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To read about this design 

research, download the 

e-publication “Steelcase 

360” via the Apple® 

App Store.

We work with the world’s 

leading organizations 

to create places that 

amplify the performance 

of their people, teams and 

enterprise.

When IBM asked CEOs around the world to 

identify the most important leadership traits 

needed today, their answer was resounding: 

collaborative, communicative, creative and 

flexible. CEOs are seeking “employees with 

the ability to constantly reinvent themselves. 

These employees are comfortable with 

change; they learn as they go, often from 

others’ experiences,” notes the study. Driving 

the need for these skills is the complexity of 

problems that organizations face today, and 

the demand for innovation that is no longer 

the turf of elite, top brands. Innovation is 

critical to drive bottom line results.

But here’s the new dilemma that CEOs face: 

collaboration, communication, creativity 

and flexibility are a set of behaviors that 

require leadership skills, metrics and 

mindsets that are different from what many 

business leaders have learned in the past. 

For decades, business schools churned 

out young leaders who were well trained 

in areas such as logistics, supply chain 

management, analysis and the like. Only 

recently are organizations recognizing that 

those business fundamentals aren’t enough 

on their own. They also need to create an 

environment and culture. 

Continue reading at:

steelcase.com/wellbeing

How Feeling Good At Work 
Drives Business Performance
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to outmaneuver emergencies – no matter what device they are on.
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Thinking five steps ahead 
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them is better.

Turning strategy into action is how tomorrow’s 
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expertise to help you see what’s coming, but also 

transform your business so it meets the future 

head on.
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The Wall Street Dilemma

C
lay Christensen has spent years studying how companies innovate and 

compete. His 1997 book The Innovator’s Dilemma inspired a generation of 

business leaders, including Apple’s Steve Jobs and Amazon’s Jef Bezos.

In this month’s issue, the Harvard Business School professor takes on another 

big subject: Why is it that so many companies have so much capital on hand but 

are investing so little in innovation? We’re sitting on massive amounts of cash, 

choosing to grow businesses incrementally rather than ambitiously, he laments. 

Capitalism, he concludes, isn’t working.

To Christensen, the problem arises in part from the metrics companies and 

fnancial markets use to assess investments—measurements based on the fawed 

assumption that capital is a scarce resource, to be conserved at all costs. In fact, 

capital is no longer companies’ scarcest resource, he contends, and we need to 

adapt our methods for evaluating potential investments accordingly.

Christensen’s article is part of this month’s Spotlight package, Are Investors 

Bad for Business? (page 59). Elsewhere in the Spotlight, HBS professor Gautam 

Mukunda argues that the fnancial sector has become disproportionately power-

ful, exerting excessive infuence on corporate performance and intensifying the 

focus on short-term results. Mukunda ofers several ideas for fxing the problem.

We wanted to add the perspective of someone who has been in the trenches. 

Sam Palmisano, the former CEO of IBM, spoke with HBR’s Justin Fox about how 

he countered the pressure for short-term results. He explains why he devised 

“the model”—a rolling multiyear road map for earnings growth and cash genera-

tion that stood in place of quarterly guidance as a performance signal for inves-

tors. As Palmisano puts it, “The orientation around a 90-day outlook was distort-

ing to management practice.”

More and more CEOs share these concerns, but systemic change has been 

slow. We hope the ideas in the Spotlight contribute to the efort for smart reforms.

Adi Ignatius, Editor in Chief
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By the time a toxic leader has risen 

through his or her organization, stimulus-

response loops and other behavioral 

habits and patterns have been set for a 

long time. The leader perceives that those 

behaviors have worked—that he or she 

has been rewarded for toxic traits and 

responses. This problem is difficult to 

overcome and is likely to require intensive 

coaching bordering on psychotherapy.  

Another issue is that the higher the leader 

is in the organization, the fewer people 

there are with the authority to demand a 

change in behavior. And the short-term 

contribution of the toxic person may be 

valued, while the longer-lasting deleteri-

ous effects on the organization  

are overlooked.

Wayne McCandless, executive vice president 
and managing director, CAU Pegasus Systems 
Integration Group

The toxicity of a leader is relative to the 

prevailing organizational culture, and so 

is the desirability of addressing it. It’s 

not inconceivable that a subtly balanced 

staff of schizophrenics, manic-depressives, 

and neurotics could operate a successful 

business in the more lucrative and risky 

areas of asset management.

Silvester M. Claassen, consulting system 
developer, Stalemate

It takes a certain mentality to seek a high 

position, to claw your way above the com-

petition. In the modern business environ-

ment, if a candidate lacks the prerequisite 

disorder, then he or she might not be fit to 

lead in the jungle of modern life.

Von Chucwuemeca, consulting analyst,  
CVS Caremark

If “a surprising number of senior execu-

tives do have a personality disorder of 

some kind,” isn’t there something inher-

ently wrong with the way we select leaders 

in business and with the kind of behaviors 

that are needed to make it to the top?

Vidya Sarma, director of mobile/video 
advertising, Conversant

HBR article by Manfred F.R. Kets de Vries, April

Senior executives sufering from mental demons can 
cause havoc inside organizations, derailing careers 
and alienating colleagues. Psychotherapist Kets 
de Vries describes how disorders like narcissism, 
manic depression, passive aggression, and emotional 
disconnectedness can be managed through coaching.

Personality Disorders at Work

Google’s Scientific Approach to  
Work/Life Balance (and Much More) 
HBR.org article by Laszlo Bock, March

A Google VP writes about the company’s new 
longitudinal survey—inspired by the Framingham 
Heart Study—of what makes its employees and 
teams thrive. 

Doesn’t the fact that the survey population consists of only 

Google employees negate the notion of a “randomly selected” 

and “representative group,” since people in any organization are 

self-selected to some extent? In other words, the survey results 

may be very helpful to Google but less so to anyone outside it.

Doug Milbauer, managing partner, Mail House Direct

The author responds: Good point. We 

knew going into this that our workforce 

wasn’t representative of the U.S. or 

global population on every dimension. 

We’re OK with that for now, for three 

reasons. First, we can select subpopu-

lations in the data to represent other 

groups. Second, the Framingham study, 

which suffered from the same limita-

tion, has still proved very useful. We 

hope our data will too. Third, we can 

always invite non-Googlers to take our 

survey later.
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Bipolar-spectrum executives contribute  

to the new-venture landscape by gener-

ating enormous economic growth. The 

downsides can be managed very well 

these days, and the positive aspects— 

creativity, the propensity to take risks,  

the ability to recognize opportunity, social 

capital formation skills, leadership— 

are critical to the start-up and growth 

of many businesses. This article reduces 

“manic depression” (an obsolete term no 

longer used by professionals) to a human 

resources problem with no upside.

Michael A. Freeman, MD, clinical professor  
of psychiatry, University of California,  
San Francisco, School of Medicine

Can a toxic leader change? Depends on 

the root cause. If a leader is toxic owing to 

immaturity or insecurity, chances are, he 

can be intensively coached to overcome 

the deficiency. If the person is a narcissist, 

megalomaniac, or garden-variety socio-

path, no. Best thing a company can do is 

cut that individual loose for the health of 

the organization.

Donna Vetter, president,  
Vetter Consulting 

Interact with Us

Does Google’s approach attempt to 

confirm or disprove theory? Many of 

the questions examined have already 

been answered by academic research.

Kat Sanders, principal analyst, Emergent 
Culture Design

The author responds: Both! We’re 

asking lots of novel questions. And we 

hope to complement the existing aca-

demic research by offering much larger 

samples of actual workers over long 

periods of time. That in itself is new.

HBR.ORG
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you in forging a path to the future that’s upon us, not the one that’s 

past. It will immerse you, un-rehearse you, challenge, disrupt,

re-boot, inspire, rewire, and transform you. Ready? Come to the 

source. There’s only one: Stanford.

It’s a place you’ve never been, 

but will return to every day.
    



Saying “brainstorming doesn’t work” is 

absurd on its surface. It’s like saying walk-

ing doesn’t work because some people fall 

down or because cars are faster. Brain-

storming is a tool. Like all tools—including 

brainwriting, forced connections, visual 

connections, excursions, and mind map-

ping—it works when used properly and in 

the right circumstances. There are count-

less studies that show that brainstorming 

does in fact generate novel ideas. The 

oft-cited studies against brainstorming 

actually show that in some cases individ-

ual idea generation is a superior method; 

none concluded that brainstorming did 

not work.

Paul Reali, trainer and facilitator, OmniSkills

The author responds: I need to add some 

context to my use of the term “not work-

ing.” Alex Osborn, the creativity expert, 

made a strong claim that brainstorming 

generates more ideas than do people who 

work alone and then come together to 

share and build. If the goal is more ideas, 

I believe brainstorming does not work. But 

it does produce ideas, so in that sense it 

does work.

Brainwriting worked better for my team. It 

gets everyone—introverts and extroverts—

involved, and it generates five times as 

many ideas as brainstorming does. People 

get a piece of paper and write their ideas 

on it for five minutes. Then they pass the 

paper to the person to their right, who 

adds more ideas for five minutes. After a 

third round, the findings are presented. 

Patterns often emerge. But this doesn’t 

work in every case. It’s best used by groups 

of five people or more or to tackle new 

frontiers.

Dennis Pham, senior product manager,  
Core Digital Media

Not all brainstorming sessions aim to solve 

problems. They might be used as a first 

step to identify a solution, and sometimes 

people brainstorm just to put out all pos-

sible ideas that could take shape. 

Asis Panda, graduate student, 
Indiana University

15 Rules for Negotiating  
a Job Offer
HBR article by Deepak Malhotra, April 

Job-offer negotiations require 
thoughtful preparation and 
delicate execution. The author, 
a professor who counsels 
students on how to navigate this 
difficult terrain, shares helpful 
advice on everything from not 
underestimating likability, to 
understanding the constraints  
of the person across the table.

I would also advise asking to speak to a 

peer in the organization. It shows you’re 

considering the offer seriously and want to 

understand what the job is like each day.  

I wouldn’t ask how much that person earns, 

but I would ask about the culture, work/

life balance, the environment, and so on.

Ga Lok Chung, management consultant, KPMG

While some of the 15 rules make sense, 

others are dangerous if not implemented 

with great care and skill. To advise people 

to “avoid, ignore, or downplay ultimatums 

of any kind” is to suggest that there is 

never a situation in which an ultimatum 

could be a great tool for demonstrating 

one’s own unique value. “Staying at the 

table” can suggest desperation, weakness, 

and a lack of conviction about your value. 

The problem with rules is that it is often 

the people who know how to break—not 

follow—them who prevail.

Derrick Chevalier, negotiation strategist/
consultant, Harrison Chevalier

Most of these points seem like common 

sense once you’ve read them yet are easy 

to overlook. I really like the point about 

making it clear employers can get you. In 

many settings, not immediately accepting 

the initial offer will be seen as a lack of real 

interest, making it, from the employer’s 

perspective, pointless to commit to mean-

ingful negotiations. 

Martin Hadley, senior interpreter, 
NATO

HBR.org article by Tony McCaffrey, March 

Research suggests that brainstorming may actually 
inhibit creativity and innovation. Yet for 60 years, it 
has been taught as the best way to come up with new 
ideas. Enter brainswarming. Rather than saying ideas 
out loud, people write them down on a structured 
graph. This process improves the effectiveness of 
teamwork, argues McCaffrey, by generating more ideas 
in a shorter amount of time. 

Why You Should Stop Brainstorming
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The Daily Routines  
of Geniuses
HBR.org article by Sarah Green, March 

Famous thinkers and artists did 
not leave inspiration to chance, 
says Green. They followed rigid 
practices to foster creativity, 
from limited social lives to daily 
walks to minimalist workspaces. 
This becomes apparent in Mason 
Currey’s book Daily Rituals: How 
Artists Work, an examination of 
the schedules of geniuses, from 
Faulkner to Beethoven to Picasso.

I’d be interested in knowing how many  

had kids. Pretty hard for a parent to keep 

these habits.

Lennie Green, president/owner, NWMAP Telecom 

A healthy routine reduces planning and 

decision making, alleviating a heavy cogni-

tive load. Picasso didn’t have to choose to 

paint each day; he decided once that he 

would and then built a routine around it. 

People in less artistic or academic roles 

can do the same. You can create a routine 

that has you making sales calls every day 

at a certain time or checking in with your 

team on a regular basis.

David Kaiser, executive coach, Dark Matter 
Consulting

Maybe artistic geniuses must stop working 

periodically to conserve their imagina-

tive energy, while logical geniuses need 

not rest quite as much. I believe logical 

faculties work better when part of the 

imagination is exhausted, because fatigue 

makes the brain recall less information and 

presumably also causes it to make more 

focused searches.

Alex Jarvis, analyst, First Choice Global 
Marketing

The author responds: While the specula-

tion that an exhausted brain would be 

more logical is certainly provoca-

tive, most of the research sug-

gests the opposite.

FIND
YOURSELF

AT THE 
CENTER 

OF 
SOLUTIONS

Here is where actionable business knowledge 
can help you solve immediate challenges. And 
where gaining practical business skills from a 
world-class faculty gives you better tools for 

leading your company.

Learn more about Executive Education
gsb.columbia.edu/execed
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We drive data center efficiency.

Rack-to-row-to-room-to-building architecture lowers cost.

Improving both efficiency and system uptime requires a second look at 

today’s data centers! Featuring innovative and industry-leading physical 

infrastructure components, Schneider Electric™ data centers uniquely span 

traditional IT “white space” and facilities to improve interoperability, deliver 

true data center agility, and achieve cost-saving energy and operational 

efficiency. Our integrated architecture also lowers total cost of ownership, 

enables fast and easy design and deployment, and promises the 

highest availability. 

It comprises best-of-breed components available from a single source and 

through a global supply and services chain. From our well-known APC InRow™ 

cooling units…to our innovative EcoBreeze™ facility cooling module with two 

economizer modes…to our unparalleled data center management software 

StruxureWare™ for Data Centers, Schneider Electric products can

be found literally in every data center domain. 

We offer the most energy-efficient components — all uniquely engineered 

as a system. In the long run, the Schneider Electric rack-to-row-to-room-to-

building approach reduces total data center life cycle cost up to 13 percent 

and 30 percent of data center physical infrastructure cost over 10 years!

In fact, it’s the foundation of our Business-wise, Future-driven™ data centers.

©2014 Schneider Electric. All Rights Reserved. Schneider Electric, APC, Square D, InRow, EcoBreeze, StruxureWare, and Business-wise, Future-driven are trademarks owned by 

Schneider Electric Industries SAS or its affiliated companies. All other trademarks are property of their respective owners. www.schneider-electric.com • 998-1158241_GMA-US_Note3

Our innovative data center physical infrastructure 

with full-visibility management lowers operating costs.  

>  EcoBreeze with Two Economizer Modes 

 Only the scalable EcoBreeze automatically switches 

between air-to-air heat exchange and indirect 

evaporative cooling to maximize conditions year-round.

> Data Center Facility Power Module 

 Our modular, step-and-repeat approach to facility power 

lets you expand capacity in 500 kW increments as 

needed, cutting OpEx by up to 35 percent and CapEx 

from 10 to 20 percent.

> StruxureWare for Data Centers

 With building-to-server visibility, StruxureWare 

for Data Centers enables you to make informed 

decisions about your physical infrastructure.

> Reference Designs

 Our standardized architectures for various data center 

conf gurations, from 200 kW to 20 MW, reduce time, 

cost, complexity, and system risk.

> Data Center Life Cycle Services

 Including energy management services, professional 

services from planning, build/retrof t, and operations help 

ensure highest system availability and eff ciency.

Facility Power Module 
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Economizer Modes 

StruxureWare for 
Data Centers Reference Designs

Business-wise, Future-driven.

TM

Get on the road to data center efficiency 
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Manage
Your Team’s  
 Collective Time
Time management is a group 
endeavor. The payof goes far 
beyond morale and retention.  
by Leslie Perlow
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M
ost professionals approach time 

management the wrong way. 

People who fall behind at work 

are seen to be personally failing—just as 

people who give up on diet or exercise 

plans are seen to be lacking self-control 

or discipline. In response, countless time 

management experts focus on individual 

habits, much as self-help coaches do. They 

offer advice about such things as keep-

ing better to-do lists, not checking e-mail 

incessantly, and not procrastinating. Of 

course, we could all do a better job manag-

ing our time. But in the modern workplace, 

with its emphasis on connectivity and col-

laboration, the real problem is not how in-

dividuals manage their own time. It’s how 

we manage our collective time—how we 

work together to get the job done. Here is 

where the true opportunity for productiv-

ity gains lies.

Nearly a decade ago I began work-

ing with a team at the Boston Consulting 

Group to implement what may sound like 

a modest innovation: persuading each 

member to designate and spend one week-

night out of the ofce and completely un-

plugged from work. The intervention was 

aimed at improving quality of life in an in-

dustry that’s notorious for long hours and 

a 24/7 culture. The early returns were posi-

tive; the initiative was expanded to four 

teams of consultants, and then to 10. The 

results, which I described in a 2009 HBR 

article, “Making Time Off Predictable—

and Required,” and in a 2012 book, Sleep-

ing with Your Smartphone, were profound. 

Consultants on teams with mandatory 

time of had higher job satisfaction and a 

better work/life balance, and they felt they 

were learning more on the job. It’s no sur-

prise, then, that BCG has continued to ex-

pand the program: As of this spring, it has 

been implemented on thousands of teams 

in 77 ofces in 40 countries.

During the five years since I first re-

ported on this work, I have introduced 

similar time-based interventions at a range 

of companies—and I have come to appreci-

ate the true power of those interventions. 

They put the ownership of how a team 

works into the hands of team members, 

who are empowered and incentivized to 

optimize their collective time. As a result, 

teams collaborate better. They streamline 

their work. They meet deadlines. They are 

more productive and efcient. Teams that 

set a goal of structured time of—and, cru-

cially, meet regularly to discuss how they’ll 

work together to ensure that every member 

takes it—have more open dialogue, engage 

in more experimentation and innovation, 

and ultimately function better. 

Creating “Enhanced 
Productivity” Days
One of the insights driving this work is 

the realization that many teams stick to 

tried-and-true processes that, although 

familiar, are often inefficient. Even com-

panies that create innovative products 

rarely innovate when it comes to process. 

This realization came to the fore when I 

studied three teams of software engineers 

working for the same company in differ-

ent cultural contexts. The teams had the 

same assignments and produced the same 

amount of work, but they used very difer-

ent methods. One, in Shenzen, had a hub-

and-spokes org chart—a project manager 

maintained control and assigned the work. 

Another, in Bangalore, was self-managed 

and specialized, and it assigned work  

according to technical expertise. The third, 

in Budapest, had the strongest sense of be-

ing a team; its members were the most ver-

satile and interchangeable.

Although, as noted, the end products 

were the same, the teams’ varying ap-

proaches yielded diferent results. For ex-

ample, the hub-and-spokes team worked 

fewer hours than the others, while the 

most versatile team had much greater 

flexibility and control over its schedule. 

The teams were completely unaware that 

their counterparts elsewhere in the world 

were managing their work diferently. My 

research provided a vivid reminder that 

every task can be approached in a variety 

of ways and that any given team can often 

fnd far more efcient ways to get things 

done. This is the real power of team time 

management: Teams develop the ability to 

continually improve the way they coordi-

nate their work, and frequently that yields 

new efciencies.

The time-based interventions I use to 

catalyze team time management address 

three distinct (though sometimes overlap-

ping) problems that frequently arise:

•  Some employees yearn for more control 

over their work time—the result of work 

that stretches across time zones, a 24/7 

culture that evolved to meet rigid dead-

lines or demanding client expectations, 

or the always-on mentality that stems 

partly from technology enabling people 

to connect to work at any time. The struc-

tured-time-off goal in this case involves 

increasing predictability—typically, cre-

ating a time when workers know that they 

will be of the clock or establishing more- 

consistent workday hours.

•  Teams that regularly work very long hours 

or that do so during peak periods often are 

not recognized for their extra eforts, and 

high turnover can result. These teams’ 

members tend to greatly value some extra 

time of in return for their hard work. In 

this case, the structured-time-off goal is 

to designate periods of time of during the 

normal workweek. 

•  Some teams are plagued by interrup-

tions—the nonstop distractions com-

mon in a cubicle culture with constant 

e-mailing, an excess of meetings, and so 

on. These teams’ members crave focused 

time in order to eliminate the stress of 

unfnished tasks or the need to take work 

home. The structured-time-of goal in this 

case is quiet, uninterrupted time, includ-

ing meeting-free time.

Consider the situation at a midsize 

global pharmaceutical company I studied. 

Employees there generally kept predict-

able 9-to-5 or 9-to-6 hours at the office, 

but they were highly stressed. Many com-

plained of an inability to get their jobs done 

at the ofce, which led them to take work 

home at night or on the weekend. 

IDEA WATCH
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When I investigated, I found that the 

company was inundated with meetings. 

An overly collaborative culture in the divi-

sion I was studying meant that too many 

employees were involved in every deci-

sion. Meetings were crowded with unnec-

essary people; employees were double 

booked; everyone’s Outlook calendar 

was packed. The only time people could 

do their actual work was outside normal 

ofce hours.

The team I was studying at this organi-

zation rallied around a time-of goal of one 

meeting-free day a week, during which 

members worked from home. Conference 

calls and other virtual meetings were also 

banned during the designated day. These 

changes eliminated office interruptions 

and impromptu discussions and also saved 

commuting time. Team members called it 

their Enhanced Productivity Day, or EPD.

The program worked exceptionally well, 

not only because team members could use 

their EPD to get their real work done but 

also because it served as a forcing mecha-

nism. To free up members’ schedules, the 

team had to completely rethink its need 

for meetings, along with their duration, 

required attendance, and agendas. As a 

result, meetings became smaller, shorter, 

more focused, and less frequent. Here’s 

how one employee described the change: 

“This initiative is not just about meetings  

or working from home—though I am 

usually more productive at home than 

I am in the office. It’s a change of think-

ing—it’s thinking about how we as a team 

operate.” As the program spread to other 

teams, managers reported that the sched-

ule change and meeting rethinks helped 

employees become more focused and do 

higher-quality work. 

Building a Grassroots 
Movement
At a major international retail company I 

studied, an accounting team based in the 

United States typically worked very long 

hours at the end of each month to meet 

fnancial-reporting deadlines. Concerned 

about morale, the manager wanted to fnd 

a way to alleviate the pressure. The result 

was a program called Control of Our Lives, 

or COOL, which allowed workers to sched-

ule one afternoon away from work during 

every two-week period.

Since the program began, employee  

engagement scores have risen sharply. Just 

as important, the team has cut the time 

spent compiling end-of-the-month reports 

from four days to two and a half days. “My 

team is now more productive, engaged, 

and collaborative than ever,” the team  

manager says—and he reports that other 

managers have noticed the change. He ex-

plains, “A grassroots movement has created 

the buzz needed to get leadership buy-in to 

expand the program.” Other teams in the 

U.S. as well as teams in Brazil and India have  

become enthusiastic about establishing 

COOL afternoons. 

To help workers manage their time, we 

should stop telling individuals to change 

themselves and start empowering them to 

act together to change the way they work. 

Small steps can make a big diference. By 

rallying around a modest time-off goal, 

teams can develop a new capability: man-

aging their time as a team. As a result, peo-

ple can better manage their lives outside 

work while simultaneously accomplish-

ing more at work. To put it another way, 

team time management can mitigate the 

problem of overworked and overstressed 

employees while making the organization 

better at doing its core work. For managers, 

that’s a big win-win. 

HBR Reprint F1406A

Leslie Perlow is the Konosuke  
Matsushita Professor of Leadership  

at Harvard Business School and the author  
of Sleeping with Your Smartphone (Harvard 
Business Review Press, 2012).

The Proof Is in the Productivity
More companies are using structured-time-off programs to change how teams work, and they are realizing significant gains. 

Some examples:

THE BOSTON  
CONSULTING GROUP

THE PROGRAM
Predictability, Teaming,  

and Open Communication

THE RESULTS
Participants were

55%

likelier than others to report  

that their team does everything  

it can to be efficient and

74%

likelier than others to intend to 

stay at BCG for the long term.

A PHARMACEUTICAL 
COMPANY

THE PROGRAM
Enhanced Productivity Days 

THE RESULTS
Participants were

35%

likelier than before to report  

that their team tries to eliminate 

unnecessary work and

55% 
likelier than before to report 

satisfaction with work/life 

balance.

A RETAILER

THE PROGRAM
Control of Our Lives

THE RESULTS
Participants were

38%

faster than before at  

compiling end-of-the-month 

financial reports and

25%

more engaged than before.

A TECHNICAL TEAM

THE PROGRAM
Predictable Work Days

THE RESULTS
Participants were

62%
 

likelier than before to report that 

their team does everything it can  

to be effective and 

31% 

likelier than before to report that  

their teammates help them with 

their work.

HBR.ORG
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ou have your eye on a foreign  

company with an exciting busi-

ness model—or maybe it has knowl-

edge your frm lacks—and you’re ponder-

ing whether to acquire it. In theory, the 

acquisition would give your company new 

expertise and help it grow, but integrating 

a foreign frm might hamper your domestic 

operations. Should you make the purchase?

Until now, leaders have had to take a 

leap of faith that integrating the target frm 

wouldn’t disrupt operations at home. How-

ever, our study of French frms provides a 

solid basis for action. Companies that had 

acquired frms in other countries showed 

greater productivity in their domestic oper-

ations three years later than companies that 

hadn’t. We also found that cross- border ac-

quisitions generated more learning than 

domestic ones. 

Our analysis of 183 cross-border acquisi-

tions shows that the more competitive the 

target country or industry, the greater the 

gains, because the acquired frms are more 

likely to be sophisticated about operations 

or positioning. The greatest gains are real-

ized when the acquirer also makes capital 

investments at home. Cross-border acqui-

sitions and internal investments are mutu-

ally benefcial to productivity. 

Consider the French dairy giant Danone’s  

2004 acquisition of the U.S. organic-yogurt  

leader Stonyfeld, which had expertise in  

marketing organic products and in sus-

tainability. Danone benefited from this  

expertise—for example, it used Stonyfeld’s 

carbon metric for measuring environmen-

tal impacts and learned that processes for 

reducing cows’ methane emissions can 

mean healthier animals and milk richer in 

omega-3s. Soon after the acquisition, Da-

none launched its own organic brand, Les 2 

Vaches, which now accounts for nearly 

20% of the French organic-yogurt market.

Another example is L’Oréal, whose ac-

quisitions of the U.S. frms SoftSheen (1998) 

and Carson (2000), along with an $11 mil-

lion investment in research on African  

people’s hair and skin, gave it expertise in 

what’s known in the industry as “ethnic 

hair care.” The company went on to create 

SoftSheen-Carson Europe and to ofer eth-

nic care products under its existing French 

brands. Today it is making major inroads in 

African markets.

Previous research has shown that by 

expanding operations across borders, com-

panies often gain a great deal of knowledge 

through exposure to new market ecosys-

tems, R&D capabilities, functional skills, 

organizational processes, and managerial 

practices. We confirmed that this effect 

holds for cross-border acquisitions, too.

Our study also provides a counterpoint 

to research indicating that foreign direct 

investment reduces domestic investment 

roughly dollar for dollar. We found that 

international acquisitions tend to raise the 

overall efciency of the acquiring compa-

ny’s home industry. 

HBR Reprint F1406B

Going Abroad in Search of 
Higher Productivity at Home

STRATEGY by Laurence Capron and Olivier Bertrand
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Laurence Capron is a professor of strategy 
at INSEAD in Fontainebleau, France. Olivier 

Bertrand is an associate professor of strategy at 
Skema Business School, in Valbonne, France.

12%

Domestic productivity  
was higher by this  
amount, on average,  
among companies that 
had made cross-border 
acquisitions than among 
companies that hadn’t.

IN THE COMPANY OF WOMEN
A study of thousands of family-controlled firms in Italy found that those 

led by female CEOs perform better as the proportion of women on the 

board of directors grows. According to the researchers—Mario Daniele 

Amore and Alessandro Minichilli, of Milan’s Bocconi University, and 

Orsola Garofalo, of Universitat Autònoma de Barcelona—the presence  

of female directors may make female CEOs more comfortable, 

facilitating cooperation and information exchange.

Research Watch

IDEA WATCH HBR.ORG
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don’t want to throw it 
away, can we eat it instead? 

Nutritious packaging – 
a dream our software could bring to life. 

It takes a special kind of compass to understand 
the present and navigate the future.

3DS.COM/CPG

Innovative thinkers everywhere use 

INDUSTRY SOLUTION EXPERIENCES 

from Dassault Systèmes to explore 

the true impact of their ideas. Insights 

from the 3D virtual world enable 

manufacturers to investigate new ways 

to package their products that improve 

both their commercial and environmental 

performance. How long before they’re 

improving their taste too?

    



I
t has long been illegal in the United 

States to discriminate on the basis of na-

tional origin—but for many well-quali-

fed non-native English speakers, invisible 

barriers remain a fact of life. One example is 

the difculty they experience when seeking 

executive jobs. Another is that they are less 

likely than native speakers to obtain fund-

ing for entrepreneurial ventures. Two stud-

ies we conducted provide an explanation: 

Many people perceive non-native speakers 

as less politically skilled than others and 

therefore lacking the infuence needed to 

be successful leaders or advocates.

In our first experiment we asked 179 

undergraduate and graduate students to 

evaluate candidates for a middle-manage-

ment position on the basis of a résumé, a 

photograph, and an audio interview. We 

funding. Do non-native speakers fare  

better in that world? The answer is no—in 

fact, they may fare worse. We showed 

MBA students videos from actual tech 

pitch competitions without telling them 

the results, and asked them to evaluate 

the entrepreneurs for noticeable accents, 

political skills, communication skills, and 

collaboration skills. The speakers deemed 

to have accents were also seen as defcient 

in political skills. We then looked at which 

pitches had succeeded. The unaccented 

speakers were, on average, 23% likelier to 

have gotten funding. 

We suggest several actions to mitigate 

the problem. Non-native speakers might be 

able to head of bias by bringing up their po-

litical skills. HR professionals should build 

awareness of the bias against accents into 

hiring managers’ training programs. This is 

especially crucial because assessments of 

political skill—a somewhat intangible met-

ric—tend to be based on snap judgments 

rather than careful consideration.

With the increasing globalization of pro-

fessionals, applicant pools for high-level 

positions will include greater numbers of 

non-native English speakers. Hiring pro-

fessionals and new-venture investors must 

recognize and avoid the potential pitfall of 

accent-related bias if they want to bring in 

the best executives and make the wisest 

funding decisions.  HBR Reprint F1406C

How Non-Native Speakers 
Can Crack the Glass Ceiling

TALENT by Laura Huang, Marcia Frideger, and Jone L. Pearce

Laura Huang is an assistant professor at  
the University of Pennsylvania’s Wharton 

School. Follow her on Twitter: @huang_la.  
Marcia Frideger is an associate professor at Holy 
Names University. Jone L. Pearce is a professor 
at the University of California, Irvine and the 
London School of Economics and Political Science.

I’m a strong advocate 
for my team.

I have a track record  
of listening to clients.

I won’t rest until I have  
the resources to bring 
this idea to market.

Non-native speakers might 

be able to head off bias 

simply by bringing up their 

ability to influence others.

also asked them to assess the candidates’ 

political skills, communication skills, and 

collaborative skills. The applicants were 

of similar age and attractiveness, had com-

parable education and work backgrounds, 

and followed a set interview script. They 

fell into two groups: Some were native En-

glish speakers and some were not. Regard-

less of race (each group was half Caucasian, 

half Asian), the native speakers were, on 

average, 16% likelier to be recommended 

for the job. The non-native speakers were 

deemed no less fuent or more difcult to 

understand; the gap was entirely due to 

low assessments of their political skills.

Wanting to avoid possible bias in es-

tablished companies, many skilled immi-

grants turn to entrepreneurship. Therefore, 

our second study focused on new-venture 

High goals often improve performance, but they also exacerbate 
unethical behavior: In one research exercise, the participants  
given the hardest math problems were 84% likelier to cheat  
than other participants, on average. The researchers—David T. 
Welsh, of the University of Washington, and Lisa D. Ordóñez, 
of the University of Arizona—say that demanding tasks deplete 
people’s self-regulatory resources over time, and that managers 
should be aware of the negative organizational consequences of 
consecutive rigorous goals.

DAILY STAT  
To receive HBR’s Daily Stat by e-mail, sign up at hbr.org/dailystat.

