is trying to optimize. For me,a question of what one is trying to optimize. For me,

I would say that probably since that time we have im-I would say that probably since that time we have im-

proved the business side of the company. Because we’reproved the business side of the company. Because we’re

not public, we don’t make as much money as we might,not public, we don’t make as much money as we might,

but I’but I’m the one who loses the most [m the one who loses the most [because because of that], andof that], and

it’s my decision. I do feel an obligation to my employeesit’s my decision. I do feel an obligation to my employees

to give them an environment where enough money isto give them an environment where enough money is

being made that they being made that they can do well. But you can can do well. But you can optimizeoptimize

things to mathings to maximize the ximize the amount of monamount of money that the ey that the com-com-

pany makes, and we definitely have not done that.”pany makes, and we definitely have not done that.”

 What  What WoWolfram lfram has has done, though, done, though, is is build a build a com-com-

pany focused on identifying big problems and going atpany focused on identifying big problems and going at

them without restraint. “It’s been a very positive thingthem without restraint. “It’s been a very positive thing

here, being able to motivate people to work on whathere, being able to motivate people to work on what

seemed like seemed like impossibimpossible projects. In le projects. In many situations, youmany situations, you

get in some meeting and somebody will say, ‘There’sget in some meeting and somebody will say, ‘There’s

30 years’ worth of literature about this and it’s still an30 years’ worth of literature about this and it’s still an

unsolved problem.’ At that point, the group might say,unsolved problem.’ At that point, the group might say,

‘Forget it, that’s just hopeless.’ At least we’ve managed‘Forget it, that’s just hopeless.’ At least we’ve managed

to develop a culture where people say, ‘Great, let’s tryto develop a culture where people say, ‘Great, let’s try

and solve this.’ The thing tand solve this.’ The thing that’hat’s reals really interesting is howly interesting is how

often one can.”often one can.” ++

Reprint No. 00256Reprint No. 00256

ResourcesResources

 John Koetsier,  John Koetsier, “Sentient Code: An Inside Look “Sentient Code: An Inside Look at Stephen Wat Stephen Wolfram’s Uolfram’s Ut-t-

terly New, Insanely Ambitious Computational Paraterly New, Insanely Ambitious Computational Paradigm,” Vdigm,” VentureBeat,entureBeat,

NovNov. 29, 2013: What’s behind the “amazing” Wolfram La. 29, 2013: What’s behind the “amazing” Wolfram Language.nguage.

Carly Page, “Wolfram Alpha WiCarly Page, “Wolfram Alpha Will Soon Be Able to Read Your Mind,”ll Soon Be Able to Read Your Mind,”

The Inquirer The Inquirer , Mar. 11, 2013: A report on Wolfram’s 2013 South by, Mar. 11, 2013: A report on Wolfram’s 2013 South by

Southwest presentation in which he predicts that the company’s analyticsSouthwest presentation in which he predicts that the company’s analytics

engine will soon work preemptivelyengine will soon work preemptively, meaning it wil, meaning it wil l be able to predictl be able to predict

 what its users are looking for. what its users are looking for.

Stephen WoStephen Wolfram, “Computing a lfram, “Computing a Theory of EverytTheory of Everything” (video),hing” (video),

TED.com, AprTED.com, Apr. 2010: W. 2010: Wolfram discolfram discusses “the sinusses “the single biggest idea tgle biggest idea that’shat’s

emerged in the past cemerged in the past century”: computation.entury”: computation.

Stephen WStephen Wolfram, “The Personal Aolfram, “The Personal Analytics nalytics of My Life,”of My Life,” Wired Wired , Mar. 8,, Mar. 8,

2012: “One day I’2012: “One day I’m sure everyone will routinely collect alm sure everyone will routinely collect al l sorts of datal sorts of data
about themselves,” Wolfram writes. “But because I’ve been interested inabout themselves,” Wolfram writes. “But because I’ve been interested in

data for a very long time, I stadata for a very long time, I sta rted doing thirted doing this long ago.”s long ago.”

For more thought leadership on this topic, see theFor more thought leadership on this topic, see the s+b s+b website at: website at:

strategy-business com/innovationstrategy-business com/innovation
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CEO. At a technology conference in Boston in 2010,CEO. At a technology conference in Boston in 2010,
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MAKINGMAKING

BETTERBETTER
DECISIONSDECISIONS

OVER TIMEOVER TIME

Managers make a wide range of decisions,Managers make a wide range of decisions, fromfrom

routine calls they face on a recurring basis, to large-scaleroutine calls they face on a recurring basis, to large-scale

strategic decisiostrategic decisions they ns they may encounter just once in theirmay encounter just once in their

careers. For issues that acareers. For issues that are often repeated, the techniquere often repeated, the technique

ofof deliberate practice deliberate practice —which involves action, feedback,—which involves action, feedback,

modification, and action again—is a powerful way tomodification, and action again—is a powerful way to

boost performance. The technique works when a deci-boost performance. The technique works when a deci-

sion is part of a sequence, in which feedback from onesion is part of a sequence, in which feedback from one

part can part can improvimprove the next. Not all e the next. Not all decisiodecisions work in thisns work in this
manner, howmanner, however. Knowing the difever. Knowing the difference is crucial.ference is crucial.

To see how deliberate practice works, let’s startTo see how deliberate practice works, let’s start

by looking at an activity that takes just a few seconds:by looking at an activity that takes just a few seconds:

good test of pure shooting skill. The task is the samegood test of pure shooting skill. The task is the same

for everyone: tossing a ball, nine and a half inches infor everyone: tossing a ball, nine and a half inches in

diameter, through a hoop 18 inches wide, placed 10 feetdiameter, through a hoop 18 inches wide, placed 10 feet

off the ground, from a distance of 15 feet. That’s notoff the ground, from a distance of 15 feet. That’s not

exactly threading a needle, but it’s close. There isn’t aexactly threading a needle, but it’s close. There isn’t a

lot of margin for error. Furthermore, as with striking alot of margin for error. Furthermore, as with striking a

golf ball, performance is entirely up to you. You’re notgolf ball, performance is entirely up to you. You’re not

predicting what someone else will do; it’s up to you topredicting what someone else will do; it’s up to you to

throw the ball tthrow the ball through the hoop.hrough the hoop.
During the 2011–12 season, National BasketballDuring the 2011–12 season, National Basketball

 Association  Association teams teams attemptattempted ed an an average average of of 22.5 22.5 freefree

throws per game. The Oklahoma City Thunder madethrows per game. The Oklahoma City Thunder made

The technique of deliberate practiceThe technique of deliberate practice
can can dramaticaldramatically improve performance,ly improve performance,
but knowing its limits is but knowing its limits is as importaas importantnt
as understaas understanding its valunding its value.e.

by Phil Rosenzweigby Phil Rosenzweig
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shooting a free throw in basketball. Free throws are ashooting a free throw in basketball. Free throws are a

p g yp g y

80.6 percent of their free throws. The Orlando Magic80.6 percent of their free throws. The Orlando Magic    I   I   l   l   l   l  u  u
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organization issues. He isorganization issues. He is
the author ofthe author of The Halo Effect...The Halo Effect...

and the Eight Other Businessand the Eight Other Business

Delusions That DeceiveDelusions That Deceive

ManagersManagers (Free Press, 2007). (Free Press, 2007).

Adapted fromAdapted from Left Brain,Left Brain,

Right Stuff: How LeadersRight Stuff: How Leaders

Make Winning DecisionsMake Winning Decisions

(PublicAffairs, (PublicAffairs, 2014)2014)..

made just 66 percent of theirs. That’s a massive dif-made just 66 percent of theirs. That’s a massive dif-

ference between the top team and the bottom, but ofference between the top team and the bottom, but of

course the variance among individual players is evencourse the variance among individual players is even

greater. Jamal Crawford of the Portland Trailblazersgreater. Jamal Crawford of the Portland Trailblazers

led the league, sinking 92.7 percent of his free throws,led the league, sinking 92.7 percent of his free throws,

far more than the season’s most valuable player, LeBronfar more than the season’s most valuable player, LeBron
 James,  James, at at 7777.1 .1 percent, percent, let let alone alone the the Magic’Magic’s s DwightDwight

Howard, who made only 49.1 percent.Howard, who made only 49.1 percent.

It makes you wonder: What’s the secret to a goodIt makes you wonder: What’s the secret to a good

free throw?free throw?

To find out, a California-based venture capital-To find out, a California-based venture capital-

ist and inventor (as well as former college basketballist and inventor (as well as former college basketball

player and coachplayer and coach) named Ala) named Alan Marty n Marty worked wiworked with Jerryth Jerry

Krause, head of research for the National AssociationKrause, head of research for the National Association

of Basketball Coaches, and Tom Edwards, director ofof Basketball Coaches, and Tom Edwards, director of

aeronautics at the NASA Ames Research Center. Afteraeronautics at the NASA Ames Research Center. After

months of research, they determined that the best freemonths of research, they determined that the best free

throw has three features. First, it’s straight—neither tothrow has three features. First, it’s straight—neither to
the left nor to the right, but dead center. No surprisethe left nor to the right, but dead center. No surprise

there. Second, the best shot doesn’t aim for the exactthere. Second, the best shot doesn’t aim for the exact

center of the basket. The perfect spot to aim for is 11center of the basket. The perfect spot to aim for is 11

inches past the front rim, about two inches beyond theinches past the front rim, about two inches beyond the

midpoint. Third, and very important, is the arc. Themidpoint. Third, and very important, is the arc. The

best shots are best shots are neither too high nor too flat, but leave theneither too high nor too flat, but leave the

hands at an ahands at an angle of 45 degrees.ngle of 45 degrees.

Finding the best arc was the result of three meth-Finding the best arc was the result of three meth-

ods. First, the researchers observed some of the beods. First, the researchers observed some of the best free-st free-

throw shooters and mapped their trajectories, whichthrow shooters and mapped their trajectories, which

revealed a consistent 45-degree arc. At the same time,revealed a consistent 45-degree arc. At the same time,

Edwards, the NASA scientist, modeled the physics ofEdwards, the NASA scientist, modeled the physics of
the free throw and determined the best shot had an arcthe free throw and determined the best shot had an arc

in the mid-40 degrees. Finally, the team built an auto-in the mid-40 degrees. Finally, the team built an auto-

mated shooting machine and programmed it to throwmated shooting machine and programmed it to throw

tried various arcs, ftried various arcs, from relatively flat shots to high loop-rom relatively flat shots to high loop-

ing shots, and found the best was 45 degrees. Threeing shots, and found the best was 45 degrees. Three

methods, all methods, all of which converged on a single answer.of which converged on a single answer.

So far, so good. Of course, it’s one thing to calcu-So far, so good. Of course, it’s one thing to calcu-

late the perfect alate the perfect arc, but something else to toss a barc, but something else to toss a basket-sket-

ball with exactly that arc, time after time. How do youball with exactly that arc, time after time. How do you
consistently shoot the ball with a 45-degree arc and aconsistently shoot the ball with a 45-degree arc and a

depth of 11 inches past the front rim?depth of 11 inches past the front rim?

The key is to receive immediate feedback, so play-The key is to receive immediate feedback, so play-

ers can adjust their shots and try again, over and over,ers can adjust their shots and try again, over and over,

until they reach a level of accuracy and consistency.until they reach a level of accuracy and consistency.

 With  With this this in in mind, mind, Marty Marty and and his his team team developed developed aa

system called Noah, which links a computer with asystem called Noah, which links a computer with a

camera and acamera and an automated voin automated voice. When ce. When a player releasesa player releases

a shot, the camera records the trajectory and ta shot, the camera records the trajectory and the speak-he speak-

er immediately calls out the angle. Players can take aer immediately calls out the angle. Players can take a

shot, make an adjustment, and take another, severalshot, make an adjustment, and take another, several

times a minute. It doesn’t take long for the player to gettimes a minute. It doesn’t take long for the player to get
a good feel for a a good feel for a 45-degr45-degree arc.ee arc.

For both individuals and entire teams, Noah hasFor both individuals and entire teams, Noah has

yielded impressivyielded impressive results. e results. One high school coach cred-One high school coach cred-

ited Noah with raited Noah with raising his ising his team’team’s free-throw percentages free-throw percentage

from 58 to 74. He explained, “This generation wantsfrom 58 to 74. He explained, “This generation wants

immediate feedback. They also want visual feedback,immediate feedback. They also want visual feedback,

and this sand this system does both. It’ystem does both. It’s the video-game s the video-game age nowage now,,

so having a system available that generates immediateso having a system available that generates immediate

statistics is statistics is great.great.””

Deliberate Practice and High PerformanceDeliberate Practice and High Performance

The principle behind Noah is deliberate practice. NotThe principle behind Noah is deliberate practice. Not
 just lots of time spent p just lots of time spent practicing, but practice that con-racticing, but practice that con-

forms to a forms to a clear process of clear process of action, feedback, adjustmenaction, feedback, adjustment,t,

and action again. and action again. Not simplNot simply experience, but expertise.y experience, but expertise.
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over and over again in precise and replicable ways. Theyover and over again in precise and replicable ways. They
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The original insight about deliberate practiceThe original insight about deliberate practice
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a simple reason: In a game setting, every shot is a bita simple reason: In a game setting, every shot is a bit

different. A golfer makes one shot and moves on todifferent. A golfer makes one shot and moves on to

the next, without the benefit of feedback and with nothe next, without the benefit of feedback and with no

chance for repetition. However, Ericsson observes, “Ifchance for repetition. However, Ericsson observes, “If

you were allowed to take you were allowed to take five or 10 shots from the exactfive or 10 shots from the exact

location on the course, you would get more feedback onlocation on the course, you would get more feedback on

your technique and start to adjust your playing style toyour technique and start to adjust your playing style to

improve your control.” This is exactly what the pros do.improve your control.” This is exactly what the pros do.

In addition to hours on the driving range and the put-In addition to hours on the driving range and the put-

ting green, they play practice rounds in which they taketing green, they play practice rounds in which they take

multiple shots from the same location. That way, theymultiple shots from the same location. That way, they

can watch the flight of the ball, make adjustments, andcan watch the flight of the ball, make adjustments, and

try again. The best golfers don’t just practice a lot; theytry again. The best golfers don’t just practice a lot; they

practice deliberately.practice deliberately.

The Power—and Constraints—of Positive ThinkingThe Power—and Constraints—of Positive Thinking

In many situations, positive thinking has been demon-In many situations, positive thinking has been demon-

strated to boost perstrated to boost performance. The concept of deliberateformance. The concept of deliberate

practice lets us refine that notion. Positive thinking ispractice lets us refine that notion. Positive thinking is

most effective when it’s bracketed by objective feedbackmost effective when it’s bracketed by objective feedback

and and adjustmenadjustment.t.

The result is not simply optimism, but what psy-The result is not simply optimism, but what psy-

chologist Martin Seligman calls learned optimism. Thechologist Martin Seligman calls learned optimism. The

key is to replace a static view, which assumes a singlekey is to replace a static view, which assumes a single

mind-set at all times, with a dynamic view, which al-mind-set at all times, with a dynamic view, which al-

lows for the ability to shift between mind-sets. Beforelows for the ability to shift between mind-sets. Before

an activity, it’s important to be objective about ouran activity, it’s important to be objective about our
abilities and about the task at hand. After the activity,abilities and about the task at hand. After the activity,

 whether we h whether we have been ave been successful successful or not, it’or not, it’s once as once againgain

important to be objective about our performance andimportant to be objective about our performance and

to learn from feedback. Yet in the moment of action, ato learn from feedback. Yet in the moment of action, a

high degree of optimism is essential.high degree of optimism is essential.

 A  A related idea related idea comes from comes from Peter Gollwitzer, a Peter Gollwitzer, a psy-psy-

chologist at New York University, who distinguisheschologist at New York University, who distinguishes

between a deliberative mind-set and an implementalbetween a deliberative mind-set and an implemental

mind-set. The deliberative version suggests a detachedmind-set. The deliberative version suggests a detached

and impartial attitude. We set aside emotions and fo-and impartial attitude. We set aside emotions and fo-

cus on the facts. A deliberative attitude is appropriatecus on the facts. A deliberative attitude is appropriate

 when  when we we assess assess the the feasibility feasibility of of a a projproject, ect, plan plan a a stra-stra-
tegic initiative, or decide on an appropriate course oftegic initiative, or decide on an appropriate course of

action. By contrast, an implemental mind-set concernsaction. By contrast, an implemental mind-set concerns

getting results. When we’re in an implemental mode,getting results. When we’re in an implemental mode,

goes back nearly three decades to a study conductedgoes back nearly three decades to a study conducted

by Benjamin Bloom, president of the American Edu-by Benjamin Bloom, president of the American Edu-

cational Research Association. At the time, it wascational Research Association. At the time, it was

 widely  widely thought thought that that high high performers performers in in many many fieldsfields

 were  were blessed blessed with with native native talent, talent, which which was was sometimessometimes

called genius. But as he studied the childhoods of 120called genius. But as he studied the childhoods of 120

elite performers in fields such as music and mathemat-elite performers in fields such as music and mathemat-

ics, Bloom found otherwise. Success was mostly due toics, Bloom found otherwise. Success was mostly due to

intensive practice, guided by committed teachers andintensive practice, guided by committed teachers and

supported by family members.supported by family members.

Since then a great deal of research has tried to un-Since then a great deal of research has tried to un-

cover the drivers of high cover the drivers of high performance. Some of the mostperformance. Some of the most

important work has been conducted by K. Aimportant work has been conducted by K. Anders Erics-nders Erics-

son, professor of psychology at Florida State University.son, professor of psychology at Florida State University.

Ericsson is described by Steven Ericsson is described by Steven D. Levitt and D. Levitt and Stephen J.Stephen J.
Dubner, authors ofDubner, authors of Freakonomics: A Rogue EconomistFreakonomics: A Rogue Economist

Explores the Hidden Side of EverythingExplores the Hidden Side of Everything (William Mor-(William Mor-

row, 2005), as the leading figure of the expert perfor-row, 2005), as the leading figure of the expert perfor-

mance movement, “a loose coalition of scholars tryingmance movement, “a loose coalition of scholars trying

to answer an to answer an important and seemingly primordial ques-important and seemingly primordial ques-

tion: When someone is very good at a given thing, whattion: When someone is very good at a given thing, what

is it that actually makes him good?” In one of his firstis it that actually makes him good?” In one of his first

experiments, Ericsson asked people to listen to a seriesexperiments, Ericsson asked people to listen to a series

of random numbers, then repeat them. At first mostof random numbers, then repeat them. At first most

people could repeat only a half-dozen numbers, butpeople could repeat only a half-dozen numbers, but

 with  with training training they they improvimproved ed significantlysignificantly. . “With “With thethe

first subject, after about 20 hours of training, his digitfirst subject, after about 20 hours of training, his digit
span had risen fspan had risen from seven to 20,rom seven to 20,” Ericsson recalled. “He” Ericsson recalled. “He

kept improving, and after about 200 hours of trainingkept improving, and after about 200 hours of training

he had risen to over 80 numbers.” Repeated practice ledhe had risen to over 80 numbers.” Repeated practice led

to a remarkable 10-fold improvement.to a remarkable 10-fold improvement.

The technique that worked for a seemingly mean-The technique that worked for a seemingly mean-

ingless task turned out to be effective for many usefulingless task turned out to be effective for many useful

ones as well. Ericsson studied activities aones as well. Ericsson studied activities as varied as s varied as playplay--

ing musical instruments, solving puzzles, and perform-ing musical instruments, solving puzzles, and perform-

ing surgery. With great consistency, subjects improveding surgery. With great consistency, subjects improved

significantly when they received immediate asignificantly when they received immediate and explicitnd explicit

feedback, then made adjustments beforfeedback, then made adjustments before trying e trying again.again.

The game of golf lends itself to deliberate prac-The game of golf lends itself to deliberate prac-
tice. Ericsson describes how a tice. Ericsson describes how a novice golfernovice golfer, with steady, with steady

practice, can fairly rapidly reach a level of competence.practice, can fairly rapidly reach a level of competence.

But after a while, improvement tapers off. AdditionalBut after a while, improvement tapers off. Additional
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 we  we look for look for ways ways to be to be successful. successful. We set We set aside doubtsaside doubts

, p p, p p

rounds of golf don’t lead to further progress, and forrounds of golf don’t lead to further progress, and for
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setting it aside to learn from feedback and find wayssetting it aside to learn from feedback and find ways

to do better.to do better.

Shifting Mind-Sets on the Flight DeckShifting Mind-Sets on the Flight Deck

 Apart  Apart from from basketball basketball and and golf, golf, many many other other recurringrecurring

actions, incluactions, including very consequential ones such as ding very consequential ones such as land-land-
ing an airplane, lend themselves to deliberate practice.ing an airplane, lend themselves to deliberate practice.

In addition, they call for the ability to shift mind-setIn addition, they call for the ability to shift mind-set

from deliberation to implementation. A memorable ex-from deliberation to implementation. A memorable ex-

ample comes from US Airways Flight 1549, which land-ample comes from US Airways Flight 1549, which land-

ed safely on the Hudson River in January ed safely on the Hudson River in January 2009, sparing2009, sparing

the lives of all 155 people aboard.the lives of all 155 people aboard.

In the moments after the Airbus A320 took offIn the moments after the Airbus A320 took off

from LaGuardia Airport and struck a flock of geese,from LaGuardia Airport and struck a flock of geese,

causing both engines to fail, Captain Chesley Sullen-causing both engines to fail, Captain Chesley Sullen-

berger kept a deliberative mind-set. He coolly and sys-berger kept a deliberative mind-set. He coolly and sys-

tematically considered his options, including a returntematically considered his options, including a return

to LaGuardia and an emergency landing at Teterboroto LaGuardia and an emergency landing at Teterboro
 Airport  Airport in in New New JerseyJersey. . Neither Neither was was possiblpossible. e. The The air-air-

craft had lost all power and wouldn’t be able to reachcraft had lost all power and wouldn’t be able to reach

either destination. At this time, sober deliberation waseither destination. At this time, sober deliberation was

required.required.

Once Sullenberger determined that the best courseOnce Sullenberger determined that the best course

of action was to ditch in the Hudson, his focus shiftedof action was to ditch in the Hudson, his focus shifted

to implementation. All that mattered now was a suc-to implementation. All that mattered now was a suc-

cessful cessful landing. For that, he needed to muster a positivelanding. For that, he needed to muster a positive

mind-set so that this landing—this one, right now—mind-set so that this landing—this one, right now—

 would be  would be executed executed to to perfection. In perfection. In an an interview interview withwith

Katie Couric onKatie Couric on 60 Minutes 60 Minutes , Sullenberger described his, Sullenberger described his

attitude as the plane descended. “The attitude as the plane descended. “The water was comingwater was coming
up at us fast,” he recalled. Couric asked if during thoseup at us fast,” he recalled. Couric asked if during those

moments he thought about the passengers on board.moments he thought about the passengers on board.

Sullenberger replied, “Not specifically…. I knew I hadSullenberger replied, “Not specifically…. I knew I had

and focus on achieving the desired performance. Here,and focus on achieving the desired performance. Here,

positive thinking is essential. The deliberative mind-setpositive thinking is essential. The deliberative mind-set

emphasizes open-mindedness and deciding what shouldemphasizes open-mindedness and deciding what should

be done; the implemental mind-set emphasizes closed-be done; the implemental mind-set emphasizes closed-

mindedness and achieving our aimmindedness and achieving our aims. Most crucial is thes. Most crucial is the

ability to shift between them.ability to shift between them.
TTo test to test the impact of mind-sets, Gollwitzer and he impact of mind-sets, Gollwitzer and hishis

colleague Ronald Kinney conducted an experiment.colleague Ronald Kinney conducted an experiment.

People in one group were asked to list all the reasonsPeople in one group were asked to list all the reasons

they could thinthey could think of, pro and con, for follok of, pro and con, for following a partwing a partic-ic-

ular course of action. The intention was to instill a de-ular course of action. The intention was to instill a de-

liberative mind-set. People in a second group were askedliberative mind-set. People in a second group were asked

to list the specific steps they would take to successfullyto list the specific steps they would take to successfully

carry out a given course of action. The goal here wascarry out a given course of action. The goal here was

to instill an implemental mind-set. Next, all subjectsto instill an implemental mind-set. Next, all subjects

took part in a routine laboratory task. Gollwitzer andtook part in a routine laboratory task. Gollwitzer and

Kinney found thKinney found that subjects with an at subjects with an implemimplemental mind-ental mind-

set showed significantly higher belief in their ability toset showed significantly higher belief in their ability to
control the outcome. They concluded, “After the deci-control the outcome. They concluded, “After the deci-

sion to pursue a certain goal has been made, successfulsion to pursue a certain goal has been made, successful

goal attainment requires that one focus goal attainment requires that one focus on implemon implementalental

issues. Accordingly, negative thoughts concerning theissues. Accordingly, negative thoughts concerning the

desirability and attainability of the chosen goal shoulddesirability and attainability of the chosen goal should

be avoided, because they would only undermine thebe avoided, because they would only undermine the

level of determination and obligation needed to adherelevel of determination and obligation needed to adhere

to goal pursuit.” An implemental mind-set, focusing onto goal pursuit.” An implemental mind-set, focusing on

 what it takes to get the job done and banishing doubts, what it takes to get the job done and banishing doubts,

improimproves the likelihood of succeves the likelihood of success.ss.

The question of how much optimism or confidenceThe question of how much optimism or confidence

is good, and how much is too much, turns out to beis good, and how much is too much, turns out to be
incompincomplete. There’lete. There’s no reas no reason to imagine son to imagine that optimismthat optimism

or confidence must remain steady over time. It’s bet-or confidence must remain steady over time. It’s bet-

ter to ramp it up and down, emphasizing a high levelter to ramp it up and down, emphasizing a high level

ThereThere’s ’s no reasono reason that optimism or n that optimism or confidenceconfidence
must remamust remain steady over tiin steady over time. It’s better tome. It’s better to
ramp it up and down.ramp it up and down.
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to solve this problem…to find a way out of this box Ito solve this problem…to find a way out of this box I

ter to ramp it up and down, emphasizing a high levelter to ramp it up and down, emphasizing a high level

of confidence during moments of implementation, butof confidence during moments of implementation, but
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found myself in.” He knew exactly what was required:found myself in.” He knew exactly what was required:

“I needed to touch down with the wings exactly level. I“I needed to touch down with the wings exactly level. I

needed to touch down with the nose slightly up. I need-needed to touch down with the nose slightly up. I need-

ed to touch down at a descent rate that was survivable.ed to touch down at a descent rate that was survivable.

 And I  And I needed to touch down needed to touch down just above our just above our minimumminimum

flying speed but not below it. And I needed to make aflying speed but not below it. And I needed to make allll

these things happen simultaneously.”these things happen simultaneously.”

The time for deliberation had passed; now, successThe time for deliberation had passed; now, success

depended on implementation. Sullenberger stayed fo-depended on implementation. Sullenberger stayed fo-

cused and kept his cool. At all times, he said, “I wascused and kept his cool. At all times, he said, “I was

sure I could do it.” His story is a prime example of shift-sure I could do it.” His story is a prime example of shift-

ing from one mind-set to another, gaining the benefitsing from one mind-set to another, gaining the benefits

of deliberate thinking, but then shifting completely toof deliberate thinking, but then shifting completely to

implementation.implementation.

The Limits of Deliberate PracticeThe Limits of Deliberate Practice

It’s tempting to conclude that a combination of delib-It’s tempting to conclude that a combination of delib-

erate practice and mind-set adjustments can lead any-erate practice and mind-set adjustments can lead any-

one to superior performance. As Ericsson has observed,one to superior performance. As Ericsson has observed,

“Outstanding performance is the product of years of de-“Outstanding performance is the product of years of de-

liberate practice and coaching, not of any innate talentliberate practice and coaching, not of any innate talent
or skill.” Others have made much the same argument.or skill.” Others have made much the same argument.

In recent years, deliberate practice has been invoked asIn recent years, deliberate practice has been invoked as

the key to high performance in books includingthe key to high performance in books including TalentTalent

Is Overrated: What Really Separates World-Class Per- Is Overrated: What Really Separates World-Class Per- 

 form formers ers frofrom m EveryEverybody body Else Else , by Geoff Colvin (Portfo-, by Geoff Colvin (Portfo-

lio, 2008), andlio, 2008), and Outliers: The Story of Success Outliers: The Story of Success , by Mal-, by Mal-

colm Gladwell (Little, Brown, 2008). No question, thecolm Gladwell (Little, Brown, 2008). No question, the

message of deliberate practice is very encouraging. It ap-message of deliberate practice is very encouraging. It ap-

peals to our can-do spirit. We like to think that geniuspeals to our can-do spirit. We like to think that genius

isn’t born. We like to believe that even Mozart had toisn’t born. We like to believe that even Mozart had to

practice long hours, and that Einstein’s success was thepractice long hours, and that Einstein’s success was the

result of good teachers and hard work. It makes us feelresult of good teachers and hard work. It makes us feel
good to imagine that Bobby Fischer wasn’t a creaturegood to imagine that Bobby Fischer wasn’t a creature

from a different world, but got an early start and per-from a different world, but got an early start and per-

sisted. It makes us thsisted. It makes us think there may be hope for us too.ink there may be hope for us too.

 Yet  Yet we we should should be be careful. careful. Deliberate Deliberate practice practice isis

hardly the cure-alhardly the cure-all that some would like to suggest.l that some would like to suggest.

First, there’s a growing body of evidence that tal-First, there’s a growing body of evidence that tal-

ent matters—and matters a great deal. Researchers atent matters—and matters a great deal. Researchers at

Vanderbilt University found that children who per-Vanderbilt University found that children who per-

formed very well on intelligence tests at a young ageformed very well on intelligence tests at a young age

had a significant edge over others in later accomplish-had a significant edge over others in later accomplish-

ment. Very high intellectual ability really does conferment. Very high intellectual ability really does confer

an enormous real-world advantage for many demand-an enormous real-world advantage for many demand-
ing activities. Second, if we’ring activities. Second, if we’re not carefue not careful, we can l, we can alwaysalways

pick examples after the fact, then look back and claimpick examples after the fact, then look back and claim

that extensive practice led to success. Athat extensive practice led to success. Among Gladwell’mong Gladwell’ss

to illustrate the vato illustrate the value of long hours of practice, whetherlue of long hours of practice, whether

playing music late into the night at clubs in Hamburgplaying music late into the night at clubs in Hamburg

and Liverpool or programming computers for hours onand Liverpool or programming computers for hours on

end while growing up in Seattle. Missing, however, areend while growing up in Seattle. Missing, however, are

the legions of people who also practiced diligently butthe legions of people who also practiced diligently but

didn’didn’t find the sat find the same success.me success.