Stat Watch
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create tailor-made 
medicine, could we stay 

healthier for longer? 
Personalized healthcare –  
a dream our software could bring to life.

It takes a special kind of compass to understand 
the present and navigate the future.

3DS.COM/LIFE-SCIENCES

Innovative thinkers everywhere use 

INDUSTRY SOLUTION EXPERIENCES 

from Dassault Systèmes to explore 

the true impact of their ideas. Insights 

from the 3D virtual world allow 

health professionals to gain a precise 

understanding of their patients’ medical 

profi le and to tailor healthcare to match 

them perfectly. How long before kite 

surfi ng can be done at any age?

    



Greve and Seidel: The two planes we 

studied were a new type of aircraft for  

the emerging long-haul market, and they 

were considered interchangeable  

at launch. The DC-10—which was 

introduced to the market in 1971, a year 

before the L-1011—turned out to have 

potentially deadly design faws, like a 

cargo door that in one case separated 

from the aircraft midfight. Yet during the 

two decades in which the planes were 

produced, the DC-10 had about twice as 

many sales as the L-1011 did. Our research 

found that the DC-10 prevailed because a 

series of seemingly trivial chance events 

helped an inferior product beat a superior 

one. Indeed, the accidents caused by  

the design faws did have a negative 

efect—but not enough to change the 

eventual outcome. 

HBR: Tell us more about those  

chance events.

These events can give a little bit of an 

early lead to one technology or the other 

in the competition for adoption. In this 

case, problems with the L-1011’s engine 

manufacturer, Rolls-Royce, which was 

placed in receivership, delayed the deliv-

ery of the plane. The yearlong delay of the 

L-1011 gave the DC-10 a competitive bufer.

Are there other examples of this process, 

where inferior technologies won out 

because of early events?

One clear example in consumer products is 

the keyboard that we all use, the QWERTY 

keyboard. It was originally designed for the 

typewriter industry, and one of the pur-

poses of the design—taking the letters out 

of their familiar order—was to slow down 

typists so that they wouldn’t get the arms 

of the typewriter jammed. Now that we all 

type on computers, speed is no longer an 

issue, and we actually want people to type 

faster. But because of that early advan-

tage, the purposely inefcient QWERTY 

keyboard ended up prevailing over designs 

that use alphabetical order.

Another example is the automobile 

engine. In the early days of that industry, 

engineers agreed that the steam engine 

was far more efcient than the gas 

engine. But in several popular races the 

steam engine produced so much power 

that the cars fell apart midrace. Those 

initial chance events eventually led to 

the dominance of the gasoline engine, as 

gas-powered cars, with their lower-power 

engines, broke down less often.

What particularly interested us is that 

while it’s widely accepted that inferior 

consumer products often beat superior 

ones because consumers are apt to imitate 

one another, there’s been resistance to 

the idea that companies would decide to 

adopt something because other compa-

nies had adopted it. But that is exactly 

what our study found that companies 

were doing.

But aren’t companies more rational 

actors than consumers are? 

That’s what many economists tend to 

think—that companies weigh the pros 

and cons before adopting a technology. 

But, in reality, information is often limited, 

and the value of any particular technol-

ogy is uncertain. So companies look to 

one another for clues. If my competitor 

Being Early Beats Being Better
The study: Henrich Greve and Marc-David Seidel studied  
the role of first-mover advantage in determining which 
technologies get adopted and which do not. They tracked the 
sales history of two wide-body jets: the McDonnell Douglas  
DC-10 and the Lockheed L-1011 TriStar. The researchers 
concluded that the DC-10’s one-year head start contributed  
to its greater success in the market despite the L-1011’s 
technical superiority. The DC-10 suffered from design flaws  
that led to multiple accidents but, nonetheless, was able to 
recover and keep selling.

The challenge: Can first-mover advantage really compensate  
for an inferior product? Professors Greve and Seidel,  
defend your research.

Henrich R. Greve is a professor  
of entrepreneurship at INSEAD, and  
Marc-David L. Seidel is an associate 
professor of organizational behavior  
at the University of British Columbia’s 
Sauder School of Business.
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is adopting a technology, then that must 

be a sign that it’s valuable. Early adoption 

can set of a chain reaction that gives infe-

rior technologies a competitive advan-

tage. We also studied the efect of frms’ 

abandoning each aircraft. Abandonment 

sends a negative signal about the value of 

the product, making future adoptions less 

likely. You can think of it as peer pressure 

at an organizational level. 

That chain reaction could be the result  

of chance, but it could also be the  

result of strategic choices, correct?

That’s right. The key fnding is that early 

events matter a lot. Early advantages  

like being frst to market are amplifed 

over time.

Your research focused on commercial 

jets. Can these lessons really be general-

ized to other industries? 

We were thinking specifcally about B2B 

industries, where the customers are 

jockeying for competitive advantage and, 

hence, where information about their 

satisfaction with the product will remain 

secret. We think that in that context, these 

lessons are very generalizable. Our study 

concerns a particular example with two 

planes, but we suspect that the dynamic 

we discovered, whereby imitation drives 

adoption among frms, goes beyond this 

industry. If you’re talking about an indus-

try where the customer goes to the efort of 

benchmarking its competitors’ decisions, 

then, yes, we do think the theory applies.

What can companies take away from  

this research? 

They really need to pay attention to 

what happens in the frst year or two 

after they’ve introduced a product. In 

a competition between products, the 

start is immensely important, and early 

adoptions are critical. It’s also crucial to 

publicize those early adoptions. The more 

visible they are, the more likely they will 

be to infuence other potential adopters. 

Because imitation increases the impact of 

early adopters, it really is a race.

So in a two-way race you’d recommend 

being first to market with the worse 

product rather than later to market with 

the superior one?

The goal should be to get to market as 

quickly as possible with a product that 

customers will keep. If early customers 

abandon your product, that could erase 

the value of a frst-mover advantage, but 

if your early adopters keep the product, 

there’s a good chance that will lead more 

customers to adopt it. And that dynamic, 

more than the technical features of the 

product, is what determines who wins. 

HBR Reprint F1406D

Interview by Walter Frick

Even two deadly plane accidents could not erase the lead the McDonnell Douglas DC-10 gained  

by reaching the market a year earlier than the Lockheed L-1011.

To Get the Edge, Get Out of the Gate First

1971

Turkish Airlines 
Flight 981 crash 
March 3, 1974

American Airlines  
Flight 191 crash 
May 25, 1979

1972

TOTAL SALES

BY 1990

DC-10 PLANES
441

242 
L-1011 PLANES 
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Leading Digital: 
Turning Technology 
into Business  
Transformation

Leading digital change requires 

strong leadership from managers 

with a vision of how to transform 

their company for a digital 

world. So, where can you look 

for opportunities? What digital 

activities will improve process, 

build revenue and transform 

your business?

Join Harvard Business Review 

and MIT professor George  

Westerman for an interactive  

webinar to learn how to  

transform your organization  

by leveraging data.
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Vision Statement

Once upon a time, there were no 

line graphs or bar charts. Then, 

in 1786, the Scottish engineer 

and economist William Playfair 

published 44 of them. The 

Commercial and Political Atlas,  

a sprawling examination of 

British trade and debt from 1700 

to 1782, utilized charts to explain 

business over time—a dramatic 

departure from the tables then 

commonly used to display data. 

Playfair said that he wanted 

to convey information accurately 

but easily and conveniently. 

“Men of great rank, or active 

business, can only pay attention 

to general outlines,” he wrote. 

“And it is hoped, that, with the 

assistance of these charts, such 

information will be got, without 

the fatigue and trouble of 

studying the particulars of which 

it is composed.”

Playfair’s contributions to 

the development of what we 

now call data visualization are 

inestimable. Yet he didn’t profit 

much from them. After years 

of sometimes shady business 

dealings in both England and 

France, he died in poverty in 1823, 

his charts never having caught on 

during his lifetime. 

 HBR Reprint F1406Z

Image courtesy of  
Baker Library Historical Collections 

The Story 
of the First 
Charts,  
in Three 
Charts

RISE AND REBELLION
Playfair preferred graphics like  
this one because they “showed  
the shape of the data in a  
comparative perspective,” says  
the noted information design  
expert Edward Tufte. In this case  
the shape clearly indicates a  
break in normal trade behavior  
around 1772. Playfair reckoned, “Had 
America been sunk in the Atlantic 
Ocean, it would not have  
had half the bad consequences  
that have ensued to this country.”

1700–1750  
“For the first fifty years,”  
wrote Playfair, “we observe  
the simple and regular  
growth, from poverty to  
wealth, of a new country.”

The William Playfair volumes are part of the Kress Collection of 
Business and Economics in the Baker Library Historical Collections 
at Harvard Business School. www.library.hbs.edu/hc/ 
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THE BAR CHART TIME OUT 

One design that Playfair pioneered—and promptly 
denounced—was the bar chart. It appeared only once in 
The Commercial and Political Atlas. Playfair bemoaned 
its lack of insight over time, calling the graphic “much 
inferior in utility.” 

CIRCLE AND PIE CHARTS QUICK COMPARISONS

In 1801 Playfair introduced a whole new approach to data 
visualization—“graphics as designs-in-themselves,”  
says Tufte. The graphic shown here “is distinguished by 
its multivariate data, the use of area to depict quantity, 
and the pie chart—in apparently the first application 
of these devices.” Playfair was a fan of this chart style 
because it helps the eye make comparisons quickly. 

1750–1770  
“During the succeeding twenty years,” 
he continued, “we are astonished at 
the extent and operation of a mad 
mercantile speculation carried on by 
our own country.” 

1770–1780  
“The last short period 
shews the catastrophé 
that so airy and so ill-
founded a project was 
likely, sooner later, to 
experience.” Ouch.  

HBR.ORG
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“Jerry never could truly 
grasp the concept of 
clickbait.” 

This month’s winning caption was submitted by  

Michael Robert Olson of Minneapolis, Minnesota.

Let’s hear it for 

technology!

I’m sorry—we require 

at least three fake 

references.

CAPTION CONTEST
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JUST A FEW STEPS OUTSIDE OF YOUR COMFORT ZONE.

Join world-class faculty and a network of global peers in our Executive Education programs. 

Through our case-based approach to learning, you’ll emerge with the leadership skills and 

global perspective you need to make a significant contribution to your organization. Take the 

next step in your career.

Learn more www.exed.hbs.edu/pgm/hbr/  

    



Raymond Edwin Mabus Jr. is the 
75th secretary of the U.S. Navy.Mabus

L
eading a large, complex organization 

like the U.S. Navy, which is interde-

pendent with similar entities, calls 

for a certain approach. You begin with a 

narrow focus on your organization’s unique 

strength and role. For the navy, that is pres-

ence. U.S. naval forces—sailors and Ma-

rines—are constantly mobilized, don’t need 

an inch of foreign soil, and can stay in po-

sition a long time. We are in the right place 

not just at the right time but all the time. 

That focus helps establish priorities. For 

us it emphasizes the obvious: Presence re-

quires ships. My primary objective since 

becoming the secretary of the navy, in 2009, 

has been to rebuild a fleet that declined 

from 316 ships in 2001 to just 278 before I 

took ofce. The decline wasn’t necessarily a 

choice; it happened because spiraling costs 

and significant delays had become stan-

dard; the technologies on which we relied 

were immature; and ship design often con-

tinued well after construction had begun. 

As the governor of Mississippi, I learned 

the power of setting a few specifc priorities 

and relentlessly pushing them. As the CEO 

of a private company, I saw that creating a 

compelling vision and crafting an inspiring 

narrative are key to achieving results. You 

must never lose sight of the ultimate goal. 

I remember how one foreign navy chief 

described the diference between soldiers 

and sailors, regardless of country: The army 

is focused on the ground—on maps and 

boundaries—while the navy looks across 

open oceans. Every day I communicate that 

our navy will have 300 ships before the end 

of the decade, that a larger feet is critical to 

presence, and that presence strengthens 

global security and prosperity. 

Leadership in an interdependent sys-

tem also means taking responsibility for 

keeping the system healthy. For the navy, 

taxpayers are an important part of that sys-

tem. In the past, private contractors had 

replaced many government acquisition 

professionals, so taxpayers bore the brunt 

of cost-plus contracts that gave industry 

no incentive to hold down prices. We made 

fixed-price contracts the norm. We intro-

duced more competition. With costs ris-

ing unsustainably for a new destroyer, we 

terminated production after three ships in 

favor of building more-advanced versions 

of the DDG-51, whose lead ship was com-

missioned in 1991. We put 60 ships under 

contract during my frst four years in ofce, 

compared with 19 in the four years before I 

arrived. One example is the littoral combat 

ship, which can operate both close to and 

far from shore. We tested two versions and 

liked both, but the proposed costs were too 

high, so we made the two shipyards com-

pete against each other. When their bids 

came back, the price had been cut by 40%; 

we were able to buy 10 of each version (one 

more than planned) and still save $3 billion.

Of course, a healthy private shipbuild-

ing industry is also important to the system. 

Recognizing that predictability was crucial 

to shipbuilders, we shifted to more-stable 

designs and built ship types we had built 

before; made sure that new technologies 

were mature; and laid out the number, type, 

and timing of builds (along with more- 

realistic cost estimates and congressional 

funding). 

Inside big organizations, managers 

themselves work interdependently, bring-

ing their various strengths to the mix. De-

vote your energy as a leader to reminding 

your organization what its crucial role is, 

creating the vision and the narrative, and 

looking out for the health of the system. 

Then your presence, like the navy’s, will 

make a diference.  HBR Reprint F1406E IL
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To Lead, You Must Focus
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A more efficient supply chain

works wonders.

Logistics works for us.

–Jack Roush

Chairman, Roush Enterprises

When Jack Roush wanted to take the kind of performance

engineering he puts into his engines and build it into his 

entire company, he called us. By consolidating all of his freight, 

package, air, tracking, billing and reporting, Jack saved a 

tremendous amount of time and money. 

How does he manage it all? With UPS WorldShip®—the carrier-

supplied software that lets companies process and track 

their package, air freight and LTL shipments in a single system. 

Find out why executives like Jack Roush rely on UPS at 

ups.com/roush.

Copyright © 2014 United Parcel Service of America, Inc.

    



Edward E. Nusbaum is the 
global CEO of Grant Thornton.Nusbaum

uditors are like building in-

spectors: We check out a 

business’s structure 

and systems and attest to their 

integrity so that investors can 

put their money in with con-

fdence. But having grown up 

working in my dad’s business, 

a hardware store in Cleveland, 

I’ve always liked another side 

of this trade: helping people 

actually build things. 

Selling hardware in a place 

where people talked to their 

neighbors, my dad had to know 

his stuff. Customers often asked for 

advice, and if we sold them the wrong 

thing, they’d wind up in trouble. It was 

challenging when someone told us what 

his project was and we could see he was 

using the wrong hardware, but he was in 

a hurry or otherwise unreceptive. Serving 

customers well depended on moving them 

toward what they really needed while 

maintaining a positive relationship. 

Having seen plenty of people thank my 

dad later, I’m still likely to steer clients to-

ward what my colleagues and I think are 

the right tools. That’s why Grant Thornton 

was the frst U.S. accounting frm to support 

many of the proposals included in Sarbanes- 

Oxley before it became law, in 2002. We 

also said that stock options should be ex-

pensed and should appear on the income 

statement as a cost; I even went to Capitol 

Hill to persuade lawmakers of our position. 

More recently, we have backed proposals to 

expand the audit report to meet the needs 

of investors, and we support the eforts of 

the European Commission to improve audit 

quality, independence, and objectivity and 

to increase competition. We also favored 

the new Companies Act in India, which dra-

matically improves corporate governance 

and mandates independent oversight of 

auditors. All these posi-

tions have run counter to 

the inclinations of many of our 

clients, but we believe that as they 

build their businesses, these are the right 

tools to have in place. 

Helping people build something is also 

how I’ve seen my job within Grant Thorn-

ton. When I became the CEO of our U.S. 

business, in 2001, it was coming of three 

consecutive years of trailing competitors 

in growth under three diferent CEOs. We 

were also facing a weak economy. But as I 

listened to my partners and staf, it became 

clear they had a commitment to build. So  

I put the lessons learned at Dad’s hardware 

store to work, and we solved the prob-

lems. Over the next eight years we tripled 

revenue while steadily increasing profts—

and we established a reputation as a high-

quality professional accounting frm in the 

U.S. market. Four years ago, when I was 

named global CEO, worldwide growth was 

negative. Again I knew the building project 

was as much my colleagues’ as mine. That 

meant a lot of travel, but I needed to start 

by connecting and listening. By 2012 we 

were growing faster than our competitors, 

and in 2013 we were named International 

Accounting Bulletin’s Network of the Year 

for the frst time.

CEOs have to provide leadership in 

various ways. Like architects, they must 

lay out a vision. Like engineers, they worry 

about making things run efficiently. But 

above all, they must recognize their peo-

ple’s desire to build great things, and work 

with that creative energy. Grant Thornton 

has more than 38,000 employees in 120 

countries—but even building on this scale, 

I’ll keep going back to my dad’s hardware 

store for guidance.  HBR Reprint F1406F

Building on a Hardware 
Store Education
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Above all, CEOs must 
recognize their people’s 
desire to build great 
things, and work with 
that creative energy.
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uSIMPLICITY When you’re having a baby, everyone has opinions to share. But what you really need is 

reliable information about how to take care of yourself and your baby. That’s where UnitedHealthcare 

comes in. We have a simple program that helps moms stay on track with their doctors and get the right 

care and guidance—before and after the baby is born.

At UnitedHealthcare, we’re using our experience and vast range of health care information to make 

health care simpler and more responsive. Innovations that work for you, that’s HEALTH IN NUMBERSSM.

Find out more at uhc.com

COMFORT IN NUMBERS   SUPPORT IN NUMBERS   SIMPLICITY IN NUMBERS   KNOWLEDGE IN NUMBERS   HEALTH IN NUMBERSSM
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Being a new mom means getting lots of advice.
What I need is information I can trust.
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or most of my career, I didn’t 

aspire to be the CEO of a U.S. 

public company. I was born 

in Spain and spent the frst few de-

cades of my professional life there. 

I was a fnance specialist: I worked 

as an auditor and a controller.  

I was employed by a bank, and 

then by Texas Instruments, and 

then by Polaroid. But I decided 

I wanted to build on my finance 

career and become more of a gen-

eral manager, running a business 

within a large corporation.

At that point I moved into the 

pharmaceutical industry. First I 

worked at Rhône-Poulenc Rorer 

(which later became part of Sanof-

Aventis through a merger), and I 

was sent to run its operation in Bel-

gium. Then I moved to Pharmacia 

as the president of its business in 

Spain. When Pfizer bought Phar-

macia, in 2003, I was asked to relo-

cate to its U.S. headquarters as the 

by Juan Ramón Alaix

Alaix had spent years 

running businesses inside 

large companies. But when 

Pfizer decided to spin off 

his division in an IPO, the 

soon-to-be CEO embarked 

on an intensive training 

regimen to prepare for a 

very different role.

THE IDEA

The CEO of Zoetis  
on How He Prepared  
for the Top Job
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president in charge of a large section of Eu-

rope that stretched from Portugal to Russia.

I enjoyed the broad scope of those  

general management jobs. In my frst role 

at Pfzer, I learned to navigate a large orga-

nization and advocate for the opportuni-

ties in my region. I also gained sufficient 

experience to manage a business across 

diferent cultures and with a high level of 

complexity.

In 2006, when Pfizer asked me to run 

its animal health division, it was a great op-

portunity to take on a more global role and 

expand the scope of my responsibilities to 

new areas such as R&D, business develop-

ment, and new product marketing.

At the time, I didn’t anticipate that it 

might lead to a CEO job. But fve years later 

Pfzer launched a strategic review to fnd 

opportunities to create value for share-

holders, and one of the options was to spin 

off the animal health business in an IPO. 

The CEO of Pfzer told me that the IPO was 

likely—and that I had been selected to be-

come the future CEO of the new company 

if it happened. 

We talked about how very diferent that 

job would be from the ones I’d held before. 

I’d proved that I could run a business, but 

that didn’t necessarily mean I had the skills 

to be a CEO. I would have to develop them. 

Because the IPO process might take 18 to 24 

months, we agreed that this would be a cru-

cial period in which to confrm that I could 

lead the new company.

The Mentor
The process began with the HR department, 

where I worked to defne my development 

plan. The frst thing we decided was that 

I would benefit from mentoring by an ex-

perienced CEO from outside Pfzer. A com-

pany called Merryck, which arranges such 

mentorships, put me through a series of 

tests and assessments to identify skill gaps. 

We agreed that the objective of mentoring 

wasn’t to change my leadership style, 

which had proved successful. Nor were 

we focused on my general management 

abilities. Rather, we intended to identify 

specifc aspects of the CEO job in which I 

lacked experience or particular skills that  

I wanted to work on. 

Merryck proposed several mentor can-

didates, and I chose the former CEO of a big 

European company. His experience would 

complement conversations I would be hav-

ing throughout my training with the CEOs 

of other U.S. companies.

He and I began by spending two days 

on a retreat. We talked about all the ways 

that being a CEO was diferent from lead-

ing a business unit. We talked about the 

specifc stakeholders who would have an 

influence on the future success of Zoetis. 

Then we talked about how best to commu-

nicate with each stakeholder group. After 

the retreat, we usually spoke at least once 

a month. Sometimes we met face-to-face, 

whether I was in Europe or he was in the 

United States. Sometimes we talked by 

As a general manager, I’d had plenty of 

experience building teams and commu-

nicating with employees and customers, 

but as CEO I would also have responsibil-

ity for communicating our strategy to the 

outside world—including the media, ana-

lysts, and investors. Employees and cus-

tomers already know a good deal about 

your business, but other constituencies 

may know nothing. The sophisticated ex-

ternal communication skills that a CEO 

must have would be especially important 

in the months leading up to the IPO. Dur-

ing our road show, I would be telling the 

company’s story to analysts and potential 

investors, and their opinion of our strategy 

would have a direct impact on the value of 

our stock ofering. 

To prepare for my role at Zoetis, which 

is the name we’d chosen for the new com-

pany, I started an aggressive training pro-

gram that lasted nearly 18 months. I’m a 

big believer in preparation and the need for 

training, no matter where you are in your 

career or how high in a corporation you’ve 

already risen. This process was crucial in 

helping me feel comfortable by the time 

the IPO took place.

Zoetis CEO  
Juan Ramón Alaix  

rang the opening bell at the 
New York Stock Exchange

on February 1, 2013,
(left) and applauded as his

company’s stock began
trading (right).
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HOW I DID IT
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phone. We typically spent a few hours each 

month in conversation.

There was no big aha moment in these 

discussions, but I found them really valu-

able. Remember that during this time I 

was still running the business as I’d always 

done, and I was also spending a lot of time 

fguring out the new structure for our orga-

nization after the IPO. Once we separated 

from Pfzer, we would need our own corpo-

rate functions, governance model, culture, 

and so forth. Between running the busi-

ness and planning for the IPO, I could eas-

ily have avoided the work of preparing for 

the CEO job on the grounds that I was too 

busy. Having regular appointments with 

my mentor prevented that.

It was also valuable to have an outsider 

listen to my concerns and challenge me to 

think diferently. When you’re a business 

leader, your time is often spent mostly 

with colleagues and subordinates, and 

you miss the challenge of an independent 

opinion. My mentor raised issues I hadn’t 

considered. He would ask questions and 

challenge me to examine my choices. 

These structured conversations forced  

me to do a disciplined analysis to answer 

his questions.

The Communications Trainer

The second person who was important in 

helping me was a communications expert 

who’d been recommended by our internal 

public relations team. He and I spent a lot 

of time discussing the very different for-

mats in which a CEO needs to communi-

cate—many of which I had little experience 

with. You have to be comfortable doing 

both TV interviews and print interviews. 

You have to be able to skillfully deliver a 

keynote address, talk with a small group, 

or meet one-on-one with a key investor. 

You have to handle both the scripted and 

the Q&A parts of an earnings call, which I’d 

never done before.

It was hard work. I ended up using two 

trainers over the course of my preparation. 

One of them joined my team for a while.  

He watched me in small meetings and at 

large town hall–style events and gave me 

a lot of feedback.

Our work wasn’t focused on delivery 

alone—we also needed to hone the mes-

sage I wanted to convey, to help people  

understand the strategy for an animal 

health business. One of the challenges of 

the spinof was that the analysts who cov-

ered Pfzer and the investors who owned 

Pfzer shares knew a great deal about the 

human health business but had never paid 

much attention to the animal health busi-

ness. I needed to demonstrate that the two 

are very diferent.

For instance, in human health, most 

pharmaceuticals are paid for by insurance 

companies, and these third-party pay-

ors have a large infuence on pricing and 

reimbursements. In animal health, our 

customers—veterinarians and livestock 

producers—pay directly for our products. 

The impact of generic drugs on the busi-

ness is also very diferent. In human health, 
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a drug that loses patent protection may see 

a 90% drop in revenue the first year, be-

cause of the infuence of third-party payors. 

In animal health, customer loyalty creates 

less pricing pressure, so generics have a 

much softer impact. That allows compa-

nies that produce animal medicines not 

only to invest in R&D for new products, but 

also to allocate the majority of their R&D 

budgets to development programs that can 

extend the life cycles of their current port-

folios. The resulting R&D investments are 

cost-efficient, sustainable, and relatively 

predictable, which is compelling to inves-

tors. These and other diferences create a 

complex message, and I had to fnd a way to 

communicate it efectively in the road show.

The trainers taught me specifc delivery 

techniques that I now use regularly, such as 

nonverbal communication, speaking sim-

ply about complicated issues, and paying 

attention to pacing while speaking. During 

the training all my presentations were video- 

taped; we’d watch the tapes together and 

continue to make improvements. 

A lot of people, when they reach a cer-

tain age, are reluctant to accept training. 

That’s not true for me—I’m very open to 

it. I’d had communication training over my 

career, but the preparation for our IPO was 

much more intensive. Before I did my frst 

TV interview, for instance, I probably spent 

more than eight hours doing mock inter-

views. I believe that the key to success in 

communication is preparation. By the time 

I gave the frst road-show pitch to investors, 

I’d rehearsed it at least 40 times.

The Performance
The process of separating from a larger 

company is fairly unusual, and during 

my training I met four or fve CEOs who’d 

gone through it. One thing I learned from 

them is that it can be challenging to man-

age the evolving relationship with the 

company from which you’re separating. In 

most cases the former parent company will 

continue to be a supplier, a shareholder, or 

a customer, or you’ll have service agree-

ments with it—and even though you’ve 

been doing business together for a long 

time, the relationship and priorities change. 

It’s an issue I hadn’t expected, but those 

veterans were right.

The final piece of preparation was de-

veloping the skills to manage a board. Well 

before the IPO, Pfizer created an internal 

board to oversee Zoetis, and I met with 

that group monthly. Pfzer’s CEO, CFO, and 

other top executives were part of it, and 

they shared their boardroom experience 

and lessons with me. 
Juan Ramón Alaix is the CEO of Zoetis, 
formerly known as Pfizer Animal Health.

By the time of the IPO, in February 2013, 

we had generated great anticipation and 

demand for Zoetis through our road show 

and investor communications. On the day 

we began trading, I appeared on CNBC’s 

Squawk Box and did several other TV and 

print interviews. I felt well prepared, and 

things proceeded smoothly.

The IPO and separation process created 

more than $17 billion in value for Pfizer 

and its shareholders. The results were well 

worth the efort in terms of time and costs. 

In its frst year Zoetis exceeded its fnancial 

targets while managing the complexity of 

spinning off from Pfizer and building its 

own infrastructure. We continued to de-

liver value for our customers, bringing in-

novations and a reliable supply of products 

to the market. 

Every leader has a recipe for success. 

For me, preparation is most important. I 

believe in overpreparing, even though it’s 

time-consuming. Part of preparation is be-

ing humble enough to accept feedback. The 

time I spend getting ready for a challenge 

and the openness I have to coaching are in-

vestments that always pay me back. 

HBR Reprint R1406A

Communicating as a CEO

Why does a CEO have to 

communicate differently  

from other C-suite executives? 

More than most of them,  

CEOs have to be motivators—of 

employees, partners, investors,  

and customers—which alters  

the tone of what they say. They 

envision a future and must be 

persuasive enough to change 

people’s beliefs and behavior to  

see that future realized. Many  

CEOs use stories to create a  

strong emotional connection  

that inspires action. CEOs are 

called on to communicate much 

more frequently and with  

a wider variety of audiences,  

and their messages must  

resonate with all their  

important stakeholders.

What mistakes do new CEOs 

make in communicating? 

I see two as the most common. 

First, CEOs are really busy, so some 

skimp on the time they spend 

getting communications right. 

This mistake manifests in a variety 

of ways—for instance, the CEO 

may sound like he’s reading from 

a script if he hasn’t learned the 

material well enough to deliver it 

conversationally. Failing to prepare 

adequately is shortsighted, because 

communicating badly often creates 

additional problems, and time must 

be spent managing them. 

Second, some new CEOs fail  

to realize that the position  

requires them to elevate their  

communications and leave some  

of the details to subordinates.  

For instance, a CEO who came  

up through finance may need to 

learn to pass on certain questions 

even if he knows the answers, 

because it’s better to let the CFO 

provide the details. Particularly  

on earnings calls, CEOs sometimes 

lapse into their old roles or jump  

in when it would be better to defer 

to a subordinate.

Do new CEOs have trouble 

finding the right voice? 

Some do. I see some new leaders 

who want to copy the style of 

another leader or speaker they 

admire. I’ve lost track of how  

many CEOs have asked me to  

help them learn to give 

presentations the way Steve Jobs 

did. In every case my response  

has been that very few people  

can pull that off, so they’d do 

better to develop their own style. 

Particularly for CEOs, who may 

have less day-to-day contact with 

their audiences than team leaders 

or other lower-level managers do, 

it’s important to be personal and 

authentic—to give people a sense  

of who they really are.

Nancy Duarte is the author  

of the HBR Guide to Persuasive 

Presentations and the CEO  

of Duarte, Inc.

No one rises to the top job without communicating well 

in front of a crowd. But once you step into a new role, the 

nature of your communication challenges may change.  

HBR asked NANCY DUARTE, a leading presentations expert, 

what makes a CEO’s communications successful. 
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Claudio Fernández-Aráoz 

is a senior adviser at  
the global executive search  
firm Egon Zehnder and  
the author of It’s Not the 

How or the What but the 

Who (Harvard Business 
Review Press, 2014), on 
which this article is based.

Why potential now trumps brains, 
experience, and “competencies”

by Claudio Fernández-Aráoz
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A 
few years ago, I was asked to help 

fnd a new CEO for a family-owned 

electronics retailer that wanted 

to professionalize its manage-

ment and expand its operations. 

I worked closely with the outgoing chief executive 

and the board to pinpoint the relevant competencies 

for the job and then seek out and assess candidates. 

The man we hired had all the right credentials: He’d 

attended top professional schools 

and worked for some of the best 

organizations in the industry, and 

he was a successful country man-

ager in one of the world’s most 

admired companies. Even more 

important, he’d scored above the 

target level for each of the compe-

tencies we’d identifed. But none 

of that mattered. Despite his im-

pressive background and great ft, 

he could not adjust to the massive 

technological, competitive, and 

regulatory changes occurring in 

the market at the time. Following 

three years of lackluster perfor-

mance, he was asked to leave.

Compare that story with one 

from the start of my executive 

search career. My task was to fll 

a project manager role at a small 

brewery owned by Quinsa, which 

then dominated the beer mar-

ket in the southern cone of Latin 

America. In those days, I hadn’t 

yet heard the term “competency.” 

I was working in a new office 

without research support (in the 

pre-internet era), and Quinsa 

was the only serious beverage 

industry player in the region, so 

I was simply unable to identify a 

large pool of people with the right 

industry and functional back-

ground. Ultimately, I contacted 

Pedro Algorta, an executive I’d 

met in 1981, while we were both 

studying at Stanford University. 

A survivor of the infamous 1972 

plane crash in the Andes, which 

has been chronicled in several 

books and the movie Alive, Algorta was certainly 

an interesting choice. But he had no experience in 

the consumer goods business; was unfamiliar with 

Corrientes, the province where the brewery was lo-

cated; and had never worked in marketing or sales, 

key areas of expertise. Still, I had a feeling he would 

be successful, and Quinsa agreed to hire him. That 

decision proved to be a smart one. Algorta was rap-

idly promoted to general manager of the Corrientes 
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brewery and then CEO of Quinsa’s fagship Quilmes 

brewery. He also became a key member of the team 

that transformed Quinsa from a family-owned enter-

prise to a large, respected conglomerate with a man-

agement team considered at the time to be among 

the best in Latin America.