Most of all, it’s important to understand that de-Most of all, it’s important to understand that de-

liberate practice is very well suited to some activitiesliberate practice is very well suited to some activities

but much less to others. Look again at the examples webut much less to others. Look again at the examples we

have seen: shooting a basket, hitting a golf ball. Eachhave seen: shooting a basket, hitting a golf ball. Each

action has a short duration and produces immediateaction has a short duration and produces immediate

and tangible feedback. We can see right away whetherand tangible feedback. We can see right away whether

the basketball went through the hoop or the shot land-the basketball went through the hoop or the shot land-

ed on the green. We can make modifications and thened on the green. We can make modifications and then

try again. Furthermore, each action is a matter of abso-try again. Furthermore, each action is a matter of abso-

lute performance. Even if a golf shot was made with anlute performance. Even if a golf shot was made with an

eye toward the competition, the shot itself—swingingeye toward the competition, the shot itself—swinging

a club to drive a ball onto the green and then into thea club to drive a ball onto the green and then into the

hole—was a matter of hole—was a matter of absoluabsolute performance. Executingte performance. Executing

the task didn’t depend on anyone else.the task didn’t depend on anyone else.

These sorts of tasks are described in the first col-These sorts of tasks are described in the first col-
umn of the exhibit. Duration is short, feedback is im-umn of the exhibit. Duration is short, feedback is im-

mediate and clear, the order of actions is sequential, andmediate and clear, the order of actions is sequential, and

performance is absolute. When these conditions hold,performance is absolute. When these conditions hold,

deliberate practice can be hugely powerful. As we re-deliberate practice can be hugely powerful. As we re-

lax each of them—when duration is longer, feedback islax each of them—when duration is longer, feedback is

slow or incomplete, tasks are undertaken concurrently,slow or incomplete, tasks are undertaken concurrently,

and performance is relative—the value of deliberateand performance is relative—the value of deliberate

practice diminishes. We have to know when it’s usefulpractice diminishes. We have to know when it’s useful

and when it’s not.and when it’s not.

To see how these differences can matter, considerTo see how these differences can matter, consider

the job of a sales representative. Imagine you’re a cos-the job of a sales representative. Imagine you’re a cos-

metics salesperson, going door to door in your neigh-metics salesperson, going door to door in your neigh-
borhood. This sort of task is in the left column. Theborhood. This sort of task is in the left column. The

entire transaction is quick, taking maybe a few minutes.entire transaction is quick, taking maybe a few minutes.

Feedback is immediate; you know right away if youFeedback is immediate; you know right away if you

made a sale or not. You finish one visit before going onmade a sale or not. You finish one visit before going on

Exhibit:Exhibit: When to Use Deliberate Practice When to Use Deliberate Practice

DURATIONDURATION   Short  Short

WELL SUITEDWELL SUITED LESS WELL SUITEDLESS WELL SUITED

FEEDBACKFEEDBACK

ORDER OF TASKSORDER OF TASKS

PERFORMANCEPERFORMANCE

ImmediateImmediate

SequentialSequential

AbsoluteAbsolute

LongLong

SlowSlow

ConcurrentConcurrent

RelativeRelative
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that extensive practice led to success. Athat extensive practice led to success. Among Gladwellmong Gladwell ss

examples were the Beatles and Bill Gates, both chosenexamples were the Beatles and Bill Gates, both chosen
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to the next. Performance is absolute in the sense thatto the next. Performance is absolute in the sense that

you’re not directly competing with another offer. Theyou’re not directly competing with another offer. The

logic of deliberate practice applies nicely. How you de-logic of deliberate practice applies nicely. How you de-

scribe the products, how you present the options, thescribe the products, how you present the options, the

 words y words you use and ou use and jokes yojokes you tell, u tell, and the way and the way you try toyou try to

close the sale—aclose the sale—all of these can be practiced and refined,ll of these can be practiced and refined,

and feedback from one encounter can be and feedback from one encounter can be applied to theapplied to the

next. The best next. The best salespeople appsalespeople approach each encounter as aroach each encounter as a

new opportunity and do tnew opportunity and do their best to project confidenceheir best to project confidence

and self-assurance. They can’t afford to be discouragedand self-assurance. They can’t afford to be discouraged

by the last rejection or worried about rejections to come.by the last rejection or worried about rejections to come.

They have to believe that this customer, this call, thisThey have to believe that this customer, this call, this

time can be successful—and muster positive thinkingtime can be successful—and muster positive thinking

to help make it so. After each call, they can stand backto help make it so. After each call, they can stand back
and reflect.and reflect. What did I do well, and what can I improveWhat did I do well, and what can I improve

 for  for nexnext t timetime? ?  They shift rapidly from deliberation to They shift rapidly from deliberation to

implemimplementatioentation an and back and back again.gain.

For other kinds of sales representatives, the storyFor other kinds of sales representatives, the story

is entirely different. Consider the sale of a complex en-is entirely different. Consider the sale of a complex en-

terprise software system. The sales process—it’s a salesterprise software system. The sales process—it’s a sales

process, not a sales call—demands a deep understand-process, not a sales call—demands a deep understand-

ing of the client’s needs and takes place over weeks anding of the client’s needs and takes place over weeks and

months. During that time, feedback is either uncertainmonths. During that time, feedback is either uncertain

or nonexistent. You might not know for several monthsor nonexistent. You might not know for several months

 whether  whether your your efforts efforts will will bear bear fruit. fruit. Furthermore, Furthermore, be-be-

cause you’re working on many potential sales in paral-cause you’re working on many potential sales in paral-
lel, you can’lel, you can’t easily t easily take ttake the lessons from one client andhe lessons from one client and

apply them to the next. apply them to the next. YoYour efur efforts are forts are concurrent, notconcurrent, not

consecutive. And finally, for something like enterpriseconsecutive. And finally, for something like enterprise

software, performance is better thought of as relative,software, performance is better thought of as relative,

not absolute, because the client is very likely talkingnot absolute, because the client is very likely talking

 with  with multipmultiple le vendovendors rs but but will will buy buy from from only only one. one. IfIf

nothing comes of your efforts, you may never know ifnothing comes of your efforts, you may never know if

it was because your it was because your sales presentation was poorsales presentation was poor, a rival, a rival ’’ss

products and services were better, or another sales repproducts and services were better, or another sales rep

 was more effective. I was more effective. In this n this setting, immediate feedbacksetting, immediate feedback

that can be applied right away is not possible.that can be applied right away is not possible.

Rapidly occurring and routine activities, includ-Rapidly occurring and routine activities, includ-
ing not only operations but many customer-facing en-ing not only operations but many customer-facing en-

counters, conform very well to the rigor of deliberatecounters, conform very well to the rigor of deliberate

practice. That’s the essence ofpractice. That’s the essence of kaizenkaizen, the system of, the system of

facturing techniques. There’s a disciplined sequence—facturing techniques. There’s a disciplined sequence—

plan, do, act, check. The cycle time is short and re-plan, do, act, check. The cycle time is short and re-

peated over and over. Feedback is rapid and specific andpeated over and over. Feedback is rapid and specific and

can be applied to the next efcan be applied to the next effort. Performance, whetherfort. Performance, whether

gauged in quality or number of defects or some othergauged in quality or number of defects or some other

operational measure, is absolute. It depends on you andoperational measure, is absolute. It depends on you and

no one else.no one else.

Examples of the limits of deliberate practice go wellExamples of the limits of deliberate practice go well

beyond software sales. Consider the introduction of abeyond software sales. Consider the introduction of a

new product. The entire process may take months ornew product. The entire process may take months or

even years. By the time results are known, additionaleven years. By the time results are known, additional

products will have been introduced. Furthermore, per-products will have been introduced. Furthermore, per-

formance is at least parformance is at least partly relative. If a new product wastly relative. If a new product was

unsuccessful, is that because the company did a poorunsuccessful, is that because the company did a poor
 job, or  job, or did did a a rival rival introduintroduce ce a a better better one? Or one? Or considerconsider

setting up a foreign subsidiary. Years may elapse beforesetting up a foreign subsidiary. Years may elapse before

leaders can assess whether they have been successful.leaders can assess whether they have been successful.

Many factors are out of their control, including the ac-Many factors are out of their control, including the ac-

tions of competitors and global economic forces. Wastions of competitors and global economic forces. Was

entry to a new market successful because of superiorentry to a new market successful because of superior

insights about customer needs, or mainly because insights about customer needs, or mainly because of fa-of fa-

vorable economic conditions?vorable economic conditions?

Making strategic decisions is fundamentally differ-Making strategic decisions is fundamentally differ-

ent from shooting baskets or landing an airplane. Deci-ent from shooting baskets or landing an airplane. Deci-

sions take longer to carry out. Feedback may be slowsions take longer to carry out. Feedback may be slow

and incompland incomplete. There is often ete. There is often little ability to assess little ability to assess thethe
results of one decision before undertaking the results of one decision before undertaking the next one.next one.

Strategic decisions often involve competition, meaningStrategic decisions often involve competition, meaning

that performance is not absolute but has a relative di-that performance is not absolute but has a relative di-

mension. The aim isn’t just to do well, but to do bettermension. The aim isn’t just to do well, but to do better

than rivals—who are also trying to outdo us. Decisionsthan rivals—who are also trying to outdo us. Decisions

are also hard to reverse. The hallmark of a strategicare also hard to reverse. The hallmark of a strategic

decision is precisely that it cannot be easily reversed,decision is precisely that it cannot be easily reversed,

meaning it is important to get it right tmeaning it is important to get it right the first time.he first time.

When to Practice, When to PonderWhen to Practice, When to Ponder

The complex reality of real-world decisions forces usThe complex reality of real-world decisions forces us

to rethink implications for learning and improvement.to rethink implications for learning and improvement.
 Anders  Anders Ericsson, as Ericsson, as a a propoproponent of nent of deliberate practice,deliberate practice,

recommends that managers and other professionals setrecommends that managers and other professionals set

aside two hours each day to reflect on their actions andaside two hours each day to reflect on their actions and
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continucontinuous improvemous improvement at the heaent at the heart of so rt of so many manu-many manu-

aside two hours each day to reflect on their actions andaside two hours each day to reflect on their actions and

draw lessons. Of course, reflection and evaluation aredraw lessons. Of course, reflection and evaluation are
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useful. Stepping back to ponder one’s actions and try-useful. Stepping back to ponder one’s actions and try-

ing to draw lessons from experience is a vering to draw lessons from experience is a very good idea.y good idea.

 Yet when feedback is  Yet when feedback is slow and imprecise, when slow and imprecise, when perforperfor--

mance is relative rather than absolute, and when par-mance is relative rather than absolute, and when par-

ticular circumstances rarely recur, we should not imag-ticular circumstances rarely recur, we should not imag-

ine that an ine that an emphasis on repetitiemphasis on repetition will lead to the saon will lead to the sameme

benefits as when, say, learning to play the piano.benefits as when, say, learning to play the piano.

 Which  Which brings brings us us to to the the question question of of coaching coaching inin

business. The past decade has seen a sharp rise inbusiness. The past decade has seen a sharp rise in

coaching for executives. Like coaches in coaching for executives. Like coaches in other domains,other domains,

executive coaches aim to equip their clients with toolsexecutive coaches aim to equip their clients with tools

and knowledge to become more effective. The processand knowledge to become more effective. The process

relies heavily on providing feedback on behaviors andrelies heavily on providing feedback on behaviors and

skills. But if decision making at this level does not im-skills. But if decision making at this level does not im-
prove through routineprove through routine, is such coaching a wa, is such coaching a waste of time?ste of time?

Not entirely.Not entirely.

Executives handle a number of routine activitiesExecutives handle a number of routine activities

that lend themselves well to deliberate feedback andthat lend themselves well to deliberate feedback and

practice. Presentations to employees. Interaction withpractice. Presentations to employees. Interaction with

key managers. Meetings. Presentations to a board. Ne-key managers. Meetings. Presentations to a board. Ne-

gotiatiogotiations with ns with counterparties. Briefings with counterparties. Briefings with investors.investors.

Each of tEach of these involves a relatively short action for whichhese involves a relatively short action for which

 we can  we can usefully usefully get feedback and trget feedback and try agay again, incorporatin, incorporat--

ing suggestions for improvement. It can be very usefuling suggestions for improvement. It can be very useful

to seek feedback from a thoughtful observer and striveto seek feedback from a thoughtful observer and strive

to improve. Executives can indeed improve elements ofto improve. Executives can indeed improve elements of
their performance through their performance through deliberate practideliberate practice.ce.

But for the most consequential decisions that exec-But for the most consequential decisions that exec-

utives face, for which feedback cycles autives face, for which feedback cycles are longer and re-re longer and re-

sults less precise, coaching is a much less apt metaphor.sults less precise, coaching is a much less apt metaphor.

 A  A good good executive executive coach coach can can be be a a blend blend of of confidant,confidant,

advisor, goad, and Lear’s Fool, able to tell the truthadvisor, goad, and Lear’s Fool, able to tell the truth

 when  when others others may may not. not. But But we we shouldn’shouldn’t t imagine imagine thatthat

coaching that works for activities that lend them-coaching that works for activities that lend them-

selves to rapid and tangible feedback can be sufficientselves to rapid and tangible feedback can be sufficient

for far-reaching strategic decisions. There’s no sec-for far-reaching strategic decisions. There’s no sec-

ond chance for Edgar Bronfman selling Seagram toond chance for Edgar Bronfman selling Seagram to

Vivendi. We do ourselves a disservice by implying thatVivendi. We do ourselves a disservice by implying that
 we can practice our way to s we can practice our way to success in all circumstauccess in all circumstances.nces.

 W We e divert divert attentioattention n from from asking asking the the more more importantimportant

questions that are the stuff of judgment for managersquestions that are the stuff of judgment for managers

and repetition is less effective for strategic decisionsand repetition is less effective for strategic decisions

than tthan thorohorough preparation and analysis.ugh preparation and analysis.

Managers face Managers face a series of decisions every day. Somea series of decisions every day. Some

are routine and lend themselves to the power of delib-are routine and lend themselves to the power of delib-

erate practice, in which feedback is rapid and tangible,erate practice, in which feedback is rapid and tangible,

and adjustments can be made to boost performance.and adjustments can be made to boost performance.

The ability to shift mind-sets, from deliberation to im-The ability to shift mind-sets, from deliberation to im-

plementation and back again, is vital. Other decisionsplementation and back again, is vital. Other decisions

are unique, and their results take longer to play out,are unique, and their results take longer to play out,

making the use of feedback for subsequent adjustmentmaking the use of feedback for subsequent adjustment

less likely. For these, a different approach is needed.less likely. For these, a different approach is needed.

 Above a Above all, decision ll, decision makers makers must develop must develop the the ability toability to

recognize how decisions differ, and apply the appropri-recognize how decisions differ, and apply the appropri-

ate tools to each.ate tools to each. ++

Reprint No. 00227Reprint No. 00227

The hallmaThe hallmark of a strategic decision is preciselyrk of a strategic decision is precisely
that it cannot be eathat it cannot be easilsily revery reversed, meaning it issed, meaning it is
importimportant to get it right ant to get it right the first time.the first time.

ResourcesResources

K. Anders EricssK. Anders Ericsson, Michael J. Prietula, and Eon, Michael J. Prietula, and Edward T. Cokelydward T. Cokely, “The, “The

Making of an Expert,”Making of an Expert,” Harvard Business Review Harvard Business Review , July 2007: The authors, July 2007: The authors

argue thargue that ordinary pracat ordinary practice is not enough. To reach elite levels of perfor-tice is not enough. To reach elite levels of perfor-

mance, you need to push yourself beyond your abilities amance, you need to push yourself beyond your abilities and comfort level.nd comfort level.

Phil Rosenzweig,Phil Rosenzweig, The Halo Effect...and the Eight Other Business DelusionsThe Halo Effect...and the Eight Other Business Delusions

That Deceive ManagersThat Deceive Managers (Free Press, 2007): The book exposes ma(Free Press, 2007): The book exposes many of theny of the

errors and mistaken ideas that pervade the business world and suggests aerrors and mistaken ideas that pervade the business world and suggests a

more accurate way to think about company performance.more accurate way to think about company performance.

Phil Rosenzweig, “What Makes Strategic Decisions Different,”Phil Rosenzweig, “What Makes Strategic Decisions Different,”

Harvard Business Review Harvard Business Review , Nov. 201, Nov. 2013: The bulk 3: The bulk of decision-makingof decision-making
research applies to one typresearch applies to one type of decision, and it’s noe of decision, and it’s not the type tt the type that’shat’s

most challenging for managers.most challenging for managers.

For more thought leadership on this topic, see theFor more thought leadership on this topic, see the s+b s+b  website at: website at:
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questions that are the stuff of judgment for managersquestions that are the stuff of judgment for managers

and leaders. The logic of action, correction, adjustment,and leaders. The logic of action, correction, adjustment,
strategy-business.com/organizations_and_people.strategy-business.com/organizations_and_people.

  

 THOUGHT LEADER THOUGHT LEADER

WW
hat if you could measurehat if you could measure

the intelligence of athe intelligence of a

group? What if yougroup? What if you

could predict which committees,could predict which committees,

assigned to design a horse, wouldassigned to design a horse, would

end up with a camel, versus whichend up with a camel, versus which

 would develop a  would develop a thoroughbrthoroughbred—ored—or

a racecar? The a racecar? The MIT Sloan School ofMIT Sloan School of

Management’s Center for CollectiveManagement’s Center for Collective

Intelligence (CCI) was set up to ac-Intelligence (CCI) was set up to ac-

complish just that sort of complish just that sort of evaluation.evaluation.
Under the leadership of its foundingUnder the leadership of its founding

director, Thomas W. Malone, thedirector, Thomas W. Malone, the

center’s ambition is to put forth acenter’s ambition is to put forth a

bringing together insights from so-bringing together insights from so-

cial psychology, computer science,cial psychology, computer science,

group dynamics, social media,group dynamics, social media,

crowdsourcing, and the center’s owncrowdsourcing, and the center’s own

experiments in group behavior. Theexperiments in group behavior. The

results could help business teamsresults could help business teams

produce more thoroughbreds andproduce more thoroughbreds and

fewer camels.fewer camels.

Malone is the Patrick J. Mc-Malone is the Patrick J. Mc-

Govern Professor of Management atGovern Professor of Management at

the MIT Sloan School and a key the MIT Sloan School and a key fig-fig-
ure in organizational learning andure in organizational learning and

design studies. Formerly a researchdesign studies. Formerly a research

scientist at Xerox Pscientist at Xerox Palo Alto Resealo Alto Researcharch

largely in user interface design andlargely in user interface design and

the representation of complex pro-the representation of complex pro-

cesses in software. Like other tech-cesses in software. Like other tech-

nologists (one thinks of the latenologists (one thinks of the late

computer interface pioneer Douglascomputer interface pioneer Douglas

Engelbart), Malone grew interestedEngelbart), Malone grew interested

in the ways that organizational de-in the ways that organizational de-

sign and computer systems designsign and computer systems design

could augment each other. His bookcould augment each other. His book

The Future of Work: How the NewThe Future of Work: How the New

Order of Business Will Shape YourOrder of Business Will Shape Your

Organization, Your ManagementOrganization, Your Management

Style, and Your Life Style, and Your Life   (Harvard Busi-  (Harvard Busi-

ness School Press, 2004) proposedness School Press, 2004) proposed

that in an increasingly networkedthat in an increasingly networked

 world world, , strict strict hierarchies hierarchies would would bebe

less viable. The book also foreshad-less viable. The book also foreshad-

owed the decentralized “bottom-owed the decentralized “bottom-
up” management model that hasup” management model that has

influenced companies like Zinfluenced companies like Zappos.appos.

Malone set up CCI in 2006,Malone set up CCI in 2006,

drawing together a group of man-drawing together a group of man-

agement scholars, neuroscientists,agement scholars, neuroscientists,

and computer scientists (some ofand computer scientists (some of

 whom,  whom, including including Alex Alex “Sandy”“Sandy”

Pentland, Erik Brynjolfsson, andPentland, Erik Brynjolfsson, and

Pattie Maes, have been featured inPattie Maes, have been featured in

our pages). Tim Berners-Lee, Jimmyour pages). Tim Berners-Lee, Jimmy

 W Wales, ales, and and Alpheus Alpheus Bingham—Bingham—

the progenitors of the World Widethe progenitors of the World Wide
 W Web, eb, Wikipedia, Wikipedia, and and the the crowdcrowd--

sourcing platform InnoCentive, re-sourcing platform InnoCentive, re-

spectively make up the center’sspectively make up the center’s
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Thomas MaloneThomas Malone
The head of The head of MIT’s CentMIT’s Center for Collective er for Collective InteIntelligence explains how tolligence explains how to
build smarter and more successful teams.build smarter and more successful teams.
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center s ambition is to put forth acenter s ambition is to put forth a

new theory of group performance,new theory of group performance,

scientist at Xerox Pscientist at Xerox Palo Alto Resealo Alto Researcharch

Center (PARC), he holds 11 patents,Center (PARC), he holds 11 patents,

spectively—make up the center sspectively—make up the center s

advisory board.advisory board.8888    P   P
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CCI’s most provocative findingCCI’s most provocative finding

so far is that, by and large, the hso far is that, by and large, the high-igh-

er the proportion of women on aer the proportion of women on a

team, the more likely it is to exhibitteam, the more likely it is to exhibit

collective intelligence (and thuscollective intelligence (and thus

achieve its goals). This research wasachieve its goals). This research was

originally published inoriginally published in Science Science  (“Evi- (“Evi-

dence for a Collective Intelligencedence for a Collective Intelligence

Factor in the Performance of Hu-Factor in the Performance of Hu-

man Groups,” by Malone and Carn-man Groups,” by Malone and Carn-

egie Mellon assistant professor Anitaegie Mellon assistant professor Anita

 Williams Woolley et al., Oct. 201 Williams Woolley et al., Oct. 2010)0)

and highlighted in April 2013 in aand highlighted in April 2013 in a

Harvard Business Review Harvard Business Review   interview  interview

 with Malone and W with Malone and Woolleyoolley. The crit. The crit--

ical factor appears to be social per-ical factor appears to be social per-

ception. Women are, on average,ception. Women are, on average,

more perceptive than men aboutmore perceptive than men about

their colleagues. Social perceptive-their colleagues. Social perceptive-

ness is a kind of social intelligence;ness is a kind of social intelligence;

it’s the ability to discern what some-it’s the ability to discern what some-

one is thinking, one is thinking, either by looeither by looking atking at

their facial expression or throughtheir facial expression or through
some other means of human obser-some other means of human obser-

vation. When it comes to the effec-vation. When it comes to the effec-

tiveness of groups, we are what wetiveness of groups, we are what we

see in each other. And if this kind ofsee in each other. And if this kind of

acumen can acumen can be learned, Mabe learned, Malone’lone’s re-s re-

search suggests that the performancesearch suggests that the performance

of teams (and companies) can beof teams (and companies) can be

dramatically dramatically improimproved.ved.

In December 2013, Malone metIn December 2013, Malone met

 with with strategy+business strategy+business  at MIT’s Sloan at MIT’s Sloan

School in Cambridge, Mass. HeSchool in Cambridge, Mass. He

talked about the origins of his re-talked about the origins of his re-
search, the comprehensive study hesearch, the comprehensive study he

conducted with about 150 groups,conducted with about 150 groups,

and theand the implicatiimplications for individualsons for individuals

S+B:S+B: How did your work on How did your work on

measuring collective intelligencemeasuring collective intelligence

get its start?get its start?

MALONE:MALONE: As codirector of the MIT As codirector of the MIT

project “Inventing the Organiza-project “Inventing the Organiza-

tions of the 21st Centurtions of the 21st Centuryy,” I did a lot,” I did a lot

of thinkof thinking about how new technol-ing about how new technol-

ogies would change the ways ogies would change the ways work iswork is

organized. Inorganized. In The Future of Work The Future of Work , I, I

suggested that cheap communica-suggested that cheap communica-

tions would lead to much more hu-tions would lead to much more hu-

man freedom and decentralized de-man freedom and decentralized de-

cision making in business. Aftercision making in business. After

that, I considered following up withthat, I considered following up with

another book about how to imple-another book about how to imple-

ment these ideas, and what compa-ment these ideas, and what compa-

nies were actually making themnies were actually making them

 work. Bu work. But the more I thought the more I thought aboutt about

it, the more I became convinced thatit, the more I became convinced that

I should look instead at what wasI should look instead at what was

coming next: the evolution of man-coming next: the evolution of man-

agement beyond decentralization.agement beyond decentralization.

 Around that time, I had d Around that time, I had dinnerinner
 with the venture capitalist and writ- with the venture capitalist and writ-

er Esther Dyson and the mathemati-er Esther Dyson and the mathemati-

cian and science fiction writer Ver-cian and science fiction writer Ver-

nor Vinge. Vernor was working onnor Vinge. Vernor was working on

his bookhis book Rainbows End Rainbows End , which de-, which de-

scribes what he calls “superhumanscribes what he calls “superhuman

intelligence” that combines the in-intelligence” that combines the in-

telligence of people and computers.telligence of people and computers.

Of course, Douglas Engelbart andOf course, Douglas Engelbart and

others had talked about possibilitiesothers had talked about possibilities

like this for a long time, and it waslike this for a long time, and it was

certainly something I had thoughtcertainly something I had thought
about, too. By the end of that con-about, too. By the end of that con-

versation, I was convinced that Iversation, I was convinced that I

should work on this concept nextshould work on this concept next

or an inspiration; I was finally tak-or an inspiration; I was finally tak-

ing a path that, at some level, I hading a path that, at some level, I had

known for a long time was the rightknown for a long time was the right

path to take.path to take.

I began to imagine what itI began to imagine what it

 would  would be like be like to to have have very intvery intelligentelligent

organizations. From there came theorganizations. From there came the

questionquestion, which would , which would ultimately beultimately be

the core research question of thethe core research question of the

Center for Collective Intelligence:Center for Collective Intelligence:

How can people and computers beHow can people and computers be

connected so that—collectively—connected so that—collectively—

they act more intelligently than anythey act more intelligently than any

person, group, or computer has everperson, group, or computer has ever

done before? When you take thatdone before? When you take that

question seriously, it leads to a viewquestion seriously, it leads to a view

of organizational effectiveness thatof organizational effectiveness that

is very different from the prevailingis very different from the prevailing

 wisdom of  wisdom of the past.the past.

S+B:S+B: Why are computers part of the Why are computers part of the

definition of collective intelligence?definition of collective intelligence?  

MALONE:MALONE: Actually, they’re not part Actually, they’re not part

of the definition. I defineof the definition. I define collectivecollective

intelligence intelligence  as groups of individuals as groups of individuals

acting together in ways that seem acting together in ways that seem in-in-

telligent. In other telligent. In other words, intelligencewords, intelligence

is not just something that happensis not just something that happens

inside individual brains. It alsoinside individual brains. It also

arises in arises in groupgroups of individuals. Thoses of individuals. Those

groups don’t require computers. Ingroups don’t require computers. In

fact, by this broad definition, collec-fact, by this broad definition, collec-

tive intelligentive intelligence has ce has existed for thou-existed for thou-
sands of years. For instance, armies,sands of years. For instance, armies,

companies, countries, and familiescompanies, countries, and families

are all examples of groups of peopleare all examples of groups of people

 who wor who work together in ways that—atk together in ways that—at

least sometimes—seem least sometimes—seem intelligenintelligent.t.

But the most rapidly evolvingBut the most rapidly evolving

kinds of kinds of collective intelligence todaycollective intelligence today

are those enabled by the Internet.are those enabled by the Internet.

Think of Think of Google. Millions of peopleGoogle. Millions of people

around the world create Web pages,around the world create Web pages,

linked to one another. Then alllinked to one another. Then all

that knowledge is harvested by thethat knowledge is harvested by the
Google algorithms, so that whenGoogle algorithms, so that when

you type a question in the Googleyou type a question in the Google

search bar the answers you get oftensearch bar the answers you get often

“How can people and computers be“How can people and computers be
connected so that—collectively—connected so that—collectively—
they act more intelligently than anythey act more intelligently than any
person, group, or computer?”person, group, or computer?”
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and the and the implicatiimplications for individuals,ons for individuals,

teams, and large-scale enterprises.teams, and large-scale enterprises.

should work on this concept next.should work on this concept next.

It didn’t so much feel like a new ideaIt didn’t so much feel like a new idea

search bar, the answers you get oftensearch bar, the answers you get often

seem amazingly intelligent. Or lookseem amazingly intelligent. Or look
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at Wikipedia, where people all overat Wikipedia, where people all over

the world have collectively created athe world have collectively created a

very large and extremely high-qual-very large and extremely high-qual-

ity intellectual product, with almostity intellectual product, with almost

no centralized control. They do it inno centralized control. They do it in

most cases without even being paid.most cases without even being paid.

I think these early examples of In-I think these early examples of In-

ternetternet-enabled collective -enabled collective intelligenceintelligence

are not the end of the story, but justare not the end of the story, but just

the beginning.the beginning.

To anticipate what’s going toTo anticipate what’s going to

happen in the future, and to tahappen in the future, and to take ad-ke ad-

vantage of those possibilities, wevantage of those possibilities, we

need to understand collective intel-need to understand collective intel-

ligence at a much deeper level thanligence at a much deeper level than

people do so far.people do so far.

Tests of VersatilityTests of Versatility

S+B:S+B: You define You define collectivecollective

intelligenceintelligence as groups “seeming as groups “seeming

intelligent.” But how do you knowintelligent.” But how do you know

intelligence when you see it?intelligence when you see it?

MALONE:MALONE:  Intelligence is difficult  Intelligence is difficult

to define objectively, even thoughto define objectively, even though

many people have tried. There stillmany people have tried. There still

isn’t a single definition that most ex-isn’t a single definition that most ex-

perts in the field would agree to. Theperts in the field would agree to. The

 way  way you just you just put it—“Hoput it—“How w do do youyou
know it when you see it?”—is actu-know it when you see it?”—is actu-

ally a useful definition of intelli-ally a useful definition of intelli-

gence We can’t define it preciselygence We can’t define it precisely

This subjectivity is also un-This subjectivity is also un-

avoidable, in part, because intelli-avoidable, in part, because intelli-

gence is linked to the goals of thegence is linked to the goals of the

person or group whose intelligenceperson or group whose intelligence

you’you’re trying to assere trying to assess. And as ass. And as an ob-n ob-

server, you can’t always be sure whatserver, you can’t always be sure what

the subject’s goals are. For instance,the subject’s goals are. For instance,

if I give you an IQ test scored onif I give you an IQ test scored on

a machine-readable multiple-choicea machine-readable multiple-choice

form, and you color in the dots soform, and you color in the dots so

that they make a nice arthat they make a nice artistic patterntistic pattern

on the aon the answer sheet, you’ll probablynswer sheet, you’ll probably

get a low intelligence score. Butget a low intelligence score. But

that’s because you weren’t trying tothat’s because you weren’t trying to

achieve the goal I achieve the goal I thought you were.thought you were.