Why did the CEO of the electronics business, 

who seemed so right for the position, fail so miser-

ably? And why did Algorta, so clearly unqualifed, 

succeed so spectacularly? The answer is potential: 

the ability to adapt to and grow into increasingly 

complex roles and environments. Algorta had it; the 

frst CEO did not.

Having spent 30 years evaluating and tracking 

executives and studying the factors in their per-

formance, I now consider potential to be the most 

important predictor of success at all levels, from ju-

nior management to the C-suite and the board. I’ve 

learned how to identify people who have it and to 

help companies develop and deploy them. With this 

article, I share those lessons. As business becomes 

more volatile and complex, and the global market 

for top professionals gets tighter, I am convinced 

that organizations and their leaders must transition 

to what I think of as a new era of talent spotting—one 

in which our evaluations of one another are based 

not on brawn, brains, experience, or competencies, 

but on potential.

A New Era
The frst era of talent spotting lasted millennia. For 

thousands of years, humans made choices about 

one another on the basis of physical attributes. If you 

wanted to erect a pyramid, dig a canal, fght a war, 

or harvest a crop, you chose the fttest, healthiest, 

strongest people you could find. Those attributes 

were easy to assess, and, despite their growing ir-

relevance, we still unconsciously look for them: 

Fortune 500 CEOs are on average 2.5 inches taller 

than the average American, and the statistics on 

military leaders and country presidents are similar.

I was born and raised during the second era, 

which emphasized intelligence, experience, and 

past performance. Throughout much of the 

20th century, IQ—verbal, analytical, mathematical, 

and logical cleverness—was justifiably seen as an 

important factor in hiring processes (particularly 

for white-collar roles), with educational pedigrees 

and tests used as proxies. Much work also became 

standardized and professionalized. Many kinds of 

workers could be certifed with reliability and trans-

parency, and since most roles were relatively similar 

across companies and industries, and from year to 

year, past performance was considered a fne indi-

cator. If you were looking for an engineer, accoun-

tant, lawyer, designer, or CEO, you would scout out,  

interview, and hire the smartest, most experienced 

engineer, accountant, lawyer, designer, or CEO.

I joined the executive search profession in the 

1980s, at the beginning of the third era of talent spot-

ting, which was driven by the competency move-

ment still prevalent today. David McClelland’s 1973 

paper “Testing for Competence Rather than for ‘In-

telligence’” proposed that workers, especially man-

agers, be evaluated on specifc characteristics and 

skills that helped predict outstanding performance 

in the roles for which they were being hired. The 

time was right for such thinking, because techno-

logical evolution and industry convergence had 

made jobs much more complex, often rendering ex-

perience and performance in previous positions ir-

relevant. So, instead, we decomposed jobs into com-

petencies and looked for candidates with the right 

combination of them. For leadership roles, we also 

began to rely on research showing that emotional in-

telligence was even more important than IQ.

Now we’re at the dawn of a fourth era, in which 

the focus must shift to potential. In a volatile,  

Idea in Brief

THE PROBLEM

In the past few decades, 

organizations have emphasized 

“competencies” in hiring and 

developing talent. Jobs have 

been decomposed into skills 

and filled by candidates who 

have them. But 21st-century 

business is too volatile and 

complex—and the market for 

top talent too tight—for that 

model to work anymore.

THE SOLUTION

Today those responsible for 

hiring and promotion decisions 

must instead focus on 

potential: the ability to adapt 

to ever-changing business 

environments and grow into 

challenging new roles.

THE TOOLS

Managers must learn to assess 

current and prospective 

employees on five key 

indicators: the right motivation, 

curiosity, insight, engagement, 

and determination. Then they 

have to help the best get better 

with smart retention and 

stretch assignments.
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uncertain, complex, and ambiguous environment 

(VUCA is the military-acronym-turned-corporate-

buzzword), competency-based appraisals and  

appointments are increasingly insufficient. What 

makes someone successful in a particular role today 

might not tomorrow if the competitive environment 

shifts, the company’s strategy changes, or he or she 

must collaborate with or manage a diferent group 

of colleagues. So the question is not whether your 

company’s employees and leaders have the right 

skills; it’s whether they have the potential to learn 

new ones.

The Scarcity of Top Talent
Unfortunately, potential is much harder to discern 

than competence (though not impossible, as I’ll 

describe later). Moreover, your organization will be 

looking for it in what will soon be one of the toughest 

employment markets in history—for employers, not 

job seekers. The recent noise about high unemploy-

ment rates in the United States and Europe hides 

important signals: Three forces—globalization, de-

mographics, and pipelines—will make senior talent 

ever scarcer in the years to come.

Back in 2006, I worked with Nitin Nohria, the 

current dean of Harvard Business School, and my 

Egon Zehnder colleagues to study this issue, gath-

ering detailed data and interviewing CEOs from 47 

companies with a combined market capitalization of 

$2 trillion, revenue of over $1 trillion, and more than 

3 million employees. Representing all major sectors 

and geographies, these frms were successful, with 

strong reputations and solid people practices. Yet 

we found that all were about to face a massive talent 

crunch. Eight years later, the situation for companies 

is just as bad, if not worse.

Let’s examine the three factors in turn. Globaliza-

tion compels companies to reach beyond their home 

markets and to compete for the people who can help 

them do so. The major global frms in our 2006 study 

anticipated an 88% increase in their proportion of 

revenue from developing regions by 2012. Not only 

did that happen, but the International Monetary 

Fund and other groups are currently predicting that 

some 70% of the world’s growth between now and 

2016 will come from emerging markets. At the same 

time, firms in developing nations are themselves 

vying for talent, as well as customers, around the 

world. Take China, which now has 88 companies in 

the global Fortune 500, up from just eight in 2003, 

thanks in part to foreign growth. Huawei, the lead-

ing Chinese telecommunications company, em-

ploys more than 70,000 people, 45% of whom work 

in R&D centers in countries including Germany,  

Sweden, the U.S., France, Italy, Russia, and India. 

Similar examples can be found in companies based 

in markets such as India and Brazil.

The impact of demographics on hiring pools is 

also undeniable. The sweet spot for rising senior 

executives is the 35-to-44-year-old age bracket, but 

the percentage of people in that range is shrinking 

dramatically. In our 2006 study, we calculated that a 

projected 30% decline in the ranks of young leaders, 

combined with anticipated business growth, would 

cut in half the pool of senior leader candidates in that 

critical age group. Whereas a decade ago this demo-

graphic shift was afecting mostly the United States 

and Europe, by 2020 many other countries, includ-

ing Russia, Canada, South Korea, and China, will 

have more people at retirement age than entering 

the workforce.

The third phenomenon is related and equally 

powerful, but much less well known: Companies 

are not properly developing their pipelines of future 

leaders. In PricewaterhouseCoopers’s 2014 survey 

of CEOs in 68 countries, 63% of respondents said 

they were concerned about the future availability of 

key skills at all levels. The Boston Consulting Group 

cites proprietary research showing that 56% of ex-

ecutives see critical gaps in their ability to fll senior 

managerial roles in coming years. HBS professor 

Boris Groysberg found similar concerns in his 2013 

survey of executive program participants: Respon-

dents gave their companies’ leadership pipelines 

an average rating of 3.2 out of 5, compared with 

an average score of 4 for current CEOs and 3.8 for  

current top teams. Equally troubling were responses 

to other kinds of questions in the survey: No talent 

management function was rated higher than 3.3, 

and critical employee development activities, such 

as job rotations, were scored as low as 2.6. In other 

words, few executives think their companies are 

doing a good job identifying and developing quali-

fed leaders. Recent executive panel interviews con-

ducted by my colleagues confrm that this view is 

widespread. Only 22% of the 823 leaders who partic-

ipated consider their pipelines promising, and only 

19% said they fnd it easy to attract the best talent.

In many companies, particularly those based in 

developed markets, I’ve found that half of senior 

leaders will be eligible for retirement within the next 

two years, and half of them don’t have a successor 
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ready or able to take over. As Groysberg puts it, 

“Companies may not be feeling pain today, but in fve 

or 10 years, as people retire or move on, where will 

the next generation of leaders come from?”

Taken independently, globalization, demograph-

ics, and pipelines would each create unprecedented 

demand for talent over the next decade. The pace of 

globalization has never been faster; the imbalance 

between old and young has never been so dramatic; 

views on the pipelines of qualifed successors have 

never been more negative; and the survey ratings 

of development practices are the lowest I’ve seen. 

Combine all those factors, and you get a war for tal-

ent that will present a huge, perhaps insurmount-

able, challenge for most organizations. But for those 

that learn how to spot potential, efectively retain 

people who have it, and create development pro-

grams to help the best get better, the situation will 

instead ofer an extraordinary opportunity.

Better Hiring
The frst step is to get the right people into your orga-

nization. As Amazon CEO Jef Bezos, one of the most 

impressive corporate value creators in recent history, 

put it in 1998, “Setting the bar high in our approach 

to hiring has been, and will continue to be, the single 

most important element of [our] success.” So, when 

evaluating job candidates (and reevaluating current 

employees), how do you gauge potential?

Many companies have well-established “high 

potential” programs, through which they fast-track 

promising managers for development and promo-

tions. But most of these are actually “high performer” 

programs, full of people who have done well in the 

past and are therefore assumed to have the best shot 

of doing well in the future—but given VUCA condi-

tions, that is no longer a safe prediction. About 80% 

of the participants in the executive programs I teach 

consistently report that their companies don’t use 

an empirically validated model for assessing poten-

tial. I’ll admit, this kind of evaluation is much more 

difcult than measuring IQ, past performance, and 

even various competencies. But it can be done—

with a predictive accuracy around 85%, according 

to data on the careers of thousands of executives we 

assessed at Egon Zehnder using a model developed 

and refned over the past two decades.

The frst indicator of potential we look for is the 

right kind of motivation: a ferce commitment to ex-

cel in the pursuit of unselfsh goals. High potentials 

have great ambition and want to leave their mark, 

but they also aspire to big, collective goals, show 

deep personal humility, and invest in getting better 

at everything they do. We consider motivation frst 

because it is a stable—and usually unconscious—

quality. If someone is driven purely by selfish mo-

tives, that probably won’t change.

A focus on potential can improve talent  

spotting at every level of the organization—

especially the very top. When choosing a 

CEO or board member, as opposed to a 

young manager, you’ll often find that sev-

eral candidates have the right credentials, 

experience, and competencies. That’s why 

an accurate assessment of their motiva-

tion, curiosity, insight, engagement, and 

determination is all the more important.

For CEO roles, succession planning must 

start very early, ideally when a new leader 

takes charge but no later than three to 

four years before he or she expects to 

leave. At Egon Zehnder, even when a  

much longer tenure is expected, we 

help companies assess potential two to 

four layers below the C-suite, identifying 

people to retain and develop so that some 

can become contenders for the top job.

I know one outstanding corporate direc-

tor who twice orchestrated the dismissal 

of fully competent C-suite executives 

because they didn’t have enough potential 

and she wanted to make their roles—key 

development opportunities—available 

to people who did. Board appointments 

require the same discipline. Our firm’s UK 

office recently helped a highly respected 

retail group, the John Lewis Partnership, 

evaluate a long list of candidates for two 

nonexecutive director positions, using 

all the indicators of potential—curios-

ity, in particular—as key metrics. After 

all, if a company’s leaders don’t have the 

potential to learn, grow, and adapt to 

new environments, how can they attract 

up-and-coming employees and managers 

who do? 

Potential at the Top
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We then consider four other qualities that are 

hallmarks of potential, according to our research:

 CURIOSITY: a penchant for seeking out new expe-

riences, knowledge, and candid feedback and an 

openness to learning and change

 INSIGHT: the ability to gather and make sense of  

information that suggests new possibilities

 ENGAGEMENT: a knack for using emotion and logic 

to communicate a persuasive vision and connect 

with people

 DETERMINATION: the wherewithal to fight for dif-

fcult goals despite challenges and to bounce back 

from adversity

In retrospect, I can see that Pedro Algorta suc-

ceeded at Quinsa because he had all those qualities, 

not because he possessed a specifc set of skills and 

competencies. And those qualities were in high relief 

during his harrowing ordeal in the Andes. He dem-

onstrated his motivation by playing a critical yet 

humble role—providing sustenance for the explorers 

who would eventually march out to save the group. 

He melted snow for them to drink and cut and dried 

small pieces of fesh from the dead bodies of fellow 

victims to serve as food. Instead of succumbing to 

despair, Algorta became curious about the environ-

ment around him, taking an interest in the water 

coming of the ice. It fowed east, leading him, and 

only him, to the insight that the dying pilot had mis-

reported their position; they were on the Argentine 

side of the mountain range, not on the Chilean side. 

His engagement and determination were also clear 

over those 72 days. He faithfully tended to his dy-

ing friend, Arturo Nogueira, who had sufered mul-

tiple leg fractures, trying to distract the young man 

from his pain. He encouraged his fellow survivors to 

maintain hope and persuaded them all to condone 

the consumption of their own bodies, should they 

die, describing it as “an act of love.”

Although Algorta’s tenure as CEO bears no resem-

blance to what he experienced on that mountain, 

the same characteristics served him in his career at 

Quinsa. Perhaps the best example of the purity of his 

motives came at the end of his 10-year stint with the 

company, when, for sound strategic reasons, he rec-

ommended that it abandon the agribusiness project 

he was leading, thus voting himself out of a job. He 

was also a curious executive, always going out of his 

way to meet customers, clients, and workers at all 

levels, and to listen to voices that usually went un-

heard. As a result, he accepted and supported some 

revolutionary marketing initiatives, which allowed 

Quilmes to multiply its sales eightfold while achiev-

ing record profitability. He displayed great insight 

both in his hiring decisions—the future CEOs of 

both Quilmes and Nestlé were among his best hires—

and in his strategic ones: for example, his bold 

move to divest all noncore assets so that the com-

pany could use the proceeds to expand the regional 

brewery business. His engagement transformed 

an inefective and even vicious culture at Quilmes; 

his insistence that bosses and subordinates come 

together in open meetings set a precedent that was 

later rolled out to the whole group. Finally, Algorta 

showed amazing determination at Quinsa. When the 

project he’d been hired to lead—the construction of 

a new brewery—ran out of funds just after he took 

over, he didn’t consider quitting; instead, he pushed 

to get the necessary fnancing. And when Argentina 

was shaken by devaluation and hyperinfation a few 

months later, he pressed on; the facility was up and 

running in 15 months.

How can you tell if a candidate you’ve just met—

or a current employee—has potential? By mining his 

or her personal and professional history, as I’ve just 

done with Algorta’s. Conduct in-depth interviews 

or career discussions, and do thorough reference 

checks to uncover stories that demonstrate whether 

the person has (or lacks) these qualities. For instance, 

to assess curiosity, don’t just ask, “Are you curious?” 

Instead, look for signs that the person believes in 

self-improvement, truly enjoys learning, and is able 

to recalibrate after missteps. Questions like the fol-

lowing can help:

•  How do you react when someone challenges you?

•  How do you invite input from others on your team?

•  What do you do to broaden your thinking, 

experience, or personal development?

•  How do you foster learning in your organization?

•  What steps do you take to seek out the unknown?

Always ask for concrete examples, and go just as 

deep in your exploration of motivation, insight, en-

gagement, and determination. Your conversations 

with managers, colleagues, and direct reports who 

know the person well should be just as detailed.

As a leader, you must also work to spread these 

interviewing techniques through the organization. 
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Researchers have found that while the best inter-

viewers’ assessments have a very high positive cor-

relation with the candidates’ ultimate performance, 

some interviewers’ opinions are worse than fipping 

a coin. Still, few managers learn proper assessment 

techniques from their business schools or their em-

ployers; in my surveys of participants in executive 

talent management programs, I’ve found that only 

about 30% think that their companies provide ad-

equate training. Most organizations, it seems, are 

flled with people who have the power to endorse 

bad candidates and kill of good ones.

By contrast, companies that emphasize the right 

kind of hiring vastly improve their odds. Amazon 

has, for example, hundreds of dedicated internal 

recruiters, great training programs in assessment, 

and even a legion of certifed “bar raisers”: skilled 

evaluators who hold full-time jobs in a range of de-

partments but are also empowered to participate in 

assessing—and vetoing—candidates for other areas.

The Brazilian mining group Companhia Vale do 

Rio Doce, known as Vale, took a similarly disciplined 

approach, working with Egon Zehnder, during the 

2001 to 2011 tenure of CEO Roger Agnelli. On his 

watch, not one senior role was flled without an ob-

jective, independent, and professional assessment 

of all internal and external candidates. Managers 

were encouraged to favor motivated, curious, in-

sightful, engaging, and determined prospects even 

when they had no specific experience in the field 

or function to which they had applied. “We would 

never choose someone who was not passionate and 

committed to our long-term strategy and demand-

ing objectives,” Agnelli explains. Some 250 execu-

tives were hired or promoted in this way, all over the 

world, and the strategy paid of. Vale became a global 

player in the mining industry, dramatically outper-

forming others in the country and the region.

Smart Retention
Once you’ve hired true high potentials and identi-

fed the ones you already have, you’ll need to focus 

on keeping them. After all, competitors grappling 

with the same tight talent market will be more than 

happy to tempt them away. Agnelli says his proudest 

achievement at Vale was not the huge revenue, proft, 

and share price growth over which he presided but 

the improved quality of the leaders rising through 

Although potential should be the defining measure of 
executives today, it would be a mistake to ignore other lessons 
we’ve learned over the years about how to evaluate people.

INTELLIGENCE Although you probably won’t administer an IQ test, it is 
important to assess a candidate’s general intelligence (including analytical, 
verbal, mathematical, and logical reasoning) by considering educational 
background, early job experiences, and responses to interview questions. You 
don’t need to look for geniuses; for most jobs anything above a certain level of 
intelligence has almost no impact on performance. However, you should still hire 
people clever enough for your requirements, because their general intelligence 
won’t increase dramatically over time.

VALUES Values are critical, and you can’t expect to impart them on the job. 
Use interviews and reference checks not only to weigh the essentials, such 
as honesty and integrity, but also to discover if the candidate shares your 
organization’s core values.

LEADERSHIP ABILITIES Some competencies are relevant (though not sufficient) 
when evaluating senior manager candidates. While each job and organization is 
different, the best leaders have, in some measure, eight abilities.

What Else Should You Look For?

You should assess these abilities through interviews and reference checks,  
in the same way you would evaluate potential, aiming to confirm that the 
candidate has displayed them in the past, under similar circumstances.

1 STRATEGIC ORIENTATION The capacity 
to engage in broad, complex 
analytical and conceptual thinking

2 MARKET INSIGHT A strong 
understanding of the market  
and how it affects the business

3 RESULTS ORIENTATION A commitment 
to demonstrably improving key 
business metrics

4 CUSTOMER IMPACT A passion for 
serving the customer

5 COLLABORATION AND INFLUENCE 
An ability to work effectively with 
peers or partners, including those 
not in the line of command

6 ORGANIZATIONAL DEVELOPMENT  

A drive to improve the company by 
attracting and developing top talent

7 TEAM LEADERSHIP Success in 
focusing, aligning, and building 
effective groups

8 CHANGE LEADERSHIP The capacity 
to transform and align an 
organization around a new goal
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the company’s ranks. “After five or six years, ev-

eryone appointed at the highest levels came from 

inside,” he says, adding that the capacity to build 

and retain great teams is “the key” to any leader’s or 

organization’s success.

Indeed, when the Brazilian government used its 

61% stake in Vale’s controlling shares to precipitate 

Agnelli’s departure, in 2011, prompting the voluntary 

resignations of seven out of eight executive commit-

tee members within a year, the company soon lost 

almost half its value. Growing disenchantment with 

Brazilian and commodity stocks played a role, to be 

sure. But given that Vale’s closest competitors, Rio 

Tinto and BHP Billiton, saw much less dramatic de-

clines over the same period, it seems clear that inves-

tors were also reacting to the loss of an outstanding 

leadership team.

How can you emulate Vale under Agnelli and 

avoid the company’s subsequent fate? By consid-

ering what your high potentials want most from 

you. As Daniel H. Pink explains in Drive, most of us  

(especially knowledge workers) are energized by 

three fundamental things: autonomy—the freedom 

to direct our lives; mastery—our craving to excel; 

and purpose—the yearning for our work to serve 

something larger than ourselves.

Pay does matter, of course. All employees, es-

pecially rising stars, expect their compensation to 

reflect their contribution or effort and to be com-

parable to that of others doing similar jobs. How-

ever, in my experience, while unfair pay can surely 

demotivate, compensation beyond a certain level is 

much less important than most people think. In my 

examination of candidates hired through our frm 

who were successful in their new jobs but moved on 

within three years, I found that 85% of them were 

hired away into a more senior position, confrming 

that they were competent people with potential. But 

only 4% of them cited more money as the primary 

reason for their departures. More common reasons 

were bad bosses, limited support, and lack of oppor-

tunities for growth.

So do pay your stars fairly, ideally above the 

average. But also give them autonomy in four “T” 

dimensions: task (what they do), time (when they 

do it), team (whom they do it with), and technique 

(how they do it). Help them toward mastery by set-

ting difcult but attainable challenges and eliminat-

ing distractions. And engage them in a greater team, 

organizational, or societal goal. Bezos and other 

leaders at Amazon are expert at this. Agnelli and 

his team at Vale were, too. But the conditions at the 

company following his departure failed to motivate 

the remaining leaders in the same way, and many of 

them chose to move on.

Stretch Development
Your fnal job is to make sure your stars live up to the 

high potential you’ve spotted in them by ofering de-

velopment opportunities that push them out of their 

comfort zones. Jonathan Harvey, a top HR executive 

at ANZ, an Australian bank that operates in 33 coun-

tries, puts it this way: “When it comes to developing 

executives for future leadership assignments, we’re 

constantly striving to fnd the optimal level of dis-

comfort in the next role or project, because that’s 

where the most learning happens. We don’t want 

people to be stretched beyond their limits. But we 

want well-rounded, values-focused leaders who see 

the world through a wide-angle lens, and the right 

stretch assignments are what helps people get there.”

To explain the consequences of not challenging 

your high potentials, I often point to Japan. In 2008 

Kentaro Aramaki, from Egon Zehnder’s Tokyo of-

fce, and I mapped the potential of senior Japanese 

executives (that is, our consultants’ objective as-

sessments of the executives’ ability to take on bigger 

roles and responsibilities, as measured by the indi-

cators described above) against their competence 

(that is, our objective assessments of the eight lead-

ership competencies listed in the sidebar “What Else 

Should You Look For?”). When we compared those 

scores with the average scores of all executives in 
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our worldwide database, we found a great paradox. 

Japanese professionals had higher potential than 

the global average but lower competence. In spite 

of great raw material, there was a poor fnal product. 

The problem was, and still is, Japan’s fawed devel-

opment process. Although the country’s educational 

institutions and the strong work ethic that is part of 

Japanese culture give managers a jump-start in their 

careers, their growth is stymied when they actually 

start working. A leader in Japan traditionally rises 

through the ranks of one division, in one company, 

waiting respectfully for promotions that usually 

come only when he’s the most senior person in line 

for the spot.

Recently a Tokyo-based global conglomerate 

asked our firm to assess its top dozen senior lead-

ers, all in their mid- to late 50s. This company, which 

operates in multiple industries and markets, should 

have been an ideal training ground for executives. 

However, only one of the managers we evaluated 

had worked in more than a single business line. The 

time each had spent working outside Japan was just 

one year, on average. And their English language 

skills were quite limited. As a result, none were suit-

able candidates to succeed the CEO. The sad thing is 

that all had started of strong. They were engineers, 

with an average tenure of more than 20 years in 

R&D and product strategy and marketing—but that  

potential had been squandered.

Pushing your high potentials up a straight ladder 

toward bigger jobs, budgets, and stafs will continue 

their growth, but it won’t accelerate it. Diverse, com-

plex, challenging, uncomfortable roles will. When 

we recently asked 823 international executives to 

look back at their careers and tell us what had helped 

them unleash their potential, the most popular an-

swer, cited by 71%, was stretch assignments. Job 

rotations and personal mentors, each mentioned by 

49% of respondents, tied for second.

How do you make sure people in your organi-

zation are getting the stretch assignments and job 

rotations they need? Let’s come back to ANZ. Fol-

lowing a 2007 to 2010 hiring spree as the company 

expanded across Asia, it decided to refne its lead-

ership development processes. Its eforts center on 

what it calls business-critical roles: those that make 

a vital contribution to the strategic agenda; require 

a scarce set of skills; produce highly variable out-

comes dependent on the incumbent; and, if vacant, 

pose a signifcant threat to business continuity and 

performance momentum.

ANZ makes a point of assessing all its managers 

for potential and then placing those who rate the 

highest in these business-critical roles. Other devel-

opment initiatives include the Generalist Bankers 

Program, which each year ofers 10 to 15 participants 

the opportunity to spend two years rotating through 

wholesale, commercial, and retail banking, risk, and 

operations to build broad industry and corporate 

knowledge. Participants then move into permanent 

roles with a focus on gaining geographic, cultural, 

product, and client-facing experience, including a 

mandatory posting in internal audit to ensure that 

they understand the bank’s control frameworks. 

The program commitment is 15 years, with the goal 

of a country CEO posting at the end.

This disciplined approach already seems to be 

bearing fruit. Whereas three years ago 70% of ANZ’s 

senior executive roles were flled by external can-

didates, outside hiring is now below 20%. Internal 

surveys show that staf engagement has increased 

from 64% to 72%, while “same-period performance 

excellence” (a measure of employee commitment to 

customer service and product quality) has jumped 

from 68% to 78%. And the business has benefted 

in other ways. In 2013 the company was judged the 

number four international bank in the Asia Pacifc 

region for the second consecutive year by the highly 

regarded Greenwich customer survey, up from 

number 12 in 2008.

GEOPOLITICS, business, industries, and jobs are 

changing so rapidly that we can’t predict the com-

petencies needed to succeed even a few years out. 

It is therefore imperative to identify and develop 

people with the highest potential. Look for those 

who have a strong motivation to excel in the pur-

suit of challenging goals, along with the humility 

to put the group ahead of individual needs; an in-

satiable curiosity that propels them to explore new 

ideas and avenues; keen insight that allows them 

to see connections where others don’t; a strong en-

gagement with their work and the people around 

them; and the determination to overcome setbacks 

and obstacles. That doesn’t mean forgetting about  

factors like intelligence, experience, performance, 

and specific competencies, particularly the ones 

related to leadership. But hiring for potential and  

efectively retaining and developing those who have 

it—at every level of the organization—should now 

be your top priority. 
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The tools we use to guide 
our investments are blind 
to the best opportunities 
for creating new jobs  
and new markets.
by Clayton M. Christensen 
and Derek van Bever

CROWDSOURCING  

THIS ARTICLE
Over the past year, more than 
150 students and alumni of 
our HBS course “Building 
and Sustaining a Successful 
Enterprise” have worked 
together on the questions this 
article addresses, both in  
person and over an online 
collaboration platform. 

Clayton M. Christensen is the Kim B. 
Clark Professor of Business Administra-
tion at Harvard Business School. Derek 
van Bever, a senior lecturer at HBS, is 
the director of the Forum for Growth and 
Innovation and was a member of the 
founding executive team of the advisory 
firm CEB. 
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SPOTLIGHT: ARE INVESTORS BAD FOR BUSINESS?

IKE AN OLD MACHINE emitting a new 

and troubling sound that even the 

best mechanics can’t diagnose, the 

world economy continues its halt-

ing recovery from the 2008 reces-

sion. Look at what’s happening in the 

United States: Even today, 60 months 

after the scorekeepers declared the 

recession to be over, its economy 

is still grinding along, producing 

low growth and disappointing job 

numbers. 

We’re happy to report that we think we’ve fgured 

out why managers are sitting on their hands, afraid 

to pursue what they see as risky innovations. We be-

lieve that such investments, viewed properly, would 

ofer the surest path to proftable economic and job 

growth. In this article we advance some prescrip-

tions that could become the basis of an agenda for 

meaningful progress in this area. 

In our view the crux of the problem is that in-

vestments in different types of innovation affect 

economies (and companies) in very diferent ways—

but are evaluated using the same (fawed) metrics. 

Specifically, financial markets—and companies 

themselves—use assessment metrics that make in-

novations that eliminate jobs more attractive than 

those that create jobs. We’ll argue that the reliance 

on those metrics is based on the outdated assump-

tion that capital is, in George Gilder’s language, a 

“scarce resource” that should be conserved at all 

costs. But, as we will explain further, capital is no 

longer in short supply—witness the $1.6 trillion 

in cash on corporate balance sheets—and, if com-

panies want to maximize returns on it, they must 

stop behaving as if it were. We would contend that 

the ability to attract talent, and the processes and 

resolve to deploy it against growth opportunities, 

are far harder to come by than cash. The tools busi-

nesses use to judge investments and their under-

standing of what is scarce and costly need to catch 

up with that new reality. 

Before we get to the solutions, let’s look more 

closely at the diferent types of innovation. 

Three Kinds of Innovation 
The seminal concepts of disruptive and sustain-

ing innovations were developed by Clay as he was 

studying competition among companies. They re-

late to the process by which innovations become 

dominant in established markets and new entrants 

challenge incumbents. The focus of this article, 

however, is the outcome of innovations—their im-

pact on growth. This shift requires us to categorize 

innovation in a slightly diferent way: 

Performance-improving innovations replace old 

products with new and better models. They gener-

ally create few jobs because they’re substitutive: 

When customers buy the new product, they usually 

don’t buy the old product. When Toyota sells a Prius, 

the customer rarely buys a Camry too. Clay’s book 

The Innovator’s Solution characterized these as sus-

taining innovations, noting that the resource alloca-

A NEW 

APPROACH TO 

RESEARCH
In writing this article, 
we asked students and 
alumni of our HBS course 

“Building and Sustaining 
a Successful Enterprise” 
to collaborate with 
us. This collaboration 
took place primarily on 
the OpenIDEO online 
platform, which Tom 
Hulme, one of our alumni, 
helped develop, and was 
made possible through 
the leadership of the 
HBS Digital Initiative 
under the direction of 
Karim Lakhani. This effort 
represents a first attempt 
to create a community 
of lifelong collaboration 
with HBS alumni. Where 
we have been given 
permission, we share 
some of the individual 
contributions in this 
article. For more on how 
we crowdsourced our 
research and thinking, 
see hbr.org/interactive/
christensen. 

L
One phenomenon we’ve observed is that, despite 

historically low interest rates, corporations are sit-

ting on massive amounts of cash and failing to invest 

in innovations that might foster growth. That got us 

thinking: What is causing that behavior? Are great 

opportunities in short supply, or are executives fail-

ing to recognize them? And how is this behavior pat-

tern linked to overall economic sluggishness? What 

is holding growth back?

Most theories of growth are developed at the 

macroeconomic level—at 30,000 feet. That per-

spective is good for spotting correlations between 

innovation and growth. To understand what causes 

growth, however, you have to crawl inside compa-

nies—and inside the minds of the people who invest 

in and manage them. This article (which builds on 

a New York Times piece Clay wrote in late 2012) is 

an attempt to form a theory from the ground up, by 

looking at company experience. 

About a year ago we invited the students and 

alumni of our Harvard Business School course 

“Building and Sustaining a Successful Enterprise”—

who represent a cross-section of the corporate, en-

trepreneurial, and fnancial services sectors world-

wide—to join us in this efort. (See “A New Approach 

to Research.”) Early on, we explored a wide range of 

reasons for the sputtering recovery, including politi-

cal and economic uncertainty, the low rate of bank 

lending, a decline in publicly supported research 

in the United States, and the demise of innovation 

platforms like Bell Labs. (In a companion piece in 

this issue, our colleague Gautam Mukunda con-

tends that the fnance sector’s growing power is a 

major factor.)

Fairly quickly, though, the discussion focused in 

on what had frst attracted our attention: the choices 

companies make when they invest in innovation. 

Unlike some complicated macroeconomic factors, 

these choices are well within managers’ control. 
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THE CAPITALIST’S DILEMMA

tion processes of all successful incumbent frms are 

tuned to produce them repeatedly and consistently.

Efciency innovations help companies make and 

sell mature, established products or services to the 

same customers at lower prices. Some of these in-

novations are what we have elsewhere called low-

end disruptions, and they involve the creation of a 

new business model. Walmart was a low-end dis-

rupter in retailing, for example, and Geico in insur-

ance. Other innovations, such as Toyota’s just-in-

time production system, are process improvements. 

Efficiency innovations play two important roles. 

First, they raise productivity, which is essential for 

maintaining competitiveness but has the painful 

side efect of eliminating jobs. Second, they free up 

capital for more-productive uses. Toyota’s produc-

tion system, for example, allowed the automaker to 

operate with two months’—rather than two years’—

worth of inventory on hand, which freed up mas-

sive amounts of cash. 

Market-creating innovations, our third category, 

transform complicated or costly products so radi-

cally that they create a new class of consumers, or a 

new market. Look at what has happened with com-

puters: The mainframe computer cost hundreds 

of thousands of dollars and was available to a very 

small group. Then the personal computer brought 

the price down to $2,000, which made it available to 

millions of people in the developed world. In turn, 

the smartphone made a $200 computer available to 

billions of people throughout the world. We see this 

pattern so frequently that we’re tempted to ofer it as 

an axiom: If only the skilled and the rich have access 

to a product or a service, then you can reasonably as-

sume the existence of a market-creating opportunity. 

Market-creating innovations have two critical 

ingredients. One is an enabling technology that 

drives down costs as volume grows. The other is a 

new business model allowing the innovator to reach 

people who have not been customers (often because 

they couldn’t aford the original product). Think of 

it like this: An efciency innovation pointed in the 

right direction—toward turning nonconsumption 

into consumption—becomes a market-creating 

innovation. Ford’s Model T, for example, brought 

automobile ownership within reach for most Ameri-

cans, because of both its simple design and the 

revolutionary assembly line that brought scale to 

the enterprise. In the same way, Texas Instruments 

and Hewlett-Packard used solid-state technology 

to bring low-cost calculators to millions of students 

and engineers worldwide. 

Companies that develop market-creating inno-

vations usually generate new jobs internally. When 

more people can buy their products, they need more 

employees to build, distribute, sell, and support 

them. A great deal of related employment growth, 

though, occurs in the innovating companies’ supply 

Idea in Brief

THE PROBLEM

What is the connection  

between slow growth in the  

U.S. economy and corporate 

reluctance to invest in market-

creating innovations?

ANALYSIS

Investors and executives have 

been trained to think of capital  

as their scarcest resource—

and this has led to unhelpful 

ways of assessing investment 

opportunities. 

SOLUTION 

We need new ways to measure 

potential and to define success. 

JOBLESS RECOVERIES
In the recessions the United States has experienced since 
1948, the rebound in employment has typically lagged the 
rebound in GDP by about six months. Since 1990, though, 
the lag has been increasing dramatically. But with the  
latest recession, 39 months after GDP had returned to 
normal, employment still hadn’t caught up, and it was 
expected to lag for another two to three months. 

SOURCE U.S. BUREAU OF LABOR STATISTICS, U.S. BUREAU OF ECONOMIC ANALYSIS, 
MCKINSEY GLOBAL INSTITUTE ANALYSIS
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SPOTLIGHT: ARE INVESTORS BAD FOR BUSINESS?

chains or in partners whose own innovations help 

build a new platform. A classic example is the Bes-

semer Converter, patented in 1856, which made it 

possible to manufacture steel inexpensively for the 

frst time. Andrew Carnegie used its revolutionary 

cost-reduction potential to build the Thomson Steel 

Works, but the railroad companies used the cheaper 

steel to create a new industry. U.S. steel employment 

quadrupled in the last quarter of the 19th century, 

reaching 180,000 by 1900, and railroad employment 

reached 1.8 million a scant two decades later. 

The combination of a technology that drives 

down costs with the ambition to eradicate noncon-

sumption—to serve new customers who want to get 

something done—can have a revolutionary efect. A 

decade ago, Apple’s managers were on the lookout 

for a device that could enable convenient, afordable 

storage of a consumer’s music library, with anytime, 

anywhere access. They saw in Toshiba’s develop-

ment of a 1.8-inch hard drive the opportunity to ful-

fll this job, which triggered the development of the 

iPod/iTunes business model. And if companies such 

as Corning and Global Crossing hadn’t innovated to 

create and lay ample low-cost dark fiber capacity, 

Google, Amazon, and Facebook wouldn’t exist as we 

know them today. 

Market-creating innovations need capital to 

grow—sometimes a lot of capital. But they also cre-

ate a lot of jobs, even though job generation is not an 

intended efect but a happy consequence. Efciency 

innovations are at work 24/7 in every industry; that 

very same efficiency, if targeted toward making a 

product or a service more afordable and accessible, 

can create net new jobs, not eliminate them. 

The mix of these types of innovation—perfor-

mance-improving, efciency, and market-creating—

has a major impact on the job growth of nations, in-

dustries, and companies. The dials on the three types 

of innovation are sensitive, but if the capital that ef-

fciency innovations liberate is invested in market-

creating innovations at scale, the economy works 

quite well. However, that’s a big “if,” as we shall see. 

The Orthodoxy of New Finance
So, to come back to our central question (phrased in 

a new way): Why do companies invest primarily in 

efciency innovations, which eliminate jobs, rather 

than market-creating innovations, which generate 

them? A big part of the answer lies in an unexamined 

economic assumption. The assumption—which has 

risen almost to the level of a religion—is that corpo-

rate performance should be focused on, and mea-

sured by, how efciently capital is used. This belief 

has an extraordinary impact on how both investors 

and managers assess opportunities. And it’s at the 

root of what we call the capitalist’s dilemma.

Let’s back up to see where this assumption came 

from. A fundamental tenet of economics is that some 

of the inputs required to make a product or service 

are abundant and cheap—like sand. We don’t need to 

account for such inputs and can waste them, if need 

be. Others are scarce and costly and must be hus-

banded carefully. Historically, capital was scarce and 

costly. So investors and managers alike were taught 

to maximize the revenue and proft per dollar of capi-

tal deployed.

While it’s still true that scarce resources need to 

be managed closely, it’s no longer true that capital is 

scarce. A recent Bain & Company analysis captures 

this point nicely, concluding that we have entered 

a new environment of “capital superabundance.” 

Bain estimates that total fnancial assets are today 

almost 10 times the value of the global output of all 

goods and services, and that the development of 

fnancial sectors in emerging economies will cause 

global capital to grow another 50% by 2020. We are 

awash in capital. 

Because they were taught to believe that the  

efficiency of capital was a virtue, financiers began 

measuring proftability not as dollars, yen, or yuan, 

but as ratios like RONA (return on net assets), ROIC 

(return on invested capital), and IRR (internal rate of 

return). These ratios are simply fractions, comprising 

a numerator and a denominator, but they gave inves-

tors and managers twice the number of levers to pull 

to improve their measured performance. To drive 

RONA or ROIC up, they could generate more proft to 

add to the numerator, of course. But if that seemed 

The orthodoxies governing finance 
are so entrenched that we almost 
need a modern-day Martin Luther 
to articulate the need for change. 
Here’s what reform might address: 

Do We Need a Revolution?
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We need new ways to assess 

investments in innovation. 

Our success metrics determine 

what we can and cannot invest 

in. We have allowed a minority 

to dictate those metrics to the majority. 

Over and over, the higher value placed on 

return on net assets, internal rate of return, 

and earnings per share over other metrics 

has led to innovations that squeeze costs 

and noncash assets. As a result, investing 

to create growth and jobs is a third-best 

option, behind efficiency innovations (first) 

and doing nothing (second).

We should no longer husband 

capital. It is abundant and 

cheap. We should use it, not 

hoard it. What managers see 

inside their company’s resource 

allocation processes likely does not 

reflect the new reality in the economy and 

in the capital markets. Hurdle rates aren’t 

handed down by a deity; they can (and 

should) be changed as the cost of capital 

changes. 

daunting, they could focus on reducing the denomi-

nator—outsourcing more, wiping more assets of the 

balance sheet. Either way, the ratio would improve. 

Similarly, they could increase IRR either by generat-

ing more proft to grow the numerator or by reduc-

ing the denominator—which is essentially the time 

required to get the return. If they invested only in 

projects that paid of quickly, then IRR would go up. 

All of this makes market-creating innovations ap-

pear less attractive as investments. Typically, they 

bear fruit only after fve to 10 years; in contrast, ef-

fciency innovations typically pay of within a year or 

two. What’s worse, growing market-creating innova-

tions to scale uses capital, which must often be put 

onto the balance sheet. Efciency innovations take 

capital of the balance sheet, however. To top it of, 

efciency innovations almost always seem to entail 

less risk than market-creating ones, because a mar-

ket for them already exists. Any way you look at it, 

if you measure investments using these ratios, ef-

ciency innovations always appear to be a better deal.

What Has Become of the  
Long-Term Investor?
One might expect that, even if this approach to mea-

surement appealed to short-term investors, we’d see 

countervailing pressure from institutional investors, 

who are ostensibly focused on long-term value cre-

ation. Take pension funds, the largest category of 

investor globally, representing more than $30 trillion 

in assets, almost $20 trillion of that just in U.S. pen-

sion funds. In theory, no investor is better positioned 

to model “patient capital” behavior. However, for 

the most part pension funds don’t demonstrate pa-

tience: In fact, they have led the pack in the search 

for high short-term returns. One of the most spirited 

exchanges among our alumni centered on that appar-

ently self-defeating behavior and what, if anything, 

might be done about it. It turns out that because of 

a variety of factors—depressed returns, substantial 

unfunded commitments, and longer life expectan-

cies—the funds aren’t growing fast enough to meet 

their obligations. So they look for quick payofs and 

demand that the companies they invest in, and the 

managers they invest with, meet high hurdle rates. A 

failure to adjust expectations—and hurdle rates—will 

keep pension funds on the sidelines in coming years, 

making a bad situation even worse. 

Venture capitalists might also be expected to look 

past ratio-centric metrics, since market creation ap-

pears to be their focus. And many VCs do. But many 

others invest mostly in companies that are devel-

oping performance-improving and efciency inno-

vations and can be sold within a couple of years to 

a large industry incumbent. Several of our alumni 

noted this bias in their interactions with VCs, many 

of whom are drawn to business plans that target well-

defned markets, just as corporate executives are. 

What about the low cost of capital? Shouldn’t that 

create incentives for corporate managers—and out-

side investors—to invest their cash in ambitious mar-

ket-creating innovations? Technically, it is true that 

the cost of capital is low—indeed, the Fed’s interest 

rate for lending to banks is near zero. But neither 

companies nor investors experience it like that. En-

trepreneurs claim in their business plans that inves-

tors will make their money back fve times over. Ven-

ture capitalists ask for even higher returns. Internal 

corporate business plans routinely promise returns 

from 20% to 25%—because that is the historical cor-

porate cost of equity capital. Investors and managers 

were all taught that calculations of the present value 

of potential investments should be based on that cor-

porate cost, adjusted for diferences in risk. From the 

We need new tools for 

managing the resources  

that are scarce and costly. 

How would we measure the 

success of investments in 

making good people better, for example, 

or in our ability to attract and retain 

talent? What if we prioritized time as a 

scarce resource?

THESIS 

1
THESIS 

2
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perspective of the individuals seeking funding, the 

quoted list price of capital before making the invest-

ment is anything but zero. 

What individuals don’t observe, however, is that 

the actual return investors of the capital receive af-

ter it has been deployed is, on average, approaching 

zero. Today every attractive opportunity is being 

eyed by many more investors—and also being pur-

sued by many more companies—than was the case 

in the past. All the competition drives the price of 

the deals so high that the returns to investors are 

dramatically compromised. For nearly a decade, the 

actual returns of all VC-backed investments, which 

were promised to be at least 25%, have totaled up to 

zero every year. Professor William Sahlman named 

this paradox “capital market myopia.” 

Year after year, public U.S. corporations announce 

plans to invest in new growth markets. And yet if 

you dig into their research and development bud-

gets, you’ll fnd that very little of that money targets 

market-creating innovations. Some is being spent on 

performance-improving innovations, but the lion’s 

share is allocated to efciency innovations. And more 

than the executives of these enterprises imagine. 

One of our alumni noted the recent ascendance of 

the metric “return on research capital” (RORC). This 

measure, current year proft over prior year research 

expenditure, justifes only the most tightly scoped 

performance-improving or efciency innovations. 

Our alumni expressed deep frustration over the 

way that the resource allocation process is biased 

against proftable, high-growth opportunities in new 

markets and favors predictable investments focused 

on current customers. This leads to a paradox: Com-

peting for a point of share in an established market 

appears to be easy, even in the face of ferce compe-

tition. Investing to create a new market appears to 

be hard, even in the absence of headwinds and with 

the prospect of a much more sizable, and proftable, 

opportunity. One recent alumnus, a product man-

ager at a highly respected Fortune 100 manufacturer, 

noted, “We’ve lost the concept of having a portfolio 

of businesses. Out of every business we expect incre-

mental improvement on these key fnancial metrics.” 

He thought this produced a crowded, efficiency-

focused, near-term agenda. “If I try to advocate for 

a diferent approach, the response will be, ‘Sounds 

like an interesting idea—let’s talk about it at the end 

of the fscal year,’” he told us.

The result of all these interrelated failures is 

that the institutions meant to lubricate capitalism 

no longer do so. Banks, in particular, seem beset 

by boredom, unenthusiastic about actually mak-

ing commercial loans, as many small and medium-

size businesses will attest. This reluctance to lend 

is likely to erode banks’ franchise permanently, as 

scores of alternative lending entities are being cre-

ated to fll the void. The Federal Reserve, whose pri-

mary tool for stimulating the economy is increasing 

the supply of money and keeping interest rates low, 

doesn’t work because interest is no longer a signif-

cant factor in businesses’ cost structure. 

This, then, is the capitalist’s dilemma: Doing the 

right thing for long-term prosperity is the wrong 

thing for most investors, according to the tools used 

to guide investments. In our attempts to maximize 

returns to capital, we reduce returns to capital. Capi-

talists seem uninterested in capitalism—in support-

ing the development of market-creating innovations. 

Left unaddressed, the capitalist’s dilemma might 

usher in an era of “post-capitalism.” Adam Smith’s 

“invisible hand” is meant to work behind the scenes, 

efciently allocating capital and labor to sectors in 

which prices and returns are rising, and taking re-

sources away from those in which they’re falling. But 

if the cost of capital is insignifcant, it emits only the 

faintest of signals to the invisible hand about where 

and when capital should fow. 

Renewing the System
Although the reasons for the collective reluctance to 

invest in market-creating innovations are straight-

forward, they defy simple answers. Nonetheless, in 

the following paragraphs we’ll propose four solu-

tions worth exploring.

Repurposing capital. In contrast to the pro-

viders of capital, capital itself is highly malleable, 

in that certain policies can “convince” capital that 

it “wants” to do things diferently. Today much of 

capital is what we might call migratory. It lacks a 

home. When invested, migratory capital wants to 

exit as quickly as possible and to take out as much 

additional capital as possible before it does. A sec-

ond type of capital is timid. It is risk-averse. Much 

of timid capital resides as cash and equivalents on 

companies’ balance sheets, where making no in-

vestment is better than making an investment that 

might fail. Another type is enterprise capital. Once 

injected into a company, enterprise capital likes to 

stay there. Resolving the capitalist’s dilemma en-

tails “persuading” migratory and timid capital to 

become enterprise capital.

About the  
Spotlight Artist
Each month we illustrate 
our Spotlight package 
with a series of works 
from an accomplished 
artist. The lively and 
cerebral creations of these 
photographers, painters, 
and installation artists are 
meant to infuse our pages 
with additional energy and 
intelligence to amplify what 
are often complex and 
abstract concepts.

This month we feature 
the work of Hubert Blanz,  
a German-born photogra-
pher now based in Vienna, 
whose work looks at archi-
tecture and urban spaces.

More of his work can be 
seen at blanz.net.
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One way to repurpose capital is through tax 

policy. Our alumni had a spirited exchange on the 

wisdom of imposing a Tobin tax on fnancial transac-

tions to reduce high-frequency trading, which would 

increase illiquidity and therefore (it is thought) in-

vestment in innovation. Such a tax would be any-

thing but simple to devise and enforce, but a growing 

body of academic and empirical evidence suggests it 

could be efective at repurposing capital by length-

ening shareholder tenure. 

A company-level approach would be to reward 

shareholders for loyalty. Our alumni suggested sev-

eral ways to accomplish this. One is to align share-

holder infuence with shareholding period, allowing 

voting power to vest over time the way employee 

stock options do. The alumnus who suggested this 

gave the following rationale: Why should inves-

tors who are mere tourists, holding stock for weeks 

or months, be given the same full voting power as 

long-term owners? Another method involves extra- 

share or extra-dividend mechanisms known as 

L-shares. The most popular L-share scheme in cur-

rent use is a call warrant that’s exercisable at a fxed 

time horizon and price if the share is held for the 

entire loyalty period. 

These and other proposals to create loyalty shares 

and bonuses, and royalty shares that facilitate invest-

ment in targeted, long-term market development 

projects, are still a novelty and are subject to all man-

ner of gaming, but they are coming up more often in 

board conversations and in corporate prospectuses.

Rebalancing business schools. Much as it 

pains us to say it, a lot of the blame for the capital-

ist’s dilemma rests with our great schools of business, 

including our own. In mapping the terrain of busi-

ness and management, we have routinely separated 

disciplines that can only properly be understood in 

terms of their interactions with one another, and 

we’ve advanced success metrics that are at best su-

perfcial and at worst harmful. 

Finance is taught independently in most busi-

ness schools. Strategy is taught independently, too—

as if strategy could be conceived and implemented 

without fnance. The reality is that fnance will eat 

strategy for breakfast any day—fnancial logic will 

overwhelm strategic imperatives—unless we can 

develop approaches and models that allow each 

discipline to bring its best attributes to cooperative 

investment decision making. As long as we continue 

this siloed approach to the MBA curriculum and ex-

perience, our leading business schools run the risk 

of falling farther and farther behind the needs of sec-

tors our graduates aspire to lead.

The intricate workings of the resource alloca-

tion process often are not studied at all in business 

schools. As a result, MBAs graduate with little sense 

Just as abundant, cheap fast food helped create an  
epidemic in obesity and diabetes, the popularity of 
spreadsheets has given rise to an unhealthy dependence 
on metrics like return on invested capital and internal 
rate of return. 

Spreadsheets: The Fast Food of Strategic Decision Making

Before 1978, when the spreadsheet 

was invented by a student at Harvard 

Business School, such metrics existed, 

but calculating them was cumbersome, 

since pro forma financials were done by 

hand with simple four-function calcula-

tors. These metrics were judiciously used 

as inputs, but investment decisions were 

rarely based on them. 

The spreadsheet made it simple for 

analysts to build financial models of com-

panies, allowing them to study how dif-

ferent inputs and assumptions affected 

the metrics of value. Armed with this tool, 

a 26-year-old Wall Street analyst could 

then sit across the desk from a CEO and 

tell her how to run her company. Not only 

that, the analyst could explain that “the 

market” would punish the CEO if she did 

not follow the orthodoxies of new finance, 

too. The rules of this game, by the way, 

were devised by the analysts themselves, 

tilting the playing field against the CEO 

and in favor of the analysts’ spread-

sheets—which were preprogrammed to 

predict when the CEO wouldn’t meet an 

anticipated number and to set up a short 

sale or custom-made derivative. 

Scott Cook, the founder and execu-

tive chairman of Intuit (an HBS alumnus 

who knows our course well), shared his 

views on what he sees as the tyranny of 

financial metrics. He has observed that 

a focus on financial outcomes too early 

in the innovation process produces “a 

withering of ambition.” He argues that 

financial metrics lack predictive power. 

“Every one of our tragic and costly new 

business failures had a succession of 

great-looking financial spreadsheets,” he 

says. Now new-product teams at Intuit 

do not submit a financial spreadsheet to 

begin work and testing; rather, he notes, 

they focus on “where we can change lives 

most profoundly.”

In a very real sense, too many execu-

tives have outsourced the job of mana-

gerial judgment and decision making to 

this convenient—but ultimately unnutri-

tious—tool. One simple way to put it in its 

proper place is to resolve never to begin 

or end an investment conversation with 

reference to a spreadsheet. 
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of how decisions in one part of the enterprise relate to 

or refect priorities in other parts. One of our alumni 

noted, “The only way we learned what projects to in-

vest in was in FIN I [the introductory fnance course 

at HBS].” A whole host of questions goes unasked—

and unanswered: How do I identify conditions that 

signal opportunity for long-term, growth-creating 

investment? What proxies for estimated future cash 

flows can I use in evaluating an investment that is 

pointed toward a new market? How do we identify 

and build innovations that will help noncustomers 

perform jobs they need to get done? When are the 

traditional metrics of IRR and NPV most appropriate, 

and when are they likely to lead us astray? Since the 

functions of the enterprise are interdependent, we 

should mirror this in our teaching.

Realigning strategy and resource allocation. 

The alumni debated a number of potential solutions 

to the resource allocation processes’ bias against 

market-creating opportunities. The solutions all 

were founded on the insight that setting the risk-

adjusted cost of capital in the valuation of opportuni-

ties is a choice. If we are realistic about the true cost 

of capital, investing in the long term becomes easier.

The alumni also expressed broad support for 

bringing transparency to R&D spending through the 

creation of an “innovation scorecard” that catego-

rized spending by the taxonomy we’re developing 

here. The intent was to give leaders an internal tool 

for analyzing the innovation pipeline and the pros-

pects for growth it contains.

Emancipating management. Many managers 

yearn to focus on the long term but don’t think it’s an 

option. Because investors’ median holding period for 

shares is now about 10 months, executives feel pres-

sure to maximize short-term returns. Many worry 

that if they don’t meet the numbers, they will be re-

placed by someone who will. The job of a manager is 

thus reduced to sourcing, assembling, and shipping 

the numbers that deliver short-term gains. 

While it’s true that most companies, private and 

public, have shareholders who invest with an eye to 

the short term, they also have those who are focused 

on the long term—citizens, not tourists, to use the 

metaphor introduced earlier. The expectations of 

the two types of investors have diverged. Eforts to 

satisfy one group will confict with the demands of 

the other. Because no policy can maximize returns 

for all shareholders, the only viable approach is to 

manage the company to maximize the value of the 

enterprise in the long run. It’s the job of managers 

and academics alike to develop the tools to support 

this endeavor. They can make a good start by treat-

ing spreadsheets as a useful tool that complements 

strategic decision making but is not a substitute for it. 

(See “Spreadsheets: The Fast Food of Strategic Deci-

sion Making.”)

The problem, of course, is not with our tools but 

with ourselves. As one alumnus noted in a very funny 

post, our ratios and tools tell us exactly what they 

claim to tell us: Return on assets is…the return on as-

sets; DCF is…the discounted cash fows. The problem 

is in how the ratios are understood and applied. We 

have regressed from the decades when Drucker and 

Levitt urged us not to defne the boundaries of our 

businesses by products or SIC codes but to remember 

that the point of a business is to create a customer. 

Dilemmas and paradoxes stymie capable people 

when they don’t understand what surrounds them 

and why. That’s the reason the innovator’s dilemma 

historically has paralyzed so many smart manag-

ers. Managers who take the time to understand the 

innovator’s dilemma, however, have been able to  

respond effectively when faced with disruption. 

Now it appears that we face a capitalist’s dilemma. 

We hope that this attempt to frame the problem will 

inspire many of you to work with us to devise solu-

tions to this dilemma, not just for the individual good 

that might result but for the long-term prosperity  

of us all.  HBR Reprint R1406C

Intel is the only significant U.S. 

semiconductor company that still 

makes its own chips. If you measure 

profitability using return on assets, 

the other companies are much more 

profitable, for a simple reason: Out-

sourcing fabrication to contractors 

like Taiwan Semiconductor Manu-

facturing Company (TSMC) reduces 

the denominator in that ratio.

In 2009 Clay Christensen in-

terviewed Morris Chang, founder 

of TSMC, about this phenom-

enon. Chang had been second-in- 

command at one of the most power-

ful semiconductor companies in 

America, Texas Instruments, before 

he returned to his native Taiwan 

and founded TSMC. At the time of 

this interview, TSMC was making 

more than half of all semiconductor 

circuits in the world.

Clay said to Chang, “Every time 

a new customer outsources to you, 

he peels assets off of his balance 

sheet, and in one way or another 

puts those assets on your balance 

sheet. You both can’t be making the 

right decision.”

“Yes, if you measure different 

things, both can be right,” Chang 

replied. “The Americans like ratios, 

like RONA, EVA, ROCE, and so on. 

Driving assets off the balance sheets 

drives the ratios up. I keep look-

ing. But so far I have not found a 

single bank that accepts deposits 

denominated in ratios. Banks only 

take currency.

“There is capital everywhere,” 

Chang continued. “And it is cheap. 

So why are the Americans so afraid 

of using capital?”

When the World Is Awash in Capital

68  Harvard Business Review June 2014

HBR.ORG

    



    



The Price of  

Wall Street’s Power

ARTWORK Hubert Blanz, Four Elevators, 060 
2006, black-and-white baryta print on aluminum 
80 x 199 cm

Spotlight

70  Harvard Business Review June 2014

SPOTLIGHT: ARE INVESTORS BAD FOR BUSINESS?

    



Gautam Mukunda is an assistant professor 
at Harvard Business School and the author 
of Indispensable: When Leaders Really  
Matter (Harvard Business Review Press, 
2012). Twitter: @gmukunda.

How the financial 
sector’s outsize 
influence is 
undermining 
business  
by Gautam Mukunda

OEING’S LAUNCH OF  B
the 787 was marred by massive cost overruns and 

battery fres. Any product can have technical prob-

lems, but the striking thing about the 787’s is that 

they stemmed from exactly the sort of decisions that 

Wall Street tells executives to make.

Before its 1997 merger with McDonnell Douglas, 

Boeing had an engineering-driven culture and a his-

tory of betting the company on daring investments 

in new aircraft. McDonnell Douglas, on the other 

hand, was risk-averse and focused on cost cutting 

and fnancial performance, and its culture came to 

dominate the merged company. So, over the objec-

tions of career-long Boeing engineers, the 787 was 

developed with an unprecedented level of outsourc-

ing, in part, the engineers believed, to maximize 

Boeing’s return on net assets (RONA). Outsourcing 

removed assets from Boeing’s balance sheet but 

also made the 787’s supply chain so complex that 

the company couldn’t maintain the high quality an 

airliner requires. Just as the engineers had predicted, 

the result was huge delays and runaway costs. 

Boeing’s decision to minimize its assets was 

made with Wall Street in mind. RONA is used by f-

nancial analysts to judge managers and companies, 

and the fxation on this kind of metric has infuenced 

the choices of many frms. In fact, research by the 

economists John Asker, Joan Farre-Mensa, and Al-

exander Ljungqvist shows that a desire to maximize 

short-term share price leads publicly held companies 

to invest only about half as much in assets as their 

privately held counterparts do. Pressure to reduce 

assets made Sara Lee, for example, shift from manu-

facturing clothing and food to brand management. 

Sara Lee’s CEO explained, “Wall Street can wipe 

you out. They are the rule-setters…and they have 
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decided to give premiums to companies that harbor 

the most profts for the least assets.” In the pursuit 

of higher stock returns, many electronics companies 

have, like Boeing and Sara Lee, outsourced their 

manufacturing, even though tightly integrating R&D 

and manufacturing is crucial to innovation. 

In another article in this month’s Spotlight pack-

age, Clayton Christensen argues that management’s 

adoption of Wall Street’s preferred metrics has hin-

dered innovation. Scholars and executives alike 

have criticized Wall Street not only for promoting 

short-term thinking but for sacrifcing the interests 

of employees and customers to beneft sharehold-

ers and for encouraging dishonesty from executives 

who feel they’re being asked to meet impossible de-

mands. The fnancial sector’s infuence on manage-

ment has become so powerful that a recent survey of 

chief fnancial ofcers showed that 78% would “give 

up economic value” and 55% would cancel a project 

with a positive net present value—that is, willingly 

harm their companies—to meet Wall Street’s targets 

and fulfll its desire for “smooth” earnings. 

Executives often explain their deference to 

Wall Street by saying they have a “fduciary duty” 

to maximize shareholder returns. That’s been an 

article of faith since 1970, when Milton Friedman 

wrote in the New York Times that executives’ only 

responsibility was maximizing profts. The problem, 

however, is that it’s not true. Whatever your beliefs 

about the moral responsibilities of executives, a f-

duciary duty is a specifc legal obligation, and law 

professor Lynn Stout has shown that as a matter of 

law American executives simply do not face any 

such requirement. 

So why do managers make choices they know 

are wrong? Why do so many believe (or act as if 

they believe) something that simply isn’t right? 

I’m a political scientist. That means that, just as an 

economist thinks about money or a soldier about 

armies, I think about power. There are lots of situ-

ations in which people—and countries—act against 

their own interests. One of the most important—and 

most dangerous—is when a single sector or group is 

so powerful that it dominates how an entire society 

thinks about itself. Once you view research from a 

variety of felds through that lens, it becomes clear 

that we must do something to curb the enormous 

and disproportionate power of Wall Street.

Finance’s Rise to Dominance
Before the Great Depression, financiers’ status 

and influence were so great that when Theodore 

Roosevelt filed the first major antitrust lawsuit 

against J.P. Morgan’s railroad, Morgan told him, “If 

we have done anything wrong, send your man [the 

attorney general] to my man, and they can fx it up.” 

After the stock market crash of 1929, however, the 

United States passed the Glass-Steagall Act and other 

legis lation to rein in the fnancial sector and increase 

stability. 

Over the past several decades, those laws were 

largely undone. The most obvious consequence 

has been the tremendous growth of the financial 

sector. In 1970 the fnance and insurance industries  

accounted for 4.2% of U.S. GDP, up from 2.8% in 

1950. By 2012 they represented 6.6%. The story with 

profts is similar: In 1970 the profts of the fnance 

and insurance industries were equal to 24% of the 

profits of all other sectors combined. In 2013 that 

number had grown to 37%, despite the afterefects 

of the fnancial crisis. 

These fgures actually understate fnance’s true 

dominance, because many nonfnancial frms have 

important fnancial units. The assets of such units 

began to increase sharply in the early 1980s. By 

SOURCE DATA POINTS COME FROM THE BUREAU OF ECONOMIC ANALYSIS. THEY REPRESENT  
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2000 they were as large as or larger than nonfnan-

cial corporations’ tangible assets. During the early 

2000s, for example, Ford made more money by sell-

ing loans than by selling cars, while GE Capital gener-

ated approximately half of GE’s total earnings. If you 

include nonfnancial corporations, in 1980 the total 

value of U.S. fnancial assets was fve times the coun-

try’s GDP. In 2007 it was 10 times the GDP. 

The jump in size and profts has also increased 

finance’s influence on government. From 1998 

through 2013 the fnance, insurance, and real estate 

industries spent almost $6 billion on lobbying; the 

only sector to spend more was health care. In the 

wake of the 2008 crisis, the fnancial sector actually 

intensifed its pressure on the government. Look at 

the 2013–2014 election cycle: As of March 2014 fi-

nance, insurance, and real estate had spent almost 

$485 million on lobbying—more than any other  

industry—and had donated almost $149 million to 

the campaigns of federal candidates, nearly three 

times as much as health care had donated. 

Representatives and lobbyists of the financial 

sector are so entwined with the agencies that are 

supposed to regulate it that Washingtonians collec-

tively refer to them as “The Blob.” This is refected 

in the résumés of current and former government 

officials. The most important financial regulator 

is the Treasury secretary. Let’s look at the past six 

people who have held that ofce. Jack Lew, the cur-

rent secretary, was previously at Citigroup. His pre-

decessor, Timothy Geithner, is now the president 

of Warburg Pincus, a Wall Street private equity frm. 

Geithner’s predecessor, Hank Paulson, was formerly 

the CEO of Goldman Sachs. Before him was John 

Snow, who is now chairman of Cerberus, a private 

equity firm. Snow’s predecessor, Larry Summers, 

received more than $5 million from the hedge fund 

D.E. Shaw after leaving the Treasury, and his pre-

decessor, Robert Rubin, also used to lead Goldman 

and took a senior position at Citigroup after leaving  

the government. 