TTo evao evaluate your intelligence, I haveluate your intelligence, I have

to make assumptions about whatto make assumptions about what
your goals are, your goals are, and that, of neceand that, of necessityssity,,

involves some subjectivity.involves some subjectivity.

S+B:S+B: So my assessment of someone So my assessment of someone

else’s intelligence depends on howelse’s intelligence depends on how

well they achieve the goals I thinkwell they achieve the goals I think

they’re trying to achieve?they’re trying to achieve?

MALONE:MALONE: That’s right. There are, of That’s right. There are, of

course, other ways to define intelli-course, other ways to define intelli-

gence. One way that we found par-gence. One way that we found par-

ticularly useful for looking at theticularly useful for looking at the

intelligence of groups is the psycho-intelligence of groups is the psycho-
metric definition, used by psychol-metric definition, used by psychol-

ogists who measure people’s capa-ogists who measure people’s capa-

bilities Their definition of beingbilities Their definition of being

the ability to be good at manythe ability to be good at many

things, not just one thing.things, not just one thing.

For example, many people be-For example, many people be-

lieve that math and verbal skills arelieve that math and verbal skills are

negatively correlated—that peoplenegatively correlated—that people

 who  who are are good good at at math math are are worseworse

than average at verbal tasks and vicethan average at verbal tasks and vice

versa. But in fact, when you test versa. But in fact, when you test peo-peo-

ple on a group of mental tasks andple on a group of mental tasks and

apply a statistical technique calledapply a statistical technique called

factor analysis, you find that peoplefactor analysis, you find that people

 who are  who are good agood at ont one mene mental task are,tal task are,

on average, good at lots of otheron average, good at lots of other

mental tasks amental tasks as well. In fact, it’s well. In fact, it’s thats that

generalized ability at many kinds ofgeneralized ability at many kinds of

tasks that intelligence tests, at thetasks that intelligence tests, at the

individual level, are designed toindividual level, are designed to
measure.measure.

S+B:S+B: They’re measuring the They’re measuring the

versatility of your thinking.versatility of your thinking.

MALONE:MALONE:  Yes. People who are the  Yes. People who are the

most intelligent, as measured by in-most intelligent, as measured by in-

telligence tests, are not necessarilytelligence tests, are not necessarily

the top performers at any singlethe top performers at any single

mental task, but they’re good atmental task, but they’re good at

learning new tasks and adaptinglearning new tasks and adapting

quickly to lots of different tasks.quickly to lots of different tasks.

This general ability is called theThis general ability is called the  g  g   
factor, or general factor, and it is afactor, or general factor, and it is a

measure of general cognitive abilitymeasure of general cognitive ability

that’s associated with things likethat’s associated with things like

Art KleinerArt Kleiner
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bilities. Their definition of beingbilities. Their definition of being

intelligent, at the individual level, isintelligent, at the individual level, is

that s associated with things likethat s associated with things like

logical reasoning, verbal and mathlogical reasoning, verbal and math
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skills, and learning. It was first rec-skills, and learning. It was first rec-

ognized by the 20th-century ognized by the 20th-century BritishBritish

psychometric pioneer Charles Spear-psychometric pioneer Charles Spear-

man, who developed statistical fac-man, who developed statistical fac-

tor analysis as partor analysis as part of his intelligencet of his intelligence

research.research.

TheThe   g g   factor has often been  factor has often been

criticized as incomplete. For exam-criticized as incomplete. For exam-

ple, as Harvard developmental psy-ple, as Harvard developmental psy-

chologist Howard Gardner haschologist Howard Gardner has

pointed out, there are other impor-pointed out, there are other impor-

tant kinds of abilities that don’t gettant kinds of abilities that don’t get

measured by IQ tests. measured by IQ tests. But basic cog-But basic cog-

nitive ability is important, because itnitive ability is important, because it

is consistently correlated with suc-is consistently correlated with suc-

cess in many endeavors. With ancess in many endeavors. With an

intelligenintelligence test, you can ce test, you can measure inmeasure in

less than an hour something thatless than an hour something that

helps you predict many things thathelps you predict many things that

are important to a person’s life—are important to a person’s life—

their grades in school, their perfor-their grades in school, their perfor-

mance in many occupations, andmance in many occupations, and

even their life expectancy—thateven their life expectancy—that

 would  would otherwise otherwise take take months months oror

years to observe.years to observe.

Measuring Group IntelligenceMeasuring Group Intelligence

S+B:S+B: How did you make the leap How did you make the leap

from individual to collective intel-from individual to collective intel-

ligence in your own research?ligence in your own research?

MALONE:MALONE: We started with our basic We started with our basic

definition: an intelligent group ofdefinition: an intelligent group of

individuals is one that acts togetherindividuals is one that acts together

in ways that seem intelligent to anin ways that seem intelligent to an

observer. As with individual intelli-observer. As with individual intelli-

gence, the observer hagence, the observer has to pick somes to pick some

set of goals with set of goals with respect to which torespect to which to

evaluate the group’s intelligence. Butevaluate the group’s intelligence. But
notice that in this case, the goals thenotice that in this case, the goals the

observer uses may not be the sameobserver uses may not be the same

as those of any individuals in theas those of any individuals in the

uate the “intelligence” of a group ofuate the “intelligence” of a group of

pedestrians on a busy New Yorkpedestrians on a busy New York

City sidewalk on the basis of howCity sidewalk on the basis of how

evenly they distribute themselvesevenly they distribute themselves

over the sidewalk, even though eachover the sidewalk, even though each

individual is just trying to get to aindividual is just trying to get to a

destination without colliding withdestination without colliding with

someone else.someone else.

Or if you were an economist,Or if you were an economist,

you might evaluate the “intelli-you might evaluate the “intelli-

gence” of the buyers and sellers in agence” of the buyers and sellers in a

region on the basis of region on the basis of how efficientlyhow efficiently

they allocated the society’s resourc-they allocated the society’s resourc-

es, even though most of the individ-es, even though most of the individ-

uals in that economy were just try-uals in that economy were just try-

ing to maximize their own welfare.ing to maximize their own welfare.

 As  As an an observer observer of cof collective in-ollective in-

telligence, you also need to select thetelligence, you also need to select the

group of individuals that you wantgroup of individuals that you want

to analyze. For instance, you mightto analyze. For instance, you might

evaluate the evaluate the collective intelligence ofcollective intelligence of

a small work team, the staff of a de-a small work team, the staff of a de-

partment, a whole company, or thepartment, a whole company, or the

 American  American public. public. Sometimes, Sometimes, youyou

might even want to evaluate themight even want to evaluate the

“collective intelligence” of a single“collective intelligence” of a single

person by analyzing how the differ-person by analyzing how the differ-
ent neurons in that person’s brainent neurons in that person’s brain

act collectively to produce the per-act collectively to produce the per-

son’s intelligent behavior.son’s intelligent behavior.

 Whatever  Whatever the the size size of of group wegroup we

analyzeanalyze, we always need to be able to, we always need to be able to

identify a set of separate individualsidentify a set of separate individuals

acting together, with some interde-acting together, with some interde-

pendence among them.pendence among them.

S+B:S+B: How do you measure and How do you measure and

compare the collective intelligencecompare the collective intelligence

of that group to others?of that group to others?
MALONE:MALONE:  Well, we started with  Well, we started with

the psychometric definition of intel-the psychometric definition of intel-

ligence essentially the versatilityligence essentially the versatility

same statistical techniques that aresame statistical techniques that are

used to measure intelligence at theused to measure intelligence at the

individual level, but we used theseindividual level, but we used these

techniques to measure the intelli-techniques to measure the intelli-

gence of groups. What we reallygence of groups. What we really

 wanted to  wanted to know know was was whether twhether therehere

is an equivalent of theis an equivalent of the  g  g   factor  factor

for groups. As far as we could tell,for groups. As far as we could tell,

no one had ever asked this questionno one had ever asked this question

before.before.

So to answer the question our-So to answer the question our-

selves, we brought about 700 peopleselves, we brought about 700 people

into our laboratories, in groups thatinto our laboratories, in groups that

ranged from two to ranged from two to five people each.five people each.

 W We e gave gave each each group group a a set set of of taskstasks

to perform together, ranging fromto perform together, ranging from

brainstorming uses for a brick, tobrainstorming uses for a brick, to

solving IQ test problems as a group,solving IQ test problems as a group,

to planning a shopping trip withto planning a shopping trip with

a number of constraints, to typinga number of constraints, to typing

long text passages long text passages into Google Docs.into Google Docs.

Each group spent about three hoursEach group spent about three hours

 working to working together on these tasks.gether on these tasks.

 When  When we we analyzed analyzed the the results,results,

 we  we found found that ththat the answer e answer to to the othe orig-rig-

inal question was yes. There is ainal question was yes. There is a

single statistical factor for anysingle statistical factor for any
group—just as there is for an indi-group—just as there is for an indi-

vidual—that predicts how well thevidual—that predicts how well the

group will perform on a wide rangegroup will perform on a wide range

of different tasks. This factor ac-of different tasks. This factor ac-

counts for about 30 to 50 percent ofcounts for about 30 to 50 percent of

the variance in the group’s perfor-the variance in the group’s perfor-

mance on different tasks, just as themance on different tasks, just as the g  g   

factor did for individual intelligence.factor did for individual intelligence.

 W We sometimes call e sometimes call it theit the c c  factor, in factor, in

homage to Spearman’shomage to Spearman’s g  g  factor. factor.

S+B:S+B: What does that What does that cc factorfactor
represent?represent?

MALONE:MALONE: It’s a statistical indicatorIt’s a statistical indicator

in the same way that your score onin the same way that your score on
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as those of any individuals in theas those of any individuals in the

groupgroup. For instance, you might e. For instance, you might eval-val-

ligence—essentially the versatilityligence—essentially the versatility

of thinking. Then we employed theof thinking. Then we employed the

in the same way that your score onin the same way that your score on

an IQ test is a statistical indicator.an IQ test is a statistical indicator.
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Like an IQ score, it’s predictive of aLike an IQ score, it’s predictive of a

group’s performance on many othergroup’s performance on many other

tasks not included in the tasks not included in the test itself.test itself.

Now that we had a measure ofNow that we had a measure of

collective intelligence, we also collective intelligence, we also want-want-

ed to know what other factors mighted to know what other factors might

predict this collective intelligence.predict this collective intelligence.

 And we fo And we found four factund four factors that werors that weree

correlated—four things that mightcorrelated—four things that might

account for the degree of collectiveaccount for the degree of collective

intelligence in a team.intelligence in a team.

The first was the most obvious:The first was the most obvious:

the intelligence of the individualthe intelligence of the individual

team members. We had expectedteam members. We had expected

that the group intelligence wouldthat the group intelligence would

correlate with the average or max-correlate with the average or max-

imum intelligence of individualimum intelligence of individual

group members. But we were sur-group members. But we were sur-

prised to find that the correlationprised to find that the correlation

 was not very strong. In o was not very strong. In other words,ther words,

 just having a bunch of smart  just having a bunch of smart peoplpeoplee

in a group doesn’in a group doesn’t necessarily t necessarily make amake a

smart smart groupgroup..

S+B:S+B: Are you more likely to have Are you more likely to have

mediocre people become a smartmediocre people become a smart

group, or are you more likely to havegroup, or are you more likely to have

smart people become a mediocresmart people become a mediocre

group?group?

MALONE:MALONE: Statistically, either could Statistically, either could

happen. Of course, we all knowhappen. Of course, we all know

from our own experience that youfrom our own experience that you

can have very ineffective groupscan have very ineffective groups
made up of very smamade up of very smart people. Nowrt people. Now

 we have  we have a precise, scientific demon-a precise, scientific demon-

stration of that.stration of that.

Many other factors that weMany other factors that we

thought would be significant predic-thought would be significant predic-

tors weren’t. These included thingstors weren’t. These included things

like psychological safety and grouplike psychological safety and group

cohesiveness. But we did find threecohesiveness. But we did find three

additional factors that were signifi-additional factors that were signifi-

cantly correlated with the group’scantly correlated with the group’s

collective intelligence. The first wascollective intelligence. The first was

the average social perceptiveness ofthe average social perceptiveness of
the group members, the second hadthe group members, the second had

to do with the equality of contribu-to do with the equality of contribu-

ti d th thi d th ti fti d th thi d th ti f

The Mind in the EyesThe Mind in the Eyes

S+B:S+B: What do you mean by social What do you mean by social

perceptiveness?perceptiveness?

MALONE:MALONE: This is the ability to cor- This is the ability to cor-

rectly read the emotions of otherrectly read the emotions of other

people. We measured it using a testpeople. We measured it using a test

developed by the British autism re-developed by the British autism re-

searcher Simon Baron-Cohen. Thesearcher Simon Baron-Cohen. The

test is called “Reading the Mind intest is called “Reading the Mind in

the Eyes.” You show people picturesthe Eyes.” You show people pictures

of other people’of other people’s eyes, s eyes, and ask and ask themthem

to guess what emotion the personto guess what emotion the person

in the picture is feeling. There is ain the picture is feeling. There is a

correct answer, and the test signifi-correct answer, and the test signifi-

cantly distinguishes autistic fromcantly distinguishes autistic from

non-autistic people. Even amongnon-autistic people. Even among

non-autistic people, there’s a signifi-non-autistic people, there’s a signifi-

cant enough range that it turns outcant enough range that it turns out

to be useful for a lot of purposes,to be useful for a lot of purposes,

including this study. We found thatincluding this study. We found that

a group is more collectively intelli-a group is more collectively intelli-
gent if the people in it are, on aver-gent if the people in it are, on aver-

age, more socially perceptive—thatage, more socially perceptive—that

is, if they are good at reading emo-is, if they are good at reading emo-

tions from other people’s eyes.tions from other people’s eyes.

One fascinating aspect of thisOne fascinating aspect of this

came up when we did the same ex-came up when we did the same ex-

periments with two typeperiments with two types of groups.s of groups.

The face-to-face groups were The face-to-face groups were sittingsitting

around a conference table, answer-around a conference table, answer-

ing the questions on a computer buting the questions on a computer but

talking directly to one another. Thetalking directly to one another. The

online-only groups could communi-online-only groups could communi-
cate only through the computer,cate only through the computer,

using text chat. They couldn’t seeusing text chat. They couldn’t see

th ’th ’ t llt ll

measure of social perceptiveness, themeasure of social perceptiveness, the

“Reading the Mind in the Eyes”“Reading the Mind in the Eyes”

test, was equally predictive of mosttest, was equally predictive of most

groups’ collective intelligence. Wegroups’ collective intelligence. We

believe this means that the autismbelieve this means that the autism

test is actually measuring a broadtest is actually measuring a broad

range of interpersonal skills. Psy-range of interpersonal skills. Psy-

chologists call these broader skillschologists call these broader skills

theory of mind theory of mind . The term refers to. The term refers to

the ability, which is more developedthe ability, which is more developed

in some people than others, to createin some people than others, to create

a mental theory about what’s insidea mental theory about what’s inside

other people’s brains.other people’s brains.

S+B:S+B: And if the members of a And if the members of a

certain group have a high level ofcertain group have a high level of

this ability, that group is more likelythis ability, that group is more likely

to be more collectively intelligent?to be more collectively intelligent?

MALONE:MALONE:  Yes, but that’s only one  Yes, but that’s only one

factor. The second factor was thefactor. The second factor was the

equality of contribution: the degreeequality of contribution: the degree

to which the group members partici-to which the group members partici-
pated evenly. When one or two peo-pated evenly. When one or two peo-

ple dominated the conversation, theple dominated the conversation, the

group on average was less intelligent.group on average was less intelligent.