My research shows that leaders’ paths to power 

crucially shape their actions in ofce. People who 

have spent their careers immersed in the fnancial 

sector are highly likely to share its worldview. Ev-

ery one of those six men either had a substantial 

career in fnance before joining the government or 

was sympathetic enough to the interests of the sec-

tor while in ofce that he had no difculty fnding a 

very senior, well-paid position in it once he left the 

job (or both). The issue, as former Federal Deposit 

Insurance Corporation chairwoman Sheila Bair ex-

plained, is “cognitive capture. It’s not so much 

about corruption. It’s just about listening too much 

to large fnancial institutions and the people who 

represent them and not enough to the people out 

on Main Street.” 

Wall Street’s infuence on policy is extraordinary, 

even after the financial crisis. To pick just three 

examples:

• Wall Street worked to slow the enactment of 

the Volcker rule, which was meant to prevent banks 

from using federally insured deposits to trade in 

their own behalf. In the months before regulatory 

agencies issued a draft of the rule, the financial 

industry representatives who were lobbying to 

weaken it accounted for 93% of the meetings the 

agencies involved had with outside parties.

• When the Commodity Futures Trading Com-

mission (CFTC) attempted to regulate derivatives—

fnancial instruments that played a key role in the 

crisis—Wall Street’s response was a lobbying blitz-

krieg. The result was a series of exemptions that en-

sured that the CFTC’s regulations would cover less 

than 20% of the world market.

•  Providing a stark signal that size has given Wall 

Street banks great strength, Attorney General Eric 

Holder testified before Congress that he had not 
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prosecuted some banks because they were so large 

that charging them could hurt the economy. In other 

words, these banks are so powerful that the govern-

ment’s chief law enforcement ofcer has declared 

them above the law. 

The finance industry’s prestige has also re-

bounded to its 1920s apex. After the New Deal, Wall 

Street was viewed as a backwater. In 1949 Peter 

Drucker wrote that while “twenty years ago the 

bright graduate of the Harvard Business School 

aimed at a job with a New York Stock Exchange 

house, he now seeks employment with a steel, oil, 

or automobile company.” In 2012, in contrast, the 10 

most sought-after employers in the world included 

J.P. Morgan and Goldman Sachs. Thirty-fve percent 

of the graduating Harvard Business School class 

went into fnancial services that year. That was actu-

ally a decrease from the peak, in 2008, when 45% did, 

but financial services remains the most common  

career path for HBS graduates. 

Financialization:  
What It Is and What It Means
Financialization is the increase in the infuence of 

fnancial markets, institutions, and elites over both 

the economy and the other institutions of society, 

including the government. The United States is far 

from the only country to have undergone fnancial-

ization. The sociologist Giovanni Arrighi and others 

have identifed a variety of historical examples, in-

cluding Spain in the 14th century, the Netherlands 

in the late 18th century, and Britain in the late 19th 

and early 20th centuries. Strikingly, during their 

eras of fnancialization, the Dutch and the British 

observed and debated the transformation of their 

economy. Their financial elites, bolstered by in-

creased fortunes, persuaded both countries to bet 

their future on finance. For example, in 1925 the 

British government chose to pursue a strong pound 

policy, which benefted Britain’s fnancial services 

industry, instead of a weaker one, which might have 

spurred British manufacturing. 

In a financialized economy, the financial tail is 

wagging the economic dog. An IMF study found, 

for example, that while a strong fnancial system is 

crucial to a country’s early and intermediate-stage 

growth, once the sector becomes too large—when 

private-sector credit reaches 80% to 100% of GDP—

it actually inhibits growth and increases volatility. In 

the United States in 2012, private-sector credit was 

183.8% of GDP. Apart from its efects on frms like 

Boeing, there are two major ways in which finan-

cialization undermines economies. First, larger and 

more-complex fnancial systems may be more prone 

to crashes—a point made by a variety of economists, 

including Hyman Minsky, Charles Kindleberger, 

and Raghuram Rajan (who in 2005 famously argued 

that the risks of financial instability were much 

higher than most economists thought—only to be 

dismissed by Larry Summers as a “Luddite” for his 

skepticism of fnancial innovation). 

Second, an overdeveloped fnancial system may 

misallocate resources. As far back as 1984 the Nobel 

Prize–winning economist James Tobin observed 

that “very little of the work done by the securities 

industry…has to do with the fnancing of real invest-

ment.” He was troubled that “we are throwing more 

and more of our resources, including the cream of 

our youth, into fnancial activities remote from the 

production of goods and services…that generate 

high private rewards disproportionate to their social 

productivity.”

Some of this is about capital. Studies by Özgür 

Orhangazi, an economist, show that as fnancializa-

tion increases, investment in fnancial assets tends 

to crowd out investment in real assets, because the 

markets prefer short-term and liquid assets, and 

nonfnancial corporations face increased pressure 

to make investor payouts (principally through divi-

dends or stock buybacks) instead of buying real 

assets.

Resource misallocation, however, stretches 

beyond capital, as Tobin observed. It’s also about  

people. The British economist Roger Bootle argues 

that all economic activity can be classifed as either 

“creative” or “distributive.” Creative work increases 

a society’s wealth. Distributive work just moves 

wealth from one hand to another. Every industry 

contains both. But activity in the fnancial sector is 

primarily distributive. 

The financial services industry also has a very 

high level of a form of distributive activity called 

“rent seeking,” which involves trying to make a proft 

by manipulating government policy. The economists 

Kevin Murphy, Andrei Shleifer, and Robert Vishny 

have shown that as a nation’s most productive work-

ers shift from entrepreneurial to rent-seeking activi-

ties, economic growth slows. 

Wall Street is drawing America’s best and bright-

est, and too many of them end up distributing wealth 

instead of creating it. Every brilliant computer sci-

entist or engineer working to shave a nanosecond 

An IMF study 

found that once 

a country’s 

fnancial sector 

becomes too 

large, it actually 

inhibits growth 

and increases 

volatility.
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off the time it takes to complete a high-frequency 

trade isn’t working at (or founding the next) Google,  

Amgen, or Tesla.

Another way to think about this is at the transac-

tion level. In some industries, most transactions are 

positive sum. When you buy a car from Ford, ide-

ally a year later both you and Ford are better of. You 

would rather have the car than the money, and Ford 

would rather have the money than the car. If I sell 

you a share of stock, though, a year later only one of 

us is likely to be happy. If the stock price went down, 

I am, and if it went up, you are (assuming you kept 

your share). 

Most of the fnancial sector—retail and commer-

cial banking, for example, or insurance and venture 

capital—engages in positive-sum transactions. How-

ever, in many of the sector’s segments that have 

grown fastest since deregulation—like investment 

banks—the transactions are primarily zero-sum. 

Pay in the fnancial sector is another sign of the 

industry’s extraordinary clout. The economists 

Thomas Philippon and Ariell Reshef found that be-

fore the Great Depression, workers in fnance made 

substantially more than those in other sectors, even 

after adjusting for their higher level of education. 

After Glass-Steagall passed, in 1933, this premium 

rapidly shrank, and by 1980 it had disappeared. 

After deregulation, the trend rapidly reversed, 

and by 2006 the premium had returned to its pre- 

Depression level. 

The premium was large for everyone working in 

finance. In 2006 employees in finance made 50% 

more, on average, than equally well-educated em-

ployees in other parts of the economy. For senior 

fnancial executives, however, it was gigantic. They 

earned 250% more money than their nonfnancial 

counterparts did. For senior executives on Wall 

Street, it was larger still: They made 300% more 

than their counterparts in the real economy. De-

pending on how you calculate it, the wage premium 

in the fnancial sector accounts for 15% to 25% of the 

overall increase in economic inequality in America 

since 1980. 

The Consequences of Power
So we’re looking at a sector that serves vital func-

tions (no modern economy can exist without banks) 

but that, when it grows too large, tends to slow eco-

nomic growth, increase inequality, and experience 

crashes that exact a huge toll on society. (The 2008 

fnancial crisis cost the U.S. government more than 

$2 trillion in lost tax revenues and increased spend-

ing.) Despite those drawbacks, the sector exerts great 

infuence over the rest of the economy, even though 

many managers know that its demands hurt their 

companies. So we return to the question that began 

this article. Why do societies (and people) act against 

their own interests? 

 The answer can be given in two words: unbal-

anced power.

Just as a black hole’s gravity shifts the orbits 

of stars many light-years away, great power and 

prestige change the behaviors of everyone around 

them, both directly and indirectly. The direct way is 

through coercion and inducement: Do what I want, 

and you’ll be rewarded; disobey me, and you’ll be 
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punished. Direct power shows up every time dona-

tions sway a politician’s vote. 

The indirect way is far less obvious but even 

more important. Real power comes not from forcing 

people to do what you want but from changing the 

way people think, so that they want to do what you 

want. Acton famously said, “Power tends to corrupt, 

and absolute power corrupts absolutely.” We usually 

think of this as an observation about the efects of 

power on those who have it. But Acton was actually 

talking about power’s efects on our judgments of 

the powerful. There’s a natural tendency to believe 

that those with power are good and just and doing 

the right thing. Power and prestige can make the 

practices of those who have them seem far more be-

nevolent than they really are. 

The ability of a powerful group to reward those 

who agree with it and punish those who don’t also 

distorts the marketplace of ideas. This isn’t about 

corruption—beliefs naturally shift in accord with 

interests. As Upton Sinclair said, “It is difficult to 

get a man to understand something when his salary 

depends on not understanding it.” The result can be 

an entire society twisted to serve the interests of its 

most powerful group, further increasing that group’s 

power in a vicious cycle.

This can happen even when the stakes are ex-

tremely high. Here’s a historical example: Before 

World War I, virtually every aspect of German 

society was dominated by the military and the in-

dustries supplying it. Jealous of Britain’s colonies 

and the prestige stemming from the Royal Navy’s 

preeminence, Germany’s military establishment 

wanted to build a navy that had enough battleships 

to challenge Britain’s, even though the two nations 

were relatively friendly. To that end the German 

navy subsidized the Navy League, an organization 

devoted to pressuring the government for higher 

naval budgets, and created a news bureau to infu-

ence the press. The navy also recruited many of Ger-

many’s most prominent academics (including Max 

Weber, perhaps the greatest sociologist and politi-

cal economist of his era) to tour the country speak-

ing on its behalf. The result was a vast increase in 

the naval budget, which further strengthened the 

navy’s infuence over German industry. 

The results were catastrophic. Britain saw Ger-

many’s navy as an unacceptable threat and aligned 

with France and Russia. When World War I began, 

those expensive German battleships made no sig-

nifcant contribution, and the country’s navy turned 

to submarines to weaken Britain, which drew the 

United States into the war, guaranteeing Germany’s 

defeat. The imbalance in its power structure made 

Germany spend enormous resources on an asset 

that didn’t just have no value—it had negative value, 

because it drove Britain and the United States into 

the arms of Germany’s enemies. 

In the United States, of course, it’s not the mili-

tary but the financial sector—particularly Wall 

Street—that has disproportionate power. A strong f-

nancial sector is crucial to the country. The fnancial 

system is the economy’s circulatory system. With-

out it, capital cannot fow to where it’s needed. The 

large banks that have driven finance’s incredible 

growth are the heart of the fnancial system. A heart, 

however, can grow so big that it weakens the body 

it is meant to sustain and even becomes unable to 

perform its basic functions. The American economy 

is sufering from an enlarged heart. 

Fixing the Problem 
We need to bring the system back into balance. Be-

cause the fnancial sector’s power and prestige are 

products of its extraordinary size and proftability, 

we need reforms that reduce those to healthy lev-

els without inhibiting the sector’s critical functions. 

The key is to choose reforms that counteract the dis-

tortions created by fnance’s power—reforms that 

are worthwhile for purely economic reasons. They 

will be fought because they reduce the proftability 

and power of some in the fnancial sector. But that’s 

the point. Reforms that don’t do that won’t work. 

The idea that economic policy should consider 

power is almost as old as the United States. It goes 

back to Washington’s first cabinet and the rivalry 

between Jeferson and Hamilton. The two had dif-

ferent views of how the American economy should 

evolve, but those views were shaped as much by 

their beliefs about what would foster democracy as 

by what would generate wealth. In the 20th century, 

the antitrust thinking of Louis Brandeis—one of the 

key inspirations for Glass-Steagall—stemmed from 

his apprehensions about the influence and power 

that large fnancial frms could gain over both indus-

try and government.

Here are a few potential approaches to this sort 

of reform: 

Limit the size and leverage of banks. The 

largest U.S. banks grew rapidly after fnancial dereg-

ulation and got even bigger after the crisis. In 1995 

the assets of the six largest U.S. banks were equiva-

The problems of 

a system where 

risks are spread 

across society 

but gains are 

concentrated in 

the hands of a 

few are obvious.
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lent to 17% of the country’s GDP. By 2006 that num-

ber had grown to 55%. By 2013 it was 58%. Big banks 

extract an enormous indirect subsidy from the gov-

ernment. The market believes that their debts are 

implicitly guaranteed by the government, which 

lowers their borrowing costs. In 2012 this subsidy 

was worth as much as $70 billion—or 2.5% of total 

federal tax revenues—to the eight largest U.S. banks. 

If banks were kept small enough that the govern-

ment might let one fail, it would minimize both 

their power and the subsidy. In 13 Bankers, Simon  

Johnson and James Kwak propose that the assets of 

universal banks (which combine both commercial 

and investment banking) should never rise above 

4% of GDP, and the ceiling for investment banks 

should be set at 2%. This would affect only a few 

companies, but those few wield immense power.

A second way in which banks have grown their 

power is by increasing their leverage. This increases 

their profts but also raises their risk, because the 

more leveraged they are, the smaller the mistake 

it takes to wipe them out. This risk is shifted to the 

public when banks can count on a bailout. The prob-

lems of a system where risks are spread across so-

ciety but gains are concentrated in a few hands are 

obvious, but banks’ political power has prevented 

regulators from taking action. In The Bankers’ New 

Clothes, the economists Anat Admati and Martin 

Hellwig show that if bank leverage were capped at 

3:1—that is, if shareholder equity made up at least 

one-quarter of banks’ total liabilities—it would have 

no efect on banks’ ability to make loans while vastly 

improving the fnancial system’s stability.

Put debt and equity on a level playing field. 

Debt markets are far larger than equity markets, and 

debt creates risks that equity does not. The more 

indebted a company is, the more subject it is to the 

whims of financial markets. In his book High Com-

mitment, High Performance, my colleague Mike Beer 

has described how CEOs dedicated to building great 

companies avoid debt for precisely this reason. The 

U.S. tax code, however, makes interest payments 

(but not dividends) tax-deductible, subsidizing debt 

at the expense of equity. Combine that tax preference 

with the very high U.S. corporate tax rate and com-

panies have a strong incentive to borrow. Remove 

the subsidy for debt, and you decrease the power of 

the fnancial sector over the rest of the economy. My 

colleague Robert Pozen has suggested limiting such 

deductions while lowering the corporate tax rate. 

Tax financial transactions. Another source 

of both power and profts for the fnancial sector is 

the enormous volume of fnancial transactions in 

today’s capital markets. However valuable these 

might be individually, in aggregate they impose 

signifcant costs on the rest of society (like slower 

growth and periodic bailouts) that are not borne by 

their participants. One way to deal with things that 

produce negative efects on society is to tax them. 

Additionally, the low cost of trading shares en-

courages investors to view them as short-term fi-

nancial instruments, not long-term investments. A 

tax on fnancial transactions—initially envisioned 

by Keynes in 1936 and applied to currencies in 1972 

by Tobin—would reduce volatility, shift investors 

toward a longer-term focus, and weaken another 

source of fnancial sector power. Forty countries im-

pose such a tax, and the United States had one from 

1914 to 1966. 

Treat investment income like ordinary  

income. Another efective subsidy for many in the 

financial sector stems from the lower tax rate on 

capital gains. In theory this encourages investment 

and, therefore, economic growth. In practice the link 

does not hold up. Studies by the economist Leonard  

Burman and the nonpartisan Congressional Research 

Service show no relationship between U.S. economic 

growth and capital-gains tax rates. This diferential 

in tax rates means that people whose income comes 

from investments keep substantially more of it than 

those who live of their labor. This signifcantly in-

creases the after-tax income of many in fnance (and 

of executives paid primarily through stock options—

a compensation practice based on the mistaken  

Real power comes not from forcing people to do 
what you want but from changing the way people 
think, so that they want to do what you want. 
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belief that maximizing shareholder returns is an exec

utive’s only responsibility). That, of course, increases 

their power and prestige. Why should the govern

ment subsidize fnanciers and senior executives at 

the expense of scientists and soldiers when there’s no 

economic beneft from doing so? A policy based on a 

plausible but fawed theory—which in practice favors 

an elite group—is a classic example of the distorted 

thinking caused by an imbalance of power.

North American aluminum inventory) to drive up 

the price of aluminum, which has cost U.S. consum

ers as much as $5 billion since 2010. Companies that 

use aluminum complained, resulting in a Senate 

hearing and a Federal Reserve review of a 2003 rul

ing allowing banks to trade physical commodities. 

As companies realize that this was only a specific 

example of a general problem, they should push for 

fnancial reform just as hard as they would for any 

other issue crucial to their competitiveness.

Leadership is every bit as important. In Indis-

pensable: When Leaders Really Matter, I describe 

how, even though leaders are often constrained by 

circumstances, the right person, in the right place, at 

the right time can transform companies, militaries, 

and even entire nations. Abraham Lincoln reforged 

the United States in the fres of the Civil War. Frank

lin Roosevelt gave the American people a New Deal 

in the depths of the Great Depression. Leaders— 

especially presidents—can reshape the political 

debate and shift the entire country into a new and  

better political equilibrium. In the aftermath of the 

2008 crisis, the financial system perhaps was too 

fragile to risk reforms like the ones described here. In 

2013 it was doing well enough that the average Wall 

Street bonus was $164,530—the highest since 2007. 

We continue, however, to face chronic unemploy

ment, slow economic growth, stagnant median in

comes, and every other characteristic of a wounded 

economy that has limped on for so long that it threat

ens to become the new normal. 

It doesn’t have to be this way. Roosevelt’s re

sponse to Morgan’s offer to “fix it up” was clear: 

“That can’t be done.” His attorney general explained, 

“We don’t want to fx it up. We want to stop it.” Two 

years later, Roosevelt’s administration broke up 

Morgan’s trust. Morgan was vastly more powerful 

than any financier today. He may have controlled 

as much as 40% of all the capital in the United 

States. But that didn’t stop Roosevelt from taking  

him on.

What we’ve been doing is not working. It wasn’t 

working even before the crisis, when the real estate 

bubble concealed the economy’s deeper problems. 

Today the economy’s failure to deliver the jobs and 

incomes that Americans expect and deserve is plain 

for all to see. We can rebalance our society and liber

ate U.S. companies to do what they have always done 

so well—create wealth that benefts every American. 

We can do better. The choice is up to us. 

HBR Reprint R1406D

FOR A GENERATION the U.S. financial sector has 

grown hugely, vastly enriched its most powerful 

members, and been deferred to by the nation’s busi

nesses and government. At the same time, the fnan

cialization of America has obscured and even hin

dered the critical work done by most of those in the 

sector, ranging from retail and commercial bankers 

to venture capitalists to insurance adjusters. 

Nonfinancial businesses need to make restor

ing balance a priority. Power can be countered only 

by power, and however strong Wall Street is, the 

businesses that make up the rest of the economy 

are far stronger. Believing that most markets are 

overregulated and that fnancial markets are under

regulated—that deregulating airlines was a great 

idea but deregulating banks was a disastrous one—is 

perfectly consistent. Financial markets are diferent 

from other markets and so should be treated difer

ently. An American business community mobilized 

by the knowledge that fnancialization was a drag 

on its success would be a force to be reckoned with. 

Nonfnancial businesses are already starting to 

push back. Last year the New York Times reported 

that major financial institutions had been using 

their ownership of aluminum storage warehouses  

(Goldman alone owned facilities that held 70% of 

Major banks used their 
ownership of storage 
facilities to drive up the 
price of aluminum, costing 
consumers $5 billion.
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Managing  
Investors

Behind the scenes, though, Palmisano, then-

CFO Mark Loughridge, and others at IBM were 

engaged in a sustained efort to win over Wall 

Street on their own terms. At its core was 

what Palmisano calls “the model,” a rolling 

multiyear road map for earnings growth and 

cash generation. IBM committed to increase 

earnings per share from $6 in 2006 to $10  

in 2010, described the mix of growth and cost-

cutting necessary to achieve that goal, and in-

vited investors to judge its process along the 

way. It also used the metrics in the model to 

shape employee compensation.

It took some time to put the model together. 

The frst version was rolled out four years af-

ter Palmisano succeeded Lou Gerstner as CEO. 

And it was a while before the markets took 

notice. In early 2007, for example, CNBC’s 

Jim Cramer berated IBM’s board for letting 

Palmisano keep his job in the face of poor stock 

performance. 

Before long, though, IBM began beating 

the targets it had set for itself (earnings hit 

$10 per share a year early, in 2009), its stock 

went on a years-long tear, and the critics were 

silenced. The share price more than doubled 

During his decade as CEO of IBM, Sam 

Palmisano didn’t say a lot in public about 
the financial markets and their impact on his 
decision making. He didn’t say a lot in public, 
period. He’d made a conscious choice to keep 
a low profile, and he began breaking with that 
choice only toward the end of his tenure.
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during Palmisano’s tenure, and big dividends made 

investors’ gains even greater. By the simple mea-

sure of shareholder returns, the model was a huge 

success.

Was it the right way to run a company? Palmisano 

thinks so. He’s not a big critic of Wall Street, just of 

corporate management teams that don’t deal with 

it intelligently. Since stepping down as IBM’s chair-

man, in October 2012, he has been spreading his 

ideas about good management by coaching CEOs, 

and in April 2014 he launched the Center for Global 

Enterprise, a nonproft devoted to the study of the 

contemporary corporation. He’s also a member of 

Exxon Mobil’s board of directors. 

Palmisano recently spoke with HBR’s Justin Fox 

about striking a balance between running a com-

pany for the long term and keeping investors happy.

HBR: After several years in charge at IBM, you 

launched a pretty significant change in how the 

company set its goals and communicated them  

to investors. What was the genesis of that?

Palmisano: I felt that the orientation around a 90-day 

outlook was distorting to management practice. Not 

every quarter is going to be perfect. We all know that 

operationally, but you’re still pressured to do things 

that aren’t necessarily in the long-term interests of 

the entity in order to make your numbers. If you 

miss by a penny, the market knocks your stock down 

by 4% to 8%—for a penny, which is meaningless.

Did IBM give 90-day outlooks before you  

took the helm? 

No. We gave investors annual outlooks, and we gave 

them earnings. You have to give them something—

they’re owners. But the criticism at the time was that 

they couldn’t understand us. We were too compli-

cated. You want people to have some clarity so that 

they will invest in you. 

We thought that if we could come up with some-

thing longer term that gave investors enough infor-

mation to make a sound judgment, it would work for 

them and for us.

In your first few years as CEO, the stock wasn’t 

going anywhere.

It didn’t move. Of course, we felt that the market 

didn’t see all the great things we were doing. Every 

CEO and CFO thinks their stock is undervalued. At 

100 P/E, you think you’re undervalued. That’s the 

nature of the people in those jobs.

We met with our large holders and said, “What 

can we do better to articulate what we think the value 

of the company is?” Their feedback was, “You’re like 

a black box—we can’t fgure you out.” So we thought 

about how we could give them enough transparency 

without getting into the quarterly drumbeat.

In 2006 we told the Street that we would go from 

$6 to $10 in earnings per share by 2010. We then tied 

long-term compensation to that model. The share-

holders were a little skeptical at first. They com-

mented that it would be great if we could execute the 

model, but they weren’t sure we could. We executed 

it, and it worked for us.

Many people have asked me if our model could 

work for other companies. It depends. It depends 

on the maturity of the company, the size of the com-

pany, the portfolio of the company. If you’re a small, 

young company and you’re driving revenue without 

a lot of earnings, you’ve got a completely diferent 

model. It will be rewarded for a period of time. There 

are guys running at 1% or zero proftability who are 

growing like crazy. That’s fine for a few years, but 

eventually somebody’s going to say, “It’s time to 

start making money.” And then the next demand is, 

“Give some of it back to me.”

Is it really a different set of institutions that  

want to own an IBM rather than one of those 

smaller, younger companies?

Oh, I think so. The Berkshire Hathaways, the Neu-

berger Bermans, the Capital Worlds are looking at 

a longer-term cycle for their investment returns. 

That’s their orientation. Clearly, there are folks out 

there who just trade you. They have no real interest 

in the company per se. Traders weren’t that inter-

ested in us. There were better places for them to go.

Inviting Shareholders In
It seems that you can make choices about how  

you communicate with markets to attract a 

certain kind of shareholder. 

We decided to treat our large shareholders with total 

transparency, as best we could within regulations. 

We would meet with them. We’d have a couple of 

them come in every quarter and talk with the entire 

senior management team.

Was this Fidelity, Capital Group—

Fidelity, Capital, BlackRock, T. Rowe, Wellington, 

Neuberger Berman—the big guys. They would each 

bring four or fve portfolio managers.
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They’re not  
trying to play ‘gotcha.’

that tend to lack impressive returns at first.  

Is that a risk?

We invested $6 billion a year in R&D. Throw in an-

other few billion for acquisitions of technologies 

that we weren’t organically developing, and I’d say 

$10 billion, $11 billion a year. It was 10% of revenue. 

There aren’t a lot of companies investing 10% of 

revenue. At IBM, we knew we had to invest for the 

long term. Not everything works out. That’s why it’s 

called research and development.

You cannot eat your seed corn in a downturn. If 

you do, you’re toast—look at what happened to HP. 

Even in the ’08 downturn, we never cut R&D; we 

hung in there. We hung in there after the dot-com 

bubble burst. I completely agree with Clay—you 

have to continue to invest. If you don’t, you cannot 

catch up. 

I don’t think it’s the metrics that are the problem; 

I think it’s the maturity of management. You can 

come up with a long-term orientation that the inves-

tor can measure. But you can’t be having a crappy 

year and just say, “I’m in it for the long haul.” No-

body’s going to buy that, right?

When you have scale, you should be more ef-

fcient than your competitors. Being efcient does 

not mean underinvesting—it should free up money 

to invest. It should give you the fexibility to invest 

in the future, or to give your people more money, 

or to add marketing campaigns, or to give more 

money to the shareholders. But you shouldn’t say 

that you’re fat because you’re thinking about the 

long term. If you’re fat, go on a diet. When you look 

at your efficiency ratios, they have nothing to do 

with the long term, because your innovation and 

long-term investments are a very small portion of 

the SG&A [selling, general, and administrative ex-

penses] pot—maybe 4%. Ninety-six percent is other 

stuf—benefts, hiring, accounting, supply chains. 

You can do those things better and then use the sav-

ings to generate shareholder returns or to innovate.

The point I would make to my team was, “Look, 

they own us. If an activist got involved at IBM, we’d 

meet with him and take him through all the stuf. So, 

why don’t we treat our shareholders like that?” 

The CFO would open the meeting, go through the 

year, the quarter, our cash, the balance sheet. Then 

the business units would come in—software, hard-

ware, services. I’d be at the end. They could spend as 

much time as they wanted with the businesses.

Those meetings must have gone on for hours.

They’d start first thing in the morning, and the 

shareholders would leave whenever. Sometimes 

they’d leave at 2:00; sometimes they’d leave at 6:00. 

We’d have the conversation: “What do you think 

about capital allocation? Let’s talk about dividend 

versus share buyback. Let’s talk about acquisition 

strategies. Do you think we should do a big deal?” 

They were very good exchanges. I found them ex-

tremely valuable.

These guys really have your interests at heart. 

They own 3% or 4% of the company, and they want 

you to succeed. They’re not trying to screw you up 

or trick you. It’s not like a sell-side analysts’ meeting, 

where guys are trying to write a clever report. They’re 

not trying to play “gotcha.”

If we listened to their point of view, I found that 

we could be responsive in a way that ft our strategy. 

Basically, the shareholders were just asking us to be 

friendly with capital allocation. They wanted more 

margin expansion and cash generation than top-line 

growth, because they knew that if we generated cash, 

we’d give it back to them in the form of a share buy-

back or a dividend, not a crazy large acquisition that 

no one else could see value in. 

A long-running Clay Christensen complaint about 

financial metrics is that if you emphasize capital 

allocation and return on capital, you can end up 

focusing on efficiency and not on innovative efforts 
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So there isn’t necessarily a conflict between 

operating in a way that keeps investors reasonably 

happy over the medium term and doing what you 

need to do.

You have to give them something they can measure 

you against that you’re comfortable with. It took us 

some time to fgure that out.

Opting Out of Earnings Calls
Let’s go back to something you said before, about 

how you were trying to interact with long-term 

investors, not always with sell-side analysts. 

The quarterly earnings process is more or less 

dominated by the sell side. Did you participate  

in those calls?

No, never. I suggest that CEOs never do that. There 

were two things I avoided. I didn’t do quarterly earn-

ings calls—I did one investor meeting a year, always 

in the springtime, and the sell side came to that—and 

I didn’t spend a lot of time on television tooting my 

own horn. I didn’t think that was appropriate. 

You’re a proprietor at a point in time; you’re a 

steward. You’re not the founder. You’re there to pro-

tect the entity for long-term returns. We made it to  

a century; we want to make it to 200 years, not just 

to 105 years because we did something stupid when 

I was the CEO. 

About not participating in the quarterly confer-

ence calls with the sell side: It wasn’t about not be-

ing prepared. Of course we were all prepared. It was 

about the short-term orientation. Lou [Gerstner] 

never did those calls, so it was easier for me not to. I 

had a long conversation with Jef [Immelt, the CEO] 

at GE. He said, “I can’t stop; Jack [Welch, Immelt’s 

If you don’t, you 
cannot catch up.

predecessor] always did them.” I said, “I understand, 

but it sets the wrong tone.” 

It’s amazing how many of those calls are  

led by CEOs. 

We all talk to each other—you’re going to do them, 

you’re not going to do them. There’s so much pres-

sure. But if your predecessor didn’t do them, then 

you don’t have to; you have a choice. If your prede-

cessor did, it’s really hard not to.

The Role of the CEO
You’ve described the role of the CEO in a couple 

of ways. At one point you talked about the 

shareholders as the owners, but you’ve also said 

that you are the steward of the organization.

We’re stewards, right.

Are the shareholders the bosses?

It’s not one shareholder who’s the boss. Managers 

and boards are responsible for looking out for the 

long-term interests of the entity, which should cor-

relate with those of the shareholders. I would argue 

that in some cases they don’t. Having somebody with 

1% or 2% ownership asking for two board seats isn’t 

necessarily in the long-term interests of the entity. 

If someone wants to hold the stock for three to fve 

years and has 5% and wants a board seat, that’s one 

thing. But to have 1% and want to have three board 

seats and own the stock for 90 days—I don’t think 

that’s healthy.

My point being, though, that those interests 

really should align if you’re managing for the long 

term. We never said, “We’re not going to execute in 

’06, ’07, ’08.” We said, “This is where we think we’re 

going to go. Here’s how we’re going to invest your 

money. What is your point of view? Would you do it 

diferently?” Then we’d discuss it.

Did you get truly helpful answers?

Well, in time. I think that at frst, some of them were 

so shocked that they weren’t prepared to answer. 

The portfolio guys tend to be older; their analysts 

tend to be younger. The younger guys didn’t know 

what to do. They’d look at us like, “I can’t believe you 

just asked me that question. I was supposed to ask 

you the questions.” 

Financial markets have grown in importance  

over the past few decades. I don’t know whether 
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investors now have more demands, but you  

hear more about them. Is that a problem?  

Have we gone too far?

It depends. My answer might be a little different 

from other peoples’. Everybody has a negative view 

of activist investors, right? I did too. But I’ve thought 

about it a lot, and it depends on who they are and 

what they’re asking for. Sometimes they’re just ask-

ing you to rethink capital allocation. If management 

is not doing a thoughtful job of capital allocation, 

perhaps someone should provide some input.

Now, we could argue whether [activist investor 

Carl] Icahn calling the guys at eBay a bunch of insid-

ers playing inside poker is effective feedback. But 

there are activists who are basically just saying, “You 

have jillions of dollars of cash on the balance sheet. 

Instead of buying an asset for $8 billion, why don’t 

you give us some of that back?” Is that a bad argu-

ment? If I were the CEO of that company, I probably 

would do that. That’s what you should do if you’re 

not a start-up anymore.

You begin with what I call act one—the frst phase, 

the hit product, a great run. You’ve got companies in 

great runs right now, the Googles and the Facebooks. 

Good ideas, great returns, but then all of a sudden, 

you need an act two. Well, jeez, is act two going to 

propel you from $30 billion to $100 billion? That’s a 

little tougher. It’s the Microsoft challenge. 

So you have to say, “Well, I need a diferent view. 

I can still create shareholder value, but I can do it a 

diferent way. I can rethink capital allocation.” Rec-

ognize where you are on your maturity curve, as a 

management team, and behave accordingly. Don’t 

give a speech as CEO as if you just got out of Stanford 

and you came up with an iconic interface and you 

called yourself a piece of fruit.

I think that’s really hard for a company the age  

of a Cisco or a Microsoft.

That’s what they struggle with. They’re saying,  

“I remember the good old days, and it’s rockin’ and 

rollin’, baby. I’m going to fnd whatever it happens to 

be—mobility for Windows. The high-end fber optics 

router for the internet of all things.” But the investor 

says, “Wait a minute. I expect you to be more mature 

now. Your company’s not young anymore.” The in-

vestor expects returns—consistent returns.

These are well-managed companies with good 

cash fow. But there’s a gap between what the invest-

ment community thinks a company of that size and 

maturity should be doing and where management is.

Starting with Strategy
To what extent should the internal conversations 

of an organization relate to what’s going on in  

the financial markets?

You’ve got to have them lined up. You need to start 

with the strategy. Ours was to migrate to higher-

margin, higher-value businesses. To exit commod-

itizing stuf and get into areas we felt were genera-

tive: analytics, the cloud, big data, etcetera—a lot 

of software. Then we had to translate that to a fi-

nancial model so that the investor could say, “That 

strategy works for me.” Then we had to translate 

the financial model into a management system, 

and every unit had to have a plan to execute that 

road map. And then we had to put a compensation 

system in place that reinforced that success. So it 

started with the strategy, and it was completely 

plumbed, end to end.

We didn’t do it in 30 days. But we got there. If  

I was going to coach a CEO, I would strongly suggest 

starting with strategy. You have to have a strategy 

that’s logical—that’s based in fact, not emotion. 

Then how do you execute it? You can’t have a model 

just at the top, among the CFO, the CEO, and the 

strategy department. All the units of the company 

have to execute it.

And you’ve got to set it up so that all the units 

don’t have to be perfect. I used to say, “I want ‘B’ per-

formance; I don’t want ‘A’ performance. If everybody 

becomes a ‘B,’ we’ll hit it.” Because I couldn’t depend 

on 90% of the class being ‘A’s.

Last, people need to understand that if they ex-

ecute the model, they will be rewarded—there isn’t 

going to be some arm of society saying, “Don’t pay 

the people, because oh my god, we don’t like the fact 

that they made a lot of money for the shareholders.” 

That’s what goes on today, especially in the banks.

The thing with the banks, more than with 

industrial companies, is that you can have a  

great year, but you might be digging the hole 

that’s going to bury you two years later. 

Exactly. But you can deal with it the way we did—by 

having long-term compensation. Exxon Mobil’s is 

even longer than IBM’s; it’s several years after you 

retire. How about that for restrictions? But it fts the 

company’s business. Exxon Mobil’s capital alloca-

tion process generates returns in 15 to 20 years. That 

means the company is making decisions for the long 

term. So the compensation fts the model and the 

strategy.  HBR Reprint R1406E
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I
n our increasingly 
digital world, 
businesses and 
consumers have 
become starkly more 

dependent on a number of 
powerful platforms. Of course, 
platforms aren’t new. For 
three decades, airlines have 
been relying on computerized 
reservation systems to reach 
travel agents and key customers. 
But platform dependence is 
now ubiquitous. Almost every 
retailer looks to Google to refer 
customers, and it’s rare to find 
a manufacturer whose products 
are not sold on Amazon. 

In many ways, this is a good thing. Intermediaries often pro-

vide valuable benefts: They make it easier for buyers to fnd what 

they need, they help set standards, and they enable comparison 

shopping—efciency improvements that keep markets working 

smoothly. But they can also capture a disproportionate share of the 

value a company creates. Restaurants, for example, typically pay 

15% of each order to be listed in an online portal such as Foodler or 

GrubHub. Because net margins in the hospitality industry are often 

in the single digits, that’s a signifcant expense. What’s more, those 

costs don’t dissipate through competition, because most markets 

settle on just one or two dominant platforms. The economics in 

other industries are similar. (See the sidebar “The Value Extracted 

by Powerful Platforms” for some examples.) 

Most companies feel that they have no choice but to put up 

with intermediaries and their rules and fees. They are mistaken. 

Platform owners are far from invincible, and savvy suppliers have 

options for recapturing value or at least protecting themselves 

from abuse. In the following pages I present four strategies to help 

businesses reduce their dependence on powerful platforms. 

 1
Exploit the Platform’s Need  
for Completeness
Most intermediaries wield a surprisingly simple threat: 

If a business doesn’t accede to their terms and fees, they 

will exclude it from their services. That’s powerful: Ad-

vertisers compare the prospect of disappearing from 

Google to a death sentence. 

But not all threats of exclusion are credible. Consider the launch 

of the travel search engine Kayak, in 2004. From the outset Kayak 

told users it would ofer a “comprehensive, objective search” that 

included airlines not listed by standard online travel agencies such 
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as Expedia and Orbitz. This approach garnered early 

praise for Kayak’s ofering.

The new platform’s threat was obvious. If Kayak 

became too powerful, it could present airlines with a 

Hobson’s choice: pay high listing fees or watch Kayak 

refer passengers to competitors. But American 

Airlines realized that Kayak had its own vulnerabil-

ity. It had promised to show users comprehensive 

results, and in many markets American was a domi-

nant force, ofering the most fights on key routes 

such as New York to Los Angeles and New York to 

London. To be credible to users in those cities, Kayak 

had to include American flights—indeed, Kayak 

needed American even more than American needed 

Kayak—so American was able to negotiate supe-

rior terms. For example, Kayak committed to link 

American fights only to American’s website and not 

through sites like Expedia and Orbitz. (A direct link 

to AA.com reduced American’s costs.) Furthermore, 

Kayak had to give AA fights fair prominence by ob-

jective criteria. By all indications, American didn’t 

pay Kayak a penny. It was a great agreement for the 

airline. Most other airlines agreed to pay Kayak for 

the users it refers and never considered requiring it 

to link directly to their own sites. 

Real estate provides another good example of 

platform vulnerability. In most cities, agents have 

low market concentration: Sole proprietors remain 

viable, and midsize brokerages are widespread. 

One might expect a few powerful online platforms 

to extract high fees from real estate profession-

als. But platforms need to list all properties on the 

market; a real estate portal with incomplete list-

ings is much less valuable to house hunters. What’s 

more, they cannot simply copy listing details from 

other sources: Some facts may be in the public do-

main (such as location and size) or noncopyrightable 

(such as asking price and days on the market), but 

reproducing photos of a property is understood to 

require permission from the agent that is marketing 

that property. 

As a result, real estate websites have found that 

they must provide agents with signifcant value to 

induce them to join. For example, Zillow not only of-

fers property listings without charge but also promi-

nently names the agent marketing the property. And 

any agent who joins can receive messages directly 

from interested viewers. One can imagine Zillow’s 

charging hundreds of dollars per listing for these 

services (and some agents might be willing to pay). 

But given the platform’s need for completeness, the 

agents have the upper hand.

 2
Identify and Discredit 
Discrimination
Imagine the backlash if it turned 

out that Amazon deleted negative 

reviews of AmazonBasics, its house 

brand products, or if the iTunes 

Store favored app makers who used 

Apple advertising rather than a competitor’s service. 

Competitors and consumers would rightly cry foul. 

The threat of such complaints prevents platforms 

from overtly favoring their own services.

But potential backlash doesn’t stop them from 

trying to discriminate against competitors in less ob-

vious ways. In 2009 Google sought to acquire Yelp, 

but the deal fell through when the companies could 

not agree on price. Shortly thereafter, despite years 

of having been among the sites most often cited for 

restaurant searches, Yelp began appearing less fre-

quently in Google results, while Google Local listings 

suddenly took prominent positions. 

Yelp suspected that Google had fddled with its 

search algorithms in order to promote its own review 

services. Yelp CEO Jeremy Stoppelman claimed in 

2011 Senate testimony that Google “always presents 

links to its own consumer review website in the most 

Idea in Brief

THE PROBLEM

Almost every retailer advertises on  

Google, and most manufactured  

goods are available through Amazon.  

But these platforms are expensive  

for the companies using them. 

THE SOLUTIONS

To reduce their dependence on powerful 

platforms, savvy suppliers can:

Exploit the need for completeness. 

American Airlines’ strong coverage of key 

routes made the company indispensable 

to the travel website Kayak’s value 

proposition. 

Discredit discrimination. When eBay gave  

search prominence to advertisers, users 

complained about arbitrary sorting and 

unwanted listings, forcing a policy reversal.

Create an alternative. MovieTickets was 

elbowed aside when Regal Entertainment 

formed its own service, Fandango. 

Deal more directly. People ordering 

takeout through platforms such as Foodler 

and GrubHub have often already chosen 

their restaurants. So why not offer them 

direct service?
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prominent position regardless of whether…it has the 

most relevant content.” Data from the web measure-

ment service comScore confrmed his point. During 

2010 some users apparently noticed that Google 

wasn’t often linking to Yelp: Instances of their add-

ing “Yelp” to Google searches increased by 50%. (If 

a search for the restaurant Rialto didn’t yield the 

Yelp link the user wanted, he or she might try “Ri-

alto Yelp.”) Notably, users changed their searches 

only on Google, not on Bing and Yahoo (sites that 

didn’t discriminate against Yelp), which reinforced 

Stoppelman’s concern. Under pressure from Yelp’s 

complaint, regulatory inquiries, and possible user 

backlash, Google scaled back the changes. 

Getting your customers on board is essential 

when making any charge of discrimination—in-

deed, in some cases the complaints originate with 

them. Beginning in 2008, eBay’s AdCommerce and 

Featured First programs let sellers pay to appear at 

the top of search results. These programs were pop-

ular with sellers because greater visibility brought 

them more bids and sales. But users reported fnd-

ing the site harder to use, especially compared with 

Amazon and other simpler, instant-purchase sites. 

Arbitrary sorting and unwanted listings were also 

mentioned in users’ complaints, and focus groups 

confrmed that eBay’s site felt cluttered. Losing us-

ers was worse than losing advertising revenue, so in 

2010 eBay ended those programs, citing the need 

“to keep the focus…on surfacing the items most rel-

evant to a buyer’s search.”

Platform providers do push back on the idea that 

platforms should be compelled to treat all suppli-

ers equally. Building a platform can be expensive. 

Constructing the famous SABRE ticket reservation 

system in the 1960s cost American Airlines about 

as much as a dozen 747s, so AA felt that it should be 

free to confgure the system as it saw ft. The debate 

continues: The UCLA law professor Eugene Volokh 

suggested in a 2012 white paper that the First Amend-

ment prohibits regulators from interfering with 

Google’s decision about where to link, and the one-

time Supreme Court nominee Robert Bork, writing in 

2012 with the Georgetown professor Gregory Sidak, 

questioned whether anyone is truly harmed when 

Google gives its own services top placement. (Google 

commissioned both papers.) 

Platform providers usually get away with rela-

tively subtle discrimination as long as consumers 

don’t notice or care. Nonetheless, public outcry and 

regulatory complaints provide an important bulwark 

against brazen instances of intermediaries’ favoring 

their own services. It’s certainly worth a company’s 

time to explore whether a suspected case of discrim-

ination could become the focus of public concern. 

 3
Support or Create an 
Alternative Platform
In principle, competition among 

platforms can help improve suppli-

ers’ position relative to them. When 

multiple platforms compete, sell-

ers typically find it easier to get im-

proved terms. For example, a dissatisfied seller 

could forgo a large platform that charges high fees 

in favor of several smaller ones that collectively may 

reach just as many users.

It also turns out that a platform’s scale and reach 

are often less stable than they seem, and with the 

right partners a savvy supplier may be able to intro-

duce some significant competition. Take the case 

of Regal Entertainment, the largest movie theater 

group in the United States. In the early 2000s Regal 

was threatened by MovieTickets, which seemed to 

be on the verge of dominating phone and online tick-

eting services. In response, Regal formed Fandango 

in partnership with United Artists and Hoyts, other 

large theater chains. Their collaboration blocked 

MovieTickets’ expansion—indeed, Fandango ulti-

mately surpassed MovieTickets in size. 

We’re seeing similar developments in the hotel 

business. In 2012 six large chains founded a search 

service called Room Key. Like online travel agents, 

Room Key aspires to provide comprehensive results; 

but rather than charging hotels a commission on each 

booking, it sends consumers directly to the hotels’ 

own sites to make reservations. Hotels may buy ad-

vertising from Room Key to obtain more-prominent 

placement, but its costs remain lower than those of 

other distribution channels, and Room Key says that 

hotels pass the savings on to consumers through 

greater fexibility as well as loyalty program benefts.

The big risk in this kind of initiative, of course, is 

that moving to a new platform may mean leaving 

users behind on the established one. The main ho-

tel chains are still using established platforms to re-

tain access to their long-standing customers, which 

means those users need not switch to Room Key. 

Successfully launching a new platform probably re-

quires a deeper—and riskier—commitment than this. 

The danger of losing customers is not the only se-

rious challenge. A seller starting its own platform will 
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surely include its inventory in the platform’s launch; 

but to be robust, the platform will need competitors’ 

offerings as well. Joining forces with competitors 

inevitably raises antitrust issues, and all the well-

known challenges of joint venturing are exacerbated 

when your partners are also your competitors. 

 4
Deal More Directly
Many consumers buy through a 

platform not because it’s easy but 

because the seller offers no way 

to buy directly. With the right in-

centives and some investment, a 

direct channel can displace the 

platform provider for at least some consumers and 

make it less likely to exploit its position. 

Consider a customer who is ordering food for 

takeout or delivery. These days many restaurants 

allow online orders through portals such as Foodler, 

GrubHub, and Seamless. If the customer wants the 

convenience and accuracy of online ordering, these 

portals are often the only options. But as we’ve seen, 

they charge restaurants a stif fee. They also insist 

on the right to market competing oferings to the 

restaurants’ customers. In efect, a successful res-

taurant on an ordering portal is handing its e-mail 

list to its competitors. What’s more, once custom-

ers have used a given portal, they tend to stick with 

it, so restaurants—like hotels—have no choice but 

to stay with the portal if they want to keep their 

customers. All this might be easier to bear if portals 

delivered lots of new customers, but the fact is that 

customers who are using them have often already 

chosen their restaurant.

Although many restaurants don’t realize it, they 

don’t need established portals to ofer online ordering. 

The required functions—viewing a menu, choosing 

items, sending the order to the restaurant by e-mail 

or fax, and processing payment—are well within the 

IT capabilities of even a small company. And some 

software-as-a-service frms provide those functions 

on a stand-alone basis, which lets a restaurant ofer 

the convenience of online ordering at a much lower 

price. For instance, iMenu360 charges as little as $20 

a month, with no fee on customers’ orders.

If they see it’s available, some customers will 

switch to direct purchase as soon as possible. But if  

a restaurant wants to shift away from an ordering 

portal, it should offer lower prices on its own site. 

Portals try to prevent this by requiring that the prices 

shown on them match what restaurants charge for 

direct ordering—but restaurants can get around that 

with coupons, freebies, and other special benefts for 

those who order directly. 

Google’s well-known ad auction 

yields revenue exceeding $60 billion 

a year, and the costs to advertisers 

are commensurately high. Consider a 

company that sells basic web hosting, 

charging perhaps $150 a year for the 

service. To find one new customer using 

Google, the company might buy 100 

clicks at about $1.80 each—spending $180 

to get one customer. So the company 

doesn’t even begin to cover its advertising 

expense until the customer renews. 

Airline reservation systems appear free 

to most consumers, because the prices 

at airline websites and at online travel 

agencies are usually identical. But those 

reservation systems impose substantial 

costs on airlines—roughly $3 per flight 

segment per passenger. A typical U.S. 

domestic connecting round trip entails 

four flight segments, or $12—about half 

an airline’s per-passenger cost for aircraft 

lease or depreciation—and those costs 

are built in to ticket prices.

Online marketplace platform fees are 

about 10 times credit card fees (which 

retailers routinely gripe about). Buy an 

app at the iTunes Store, and Apple takes 

30%. Book a car through Uber or Lyft,  

and the service keeps 20%. Of course, 

sellers benefit from streamlined services; 

for example, Uber and Lyft find and 

dispatch drivers. And the mobile app 

concept might not even exist were it not 

for Apple’s efforts. Still, platform fees are 

the largest single expense to most sellers. 

The Value Extracted by Powerful Platforms
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Companies can use a similar approach to reduce 

dependence on search engine advertising. When an 

advertiser reaches a customer via Google, advertising 

fees often amount to 10% of revenue. These costs ob-

viously afect a company’s ability to ofer customers 

lower prices. Savvy retailers need a way to get users 

to come to their sites without passing through high-

cost search advertising. Online rebate sites are one 

possibility: By ofering a modest rebate at, say, Fat-

Wallet, a retailer can induce users to start a shopping 

session there rather than on Google. That lets the 

retailer avoid search ad expenses, and the discount 

typically prompts some additional consumer spend-

ing. In this case, of course, the retailer has traded one 

intermediary for another. But FatWallet has numer-

ous competitors, so the payments it gets from retail-

ers are almost all passed along to consumers. And be-

cause rebates tend to be a fraction of search ad costs, 

this approach helps cut the retailers’ net expenses.

In general, powerful platforms seek to appear 

free to consumers—an approach the National Uni-

versity of Singapore professor Julian Wright and I call 

“price coherence.” If suppliers pay a platform’s fees, 

then customers perceive the platform to be free and, 

accordingly, choose to use it even if it ofers minimal 

benefts. (After all, a customer who forgoes the plat-

form loses those benefts and gets no savings.) Yet 

the platform’s fees may be far higher than the value 

the customer actually places on the platform’s ben-

efts, making the platform an inefcient choice for 

both the customer and the supplier. Meanwhile, the 

bigger the platform’s user network, the higher the 

supplier’s costs, which are ultimately passed on to 

customers through higher prices. 

The bottom line is that if customers can see that 

sellers ofer an alternative pathway to purchase at a 

lower price than the apparently free but actually ex-

pensive platform, they’ll deal directly with the seller 

or go through a less costly platform.

POWERFUL ONLINE platforms have important advan-

tages in their dealings with sellers—not just size but 

sophistication, pricing structure, and user behavior. 

Thus they can make a modest investment yet enjoy 

profts disproportionate to those of suppliers, who 

hold inventory, produce products, and actually do 

the work. But not all is lost. Many platforms need to 

be comprehensive, so they must retain even small 

sellers. Meanwhile, when a platform rewards favored 

partners and penalizes others, it risks both user dis-

pleasure and regulatory concern. And with planning, 

sophisticated sellers can use ever-cheaper informa-

tion technology to let customers buy directly. That’s 

not to say it will be easy: Powerful platforms have 

every reason to facilitate and preserve sellers’ depen-

dence. But it’s worth the efort.  HBR Reprint R1406F

Benjamin Edelman is an associate professor and a 
Marvin Bower Fellow at Harvard Business School. He 

advises numerous companies that rely on or compete with 
Google and some of the other platforms mentioned here.

Favoring suppliers that don’t rock  

the boat. Search engines show ads for 

myriad retailers. If one complains, a 

natural response is to demote its ads 

or remove them altogether. Arbitrary 

treatment may smack of retaliation, 

but that’s hard to prove; for all the 

advertiser knows, the change was purely 

coincidental. And some platforms have 

successfully argued that they have the 

right to remove unwanted listings for  

any reason or for no reason.

Bundling multiple services. Seeking 

to use Yelp’s content, Google insisted 

in 2010 that if Yelp wanted its listings 

to appear anywhere in Google’s search 

results, it had to allow Google to copy 

the material into its own local services. 

Because Yelp depended on Google search 

traffic to reach users, it acceded. 

Establishing long-term contracts and 

staggering expiration. If companies sign 

extended agreements with an intermediary, 

its immediate future is secure. And by 

structuring contracts to avoid any single 

day of reckoning, the intermediary can 

prevent a group of companies from 

recognizing their mutual interest in finding 

a cheaper alternative. In the past, major 

airlines’ five-year contracts all came up 

for renewal at the same time. If one airline 

threatened to leave a system that charged 

high fees, it knew others could soon 

follow. The systems later adjusted contract 

lengths to separate renewals and avoid 

this vulnerability.

Suppressing price incentives to make 

a platform’s service look free. Many 

platforms require sellers to charge the 

same prices whether customers buy 

through the platform or directly. Similarly, 

credit card networks prohibited credit  

card surcharges for decades, and many 

state laws continue to enforce this rule. 

With the assurance that prices are identical 

no matter where the customer buys, the 

platform need only add a little bit of value 

in order to attract customers—potentially 

much less than what it charges sellers.

These strategies combine economics,  

law, and public relations, and  

sometimes software design. To 

implement—or combat—them, you  

need an agile interdisciplinary team.

How Platforms Retain and Expand Market Power

Platforms rarely roll over when companies seek to shift the balance of power. Here are some of the ways 
they defend their turf:
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oogle’s astonishing 

success in its first de-

cade now seems to  

have been almost in-

evitable. But step in-

side its systems infra-

structure group, and 

you quickly learn oth-

erwise. The compa-

ny’s meteoric growth  

depended in large part on its ability to innovate and 

scale up its infrastructure at an unprecedented pace. 

Bill Coughran, as a senior vice president of engineer-

ing, led the group from 2003 to 2011. His 1,000-person 

organization built Google’s “engine room,” the sys-

tems and equipment that allow us all to use Google 

and its many services 24/7. “We were doing work 

that no one else in the world was doing,” he says. “So 

when a problem happened, we couldn’t just go out 

and buy a solution. We had to create it.” 

Coughran joined Google in 2003, just fve years 

after its founding. By then it had already reinvented 

the way it handled web search and data storage mul-

tiple times. His group was using Google File System 

(GFS) to store the massive amount of data required 

to support Google searches. Given Google’s fero-

cious appetite for growth, Coughran knew that GFS—

once a groundbreaking innovation—would have to 

be replaced within a couple of years. The number of 

searches was growing dramatically, and Google was 

adding Gmail and other applications that needed not 

just more storage but storage of a kind diferent from 

what GFS had been optimized to handle. 

Building the next-generation system—and the 

next one, and the one after that—was the job of 

the systems infrastructure group. It had to create 

the new engine room, in-house, while simultane-

ously refining the current one. Because this was 

Coughran’s top priority—and given that he had led 

the storied Bell Labs and had a PhD in computer 

science from Stanford and degrees in mathemat-

ics from Caltech—one might expect that he would 

first focus on developing a technical solution for 

Google’s storage problems and then lead his group 

through its implementation. 

But that’s not how Coughran proceeded. To him, 

there was a bigger problem, a perennial challenge 

that many leaders inevitably come to contemplate: 

How do I build an organization capable of innovat-

ing continually over time? Coughran knew that the 

role of a leader of innovation is not to set a vision and 

motivate others to follow it. It’s to create a commu-

nity that is willing and able to generate new ideas. 

The Link Between Leadership  
and Innovation 
Few companies have the resources of Google at their 

disposal, but most of them can relate to Coughran’s 

fundamental challenge. In 2005 we joined together 

to study exceptional leaders of innovation—how 

they think, what they do, and who they are. We 

found them across the globe—in Silicon Valley, 

Europe, the United Arab Emirates, India, and Korea. 

And we explored businesses as varied as flmmaking, 

e-commerce, auto manufacturing, professional ser-

vices, and luxury goods. We didn’t think the world 

needed more research on leaders or on innovation. 

Rather, we wanted to study a topic much less un-

derstood: the role of the leader in creating a more 

innovative organization.

The executives we studied are a diverse lot, but 

they all think about leadership in a similar way. 

They have moved away from the conventional view.  

Direction-setting leadership can work well when 

the solution to a problem is known and straight-

forward. But if the problem calls for a truly original 

response, no one can decide in advance what that 

response should be. By definition, then, leading 

innovation cannot be about creating and selling a  

vision to people and then somehow inspiring them 

to execute it. So common is the notion of the leader 

as visionary that many of the people we studied had 

been forced to rethink and recast their roles before 

their organizations could become truly and consis-

tently innovative. 

In the way they behave and structure the orga-

nizations where talented people work, leaders can 

draw out the slices of genius in each individual and 

assemble them into innovations that represent col-

lective genius. The question is not “How do I make 

innovation happen?” but, rather, “How do I set the 

stage for it to happen?” 

Why Innovation Requires  
a Different Kind of Leadership
The rhetoric of innovation is often about fun and 

creativity, but the reality is that innovation is hard 

work and can be a very taxing, uncomfortable pro-

cess, both emotionally and intellectually. In fact, in-

novative problem solving may feel unnatural and 

even dangerous in many organizations if their lead-

ers are not skilled.
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Innovation usually emerges when diverse people 

collaborate to generate a wide-ranging portfolio of 

ideas, which they then refne and even evolve into 

new ideas through give-and-take and often-heated 

debates. Thus collaboration should involve passion-

ate disagreement. Yet the friction of clashing ideas 

may be hard to bear. It can create tension and stress—

particularly in groups of talented, energetic individu-

als who may feel as if there are “too many cooks in 

the kitchen.” Often organizations try to discourage or 

minimize diferences, but that only stifes the free 

flow of ideas and rich discussion that innovation 

needs. Leaders must manage this tension to create an 

environment supportive enough that people are will-

ing to share their genius, but confrontational enough 

to improve ideas and spark new thinking. 

Innovation also requires trial and error. Innova-

tive groups act rather than plan their way forward, 

and solutions emerge that are usually different 

from anything anyone anticipated. Most organiza-

tions and the people in them prefer to move sys-

tematically toward a desired outcome. They set 

a goal, make a plan, assign responsibilities, work 

through the steps, and track progress until the goal 

is achieved. Isn’t that approach just good manage-

ment? Not when it comes to innovation. Leaders of 

innovation create environments that strike the right 

balance between the need for improvisation and the 

realities of performance. 

Finally, creating something novel and useful in-

volves moving beyond either-or thinking to both-

and thinking. But this also can be challenging. All 

too often, leaders and their groups solve problems 

through domination or compromise, resulting in 

less-than-inventive solutions. Innovation requires 

integrating ideas—combining option A and option 

B, even if they once seemed mutually exclusive—to 

create a new and better option. It also requires that 

leaders be patient enough to let great ideas from 

people in all parts of the organization develop. At 

the same time, they must ensure that a sense of  

urgency and clear parameters allow integrative deci-

sion making to actually occur. 

Fostering a Willingness to Innovate
To build willingness, leaders must create communi-

ties that share a sense of purpose, values, and rules 

of engagement. 

In 2009, when Luca de Meo joined Volkswagen 

AG as the head of marketing communication (by 

the end of 2010 he had become the CMO of the VW 

Group), his task was to transform a fragmented mar-

keting department into an innovation powerhouse. 

De Meo was energized by the ambitious goal that 

VW’s CEO, Martin Winterkorn, had set just a year 

earlier: to surpass Toyota and General Motors and be 

leading the industry 

within a decade. This 

goal was about some-

thing deeper than 

being number one: It 

was about leveraging 

a near-century of VW 

history to create cars 

that made the world 

better—by delighting 

customers, limiting 

environmental impact, 

and pioneering what 

it means to be a 21st-

century automaker. 

De Meo’s mandate was to build a marketing de-

partment that could support this audacious ambi-

tion. Although the Volkswa gen brand was strong 

in many markets, de Meo knew it could be stron-

ger. Moreover, the brand was not unified. It was 

perceived differently across the world, especially 

in emerging markets, where VW was looking for 

Idea in Brief

THE CHALLENGE

Competitiveness depends in great part 

on the ability to innovate. The perennial 

challenge, then, is to build an organization 

capable of innovating again and again. 

THE KEY

Traditional, direction-setting leadership 

can work well when the solution to a 

problem is known and straightforward. 

But if the problem calls for a truly original 

response, no one can decide in advance 

what that response should be. So the  

role of a leader of innovation is not to set  

a vision and motivate others to follow it.  

It’s to create a community that is willing 

and able to innovate.

THE APPROACH

Fostering willingness means creating 

communities that have both a sense of  

purpose and shared values and rules 

of engagement that are designed to 

encourage collaboration, discovery-driven 

learning, and integrative decision making. 

Fostering ability requires developing  

three organizational capabilities:  

creative abrasion, creative agility, and 

creative resolution.

he rhetoric of 
innovation is 
often about fun  

and creativity, but the  
reality is that innovation 
can be very taxing  
and uncomfortable.
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dramatic growth. A former board chairman of Fiat 

and CEO of Alfa Romeo, de Meo knew, as he puts it, 

that “you build a brand from the inside out.” VW’s 

brand elements—innovation, responsibility, and 

value—had to be more than rhetoric. The company 

and its people had to live them day in and day out. 

VW operated in 154 markets, and its marketing 

was highly decentralized. Most of the company’s 

marketers had worked only within their home coun-

tries and had had limited opportunity or incentive to 

interact with their colleagues in other countries or at 

corporate headquarters in Wolfsburg. The silos and 

the “highly linear processes” the marketers followed 

to do their work discouraged them from speaking 

with “one voice,” de Meo told us. 

Perhaps more concerning, de Meo found that at 

VW innovation was considered the province solely of 

engineers in product development, not of people in 

marketing—a common problem we see in engineer-

ing- and product-focused firms. De Meo believed 

that everyone at a world-class company has to be an 

innovator, a strategist, a global thinker. If his team 

was to create a powerful global brand, the market-

ers had to feel like citizens of a cohesive, collabora-

tive community. Facing a desperate need for new 

capabilities and a ticking clock, de Meo nonetheless 

focused frst on building that sense of community. 

Without it, his experience had taught him, people 

would be unwilling to innovate. 

Purpose. One of his first steps was to create 

Marketing Worx!, a series of two-day “codesign labs” 

that brought together people, many of whom had 

rarely interacted before, to work on marketing prob-

lems. De Meo believed that the mutual trust and re-

spect needed to create a community could come only 

from interaction and dialogue. He wanted his mar-

keters to grow familiar with one another and with 

the innovation process, from collaborating to experi-

menting to integrating ideas. But more than that, he 

wanted to put his people in new situations that would 

force them out of old behaviors and catalyze new pat-

terns of interacting. There would be no PowerPoint 

presentations and few seated activities. Rather, the 

labs would be a place for prototyping, testing, and 

arguing until the best solutions came to life. Some at-

tendees were enthusiastic, but many were skeptical. 

De Meo had to push them into participating.

Purpose is not what a group does but who is in 

it or why it exists. It’s about a collective identity. 

Purpose makes people willing to take the risks 

and do the hard work inherent in innovation. At 

The Hard Work of Innovation

ABILITY

Organizational willingness  
is necessary but not 
sufficient for innovation  
to flourish. The group  
also needs three  
specific capabilities.

CREATIVE 
ABRASION
THE ABILITY TO 

GENERATE IDEAS 

THROUGH DISCOURSE 

AND DEBATE

CREATIVE 
RESOLUTION

THE ABILITY TO MAKE 

INTEGRATIVE DECISIONS 

THAT COMBINE 

DISPARATE OR EVEN 

OPPOSING IDEAS

CREATIVE 
AGILITY

THE ABILITY TO TEST 

AND EXPERIMENT 

THROUGH QUICK 

PURSUIT, REFLECTION, 

AND ADJUSTMENT

PURPOSE

WHY WE EXIST

RULES OF 
ENGAGEMENT

HOW WE INTERACT 

WITH ONE ANOTHER 

AND THINK  

ABOUT PROBLEMS

WILLINGNESS
Innovative organizations  
must nurture a sense  
of community—which 
rests on three elements. 

A SENSE OF 
COMMUNITY

The role of an innovation leader is to create a community 
that is willing and able to innovate over time.

SHARED
VALUES

WHAT WE AGREE  

IS IMPORTANT
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Marketing Worx!, de Meo encouraged his team 

members to refect on what being part of VW meant 

to them. They didn’t hold back: They said they were 

proud of the company’s history as the maker of the 

“people’s car,” of providing the freedom of mobility, 

of VW’s role in driving technological and economic 

progress, of its environmental focus (in the 1970s, 

long before “sustainability” became a buzzword, 

the company had established a department for envi-

ronmental protection). They were excited to be part 

of an efort to build the industry’s leading brand. 