Here again was a precise confirma-Here again was a precise confirma-

tion of what many people have per-tion of what many people have per-

ceived in their own team meetings.ceived in their own team meetings.

The third factor we found thatThe third factor we found that

correlated with the group’s collectivecorrelated with the group’s collective

intelligence was the proportion ofintelligence was the proportion of

 women  women in in the the groupgroup. . If If there there werewere

more women in the group, the groupmore women in the group, the group

performed better. In general, theperformed better. In general, the
higher the ratio of women to men,higher the ratio of women to men,

the better the performance.the better the performance.

I lt thi thi d f tI lt thi thi d f t

“If there were more women, the“If there were more women, the
group performed better. In general,group performed better. In general,
the higher the ratio of women tothe higher the ratio of women to
men, the better the performance.”men, the better the performance.”
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men to women in the group.men to women in the group.

one anotherone another s eyes s eyes at all.at all.

But we found that the sameBut we found that the same

In our results, this third factorIn our results, this third factor

 was largely explained, at lea was largely explained, at least statis-st statis-
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in people appears to have some ge-in people appears to have some ge-

netic component. It may also be in-netic component. It may also be in-

fluenced by hormones; it’s been neg-fluenced by hormones; it’s been neg-

atively correlated with high levels ofatively correlated with high levels of

testosterone. Those are reasons totestosterone. Those are reasons to

believe it’believe it’s not vers not very chany changeable.geable.

But there are other reasons toBut there are other reasons to

believe it might be possible to affectbelieve it might be possible to affect

it. In a study published recently init. In a study published recently in

Science Science   [“Reading Literary Fiction  [“Reading Literary Fiction

Improves Theory of Mind,” by Da-Improves Theory of Mind,” by Da-

vid Comer Kidd and Emanuele Cas-vid Comer Kidd and Emanuele Cas-

tano, Oct. 2013], two psychologytano, Oct. 2013], two psychology

researchers found that people whoresearchers found that people who

read literary fiction for a few min-read literary fiction for a few min-

utes before taking the “Reading theutes before taking the “Reading the

Mind in the Eyes” test got a betterMind in the Eyes” test got a better

score than those who did not.score than those who did not.

Having good theory of mindHaving good theory of mind

skills is not necessarily the same asskills is not necessarily the same as

having empathy. Of course, they’rehaving empathy. Of course, they’re

related. You couldn’t be empatheticrelated. You couldn’t be empathetic

 without some  without some theory theory of of mind mind skill,skill,

because you wouldn’t even be awarebecause you wouldn’t even be aware

of other people’s feelings. But youof other people’s feelings. But you

could accurately perceive what could accurately perceive what otherother

people were feeling and thinking,people were feeling and thinking,

 while not caring about them. If you while not caring about them. If you

didn’t have any actual sympathy fordidn’t have any actual sympathy for

them, you could use that accuratethem, you could use that accurate

perceptioperception to manipulate or tan to manipulate or take ad-ke ad-

vantage of them.vantage of them.

S+B:S+B: So if you were leading an So if you were leading an

enterprise and you wanted to haveenterprise and you wanted to have

more intelligent, more intelligent, productiveproductive,,

effective teams…effective teams…

MALONE:MALONE: One thing you could try One thing you could try

is to increase is to increase your company’your company’s overalls overall

level of social perceptiveness or so-level of social perceptiveness or so-

cial intelligence. You might cultivatecial intelligence. You might cultivate

this by developing that quality inthis by developing that quality in

your existing staff. Or, if it turnedyour existing staff. Or, if it turned

out to be hard to teach, you mightout to be hard to teach, you might

recruit individuals who had it. Orrecruit individuals who had it. Or
you could create situations thatyou could create situations that

 would bring  would bring it ouit out.t.

O h l f i iO h l f i i

tically, by the first result. It wastically, by the first result. It was

known, before our work, that wom-known, before our work, that wom-

en on average score higher than menen on average score higher than men

on the test of social perceptiveness.on the test of social perceptiveness.

So one interpretation of our resultsSo one interpretation of our results

is that what you really need for ais that what you really need for a

group to be intelligent is to have lotsgroup to be intelligent is to have lots

of people in the group who are highof people in the group who are high

on this measure of on this measure of social perceptive-social perceptive-

ness, regardless of whether the peo-ness, regardless of whether the peo-

ple are men or women.ple are men or women.

Notice that this is not a stan-Notice that this is not a stan-

dard diversity result. A standard di-dard diversity result. A standard di-

versity result would have been thatversity result would have been that

the best-performing groups wouldthe best-performing groups would

have about the same number of menhave about the same number of men

and women. We haven’t yet done theand women. We haven’t yet done the

research we need to do to exploreresearch we need to do to explore

this finding with more precision.this finding with more precision.

But in our results so far, the groupsBut in our results so far, the groups

 with half  with half men and hmen and half alf women hadwomen had

some of the lowest scores. And it ap-some of the lowest scores. And it ap-

pears as if the highest scores go topears as if the highest scores go to

groups composed mostly of women,groups composed mostly of women,

 with just a few  with just a few men.men.

Making Teams More EffectiveMaking Teams More Effective

S+B:S+B: Do you have a sense of why Do you have a sense of why

those three factors are so critithose three factors are so critical?cal?

MALONE:MALONE: Although all three factors Although all three factors

have roughly equal chave roughly equal correlatioorrelations withns with

collective intelligence, when put intocollective intelligence, when put into
a regression at the same time, thea regression at the same time, the

only one that is statistically signifi-only one that is statistically signifi-

cant is the first one, social percep-cant is the first one, social percep-

tiveness. So, and this is somewhattiveness. So, and this is somewhat

speculative, one might conclude thatspeculative, one might conclude that

the most important factor in collec-the most important factor in collec-

tive intelligence is having groupstive intelligence is having groups

 where peopl where people are good e are good at perceivingat perceiving

one another’s emotions accurately,one another’s emotions accurately,

or, more generally, where they haveor, more generally, where they have

high social intelligence.high social intelligence.

S+B:S+B: Is this  Is this a learnable or cultivat-a learnable or cultivat-

able skill?able skill?

MALONEMALONE E ll i dE ll i d

tasks, and how you motivate peo-tasks, and how you motivate peo-

ple—also clearly have an effect onple—also clearly have an effect on

how intelligent the organization is.how intelligent the organization is.

For instance, there are now ways ofFor instance, there are now ways of

designing nonhierarchical organiza-designing nonhierarchical organiza-

tions, like crowd-based organiza-tions, like crowd-based organiza-

tions, that have the potential to betions, that have the potential to be

even more intelligent than the best-even more intelligent than the best-

designed hierarchies.designed hierarchies.

S+B:S+B: How does this fit with the rest How does this fit with the rest

of the work you’re doing of the work you’re doing on collec-on collec-

tive intelligence?tive intelligence?

MALONE:MALONE:  We basically have three  We basically have three

types of activity. The first is the sci-types of activity. The first is the sci-

entific studies I’ve just described.entific studies I’ve just described.

Second, we observe the new organi-Second, we observe the new organi-

zational design patterns that arise,zational design patterns that arise,

especially in especially in the business world. Wethe business world. We

call this work “mapping the ge-call this work “mapping the ge-

nomes of collective intelligence.”nomes of collective intelligence.”

 W We looked at more than 200 e looked at more than 200 exam-exam-

ples of what we thought were inter-ples of what we thought were inter-

esting cases of collective intelli-esting cases of collective intelli-

gence, including Google, Wikipedia,gence, including Google, Wikipedia,

the Linux community, Threadless,the Linux community, Threadless,

and InnoCentive. We started by try-and InnoCentive. We started by try-

ing to classify them into discreteing to classify them into discrete

categories, as if we were biologistscategories, as if we were biologists

trying to classify new life forms intotrying to classify new life forms into

different species. But the same casesdifferent species. But the same cases

often seemed to belong in moreoften seemed to belong in more

than one category. For example,than one category. For example,
 Wikipedia  Wikipedia was was bothboth consensus consensus   and  and

collaboration collaboration ..

One breakthrough for us wasOne breakthrough for us was

realizing that the more appropriaterealizing that the more appropriate

biology analogy was classifyingbiology analogy was classifying

genes, not species. Wgenes, not species. We call e call these ele-these ele-

mentsments design patterns design patterns , which is a, which is a

phrase used by the architect andphrase used by the architect and

 writer  writer ChristopheChristopher r Alexander Alexander andand

his coauthors in their bookhis coauthors in their book  A  A Pat- Pat- 

tern Language tern Language   [Oxford University  [Oxford University

Press, 1977]. Not all the ways of as-Press, 1977]. Not all the ways of as-
sembling them make sense or worksembling them make sense or work

 well, b well, but yout you can use them u can use them in think-in think-

i b h d l ii b h d l i
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Other elements of organization-Other elements of organization-

al design—how you group and linkal design—how you group and link

MALONE:MALONE:  Excellent question, and  Excellent question, and

 we do we don’n’t know t know for sure. for sure. This qualityThis quality

ing about how to develop an organi-ing about how to develop an organi-

zational structure that helps youzational structure that helps you
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achieve your goals.achieve your goals.

Third, we’re creating new ex-Third, we’re creating new ex-

amples of collective intelligence.amples of collective intelligence.

The biggest project in that area isThe biggest project in that area is

called the Climate CoLab, wherecalled the Climate CoLab, where

 we’ we’re harnessing the collective intel-re harnessing the collective intel-

ligence of thousands of people allligence of thousands of people all

over the world, to come up with newover the world, to come up with new

ideas for solving the problems ofideas for solving the problems of

climate change. We’re essentiallyclimate change. We’re essentially

crowdsourcing that problem.crowdsourcing that problem.

 With  With all all three three of of these these activi-activi-

ties, we’re looking to create smarterties, we’re looking to create smarter

organizations. We hope eventuallyorganizations. We hope eventually

to develop a test we can give to real-to develop a test we can give to real-

 worl world groups, ad groups, and use nd use it to predict,it to predict,

for example, how well a sales teamfor example, how well a sales team

might perform over the comingmight perform over the coming

year, how well a design group couldyear, how well a design group could

develop a new product, or how pro-develop a new product, or how pro-

ductive a top management group orductive a top management group or

board of directors would be in devis-board of directors would be in devis-

ing the next ing the next strategy.strategy.

S+B:S+B: Could you also use the test to Could you also use the test to

increase the collective intelligenceincrease the collective intelligence

of a group?of a group?

MALONE:MALONE: Yes, I think so. Individual Yes, I think so. Individual

intelligence is very difficult tointelligence is very difficult to

change. You can predict people’s be-change. You can predict people’s be-

havior by measuring their intelli-havior by measuring their intelli-

gence, but it’s usually hard to in-gence, but it’s usually hard to in-

crease an individual’s intelligence.crease an individual’s intelligence.
 With  With groups, groups, howeverhowever, , it it seemsseems

quite possible that we could changequite possible that we could change

their collective intelligence. At thetheir collective intelligence. At the

minimum, you could imagineminimum, you could imagine

changing the changing the intelligence of a groupintelligence of a group

by changing some or maybe even allby changing some or maybe even all

of the people in it—replacing themof the people in it—replacing them

 with peopl with people with higher le with higher levels of so-evels of so-

cial intelligence, for instance.cial intelligence, for instance.

There might well be otherThere might well be other

things you could do too: Changethings you could do too: Change

the motivation of the gthe motivation of the grouproup. Change. Change
their incentives. Change their struc-their incentives. Change their struc-

ture, how they’re grouped into sub-ture, how they’re grouped into sub-

Ch h i i WCh h i i W

five people that we looked at, largerfive people that we looked at, larger

groups did better. But some data in-groups did better. But some data in-

dicates that when groups get largerdicates that when groups get larger

than about 10 members, they oftenthan about 10 members, they often

become less effective.become less effective.

S+B:S+B: How do these organizational How do these organizational

interventions relate to the fourinterventions relate to the four

factors that you found correlatedfactors that you found correlated

with collective intelligence?with collective intelligence?

MALONE:MALONE:  We wouldn’t claim that  We wouldn’t claim that

those four are the only four. Thosethose four are the only four. Those

are the only are the only four significant correla-four significant correla-

tions we found in the study we did.tions we found in the study we did.

But there are clearly other factorsBut there are clearly other factors

that affect a group’s intelligence. Forthat affect a group’s intelligence. For

instance, as a group gets larger, theinstance, as a group gets larger, the

 way  way you you organize organize the the group group cancan

have a major effect on its collectivehave a major effect on its collective

intelligence.intelligence.

 As a though As a thought experiment experiment, imag-t, imag-

ine that you have 5,000 people in aine that you have 5,000 people in a
football stadium, trying to write anfootball stadium, trying to write an

encyclopedia, with no tools otherencyclopedia, with no tools other

than paper athan paper and pencil and the loud-nd pencil and the loud-

speaker system. If you gave them aspeaker system. If you gave them a

few hours to work, they could eachfew hours to work, they could each

scribble some drafts of articles, andscribble some drafts of articles, and

they could have people who are edi-they could have people who are edi-

tors who approved things. Theretors who approved things. There

 would be  would be long lines long lines of people waof people waitit--

ing to get their articles approved,ing to get their articles approved,

and in a few hours, they could makeand in a few hours, they could make

some progress.some progress.
But now imagine you have theBut now imagine you have the

same 5,000 people, and the samesame 5,000 people, and the same

f i b f hf i b f h

software, in a shared database thatsoftware, in a shared database that

they compile together. It seems like-they compile together. It seems like-

ly that they ly that they could accomplish muchcould accomplish much

more good work in more good work in the same athe same amountmount

of time.of time.

One interesting possibility isOne interesting possibility is

that with the right kinds of digitalthat with the right kinds of digital

electronic collaboration tools, weelectronic collaboration tools, we

could greatly increase the size up tocould greatly increase the size up to

 which  which a a group group can can continucontinue e to to in-in-

crease its intelligence by addingcrease its intelligence by adding

members. Right now, the optimalmembers. Right now, the optimal

size is size is probabprobably somewhere betweenly somewhere between

five and 10, but with the right col-five and 10, but with the right col-

laboratiolaboration tools, you n tools, you could imaginecould imagine

having a group that kept gettinghaving a group that kept getting

more intelligent, up to 50, 100, ormore intelligent, up to 50, 100, or

even 500 or 5,000 people. That’seven 500 or 5,000 people. That’s

one of the most intriguing long-one of the most intriguing long-

term research questions we’re start-term research questions we’re start-

ing to work on. Now that we have aing to work on. Now that we have a

 way of  way of measuring the intelligenmeasuring the intelligence ofce of
a group, we can use that to find waysa group, we can use that to find ways

to allow the group to scale to ato allow the group to scale to a

much larger size without being over-much larger size without being over-

come by the “process losses” thatcome by the “process losses” that

inhibit the performance of largeinhibit the performance of large

groups today.groups today. ++

Reprint No. 00257Reprint No. 00257

“We hope eventually to develop“We hope eventually to develop

a test we can give a test we can give to real-to real-worldworldgroups, and use it to predict howgroups, and use it to predict how
well a sales team might perform.”well a sales team might perform.”
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 A T A Tripriple Scole Scoop oop of Socf Socialial
Responsibility Responsibility   
by John Weir Closeby John Weir Close

  

Ice Cream Social: The StruggleIce Cream Social: The Struggle

for the Soul of Ben & Jerry’s,for the Soul of Ben & Jerry’s,

by Brad Edmondson,by Brad Edmondson,

Berrett-Koehler, 2014Berrett-Koehler, 2014

LL
et’s not deal with these idiotet’s not deal with these idiot

lawyers,” Ben Cohen wrotelawyers,” Ben Cohen wrote

to Jerry Garcia in the lateto Jerry Garcia in the late

1980s, after he received a missive1980s, after he received a missive

from Garcia’from Garcia’s lawyer noting ts lawyer noting that thehat the

Grateful Dead lead guitarist’s nameGrateful Dead lead guitarist’s name

 was being  was being used without permission.used without permission.