He also encouraged the team to think about the 

department’s reason for being. “Why are we all 

here?” de Meo would ask. A group purpose soon 

emerged: Marketing’s job was to refect VW’s pow-

erful legacy and build a brand that spoke with one 

voice around the world. This purpose lifted its work 

from “necessary but not crucial” to “strategic.” As de 

Meo told the group, “Brand is not fuf. There is very 

concrete evidence of what great brands do. It’s real 

business, not just magic.” At VW, which was trying to 

revolutionize its industry, de Meo’s team would have 

to play a central role.

Shared values. To form a community, members 

have to agree on what’s important. By shaping the 

group’s priorities and choices, values infuence indi-

vidual and collective thought and action. They vary 

from community to community, but we found four 

that truly innovative organizations all embrace: bold 

ambition, responsibility to the community, collabo-

ration, and learning. 

At VW, de Meo encouraged marketers to use the 

three components of the VW brand—innovation, re-

sponsibility, and value—to guide their work. At one 

Marketing Worx! session he encouraged a team to 

fesh out a sustainability initiative ultimately called 

Think Blue, a concept that unified VW’s previous 

eforts and focused its future ones. An expression 

of “responsibility,” Think Blue built on both the rich 

heritage that de Meo’s team cared about deeply and 

VW’s bold ambition for social, economic, and tech-

nological progress. At the end of Marketing Worx! all 

the participants signed a “manifesto” declaring per-

sonal commitment to Think Blue. 

Rules of engagement. Together with purpose 

and values, rules of engagement keep members fo-

cused on what’s imperative, discourage unproduc-

tive behaviors, and encourage activities that foster 

innovation. After the success of Marketing Worx!, de 

Meo turned to changing the way his group did its on-

going work. Getting talented people to function as a 

team is far from easy, but Marketing Worx! served as 

a “positive shock,” he says, pushing people together. 

The tensions inherent in collaboration may not only 

slow down progress but even threaten to tear a cre-

ative community apart. Rules of engagement can 

help control those destructive forces—for example, 

by keeping confict focused on ideas rather than per-

sonalities. In every organization we studied, we saw 

leaders foster and enforce the rules, even becoming 

directive when the need arose. 

Generally, the rules of engagement fall into two 

categories. The first is how people interact, and 

those rules call for mutual trust, mutual respect, and 

mutual influence—the belief that everyone in the 

community has a voice and that even the inexperi-

enced and less tenured should be allowed to infu-

ence decisions. The second category is how people 

think, and those rules call for everyone to question 

everything, be data-driven, and see the whole. 

Consider how the VW marketing group re-

vamped its approach to rolling out a new car. It  

created cross-functional launch teams responsible 

for developing integrated marketing strategies for 

the entire life cycle of each new model. No longer 

would marketing operate like a bucket brigade, with 

separate teams respon-

sible for each phase of 

a car’s maturity. 

One team, for in-

stance, focused on a 

new model in the up! 

series of small cars. It 

reported directly to 

de Meo, who set high 

expectations but with-

held specifc direction. 

The team had never 

experienced that kind 

of autonomy and re-

sponsibility before. De 

Meo made it clear that 

the members were to take risks and play out their 

own ideas, according to the rules for “how we think.” 

Keeping them on track were key performance  

indicators that the marketers had defined in the 

codesign labs. 

After some time, when the team was unable to 

reach conclusions without the formal authority of a 

senior manager, de Meo named a young leader from 

outside the group to act as “the frst among peers” 

and facilitate the decision-making process. The up! 

ules of 
engagement can 
help control  

the tensions inherent 
in collaboration, which 
sometimes threaten 
to tear a creative 
community apart.
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team delivered: Its 130-page plan was “probably one 

of the most integrated launch strategies done re-

cently at Volkswagen,” according to de Meo. 

Like all the other leaders we studied, de Meo took 

a comprehensive approach. He transformed VW’s 

marketing department culture and capabilities—de-

veloping cross-functional teams, establishing cen-

ters of excellence, instituting quarterly roundtables 

to connect marketers globally. Those steps may not 

sound particularly revolutionary. What was unique 

about de Meo’s approach was that he used such seem-

ingly mundane changes not as ends in themselves but 

as mechanisms with which to build a community. 

De Meo’s efforts are clearly having an impact. 

Marketing began to challenge other functional ar-

eas at VW and now plays a catalytic role throughout 

the company worldwide. Think Blue grew into a 

guiding principle for the whole organization, with 

employees in other functions and more than 40 

countries launching their own innovative Think 

Blue projects. Some 600 such projects were in the 

works by 2013. One, the Think Blue Factory—un-

dertaken by the manufacturing function—aimed 

to reduce environmental impacts by 25% at every 

VW plant by 2018. “Blue marketing,” as de Meo de-

scribes it, is truly “at the heart of the organization.” 

Building the Ability to Innovate 
Willingness is necessary but not sufcient for inno-

vation to fourish. Companies also need the ability 

to innovate. That requires developing three orga-

nizational capabilities: for collaboration, creative 

abrasion, or the ability to generate ideas through 

discourse and debate; for discovery-driven learn-

ing, creative agility, or the ability to test and ex-

periment through quick pursuit, reflection, and 

adjustment; and for integrative decision making, 

creative resolution, or the ability to make decisions 

that combine disparate and sometimes even oppos-

ing ideas. To see how this works, let’s return to Bill 

Coughran at Google. 

As Coughran began talking with his staf about 

the need for a new storage system, two self- 

organizing groups of engineers emerged, coalescing 

around two promising alternatives: One wanted to 

add systems on top of GFS that would handle the 

new storage needs. This was the Big Table team. The 

other believed that Google’s new storage require-

ments were so diferent from those of search alone 

that GFS had to be replaced, not adapted. This was 

the Build from Scratch team. 

Coughran managed the two teams in a manner 

that he describes as “deliberately loose.” He gave as 

much freedom as possible to his engineers, all the 

while “keeping the reins in enough so that we didn’t 

degenerate into chaos.” He and his engineering di-

rectors—a “brain trust” of tech-savvy managers and 

top engineers that he had assembled to help him 

lead the group—conducted regular review meetings 

“to force teams to assess their progress relative to 

their goals.” He avoided giving direction and instead 

tried to ask penetrating questions to “inject tension” 

and “intellectual reality” and to drive debate. 

Coughran set certain clear expectations: that 

each team would move forward through rigorous 

testing of its ideas, and that its members would 

respond to challenges and disagreement with 

objective data. He rarely had to say “Don’t do 

that”—words that he believes destroy talent and 

Paradoxes of Innovation

In our research we identified six innovation paradoxes. The challenge for 

leaders is to help the organization continually recalibrate between:

•  affirming the individual…and the group

•  supporting…and confronting

• fostering experimentation and learning…and performance

• promoting improvisation…and structure

•  showing patience…and urgency

• encouraging bottom-up initiative…and intervening top-down

Leaders who stay on the right side of these paradoxes will never unleash the 

full genius of their people; they will have few or no ideas to harness. Those 

who stay on the left side will have lots of ideas and options to work with, but 

won’t be able to turn them into new and useful solutions; instead, conflict 

and chaos will reign. The correct position at any moment will depend on the 

circumstances. But the goal will always be to take whatever position enables 

the collaboration, experimentation, and integration necessary for innovation. 

The leaders we studied understood how to adapt their behavior according 

to the situation at hand. Conventional notions of leadership, discomfort with 

conflict or loss of control, and personal preferences can all limit a leader’s 

willingness to shift strategically across the paradoxes. Many leaders find 

it hard not to favor one extreme over the other. Continually recalibrating 

requires superb judgment, courage, and persistence.

Finding solutions that are truly new and useful is not easy, in part because 

the process of innovation is so messy and full of the tension embodied in 

each of these paradoxes. 

At the heart of innovative problem solving is the need to both 
unleash individual slices of genius and harness them into 
collective genius. Unleashing talent is essential to developing 
promising ideas and options. Harnessing talent is essential to 
shaping those ideas and options and selecting new and useful 
solutions from among them.

COLLECTIVE GENIUS
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motivation. Nor did he answer questions directly, in 

spite of his expertise. “You want to challenge people 

to think for themselves,” he says. 

Creative abrasion. Coughran made sure that 

the review meetings were forums where ideas were 

put to the test. Honest discourse and rigorous debate 

were the goals. He encouraged both teams to grapple 

seriously with the apparent limits of their systems—

scalability for the Build from Scratch team, and ser-

vicing an ever-growing number of applications with 

different systems requirements for the Big Table 

team. He wanted both teams to question their as-

sumptions. Coughran was supportive, but he knew 

that if creative abrasion was to occur, he had to inject 

some confrontation into the system. He explains: 

“You don’t want an organization that just salutes and 

does whatever you say. You want an organization 

that argues with you.”

The two ingredients necessary for creative abra-

sion are intellectual diversity and intellectual con-

flict. Coughran encouraged diversity by allowing 

teams with fundamentally diferent approaches to 

move forward. He ensured that confict was produc-

tive through his intense questions and challenges. 

He and the other leaders decided to remain “delib-

erately vague.” He realized that “90% of the value 

of having the engineers speak with me was the fact 

that they did not know what I was going to ask,” he 

says. “If they knew I was going to ask 12 specific 

questions, they’d be less likely to ask themselves 

broadly, ‘What are we doing?’” 

Coughran was also sensitive to the drawbacks 

of bringing the two teams together for debate too 

early or too often. “If one team was building the per-

fect left-handed thing,” he says, “and the other was 

building the perfect right-handed thing, and you put 

them in the same room, you might not get anywhere, 

even with a respected mediator.” 

Creative agility. Coughran expected the mem-

bers of both teams to proceed through the three 

phases of creative agility that virtually all our lead-

ers encourage. First, he pushed them to pursue 

new ideas quickly and proactively with multiple 

experiments. That involved some planning, but he 

placed much greater emphasis on gathering data 

about how their ideas actually worked. Second, he 

expected them to refect on and learn from the out-

comes of those experiments. Third, he expected 

them to adjust their plans and actions on the basis 

of the results and to repeat the cycle incorporating 

this new knowledge—until a solution ultimately 

emerged or it became clear that the basic approach 

was not going to work.

Creative resolution. After two years, Coughran 

had to admit that Build from Scratch was not stable 

enough for Google’s needs, and Big Table couldn’t 

handle the growing array of Google apps, including 

YouTube. However, he 

believed that the Big Ta-

ble approach was more 

viable in the short term. 

His conclusion was a 

tough call. “It was easy 

to make a decision when 

something failed com-

pletely or succeeded 

completely,” Coughran 

says. “The ambiguous 

cases were the hardest 

to deal with, and that 

was where a lot of the 

complexity of our systems showed up. We were con-

stantly considering and reconsidering our systems. 

Something that worked well at one scale would likely 

fail at another. There were few certainties, and since 

Google was pretty unique in terms of computing re-

sources, there were no precedents.”

Coughran enlisted Kathy Polizzi, his engineering 

director for storage and a member of his brain trust, to 

help him persuade the Build from Scratch team that 

its system had major limitations. The two encour-

aged the team to test its approach and “bump up”—as 

Coughran loves to say—against reality. Polizzi pressed 

the team to bring its system to a semi- operational 

state and to run performance and scalability tests. She 

set a time frame within which it would have to elimi-

nate concerns about its system’s ability to handle the 

massive scale at which Google operates. She also put 

team members in joint meetings with the operations 

teams that were responsible for keeping Google up 

and running—the people whose pagers summoned 

them in the middle of the night when something went 

wrong. As Polizzi says, those people “put a human 

face” on the problems, issues, and priorities that any 

new storage system would have to deal with. Finally, 

she says, “the team started to see the limitations of 

the system they were building.” 

Ultimately, the storage stack developed by the 

Big Table team was implemented throughout the 

company. But Coughran confronted his initial chal-

lenge anew: This system would be able to handle 

Google’s storage requirements for only a few years. 

reative agility 
involves quickly 
pursuing  

multiple experiments, 
learning from the 
outcomes, and then 
adjusting plans. 
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So he asked the two most senior engineers in the 

systems infrastructure group to work on a next- 

generation system that would eventually replace it. 

He invited the Build from Scratch team to join the 

efort, and indeed, some of the ideas developed by 

its members played key roles in the next-generation 

system—for example, by allowing it to handle a dra-

matically larger set of data objects and fles than had 

ever before been possible, and by safeguarding data 

in the event of drive or server failure.

By taking the course he did and avoiding a top-

down decision, Coughran helped the company de-

velop the best solution to its near-term problem. He 

also made progress on creating the disruptive new 

storage system Google would need for the future. 

But to him, the most important concern was foster-

ing a community that would be capable of innovat-

ing time and time again. “I never wanted to pull rank 

and tell a team to stop working on something they 

were passionate about,” he says. “We hire innovators, 

and if I were to forbid a motivated team to do some-

thing, it really would misuse their talents.”

Consider how the approach of a more conven-

tional leader would have stifed innovation in this 

situation. Preserving harmony by mufing creative 

disagreement would have limited the number of 

good options considered. Exercising discipline and 

control by marching the group to a predetermined 

solution would have discouraged the trial-and-error 

eforts that led to the best short- and long-term an-

swers. And making choices early and often would 

have prematurely shut down work that led to the 

most creative and thoughtful solutions.

Developing Leaders Who Can Create 
Collective Genius
If the point is to foster organizations that are willing 

and able to innovate over the long haul, then tomor-

row’s leaders of innovation must be identifed and 

developed today. Consider: At Google, Coughran be-

lieved that the problem he faced was more a people 

challenge than a technical one. For all Google’s riches, 

it sufered from a dearth of innovation leaders. To 

him, individuals who understood that leadership 

is about creating collective genius were absolutely 

crucial to expanding and sustaining the innovation 

capacity of his organization. 

Great leaders of innovation, as we’ve said, see 

their role not as take-charge direction setters but as 

creators of a context in which others make innova-

tion happen. That shift in understanding is critical 

to fostering the next generation of innovation lead-

ers and must permeate the organization and its tal-

ent management practices, because those with the 

potential to lead innovation, we have found, are of-

ten invisible to current systems. We should let them 

take roles that put their skills on display and provide 

them with the experiences and the tools they need 

to both unleash and harness the individual slices of 

genius around them.  HBR Reprint R1406G

Linda A. Hill is the Wallace Brett Donham Professor  
of Business Administration at Harvard Business  

School and faculty chair of the Leadership Initiative. Greg 
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Sloan School of Management. Kent Lineback has spent 
more than 25 years as a manager and an executive. They are 
the authors of Collective Genius: The Art and Practice of 
Leading Innovation (Harvard Business Review Press, 2014).

Are You an Innovation Leader?
Start by asking yourself these questions about your organization: 

• Do members of my organization feel part of a community? 

• Does my organization have a shared purpose—one that binds us 

together and compels us all to do the hard work of innovation? 

• Does it live by rules of engagement supportive of a set of core values: bold 

ambition, responsibility to the community, collaboration, and learning?

• Do we have the ability to generate ideas through candid discourse and 

debate? 

• Do we have the ability to test ideas through quick pursuit, reflection, 

and adaptation? 

• Do we have the ability to make integrative decisions, rather than 

compromising or letting some groups dominate?

Ask yourself some questions about your own leadership mind-set and 

practices: 

• Do I think my primary job as a leader is to create a context in which my 

team can innovate? 

• Am I comfortable serving as the “stage setter” as opposed to the 

visionary leading from the front? 

• Do I have the courage and patience required to amplify differences, 

even when discussion becomes heated and when ambiguity and 

complexity loom? 

If your answer to any of these questions is “no” or even “I don’t know,” 

it’s probably time to look again at your own leadership role and at the 

leadership potential that may be hiding in your organization. Many of 

the remarkable innovation leaders we studied had to encourage others 

to rethink their ideas about leadership and to recognize that operating 

in the ways we’ve described is far from easy—especially for those who 

may be passionate geniuses themselves. 
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Engaging 
Doctors 
in the 
Health Care 
Revolution
by Thomas H. Lee 
and Toby Cosgrove

D
espite wondrous advances in medicine 

and technology, health care regularly fails 

at the fundamental job of any business: to 

reliably deliver what its customers need. 

In the face of ever-increasing complex-

ity, the hard work and best intentions of individual 

physicians can no longer guarantee efficient, high-

quality care. Fixing health care will require a radical 

transformation, moving from a system organized 

around individual physicians to a team-based ap-

proach focused on patients. Doctors, of course, must 

be central players in the transformation: Any ambi-

tious strategy that they do not embrace is doomed. 

And yet, many physicians are deeply anxious 

about the changes under way and are mourning real 

or anticipated losses of autonomy, respect, and in-

come. They are being told that they must accept new 

organizational structures, ways of working, payment 

models, and performance goals. They struggle to care 

for the endless stream of patients who want to be seen, 

but they constantly hear that much of what they do 

is waste. They’re moving at various rates through the 

stages of grief: A few are still in denial, but many are in P
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the second stage—anger. Bursts of rage over relatively 

small issues are common.

Given doctors’ angst, how can leaders best en-

gage them in redesigning care? In our roles in senior 

management of two large U.S. health care systems, 

and as observers and partners of many others, we 

have seen firsthand that winning physicians’ sup-

port takes more than simple incentives. Leaders at 

all levels must draw on reserves of optimism, cour-

age, and resilience. They must develop an under-

standing of behavioral economics and social capital 

and be ready to part company with clinicians who 

refuse to work with their colleagues to improve out-

comes and efciency. 

To help health care leaders engage physicians 

in the pursuit of their organizations’ greater goals, 

we suggest a framework based on the writings of 

the economist and sociologist Max Weber, who de-

scribed four motivations that drive social action (that 

is, action in response to others’ behavior). Adapted 

for health care professionals, these are: shared pur-

pose, self-interest, respect, and tradition. Leaders 

can use these levers to earn doctors’ buy-in and bring 

about the change the system so urgently needs. 

Getting Started
The first step in any strategic transformation is 

to clarify the goal. What, exactly, do leaders want 

physicians to engage with? Traditionally, hospitals 

have defned physician engagement as the extent to 

which doctors saw their future as intertwined with 

that of the larger organization. Hospitals wanted 

physicians to be loyal—that is, to refer most or all of 

their patients to them, thereby increasing revenue. 

Even today, many hospital administrators believe 

that their true “customers” are the physicians who 

bring them patients—not the patients themselves. 

Working with physicians to reduce costs or improve 

quality is regarded as important, but secondary to 

increasing volume. 

Here we describe a new concept of physician 

engagement. Such engagement requires more than 

mere cooperation—an agreement not to sabotage—

and strives instead for full collaboration in relentless 

improvement. To be sure, we still need physicians 

to work hard as individuals and keep care within 

the family of the local hospital and physician com-

munity. But physician engagement can no longer be 

about short-term maximization of fee-for-service 

FROM OUR ARCHIVE For further reading, see Michael E. 
Porter and Thomas H. Lee’s “The Strategy That Will Fix Health 
Care” (October 2013) at hbr.org/porter-fix-health-care.

Motivational Tools That Improve Engagement

This adaptation of Max Weber’s typology of social action describes four 
motivations that leaders can tap to engage physicians in redesigning health care. 

(See also Nikola Biller-Andorno and Thomas H. Lee, “Ethical Physician Incentives—From Carrots and Sticks to Shared Purpose,” New England Journal of Medicine, March 2013.)

To embrace 

tradition

MOTIVATION

 Create standards to align behaviors, 

and make adherence a requirement 

for community membership.

HOW TO APPLY IT

At the Mayo Clinic, a strict dress code and 

communication rules signal the “Mayo way of  

doing things.”

EXAMPLE

To engage in a 

noble shared 

purpose

To satisfy 

self-interest

To earn respect

 Appeal to the satisfaction of 

pursuing a common organizational 

goal

 Provide financial or other rewards 

for achieving targets.

 Leverage peer pressure to 

encourage desired performance.

The Cleveland Clinic reinforced its commitment 

to compassionate care by launching a same-day 

appointment policy.

At Geisinger Health System, 20% of 

endocrinologists’ compensation is tied to goals  

such as improving control of patients’ diabetes.

Patients’ ratings of University of Utah physicians are 

shared both internally and on public websites to 

drive improvements in patient experience.
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THE CHALLENGE

Doctors must be central 

players in the sweeping 

changes transforming health 

care. Indeed, any change 

strategy they do not embrace 

is doomed. But many fear a 

loss of autonomy and income 

and are resistant to change.

THE ANALYSIS

Engaging doctors in change 

requires first clarifying the 

organizational goal. Leaders 

must shift the emphasis  

from the short-term 

maximization of revenue to 

the long-term strategy of 

increasing value, putting 

what’s best for patients first.

THE SOLUTION

Leaders can bring doctors 

along by applying four 

motivational strategies: 

engaging them in a noble 

shared purpose, appealing to 

their self-interest, leveraging 

peer pressure to encourage 

desired performance, and 

emphasizing organizational 

traditions to align behaviors.

revenue; it must further the long-term strategy of 

improving outcomes and lowering costs—increas-

ing value for patients. (See Michael E. Porter and 

Thomas H. Lee, “The Strategy That Will Fix Health 

Care,” HBR October 2013.)

Many organizations hope that they can win over 

physicians by combining good intentions with a 

few broad interventions, such as putting doctors in 

leadership roles and creating fnancial incentives 

for desired behavior. But as we have seen too often, 

such uncoordinated, piecemeal eforts are insuf-

cient. Leaders need to tap into all four motivational 

levers in concert (see the sidebar “Motivational 

care for every patient is more important than pre-

serving the status quo for any individual physician. 

The alternative—that the organization will prioritize 

doctors’ interests over patients’ and shield doctors 

from the changes sweeping through health care—is 

impossible to defend.

Creating such a shared purpose starts with 

the same steps used to build consensus in any or-

ganization: listening, demonstrating respect for 

diverse views, and creating processes through 

which stakeholders can help shape the vision’s 

implementation. But health care leaders face ad-

ditional challenges: About half the physicians in 

the United States are not employees of the organi-

zations where they provide care, so they don’t re-

spond to the perks and threats that managers com-

monly use to infuence employee behavior. What’s 

more, even those who are employees tend not to 

see themselves that way and view their duty to pa-

tients as preempting other obligations. 

Far from being an obstacle, however, that per-

spective can be a path to meaningful change. Health 

care leaders can engage physicians by putting the 

focus on patients and their sufering, trumping all 

other concerns. During Hurricane Sandy and the 

Boston Marathon bombings, no physician worried 

about compensation or hours worked. All were 

solely focused on helping patients. In less dramatic 

contexts, when faced with individual patients whose 

lives are in crisis, a physician’s instinct is similarly to 

put the patients’ needs frst. 

Accordingly, discussions with physicians about 

reorganizing care cannot begin with talk of con-

tracts and compensation. Instead the focus must be 

squarely on the stakes for patients. Leaders should 

use data to demonstrate how proposed changes can 

improve efciency and patient outcomes and use 

vignettes about patients’ struggles and triumphs 

to get physicians thinking about what kind of care 

makes them ashamed or proud. Of course, these 

Idea in Brief

Tools That Improve Engagement”). They must be-

gin by focusing on shared purpose, without which 

the pursuit of the other three can seem perverse 

and may prove inefective. 

Engaging in Shared Purpose
Most discussions about health care these days dwell 

on its problems—spiraling costs, lack of access, un-

even quality—and give short shrift to the possibility 

of a better future. To help physicians move beyond 

grief and anger about what they might be losing as 

the health care system remodels, leaders must shift 

the conversation to something different—some-

thing positive, noble, and important. They must 

articulate a vision of what lies on the other side of 

the turmoil ahead: health care that will be better—

maybe even great—for patients. Improved patient 

care has to form the core of any change agenda that 

clinicians will embrace. 

At the same time, health care leaders must 

frankly acknowledge the need for sacrifce. The jour-

ney will be arduous and might reduce autonomy and 

income for some physicians. But leaders must take 

the position that achieving the goal of high-value 
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discussions must ultimately turn to business issues, 

but not until patients’ welfare is front and center. 

Statements of shared purpose, such as the Mayo 

Clinic’s promise that “the needs of the patient come 

frst” and Seattle-based Group Health Cooperative’s 

commitment to “transform health care [by] working 

together,” are efective because they establish an or-

ganizational orientation rather than set piecemeal 

targets. Such statements have three features in com-

mon: They are unequivocally focused on patients, 

they acknowledge that the status quo is inadequate 

and must change, and they afrm that group action 

is needed to pursue the shared goal. 

Of course, a statement of purpose has little value 

unless leaders explicitly promote it and put its prin-

ciples into action. The Cleveland Clinic uses an array 

of communication tools to reinforce its message of 

shared purpose. An internal training video devel-

oped by the clinic, for example, is a vivid reminder to 

physicians of the need for empathy and compassion 

(see the sidebar “Inspiring Shared Purpose”).

Sometimes the story of a single patient is enough 

to galvanize doctors’ buy-in. In 2008, for example, a 

patient called the Cleveland Clinic’s urology depart-

ment seeking an appointment because he was hav-

ing trouble urinating. He was given the next available 

slot—two weeks away. A few hours later he arrived 

in the emergency department with acute urinary re-

tention. Doctors quickly solved the problem, but the 

patient sufered greatly in the hours before treatment. 

The physician leaders discussed the case, and 

one asked, “Do we want to be the type of organiza-

tion that doesn’t even try to figure out if patients 

should be seen right away?” In that light, the existing 

appointment system seemed intolerable. 

As a result, the clinic instituted a same-day ap-

pointment policy whereby all patients who call are 

asked whether they want to be seen immediately. 

About one million of the 5.5 million visits a year now 

occur on the same day the patient calls. This policy 

occasionally disrupts physicians’ schedules, but the 

new system is comforting to patients, and clinic doc-

tors have come to embrace it. Other providers are 

now ofering similar appointment guarantees.

Another organizational change that supports 

shared purpose comes from Advocate Health Care 

in Chicago. In the spring of 2013, senior leaders at 

Advocate banished all meetings between 8 and 9 am 

on weekdays and instituted mandatory “huddles” 

to discuss safety issues. During the hour, nurses 

gather on each floor, hospital leaders have their 

own huddle, and system leaders meet as well to 

discuss any safety events or near misses. Most of 

these meetings take just 15 minutes, but if an issue 

requires investigation, they can fll the hour or go 

beyond as needed. With the introduction of huddles, 

reports of serious safety events increased by 40% as 

staf members embraced leadership’s commitment 

to safety and transparency. 

Since then, falls and hos-

pital-acquired complica-

tions have dramatically de-

creased. For the first time, 

six Advocate hospitals 

have gone at least a year 

without a central-line- 

associated bloodstream 

infection. In a striking vote 

of confidence in the pro-

gram, in July 2013 frontline 

clinicians requested that 

the safety huddles occur 

seven days a week, which 

they now do.

Appealing to Self-Interest
Physicians, like everyone else, are motivated by f-

nancial incentives and job security. Even if their or-

ganization’s noble shared purpose resonates deeply 

with them, they also care intensely about what 

measures are being used to gauge their performance 

and how the data are collected and analyzed. This 

natural self-interest can be channeled to reinforce 

engagement in a number of ways. 

Some organizations make portions of physi-

cians’ compensation dependent upon performance. 

Pennsylvania-based Geisinger Health System, for 

example, ties 20% of physicians’ potential compen-

sation to their performance against certain goals or, 

in many cases, on how they do as a team. Cardiac 

surgeons, for example, are rewarded on the basis 

of how reliably they perform key processes such as 

screening steps and the prescription of medications 

to reduce complications after surgery. Meanwhile, 

endocrinologists at Geisinger are rewarded if control 

of glucose levels improves for all diabetes patients, 

not just those they see. These incentives are de-

signed to reward leadership and collaboration and 

to inspire everyone to engage in enhancing patient 

care. In these and other areas, Geisinger has seen 

substantially improved patient outcomes, including 

fewer rehospitalizations after cardiac surgery and, 

Discussions 
cannot begin 
with talk of 
contracts and 
compensation 
but must  
focus instead  
on the stakes  
for patients. 
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for patients with diabetes, reductions in vision loss, 

heart attacks, and stroke. 

Other organizations put physicians on straight 

salary, believing that all fnancial incentives can have 

unintended negative consequences and are an in-

vitation to game the system. The Cleveland Clinic’s 

physicians are all salaried, without any performance-

based bonus program. Instead of using overt fnan-

cial incentives, the clinic hires all physicians on one-

year renewable contracts, and they undergo detailed 

annual performance reviews. The physicians see the 

yearly reviews not just as a chance to receive feed-

back but also as an opportunity to communicate with 

hospital leaders about how the organization could 

improve. Like Geisinger, the clinic has seen marked 

improvement in quality and in volume of patients. 

Either approach can have sustained efectiveness, 

we fnd, but only when used to advance goals that 

are consistent with shared purpose. If physicians 

believe that a particular management-endorsed 

behavior or practice will improve patient care, even 

minimal fnancial incentives will be enough to help 

them implement it consistently. If they are uncertain 

about whether it will actually improve care, even 

large incentives will produce only marginal success. 

(See the sidebar “Creating Incentives.”)

Earning Respect
Nonfnancial rewards and penalties also have a role 

to play in getting doctors on board. Physicians appre-

ciate positive feedback, and they particularly worry 

about losing the respect of their colleagues. High-

performing organizations are increasingly reporting 

to physicians how their personal performance com-

pares with that of their colleagues—and providing 

those data in ways that intensify peer pressure.

Such scrutiny can be excruciating, especially 

when the data are “unmasked” so that colleagues 

can see one another’s results. Within physician 

groups at Partners Healthcare System, for example, 

unmasked data on individual physicians’ use of ra-

diology tests led to an almost immediate 10% to 15% 

drop in orders for high-cost tests, mainly due to de-

creases among the “outlier” physicians who ordered 

many more tests than their colleagues. Using peer 

pressure in this way can achieve cost savings with-

out compromising quality. Even the physicians who 

dramatically reduced their use of the tests did not 

argue that patient care sufered as a result. 

Some organizations now post individual physi-

cians’ quality-performance data publicly on their 

websites. Whether consumers are using these data to 

make decisions is unclear, but doctors, knowing that 

their performance is on public display, are strongly 

motivated to improve. University of Utah Health 

Care used this kind of transparency to improve  

patient-experience ratings. First, leaders began shar-

ing each physician’s patient-experience data with 

him or her confdentially. Next, they began sharing 

the data internally so that physicians could see one 

another’s ratings and patient comments. Finally, 

they began posting the data and comments—good  

and bad—for every physician on public websites. 

With each escalation in transparency, overall perfor-

mance improved. One key to Utah’s success with the 

program, we believe, was its gradual introduction, 

which allowed physicians to acclimate at each step.

Embracing Tradition
When physicians value membership in an organiza-

tion—out of pride, a need for security, or some other 

AVOID ATTACHING LARGE SUMS TO 

ANY SINGLE TARGET.

It takes a surprisingly small percentage 

of physicians’ compensation to get  

their attention. We have seen that 

doctors will focus intensely on 

improvement targets when as little as 

1% of their compensation is at stake. 

This finding aligns with the behavioral 

economics principle known as “loss 

aversion.” In essence, people find it 

more painful to lose something of a 

given value than they find it agreeable 

to gain that same value. Thus, doctors 

typically pay more attention when 

they stand to lose 1% of income than 

when they stand to gain it. At Geisinger, 

where 20% of compensation is based 

on performance, the incentives are 

spread across four or more targets.

WATCH FOR CONFLICTS OF INTEREST. 

Avoid financial incentives that are 

focused solely on reducing costs, 

particularly when the savings are 

generated by individual physicians’ 

reducing their use of resources. Such 

incentives can create real or apparent 

conflicts of interest when a doctor 

stands to gain by shortchanging 

patients. “Gain sharing” programs,  

in which the organization shares  

with physicians the savings from 

improved performance, have not  

been successful at most hospitals,  

in part because of their complexity.

REWARD COLLABORATION. 

Create financial incentives that target 

outcomes beyond the control of any 

individual. Physicians (like most 

people) naturally prefer that their 

compensation be based on behaviors 

that they alone control, such as 

whether they order tests in specific 

circumstances—but that approach 

doesn’t encourage teamwork. 

COMMUNICATE. 

Make sure physicians understand  

that financial incentives will 

be continually modified as the 

organization learns how best to 

support its shared purpose. This 

evolution should be transparent and 

physicians’ participation welcomed. 