The “idiot lawyer” replied that The “idiot lawyer” replied that Gar-Gar-

cia would sue unless Ben & Jerry’scia would sue unless Ben & Jerry’s
ceased production of Cherry Garciaceased production of Cherry Garcia

ice cream. Cohen dispatched hisice cream. Cohen dispatched his

own attorney, all-purpose fixer Jeffown attorney, all-purpose fixer Jeff

Furman, known as the ampersandFurman, known as the ampersand

in Ben & Jerry’s, to sue for peace.in Ben & Jerry’s, to sue for peace.

The two lawyers found that theyThe two lawyers found that they

had something in common. Theyhad something in common. They

both represented what Fboth represented what Furman caurman callslls

“weird pe“weird people.ople.””

Brad Edmondson unearths thisBrad Edmondson unearths this

episode inepisode in Ice Cream Social: TheIce Cream Social: The

Struggle for the Struggle for the Soul of Ben & Jerry’s Soul of Ben & Jerry’s ,,
a recounting of the company’s his-a recounting of the company’s his-

tory, with special emphasis on itstory, with special emphasis on its

l U il i W hl U il i W h

No. Furman suggested a royalty fee,No. Furman suggested a royalty fee,

Garcia’s lawyer agreed, and theyGarcia’s lawyer agreed, and they

shook on it. Commendable certain-shook on it. Commendable certain-

ly, but a less exciting read than anly, but a less exciting read than an

all-out war would have been—aall-out war would have been—a

problem that plagues many corpo-problem that plagues many corpo-

rate histories (even, it seems, those ofrate histories (even, it seems, those of

the most idiosyncratic companies).the most idiosyncratic companies).

Ice Cream Social Ice Cream Social  must also  must also rely heav-rely heav-

ily on Furman, with whom Ed-ily on Furman, with whom Ed-

mondson shared an office in themondson shared an office in the

1990s. Neither Ben nor Jerry agreed1990s. Neither Ben nor Jerry agreed

to speak on the to speak on the record, still pleadingrecord, still pleading
postpost-sale trauma -sale trauma years later.years later.

Much has already been writtenMuch has already been written

b B C h d Jb B C h d J

seventh grade and best friends atseventh grade and best friends at

their Long Island high school. To-their Long Island high school. To-

gether, they leased a former gasgether, they leased a former gas

station in Burlington, Vt., in 1977station in Burlington, Vt., in 1977

and turned it into a multimillion-and turned it into a multimillion-

dollar company that was one of thedollar company that was one of the

first to seek to change the world byfirst to seek to change the world by

doing good. It’s a classic story of en-doing good. It’s a classic story of en-

trepreneurial legerdemain—“a longtrepreneurial legerdemain—“a long

strange dip,” as the company callsstrange dip,” as the company calls

it—with moments of hilarity, chaos,it—with moments of hilarity, chaos,

triumph, and aching loss.triumph, and aching loss.

Edmondson points out howEdmondson points out how

easy it can be to sneer at the com-easy it can be to sneer at the com-

pany’s dedication to social justice,pany’s dedication to social justice,

and how quickly one can forget theand how quickly one can forget the

paucity of corporations that havepaucity of corporations that have

ever fought for such disparate causesever fought for such disparate causes
as reasonable CEO pay, same-sexas reasonable CEO pay, same-sex

marriage, nuclear disarmament, or-marriage, nuclear disarmament, or-

ganic farming, worker democracy,ganic farming, worker democracy,

and a constitutional amendment toand a constitutional amendment to

nullify tnullify the U.S. Suphe U.S. Supreme Court rul-reme Court rul-

ing ining in Citizens United v. FederalCitizens United v. Federal
Election Commission Election Commission . Still, he does. Still, he does

not pretend to be objective. He usesnot pretend to be objective. He uses

“muckraking journalists” as a pejo-“muckraking journalists” as a pejo-

rative and describes it as “fortunate”rative and describes it as “fortunate”

that journalists were unaware ofthat journalists were unaware of

such events in such events in the company’the company’s historys history
as a construction “disaster” at a newas a construction “disaster” at a new

production plant in 1993 that forcedproduction plant in 1993 that forced

ll k i b dk i b d
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sale to Unilever in 2000. Were thesale to Unilever in 2000. Were the

two hippie empires going to war?two hippie empires going to war?

about Bennett Cohen and Jerryabout Bennett Cohen and Jerry

Greenfield, who were classmates inGreenfield, who were classmates in

emploemployees to yees to work in subzero-degreework in subzero-degree

freezers to keep up freezers to keep up with orders.with orders.    I   I   l   l   l   l  u  u
  s  s
   t   t  r  r
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The saga’s climax comes whenThe saga’s climax comes when

Ben & Jerry’s fiscal thrashing at-Ben & Jerry’s fiscal thrashing at-

tracts predators in the late 1990s.tracts predators in the late 1990s.

First, Dreyer’s, one of the company’sFirst, Dreyer’s, one of the company’s

major distributors, attempts a take-major distributors, attempts a take-

over, which Ben & Jerry’s countersover, which Ben & Jerry’s counters

 with a  with a poison poison pill and pill and the helthe help op of thef the

Vermont legislature, which passes aVermont legislature, which passes alaw to help the board of directorslaw to help the board of directors

fend off rapacious buyers. Unileverfend off rapacious buyers. Unilever

steps up next, and Ben & Jerry’ssteps up next, and Ben & Jerry’s

mounts a desperate effort to take themounts a desperate effort to take the

company private. Ultimately, how-company private. Ultimately, how-

ever, the Unilever, the Unilever deal goes ever deal goes through.through.

The 2000 sale of Ben & Jerry’sThe 2000 sale of Ben & Jerry’s

to a multinational conglomerate wasto a multinational conglomerate was

seen by some diehard fans as a sell-seen by some diehard fans as a sell-

out equivalent to Bob Dylan’s goingout equivalent to Bob Dylan’s going

electric at the 1965 Newport Folkelectric at the 1965 Newport Folk

Festival (an annual eFestival (an annual event that, coin-vent that, coin-

cidentally, the ice cream makercidentally, the ice cream maker

saved from oblivion with a last-min-saved from oblivion with a last-min-

ute sponsorship in 1988). But evenute sponsorship in 1988). But even

as it was swallowed up, Ben &as it was swallowed up, Ben &

 Jerry’ Jerry’s s won the won the right to right to its own its own au-au-

tonomous board of directors, free oftonomous board of directors, free of

Unilever’s control. It took years ofUnilever’s control. It took years of

corporate guerrilla warfare, from thecorporate guerrilla warfare, from the

bowels of the giant that had ab-bowels of the giant that had ab-

sorbed it, but the company was ablesorbed it, but the company was able

to enforce the terms of its indepen-to enforce the terms of its indepen-

dence and reignite its social dence and reignite its social mission.mission.

Edmondson makes a strongEdmondson makes a strong
case for this case for this mission, saying that de-mission, saying that de-

spitspite their new e their new riches, Ben and Jerrriches, Ben and Jerryy

stayed true to their cause. He alsostayed true to their cause. He also

says that says that UnileverUnilever, among a , among a growinggrowing

number of corporations around thenumber of corporations around the

 world world, ha, has itself s itself taken taken on the on the socialsocial

mission that its target mission that its target long espoused:long espoused:

“linked prosperity,” which requires“linked prosperity,” which requires

the company to share its good for-the company to share its good for-

tune with workers, its community,tune with workers, its community,

and the and the environmenenvironment.t.

The takeover chapters inThe takeover chapters in IceIce
Cream Social Cream Social  do justice to a f do justice to a fascinat-ascinat-

ing episode in business history, al-ing episode in business history, al-

h h h f h b k fh h h f h b k f

obscured by an avalanche of missionobscured by an avalanche of mission

statements, bullet points, and ex-statements, bullet points, and ex-

tended quotes. But even when theretended quotes. But even when there

are too many chunks in the mix,are too many chunks in the mix,

the book still gets across the full-the book still gets across the full-

flavored ebullience of Ben Cohen,flavored ebullience of Ben Cohen,

 Jerry  Jerry Greenfield, Greenfield, and and the the companycompany

the two created.the two created.
++

John Weir CloseJohn Weir Close
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It’s Better to ReceiveIt’s Better to Receive

Than to GiveThan to Give  

by Sally Helgesenby Sally Helgesen

  
Thanks for the Feedback:Thanks for the Feedback:

The Science and Art of ReceivingThe Science and Art of Receiving

Feedback Well (Even WhenFeedback Well (Even When

It Is Off It Is Off Base, Unfair, PoorlyBase, Unfair, Poorly

Delivered, and Delivered, and FranklFrankly,y,

YYou’re Not in the ou’re Not in the Mood),Mood), byby

Douglas Stone and Sheila Heen,Douglas Stone and Sheila Heen,

Viking, 2014Viking, 2014

TT
he wordhe word  feedback  feedback   was  was
coined during the Indus-coined during the Indus-

trial Revolution to de-trial Revolution to de-

scribe how energy, momentum, andscribe how energy, momentum, and

signals were returned to their pointsignals were returned to their point

of origin in a mechanical system.of origin in a mechanical system.

Later, the concept of feedback wasLater, the concept of feedback was

instrumental in the development ofinstrumental in the development of

the electronic circuit. After Worldthe electronic circuit. After World

 War II, War II, feedback feedback was adopted by the was adopted by the

emerging field of industrial emerging field of industrial relationsrelations

to describe what happened when in-to describe what happened when in-

dividuals fed corrective informationdividuals fed corrective information
back to its human point of origin.back to its human point of origin.

Feedback quickly became en-Feedback quickly became en-

h dh d l h fl h f

morale, and aligning teams. Yetmorale, and aligning teams. Yet

even as its popularity spread, it be-even as its popularity spread, it be-

came an object of mistrust and evencame an object of mistrust and even

dread. Indread. In Thanks for the Feedback Thanks for the Feedback ,,

Douglas Stone and Sheila Heen, lec-Douglas Stone and Sheila Heen, lec-

turers at Harvard Law School andturers at Harvard Law School and

authors (with Bruce Patton) of theauthors (with Bruce Patton) of the

influentialinfluential Difficult Conversations:Difficult Conversations:

How to Discuss What Matters Most How to Discuss What Matters Most   

(Viking, (Viking, 11999)999), note that more tha, note that more thann

50 percent of people perceive their50 percent of people perceive their

performance review—an undertak-performance review—an undertak-

ing devoted entirely to feedback—asing devoted entirely to feedback—as

unfair or inaccurate, and more thanunfair or inaccurate, and more than

60 percent of executives believe their60 percent of executives believe their

managers lack the courage to offermanagers lack the courage to offer
honest feedback.honest feedback.

In other words, the process ofIn other words, the process of

giving feedback often results in agiving feedback often results in a

counterproductive mess. That’s whycounterproductive mess. That’s why

many of us mentally tuck and rollmany of us mentally tuck and roll

 when  when we hwe hear the ear the seemingly innocuseemingly innocu--

ous phrase, “Can I give you someous phrase, “Can I give you some

feedback?”feedback?”

It’s also whyIt’s also why Thanks for theThanks for the

Feedback Feedback  is an extraordinarily useful is an extraordinarily useful

book. It’s full of helpful techniquesbook. It’s full of helpful techniques

that can be put to use by anyonethat can be put to use by anyone
seeking to manage an organization,seeking to manage an organization,

lead a team, engage a business part-lead a team, engage a business part-

l hl h
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though the rest of the book oftenthough the rest of the book often

goes off track and the story line isgoes off track and the story line is

shrined as an eshrined as an essential technique forssential technique for

managing performance, improvingmanaging performance, improving

ner, or navigate a relationship.ner, or navigate a relationship.

Drawing on decades of researchDrawing on decades of research
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conductconducted by the ed by the Harvard Harvard Negotia-Negotia-

tion Project and its various off-tion Project and its various off-

shoots, as well as findings from othershoots, as well as findings from other

academics and the “brain labs” thatacademics and the “brain labs” that

seem to be popping up at every seem to be popping up at every turn,turn,

Stone and Heen offer a full-spec-Stone and Heen offer a full-spec-

trum analysis of how to skillfullytrum analysis of how to skillfully

receive feedback.receive feedback. Why  Why focus focus on on receiving receiving feed-feed-

back rather than giving feedback?back rather than giving feedback?

Because, as the authors make clear,Because, as the authors make clear,

it is receivers, not givers, who are init is receivers, not givers, who are in

control of the feedback process. It iscontrol of the feedback process. It is

receivers who choose what and howreceivers who choose what and how

much information to take in. Be-much information to take in. Be-

cause of this fundamental dynamic,cause of this fundamental dynamic,

it’s useless to try to teach feedbackit’s useless to try to teach feedback

givers to be more skillful; instead,givers to be more skillful; instead,

feedback receivers need to get betterfeedback receivers need to get better

at hearing what givers have to sayat hearing what givers have to say

and distinguishing what’s usefuland distinguishing what’s useful

from what is not.from what is not.

Stone and Heen proceed to un-Stone and Heen proceed to un-

pack how this can be done by identi-pack how this can be done by identi-

fying the origins and effects of—fying the origins and effects of—

and the alternatives to—the threeand the alternatives to—the three

triggers that keep us from fully en-triggers that keep us from fully en-

gaging in feedback conversationsgaging in feedback conversations

that could contain valuable insightsthat could contain valuable insights

and learning experiences. “Truthand learning experiences. “Truth

triggers” are set off by the substancetriggers” are set off by the substance

of the feedback itself as well as ourof the feedback itself as well as our

natural impulse to deny any obser-natural impulse to deny any obser-

vation that we perceivvation that we perceive as cae as casting ussting us

in the wrong (“I don’t do that!”).in the wrong (“I don’t do that!”).
“Relationship triggers” cause us to“Relationship triggers” cause us to

quickly shift our focus from the in-quickly shift our focus from the in-

(“You have no right to say that to(“You have no right to say that to

me!”). “Identity triggers” are littleme!”). “Identity triggers” are little

daggers to the heart that cause us todaggers to the heart that cause us to

interpret simple information as ainterpret simple information as a

 judgment  judgment of of our our overall overall worth worth (“I(“I

must be a total loser if that’s howmust be a total loser if that’s how

you feel!”).you feel!”).

One of the notable features ofOne of the notable features ofthe book is its use of graphic tools—the book is its use of graphic tools—

a refreshing break from the recenta refreshing break from the recent

trend of using illustrations as atrend of using illustrations as a

visual respite from the text rathervisual respite from the text rather

than to add value to the contentthan to add value to the content

in business books. For instance, toin business books. For instance, to

give teeth to the truism “we allgive teeth to the truism “we all

have blind spots,” the authors usehave blind spots,” the authors use

a “Gap Map” that clearly showsa “Gap Map” that clearly shows

how our awareness of the intentionhow our awareness of the intention

and meaning behind our behaviorand meaning behind our behavior

limits our awareness of how otherslimits our awareness of how others

perceive that perceive that behavior. The solutionbehavior. The solution::

Develop the ability to distinguishDevelop the ability to distinguish

between the effects that our be-between the effects that our be-

havior produces and the intentionshavior produces and the intentions

behind it. If we can do that, webehind it. If we can do that, we

can eliminate some of the blindcan eliminate some of the blind

spots that mire us in self-defeatingspots that mire us in self-defeating

behaviors.behaviors.

My only quibble withMy only quibble with ThanksThanks

 for  for the the FeedbackFeedback is a small one. Itis a small one. It

contains too many previews and re-contains too many previews and re-

caps—too much telling the readercaps—too much telling the reader

 what  what the the authors authors are are going going to to saysay

and encapsulating what has justand encapsulating what has just

been said. That complaint aside,been said. That complaint aside,
Stone and Heen have done a re-Stone and Heen have done a re-

markable job of showing individualsmarkable job of showing individuals

of the most powerful instrumentsof the most powerful instruments

available for human learning.available for human learning. ++
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Can China Lead? Reaching theCan China Lead? Reaching the

Limits of Power and Limits of Power and Growth,Growth,

by Regina M. Abrami, William C.by Regina M. Abrami, William C.

Kirby, and F. Warren McFarlan,Kirby, and F. Warren McFarlan,

Harvard Business ReviewHarvard Business Review

Press, 2014Press, 2014

CC
an China lead? The pro-an China lead? The pro-

vocative question posedvocative question posed

by Regina M. Abrami,by Regina M. Abrami,

 William  William C. C. KirbyKirby, , and and F. F. WarrenWarren

McFarlan in their new book shouldMcFarlan in their new book should

be of great interest to executivesbe of great interest to executives

considering how to do business in aconsidering how to do business in a

country where the ruling party iscountry where the ruling party is

the primary instrument of econom-the primary instrument of econom-
ic, state, and social control. The an-ic, state, and social control. The an-

swer offered up by the authorsswer offered up by the authors

should be of great interest as well:should be of great interest as well:

Unless the Chinese Communist Par-Unless the Chinese Communist Par-

ty lays “sustainable foundations forty lays “sustainable foundations for

economic growth and social well-economic growth and social well-

being…the China ‘miracle’ as webeing…the China ‘miracle’ as we

have known it is coming to an end.”have known it is coming to an end.”

In explaining their answer,In explaining their answer,

 Abrami  Abrami (a (a politipolitical cal economist economist atat

 Whar Whartonton) and K) and Kirby and McFarlanirby and McFarlan

(a historian and a management ex-(a historian and a management ex-
pert, respectively, at Harvard Busi-pert, respectively, at Harvard Busi-

ness School) dispel the myths thatness School) dispel the myths that

“It is receivers, not givers, who are in“It is receivers, not givers, who are in
controcontrol of l of the feedback process. It isthe feedback process. It is

receivers who choose what and howreceivers who choose what and howmuch information to take in.”much information to take in.”
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formation being offered to how weformation being offered to how we

feel about the person delivering itfeel about the person delivering it

and organizations how to leverageand organizations how to leverage

the enormous value of feedback, onethe enormous value of feedback, one

cloud the Western view of Chinacloud the Western view of China

to reveal several challenges. “First,to reveal several challenges. “First,       s      s
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history matters. Chinese civilizationhistory matters. Chinese civilization

may be more than five thousandmay be more than five thousand

years old, but China as a country isyears old, but China as a country is

about a century old, and it is stillabout a century old, and it is still

building the institutions of a mod-building the institutions of a mod-

ern state.” Second, China is made upern state.” Second, China is made up

of many regions and ethnic groups,of many regions and ethnic groups,

so “any China strategy must evolveso “any China strategy must evolve

in a nuanced way, dealing with bothin a nuanced way, dealing with both

the local and the central.” Third,the local and the central.” Third,

“the Party-State is omnipresent,”“the Party-State is omnipresent,”

and dealing with it requires a long-and dealing with it requires a long-

term commitment. Fourth, the term commitment. Fourth, the Peo-Peo-

ple’s Republic is what the authorsple’s Republic is what the authors

call a “conquest dynasty,” foundedcall a “conquest dynasty,” founded

on military power and ruled byon military power and ruled by
great families. This means that it isgreat families. This means that it is

driven, more than any other factor,driven, more than any other factor,

by the ambition to remain in controlby the ambition to remain in control

of China’s destiny.of China’s destiny.

 Aga Against inst this this backdrop, backdrop, the the au-au-

thors offer a variety of practicalthors offer a variety of practical

pointers and checklists for pursuingpointers and checklists for pursuing

business in China. Most of theirbusiness in China. Most of their

advice has to do with understand-advice has to do with understand-

ing the influence and interests ofing the influence and interests of

the Chinese Communist Partythe Chinese Communist Party

(CCP) at the national, regional, and(CCP) at the national, regional, and
municipal levels. Government sup-municipal levels. Government sup-

port at one or more of these levelsport at one or more of these levels

of them will ensure failure. Someof them will ensure failure. Some

advice also harks back to China’sadvice also harks back to China’s

deeper roots, such as paying closedeeper roots, such as paying close

attention to family connections andattention to family connections and

networks—a recommendation thatnetworks—a recommendation that

casts a new light on the ongoingcasts a new light on the ongoing

controversy around Western com-controversy around Western com-

panies that recruit the children ofpanies that recruit the children ofChina’s power elite. The task forChina’s power elite. The task for

corporate strategists is something ofcorporate strategists is something of

a tightrope walk: To do business ina tightrope walk: To do business in

China, a company must associateChina, a company must associate

itself with the CCP’s priorities anditself with the CCP’s priorities and

interests, but at the same time mustinterests, but at the same time must

hedge its bets against major politi-hedge its bets against major politi-

cal cal upheaupheaval.val.

 What  What could could stop stop China China fromfrom

attaining a position of geopoliticalattaining a position of geopolitical

and economic leadership? The au-and economic leadership? The au-

thors argue that the physical infra-thors argue that the physical infra-

structure of a modern state—thatstructure of a modern state—that

is, the relatively easy “hardware”is, the relatively easy “hardware”

phase of China’s current develop-phase of China’s current develop-
ment program, is a maturing effortment program, is a maturing effort

and sorely needand sorely needs to be s to be complcomplementement--

ed by the matching “software” ofed by the matching “software” of

social and civil institutions. Thesocial and civil institutions. The

problproblem, as Austem, as Austrian economist andrian economist and

political scientist Friedrich Hayekpolitical scientist Friedrich Hayek

pointed out in a different context, ispointed out in a different context, is

that socialism’s “fatal conceit” is thethat socialism’s “fatal conceit” is the

idea that “man is able to shape theidea that “man is able to shape the

 world around  world around him him according to according to hishis

 wishes.”  wishes.” In this In this sense, socialism sense, socialism is anis an

engineering mind-set par excellence,engineering mind-set par excellence,
 which may  which may explain explain why the why the importimport

of the software of a modern societyof the software of a modern society

“dictatorship of engineers.” For ex-“dictatorship of engineers.” For ex-

ample, although there may be ruleample, although there may be rule

byby law in China, there is not rulelaw in China, there is not rule of   of    

law. And in the authors’ view, thelaw. And in the authors’ view, the

CCP will not and cannot accept anCCP will not and cannot accept an

independent judiciary. Nor will itindependent judiciary. Nor will it

accept a free press and a pluralisticaccept a free press and a pluralistic

political system.political system.It comes down to trust, say theIt comes down to trust, say the

authors. The CCP does not trustauthors. The CCP does not trust

China’s citizens enough to installChina’s citizens enough to install

the institutions of a moderthe institutions of a modern society,n society,

and China’s citizens will never trustand China’s citizens will never trust

the CCP without them. Withoutthe CCP without them. Without

mutual trust, the Chinese govern-mutual trust, the Chinese govern-

ment cannot exercise moral leader-ment cannot exercise moral leader-

ship nationally or globally.ship nationally or globally.

The likely result is foretoldThe likely result is foretold

in the opening line of the 14th-in the opening line of the 14th-

century Chinese classiccentury Chinese classic The Ro- The Ro- 

mance of the Three Kingdoms mance of the Three Kingdoms , which, which

describes the turmoil and civil wardescribes the turmoil and civil war

between the fall between the fall of the corrupt Hanof the corrupt Han
empire and China’s reunificationempire and China’s reunification

under the Jin Dynasty in AD 280.under the Jin Dynasty in AD 280.

“Empires wax and wane,” wrote“Empires wax and wane,” wrote

Luo Guanzhong, the author of theLuo Guanzhong, the author of the

historical novel, “states cleave asun-historical novel, “states cleave asun-

der and coalesce.” The authors ofder and coalesce.” The authors of

Can China Lead? Can China Lead?   cite it because it  cite it because it

“captures the history and challenge“captures the history and challenge

of Chinese of Chinese unity unity today.today.”” ++
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To do business in China, a companyTo do business in China, a company

must associate itself with the CCP’smust associate itself with the CCP’s

priorities and interespriorities and interests ts but hedgebut hedge

against major political upheaval.against major political upheaval.



may not guarantee business success,may not guarantee business success,

they assert, but hostility at any onethey assert, but hostility at any one

continues to elude the CCP: Thecontinues to elude the CCP: The

authors characterize China as aauthors characterize China as a

University Press, University Press, 20122012). He blogs on). He blogs on
strategy, leadership, and change atstrategy, leadership, and change at
davidkhurst.com.davidkhurst.com. 9999
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TT
he individual business unitshe individual business units

of sprawling multinationalof sprawling multinational

corporations (MNCs) typi-corporations (MNCs) typi-

cally struggle to attain real power incally struggle to attain real power in

corporate decision making. Subsid-corporate decision making. Subsid-

iaries, among other things, help largeiaries, among other things, help large

firms exploit distant markets throughfirms exploit distant markets through

their regional expertise, and can helptheir regional expertise, and can help

allay local residents’ concerns aboutallay local residents’ concerns about

foreign ownership. But beyond suchforeign ownership. But beyond such

fundamental duties, how can smallfundamental duties, how can small

fish make waves in a huge pond?fish make waves in a huge pond?

 Accor According to ding to a a new studynew study, , sub-sub-

sidiaries can attain widespread influ-sidiaries can attain widespread influ-

ence within an MNC in two ways:ence within an MNC in two ways:

by concentrating on either (1) tech-by concentrating on either (1) tech-

nological prowess (in R&D or pro-nological prowess (in R&D or pro-
duction) or (2) business acumenduction) or (2) business acumen

(distribution, logistics, marketing,(distribution, logistics, marketing,

purchasing, or sales). The rare sub-purchasing, or sales). The rare sub-

sidiary that achieves prominence insidiary that achieves prominence in

both domains can exert significantboth domains can exert significant

control over the parent company’scontrol over the parent company’s

strategic direction, the authorsstrategic direction, the authors

found. But when a subsidiary canfound. But when a subsidiary can

put only one foot forward, focusingput only one foot forward, focusing

on technology rather than businesson technology rather than business

gives it much more sway.gives it much more sway.

No matter their focus, MNCsNo matter their focus, MNCs
need their subsidiaries in order toneed their subsidiaries in order to

function effectively. MNCs’ head-function effectively. MNCs’ head-

nology-based capabilities. Subsidiar-nology-based capabilities. Subsidiar-

ies are in a better place to know whaties are in a better place to know what

kinds of marketing will appeal to lo-kinds of marketing will appeal to lo-

cal cultures, for example, or whatcal cultures, for example, or what

kind of IT knowledge will be neededkind of IT knowledge will be needed

to compensate for the technologicalto compensate for the technological

quirks of certain regions.quirks of certain regions.

But even though a subsidiary’sBut even though a subsidiary’s

business-related activities may bebusiness-related activities may be

valuable to the MNC as a whole,valuable to the MNC as a whole,

subsidiaries that focused only on ac-subsidiaries that focused only on ac-

tivities like sales or marketing gener-tivities like sales or marketing gener-

ally exerted limited, functional influ-ally exerted limited, functional influ-

ence along their MNC’s value chain,ence along their MNC’s value chain,

the authors found. They absorbedthe authors found. They absorbed

responsibilities surrendered by otherresponsibilities surrendered by other

subsidiaries, but they did not affectsubsidiaries, but they did not affect
the MNC’s strategic course.the MNC’s strategic course.

In contrast, subsidiaries that ad-In contrast, subsidiaries that ad-

vanced their innovative strengthsvanced their innovative strengths

and technological aptitude saw theirand technological aptitude saw their

stature flourish within the MNC.stature flourish within the MNC.

They were able to provide inputThey were able to provide input

on vital strategic initiatives—acqui-on vital strategic initiatives—acqui-

sitions, mergers, and the establish-sitions, mergers, and the establish-

ment of footholds in new ment of footholds in new markets.markets.

The authors surveyed senior ex-The authors surveyed senior ex-

ecutives at more than 2,100 subsid-ecutives at more than 2,100 subsid-

iaries, in various businesses. Interest-iaries, in various businesses. Interest-
ingly, they found that a subsidiary’singly, they found that a subsidiary’s

record of performing well does notrecord of performing well does not
 s+b s+b Recent Research Online Recent Research Online
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depends on a subsidiary to deliverdepends on a subsidiary to deliver

required resources or skill sets deter-required resources or skill sets deter-

mines the size of the uptick in themines the size of the uptick in the

smaller unit’s status.smaller unit’s status.

Managers seeking to increaseManagers seeking to increase

their subsidiaries’ sway should main-their subsidiaries’ sway should main-

tain a considerable level of internaltain a considerable level of internal

engagement with the MNC’s otherengagement with the MNC’s other

businesses, the authors write, and atbusinesses, the authors write, and at

the same time look for new knowl-the same time look for new knowl-

edge sources. Snubbing the corpo-edge sources. Snubbing the corpo-

rate setup to search for new capabili-rate setup to search for new capabili-

ties, information, and processes canties, information, and processes can

slowly erode a subsidiary’s relation-slowly erode a subsidiary’s relation-

ships with its sister units and result inships with its sister units and result in

less attention from the home office.less attention from the home office.

Therefore, a subsidiary mustTherefore, a subsidiary must
strike a balance between looking out-strike a balance between looking out-

 ward for  ward for competencompetencies cies novel to novel to thethe

MNC and networking internally.MNC and networking internally. ++

Source:Source: “How Subsidiaries Gain“How Subsidiaries Gain

Power in Multinational Corpora-Power in Multinational Corpora-

tions,” by Ram Mudambi (Foxtions,” by Ram Mudambi (Fox

School of Business), Torben Peder-School of Business), Torben Peder-

sen (Copenhagen Business School),sen (Copenhagen Business School),

and Ulf Andersson (Mälardalenand Ulf Andersson (Mälardalen

University),University),  Journal  Journal of of World World Busi- Busi- 

ness ness , Jan. 2014, vol. 49, no. 1, Jan. 2014, vol. 49, no. 1

Idea Factories AbroadIdea Factories Abroad

TTo gain influence with the home o gain influence with the home office, MNC office, MNC subsidiaries should focus subsidiaries should focus onon
technoltechnology ogy and R&D, rather than marketing or sales.and R&D, rather than marketing or sales.
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quarters have difficulty replicatingquarters have difficulty replicating

their subsidiaries’ business- and tech-their subsidiaries’ business- and tech-

itself lead to increased influence. In-itself lead to increased influence. In-

stead, the extent to which the MNCstead, the extent to which the MNC

See more coverage of research papers at:See more coverage of research papers at:
strategy-business.com/recent_research.strategy-business.com/recent_research.
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