Creating Incentives
Physicians care first and foremost about their patients’ well-being, but 

that doesn’t mean financial incentives are not of great interest to them 

as well. This motivational tool can be very effective, especially when the 

incentives are aligned with the organization’s shared purpose. Here are  

a few strategies for designing effective financial incentives:
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reason—they are motivated to adhere to that organi-

zation’s standards and traditions. For example, doc-

tors have followed the Mayo Clinic’s dress code since 

the clinic was founded, in the late 19th century. The 

requirements today include neckties for men and 

hosiery for women, even in Mayo’s facilities in Ari-

zona, where temperatures routinely top 100°F. 

Mayo also has standards for how its physicians 

communicate with one another (for instance, when 

paged, they must respond immediately) and how 

they interact with patients (before out-of-town pa-

tients with complex conditions are discharged, physi-

cians must meet with them for “exit” visits to discuss 

their ongoing care and answer questions). The sym-

bolic connection between the dress code and Mayo’s 

standards for performance is clear: “There is a Mayo 

way of doing things. Don’t come here if you don’t 

want to adopt it—completely.” These standards and 

traditions translate into well-coordinated care that 

patients appreciate and physicians are proud of. They 

are also a key reason that Mayo is able to retain many 

of its students and residents for their entire careers. 

Such standards, whether they’re related to ap-

pearance and etiquette or to the delivery of care, cre-

ate consistency in the way physicians interact with 

one another—a basic step toward more-effective 

teamwork. Even newly minted standards, such as 

using checklists, can be efective motivators when 

physicians know that they could be shunned or even 

lose their jobs if they disregard them. 

To successfully use this lever, organizations 

must be willing to part company with physicians 

who refuse to work with their colleagues toward 

a shared purpose. In the past, hospitals welcomed 

almost any decent physician who could bring in pa-

tients (and thus revenue), and doctors hardly ever 

lost their credentials or were fred. That is still rare, 

but when it does happen, colleagues usually ask, 

“What took so long?”

Making It Operational
Most health care organizations already use one or 

more of the four motivational levers described here. 

We’ve found that the most successful rely on all four.

Consider the “full disclosure” initiative launched 

by Ascension Health, of St. Louis, in 2006. Although 

the organization believed that communicating 

openly with patients and families after unexpected 

events, such as medical errors, was the ethical thing 

to do, disclosure at Ascension was occurring only 

10% of the time. Ascension introduced the program 

with a reminder about the organization’s shared 

purpose—to put patients frst and provide the best 

possible care. It shared evidence suggesting that 

full disclosure leads to better outcomes for patients, 

families, and providers themselves and may reduce 

malpractice costs. It then focused its implementa-

tion eforts on obstetrics, where bad outcomes are 

particularly emotional, and even more so when 

they’re due to mistakes. 

Physicians initially resisted the new policy, wor-

rying that acknowledging errors would lead to mal-

practice suits despite the evidence to the contrary. 

Further complicating matters, many of the obstetri-

cians were not employed by Ascension. To overcome 

resistance, Ascension negotiated premium credits 

from malpractice insurers for physicians who agreed 

to full-disclosure training. It also recruited respected 

local leaders to give talks and use their personal in-

fluence to encourage acceptance. And Ascension 

created a new operational standard: Doctors were 

required to consult with “event response teams” to 

address issues that might have been caused by errors. 

They understood that failure to adhere to this stan-

dard could cost them their jobs. In this way, Ascen-

sion efectively invoked all four motivational levers: 

shared purpose (ethical care), self-interest (premium 

credits), respect (peer pressure), and standards 

(event response teams).

As a result, Ascension’s culture changed with 

surprising speed. Three months after the protocol’s 

implementation, the disclosure rate for unexpected 

events rose to 24% percent. A year later it was 41%, 

and at 27 months it was 53%. Fully 86% of the docu-

mented disclosure communications were initiated 

by the practitioner who had delivered the baby. By 

pressing all four levers, Ascension had won active 

engagement from a resistant group of physicians in 

a challenging new value initiative. 

Like Ascension, the emergency department at 

Brigham and Women’s Hospital, in Boston, has used 

all four motivational levers in a multiyear efort to 

improve dismal patient-experience ratings. As is 

true in many emergency departments, the staff 

initially felt hopeless about its ability to improve 

patients’ experience, because many emergency de-

partment patients have mental health issues, face 

complex socioeconomic challenges, or both. Hos-

pital leaders decided to focus clinicians’ attention 

in a positive direction—on a shared purpose. In one 

of their frst steps, they removed all negative com-

ments from patient-experience surveys and pre-
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sented clinicians with just the positive ones. Then 

they asked the clinicians to fgure out how to make 

good patient experiences happen all the time. The 

goal that emerged was “VIP Care for All.” 

Of course, the improvement eforts had to go be-

yond a slogan. The physical layout of the emergency 

department was streamlined and enlarged. The pro-

cesses by which patients moved through the emer-

gency department were redesigned after an inten-

sive “lean management” study. Dashboards were 

developed to enable doctors to see how their per-

formance compared with that of their colleagues on 

measures such as patients’ length of stay (door-to-

discharge or -admission times), patient- experience 

data, and number of visits. Standards were set gov-

erning how clinicians should work together, and 

leaders made it clear that adherence was not op-

tional. Financial incentives rewarded improvement 

for both individuals and groups of clinicians. 

The changes were dramatic and sustained. Door-

to-bed time improved from 65 minutes in 2009 to 22 

minutes in 2013, and more than half of emergency 

department patients are now in beds within nine 

minutes of arrival. “Walkouts” declined from 3.3% 

to 1.5%. And patient satisfaction rose from the 6th 

percentile to as high as the 99th percentile, remain-

ing above the 90th percentile during most quarters 

since the efort began.

TRANSFORMATION OF health care requires the will to 

organize delivery around the needs of patients—and 

that reorientation means the end of the status quo 

and doctors’ traditional perch within it. Clearly, get-

ting physicians’ buy-in to this strategic change will 

be hard, particularly from those who have long prac-

ticed under the old regime. Many organizations are 

cultivating “farm teams”—developing training pro-

grams that emphasize team-based, patient-centered 

care and then recruiting the graduates. 

But health care leaders cannot wait for genera-

tions of physicians to retire from the scene. Engaging 

doctors, even the old guard, is a management chal-

lenge that can be tackled, measured, and improved. 

The organizations that can help physicians to live 

up to their aspirations as caregivers—to understand 

that giving up their autonomy is not actually surren-

der but a noble act of humility in the interest of their 

patients—will be the ones that improve efficiency, 

deliver the best outcomes, increase their market 

share, and retain and recruit the best people. 

HBR Reprint R1406H

Inspiring Shared Purpose
At a time when stress and uncertainty can undermine engagement, 

leaders need motivational tools to enlist physicians’ support and 

collaboration. A short training video produced by the Cleveland Clinic 

appeals to clinicians’ instinct to put patients’ needs first, by inviting 

staff members to reflect on patients’, and one another’s, experiences. 

It asks, “If you could stand in someone else’s shoes and feel what  

they feel, would you treat them differently?” A vivid reminder of the 

power of empathy and compassion, the video encourages physicians 

to embrace health care’s higher purpose.

To watch the video, which has drawn standing 
ovations at medical events and more than one 
million YouTube views, go to hbr.org/video.
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Unlocking the Wealth  
in Rural Markets
How the most successful 
companies are finding and 
serving India’s hard-to-reach 
customers by Mamta Kapur, 
Sanjay Dawar, and Vineet R. 
Ahuja 

The Globe

W
hile urban demand for con-

sumer products remains slug-

gish worldwide, rural markets 

are growing faster than ever in some of the 

largest emerging economies. Rising wages 

are creating a growing middle class, and in 

such countries as China, Mexico, and South 

Africa, rural residents report being more 

optimistic about future wage increases 

than their urban counterparts. In China, 

demand in the countryside has already be-

gun to outstrip demand in the cities.

Nowhere is this phenomenon more 

evident than in India. From 2009 to 2012, 

spending by India’s 800+ million rural resi-

dents reached $69 billion, some 25% more 

than their urban counterparts spent over 

the same period. And projected growth 

rates are simply astounding: According to 

recent Nielsen estimates, consumption in 

rural areas is growing at 1.5 times the rate 

in urban areas, and today’s $12 billion con-

sumer goods market in rural India is ex-

pected to hit $100 billion by 2025.

What’s more, rural Indians are trading 

up. Commodities are giving way to branded 

products, and more-expensive goods are 

replacing entry-level versions, as consum-

ers gain more disposable income. Their in-

creased purchasing power is largely due to 

the steady migration of manufacturing jobs 

to the countryside. Credit Suisse estimates 

that nearly 75% of the factories that opened 

in India in the past decade were built in ru-

ral areas; they now account for almost 55% 

of the country’s manufacturing GDP and 

ABOVE Three-wheelers 
like this deliver goods to 
remote parts of India.

ABOVE Photo Caption goes here
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70% of all new manufacturing jobs. As a 

result, per capita GDP in the countryside 

has grown at a compound annual rate of 

6.2% since 2000, eclipsing the 4.7% urban 

growth rate.

Many corporations are recognizing this 

enormous opportunity and stepping up 

eforts to gain a strong foothold in India’s 

rural markets. But they are meeting with 

mixed results. An undeveloped transpor-

tation infrastructure, unreliable telecom-

munications and electricity services, inad-

equate distribution networks, and widely 

dispersed consumers make it costly to es-

tablish a proftable presence at scale. And 

finding partners to help identify, sell to, 

and service rural customers is no simple 

matter either.

To better understand the challenges 

in rural India, we undertook a three-year 

study in which we surveyed 70 businesses 

and interviewed more than 40 executives 

in nine diferent industries. From these ef-

forts and from secondary research into the 

rural sales and distribution strategies of an-

other 100 companies, we identifed a group 

of market leaders—companies that are tak-

ing innovative steps to gain proftable rural 

market share and reporting higher revenue 

growth in rural markets than in urban ones.

What sets these organizations apart is 

their superior understanding of how to 

forge viable distribution paths into the 

countryside, identify profitable new cus-

tomer segments, earn the loyalty of chan-

nel partners, and create durable ties with 

customers to build a strong first-mover 

advantage.

Developing a Distribution 
Strategy
Establishing cost-effective ways to get 

goods to India’s rural dwellers is the criti-

cal frst step in penetrating these markets. 

Smart companies have found that they 

need to focus on distribution even before 

making the seemingly commonsense 

moves of identifying and approaching tar-

get customers.

Companies are using a variety of strate-

gies to extend their distribution networks 

into the countryside (see the exhibit “Sales 

and Distribution Approaches: Pros and 

Cons”). The most successful companies, 

though, have adopted a multipronged ap-

proach. The $7 billion conglomerate ITC, 

for instance, has added three layers to its 

urban food distribution network, which 

conforms to the conventional distributor–

stockist (wholesaler)–retailer model. In 

rural areas with populations of 10,000 to 

20,000, where there’s adequate transporta-

tion infrastructure but not enough demand 

to support a traditional distributor, ITC re-

lies on smaller-scale subdistributors who 

carry a narrower assortment of products 

geared to local tastes. 

More sparsely populated areas (5,000 to 

10,000 people) with good roads are served 

by vans that bypass distributors and sup-

ply ITC’s products to retailers directly. The 

retailers use mobile technology to order 

appropriate stock for their local customers, 

and the vans make regular visits up to three 

times a week.

Still smaller and less accessible micro 

markets (with populations below 5,000 

and no paved roads) are served by two- or 

three-wheelers. The drivers deliver one, 

two, or three times weekly to retail kiosks 

that generally carry ITC’s goods in small 

CONS

PROS

“Feet on Street” or 
Village Entrepreneur 
Model

•  Gives deepest reach 
possible

•  Creates loyalty in 
markets sensitive to 
word of mouth 

•  Can work as a long-
term option 

•  Needs a high level of 
micromanagement 

•  Managing large- 
scale operations is  
a challenge 

•  Available talent may 
be scarce 

Piggybacking on or 
Collaborating with 
Other Networks

•  Requires low 
investment; fixed 
cost is shared

•  Ideal for seeding 
the product in rural 
markets

•  Focus gets diluted
•  Requires aligning 

company goals with 
those of partners

•  Not a long-term 
option

 
Extension of  
Existing Network

•  Easy to execute
•  Does not require 

the creation of 
new distribution 
channels

• Can launch quickly

•  Requires additional 
investment from 
existing network

•  Existing issues with 
distribution remain

•  Incremental 
approach

 
Hub-and-Spoke 
Model

•  Introduces flexible 
options for channel 
structure

•  Allows opportunities 
to aggregate demand 
and stock a wide 
variety of goods

 •  Requires additional 
investment

 
Local Influencer  
Model

•  Involves little 
dependence on  
existing network

•  Brings elements of trust 
and local relevance 

•  Distributors become 
extended brand 
ambassadors 

•  Takes time to become 
productive

•  Can pose potential 
channel conflict 

•  Needs careful 
monitoring and 
support to avoid 
misrepresenting 
company brand and 
operations

SALES AND DISTRIBUTION APPROACHES: 

PROS AND CONS
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sizes for lower prices. ITC thus gains expo-

sure for its products in highly remote areas 

and seeds demand.

Tata Motors, India’s largest automaker, 

has added two indirect channels to aug-

ment its existing dealer network (which fo-

cuses on urban and semi-urban towns with 

populations greater than 100,000). Since 

2010 the company has hired and trained lo-

cal residents to become Tata Motors gram 

mitras (“village advisers”), who work on 

commission to generate leads for exist-

ing dealers’ sales teams. In addition, Tata 

Motors has formed partnerships with lo-

cal gas station owners, who similarly earn 

commissions by feeding leads from their 

customers to the automaker’s dealer net-

work. Supplementing its direct dealer 

channel in these ways has increased sales 

of Tata Motors’ small commercial vehicles 

(SCVs) by 20%. After piloting the program 

in six states, the company is now rolling it 

out nationally and expecting to sell an addi-

tional 70,000 vehicles in rural markets an-

nually, bringing in $500 million in revenue.

Other companies, such as the telecom 

service provider Idea Cellular, have found 

cost-efective ways to build entirely sepa-

rate rural sales forces. To replicate its ur-

ban direct-distribution model, Idea has 

recruited and trained some 4,000 youths 

(dubbed “sons of the soil”) who reside in 

the villages near its cell towers. To extend 

its reach even further, Idea supplements 

these local workers with traveling grameen 

pratinidhis (“village representatives”) who 

need extra income and are already visiting 

remote villages on business of their own.

Some companies have adopted the vil-

lage entrepreneur model, partnering with 

(and sometimes helping establish) inde-

pendent businesses. Vodafone India has 

set up a network of mini stores known as 

laal dukaan, or “red stores,” for the color 

of Vodafone’s logo. The shops are run 

by locals who’ve invested Rs 35,000 to 

Rs 50,000 (around $580 to $830) to open 

them. They are designed to meet all the 

telecom needs of customers within an 

18- to 32-kilometer radius, from sales to 

connectivity to technical support. The 

apple growers in Himachal Pradesh. Today 

these segments consistently yield sales of 

35 to 50 vehicles in most months, with that 

number doubling during harvest season.

Similarly, when Tata Motors inter-

viewed more than 2,000 rural users of its 

SCVs in its target areas, it discovered three 

new customer segments: underemployed 

and unemployed 21- to 30-year-olds, who 

see owning and operating an SCV as a vi-

able means of self-employment; families 

involved in large-scale agriculture who 

seek additional income; and shopkeepers, 

small businesses, and schools looking for 

local transport for students and supplies.

Many leading firms are using sophis-

ticated technologies to build a compre-

hensive and multidimensional picture of 

likely markets. GIS mapping, for example, 

makes it possible to combine and analyze 

a wealth of information: demographic data 

from government sources and private ven-

dors; physical indicators of community 

wealth, such as post ofces, bank branches, 

schools, and hospitals; and data on difer-

ent groups’ values, attitudes, and behavior.

Dabur, the world’s largest alternative 

and natural health care company, used 

GIS tools to identify 287 prosperous dis-

tricts in 10 states as potential markets. Af-

ter establishing a foothold in an area, in a 

test-and-learn approach to building scale, 

Dabur uses GIS maps integrated with eco-

nomic data to identify a fresh cluster for its 

distribution network each month, deploy-

ing route-planning software to optimize 

deliveries. In this way, Dabur has scaled 

up quickly and exceeded its original goal of 

serving 30,000 villages within 18 months. 

Sales growth is now 42% higher in its rural 

markets than its urban ones, even as over-

all gross margins have improved.

Forging Tight Bonds with 
Channel Partners
As competition intensifies in rural mar-

kets, building relationships with capable 

channel partners becomes more important. 

Savvy engagement helps the most success-

ful companies develop valuable partners, 

retain them, and keep them motivated.

network has been so successful that the 

94 million rural subscribers served by 

nearly 5,500 red stores now constitute 

60% of Vodafone’s customer base.

In a similar way, the banking services 

firm FINO PayTech has established a net-

work of more than 38,000 self-employed 

bandhus, or banking correspondents. FINO 

provides them with appropriate technol-

ogy and pays them a fee to take over banks’ 

front-end operations—to perform the due 

diligence in such services as lending money, 

opening accounts, and providing insur-

ance and remittances for rural customers. 

On average, the bandhus earn Rs 2,000 to 

Rs 3,000 ($33 to $50) a month in supple-

mental income while serving more than 

76 million customers in 26 states.

Identifying Prospective 
Customers
Once they’ve forged a distribution path 

into a region, leading frms focus on expan-

sion by targeting clusters of villages within 

the region. A few large clusters in four or 

fve big states could have the same market 

potential as a large number of villages scat-

tered across the country, while being far 

more cost-effective to serve. Companies 

are investing considerable resources in de-

tailed market surveys to identify promising 

clusters with enough demand to generate 

profts quickly.

In the process, they are discovering 

novel customer segments. For example, 

when the automaker Maruti Suzuki India 

initiated its rural foray, in 2007, it identifed 

several distinctive clusters for potential 

car sales—including turmeric farmers in 

Tiruchengode (a town in Tamil Nadu) and 

When Tata Motors 
interviewed rural users 
of its small commercial 
vehicles, it discovered 
three new customer 
segments.
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Idea Cellular, for instance, is able to 

compete for sales talent with higher- margin 

auto dealers and product manufacturers by 

granting its sons of the soil larger territories, 

consisting of villages clustered near its cell 

towers. Distributors who previously earned 

an average of Rs 4,000 ($66) a month with 

other companies can earn Rs 10,000 ($166), 

even as they lower Idea’s selling costs.

Many companies underestimate the 

time, fnancial resources, and management 

attention that are required to build truly 

symbiotic relationships with channel part-

ners. Coca-Cola, however, understands 

the importance of this activity. To build 

loyalty by increasing its partners’ skills, the 

frm set up its Parivartan (“Improvement”) 

program, aimed at teaching India’s rural re-

tailers to manage shops, stock, customers, 

fnancials, and merchandizing. The train-

ing is delivered in classrooms and through 

Coca-Cola University on Wheels—custom-

ized buses that travel the hinterlands to 

reach mom-and-pop retailers.

As a follow-on, Coca-Cola launched a 

training program for the owners and man-

agers of small roadside eateries, teaching 

them about hygiene, customer satisfaction, 

branding, and more. The pilot sessions for 

this program have been carried out in four 

cities, and there are plans to extend it in the 

next few months.

Coca-Cola has also equipped many 

rural retailers with large, bright-red solar- 

powered coolers sporting the familiar com-

pany logo. These are a boon in areas with 

nonexistent or unreliable power supplies, 

where merchants cannot otherwise keep 

drinks cold. The provision of solar coolers 

has led to a fvefold increase in Coca-Cola’s 

rural retail sales.

Creating Durable  
Ties with Customers
To a large degree, rural residents base their 

purchase decisions on personal bonds and 

mutual trust. In this respect, rural markets 

are different from more transactional ur-

ban ones, and they demand strategies that 

integrate companies and their offerings 

into the social fabric.

Building trust through an ecosys-

tem of stakeholders. The most success-

ful frms have engaged with a wide set of 

community members to build a reputation 

for caring about consumers’ needs, rather 

than just corporate profits. Through its 

Arogya Parivar (“Healthy Family”) initia-

tive, Novartis has created just such a cohe-

sive ecosystem. In urban markets Novartis 

is India’s leading provider of pharmaceuti-

cals connected to pain management, organ 

transplants, immunology, cardiovascular 

disease, and oncology. Arogya Parivar, by 

contrast, focuses on health issues afecting 

rural women and children—primarily clean 

water and sanitation, undernourishment, 

iron defciency, vaccinations, tuberculosis, 

and diabetes.

To teach rural residents about these is-

sues, Novartis recruits and trains traveling 

health educators. Visiting two villages a 

day, on foot or by bike, these educators are 

usually local women trusted by the com-

munity. They build lasting bonds with their 

neighbors because they address the most 

common health threats—not just those for 

which Novartis provides remedies.

To sell its products, Novartis employs a 

separate sales force of health supervisors. 

They ensure that the company’s pharma-

ceuticals are available in the most remote 

locations by conducting itinerant “health 

camps” that bring together the services of 

pharmacies, doctors, and hospitals to treat 

villagers and provide preventive care.

With 530 educators and supervisors 

working in 10 states, Arogya Parivar is now 

the largest private health care initiative in 

India. The health educators have reached 

into 33,000 villages, where they have 

helped millions of people. The supervi-

sors have distributed pharmaceuticals—

not only Novartis’s own drugs but also 

generics, vaccines, and over-the-counter 

remedies—to almost 39,000 doctors and 

more than 29,000 pharmacies. Despite its 

complexity, the program broke even in 30 

months, and Novartis estimated its 2013 

revenue at $4.8 million. Encouraged by 

Arogya Parivar’s success in India, Novartis 

has expanded the concept to other emerg-

ing markets, including Kenya, Indonesia, 

and Vietnam.

Engaging influencers. In rural India, 

word of mouth plays a strong role in build-

ing brands, far more so than in urban areas. 

Gaining the trust of respected teachers, 

health care professionals, and others with 

high standing in the community can rein-

force marketing messages.

Smart companies determine which 

stakeholders are likely to be the most in-

fluential and supportive, and then they 

find ways to earn their loyalty. Tata Mo-

tors, for instance, has tapped local teach-

ers, health professionals, and mechanics 

to refer potential customers to its dealers, 

furnishing them with detailed product 

manuals and shingles they can place out-

side their homes designating them as motor 

dadas (“auto experts”). Another automaker, 

Ashok Leyland, engages truck drivers by 

asking their opinion on vehicle designs. 

The outreach makes the drivers feel impor-

tant, empowered, and favorably disposed 

toward the Ashok Leyland brand. The 

company capitalizes on this goodwill with 

a program called Ban Jao Maalik (“Become 

an Owner”), which helps drivers achieve 

self-employment by buying their own ve-

hicles. In addition, Ashok Leyland trains 

mechanics on new products, provides 

tools, and certifes participants.

Retaining customers. As companies 

deepen their penetration into rural markets, 

they must bolster customer retention ef-

forts. Leading frms are doing so by provid-

ing reliable, consistent, and cost-efective 

after-sales service and by investing in the 

longer-term welfare of their customers. 

Smart companies 
determine which 
stakeholders are 
likely to be the most 
influential and then  
find ways to earn  
their loyalty.
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After-sales service is critical in rural 

markets. A product that breaks and can’t 

be fxed is tantamount to a promise made 

and broken. In rural communities, that 

may permanently lose you an entire vil-

lage, since word of mouth carries so much 

weight. While most frms depend on their 

sales staf to assist rural customers after a 

purchase, the market leaders are building 

dedicated service infrastructures by hir-

ing locals to furnish no-frills support in 

their villages and by taking innovative ap-

proaches to lowering the costs of deliver-

ing service.

Idea Cellular, for instance, relies on mo-

bile vans, which it previously used for mar-

keting purposes, to provide customer ser-

vice. Each van typically carries a photocopy 

machine, a camera, and a representative to 

help villagers with documentation veri-

fcation. If, say, a SIM card is not working 

or gets locked, customers can go to these 

mobile vans to have the problem resolved.

topics including the weather, pests, crop 

prices, soil and irrigation-water testing 

facilities, and farm productivity. Through 

162 Samriddhi centers, Mahindra has al-

ready helped more than 300,000 farmers; 

it aims to increase that number to one mil-

lion by 2020. 

In 2006 Tata Global Beverages estab-

lished a nonproft project called Gaon Chalo 

Abhiyan (“Let’s Go to the Villages”) with the 

dual purpose of marketing tea in rural areas 

and supplementing the incomes of small-

business owners and vulnerable members 

of the community. Tata Global Beverages 

provides the tea at a cost that will yield an 

attractive margin to shopkeepers and to 

disadvantaged people selling door-to-door: 

single mothers, physically challenged indi-

viduals, unemployed youths, widows, retir-

ees, and others. Piloted in a few districts of 

Uttar Pradesh, it has since been extended to 

eight more states.

POOR ROADS; fragmented markets; skepti-

cal, demanding, idiosyncratic customers; 

a paucity of skilled salespeople; underde-

veloped banking and credit systems—over-

coming barriers like these requires deter-

mination. That’s why it isn’t surprising to 

find that success hinges on the degree to 

which a company considers rural markets 

to be strategically important for its growth, 

and the level of innovation in its product, 

packaging, pricing, distribution, and oper-

ating models.

As challenging as it is to reach rural con-

sumers, just getting to them will not be 

enough to prosper. More than ever, com-

panies need transformational strategies 

to thrive in these markets. And they need 

to move quickly. Early entrants who can 

secure a differentiated position for them-

selves stand to gain a signifcant advantage 

over competitors who wait. 

HBR Reprint R1406J

In addition to paying careful attention 

to fulflling their brand promises, leading 

frms are sustaining the trust of rural popu-

lations by aligning their long-term interests 

with the development of local communi-

ties in both small and large ways. Part of 

Ashok Leyland’s driver care program, for 

instance, is a medical center set up in the 

city of Hosur, in Tamil Nadu, where driv-

ers can get free checkups and consulta-

tions. Another initiative is “All the Best,” a 

scholarship program for top-performing 

children of drivers. Launched in 2010, this 

scheme has benefited 650 deserving chil-

dren in two states so far. 

In 2007 the vehicle manufacturer Ma-

hindra began its Samriddhi (“Prosper-

ity”) initiative to deepen the relationships 

between its tractor dealers and custom-

ers. With an initial investment of $4,850 

from each dealer, Mahindra upgraded the 

dealer infrastructure to provide farmers 

with a host of services and information on 

Mamta Kapur is a research fellow at the 
Accenture Institute for High Performance. 

She is based in Shanghai and Mumbai. Sanjay 
Dawar is the managing director and India lead  
of Accenture Strategy and is based in New Delhi. 
Vineet R. Ahuja is a principal at Accenture 
Strategy and is based in Mumbai.

Companies successful in reaching, acquiring, and retaining rural  
customers tend to have certain organizational and management  
practices in common.

Dedicated divisions  

An organizational structure 

with either a central unit or 

regional units dedicated to 

rural sales ensures a sharp 

focus on rural business and 

commitment of the needed 

resources.

Mechanisms to garner 

employee support  

Highlighting rural initia

tives in internal news

letters, at conferences, 

and in the broader media 

signals the importance 

of rural markets to the 

company. The most suc

cessful companies also 

take care to develop local 

talent and to recognize the 

individual contributions 

of frontline employees, 

offering them unique 

rewards such as invitations 

to company headquarters 

and direct recognition by 

top management.

Clearly defined roles 

To encourage cooperation 

and avoid conflicts with 

independent channel 

partners, it’s important 

to make clear who will 

be responsible for taking 

which products to which 

rural markets and who in 

the corporate hierarchy 

will monitor each partner. 

Dabur, for instance, which 

has three divisions—home 

and personal care, health 

care, and foods—uses a 

single distribution network 

in rural areas. To leverage 

the advantage of scale and 

optimize market servicing 

costs, it employs dedicated 

rural sales managers to 

oversee the network, and  

it mandates that rural 

superstockists supply 

substockists only through 

transaction software  

provided by the company.

Coordination through 

technology 

Tablets and mobile phones 

are commonly used to 

gather and distribute 

sales status updates; POS 

data are used to predict 

customers’ future behavior. 

Some companies have 

integrated their tracking 

systems with those of their 

channel partners to better 

forecast demand and 

manage the sales pipeline.

Organizing to Serve Rural Markets 
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senior manager is asked to give up an execu-

tive committee seat because the CEO wants 

to shrink the group’s size and plans to retain 

only “the most engaged” members. 

The leader of a $50 million division is passed 

over for promotion to the C-suite after failing to 

fully participate in strategic discussions in which 

“you have to shout to be heard.”

A marketing executive is surprised when a col-

league drops by after a meeting with this advice: 
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they pipe up at the wrong moment, and it 

sounds more like noise to some of us.”

What Women Feel 
If men perceive that women lack conf-

dence at meetings, it’s because in many 

cases they do. Female executives, vastly 

outnumbered in boardrooms and C-suites 

and with few role models and sponsors, 

report feeling alone, unsupported, outside 

their comfort zones, and unable to advo-

cate forcefully for their perspectives in 

many high-level meetings. As one said,  

“It is harder to read the room if there are  

no other women around the table.” 

Many women admitted that they do 

get rattled when they’re challenged. In 

fact, they’re uncomfortable with confict 

in general. They fnd it unsettling when 

anyone receives a sharp public rebuke, 

and they often brood and second-guess 

themselves long after meetings are over. 

They don’t see themselves as defensive 

on their own account, though they report 

feeling empathy for others, and perhaps 

an occasional touch of anger. “When men 

dismiss women,” said a female vice presi-

dent, “women may interpret it as being 

‘put in their place.’”

Most say that the trouble they have ar-

ticulating their views has more to do with 

timing than with their ability to marshal 

facts, stick to a point, or control their feel-

ings. In coaching sessions, women have 

told us that they sometimes get lukewarm 

responses when they raise an opposing 

view after the group has started to cohere 

around an idea. But they are strongly op-

posed to simply repeating others’ ideas  

“Stop acting like a facilitator. Start saying 

what you stand for.”

The people described above have 

several things in common. They are all 

successful and ambitious. They are all 

admired by colleagues and superiors.  

Yet they have all failed to assert them-

selves in high-level meetings. And they  

are all women.

Our research reveals that such stories 

are typical. During decades of leadership 

coaching, we have consistently heard 

women say that they feel less efective in 

meetings than they do in other business 

situations. Some say that their voices are 

ignored or drowned out. Others tell us that 

they can’t fnd a way into the conversa-

tion. Their male colleagues and managers 

have witnessed the phenomenon. In fact, 

several men reported seeing a female 

colleague get rattled or remain silent even 

when she was the expert at the table. 

In 2012 we decided to take a systematic 

look at the issue. We began by examining 

360-degree feedback we’d collected on 

1,100 female executives at or above the 

vice president level—more than 7,000 

surveys in all. We found widespread 

evidence in the executives’ comments and 

in those of their colleagues and managers 

that meetings were a big stumbling block. 

To corroborate and update what we saw in 

the 360s, we surveyed 270 female manag-

ers in Fortune 500 organizations. More 

than half reported that meetings were a 

signifcant issue or a “work in progress.” 

Finally, to get a picture of how the gender 

divide plays out in the highest-level 

meetings, we interviewed 65 top execu-

tives, including both male and female 

CEOs, from companies such as JPMorgan 

Chase, McDonald’s, PepsiCo, Lowe’s, Time 

Warner, and eBay. In all our investigations, 

we found that men and women gener-

ally agreed on the problems but often 

disagreed on their causes.

Although we have focused exclusively 

on women, we believe that many of our 

fndings apply to others as well—members 

of racial and ethnic minorities and men 

with more-reserved personalities. We 

also realize that some women don’t ft the 

mold we describe. However, we believe 

that our research and advice will be useful 

to the many female managers who do 

struggle in critical meetings. We think it 

can also help bosses keen to encourage 

all team members, male and female, to 

contribute to their full potential. 

What Men See
The male managers we interviewed were 

well aware that women often have a hard 

time making their otherwise strong voices 

heard in meetings, either because they’re 

not speaking loudly enough or because 

they can’t fnd a way to break into the 

conversation at all. More than a third 

indicated that when their female peers do 

speak up, they fail to articulate a strong 

point of view. Half said that women allow 

themselves to be interrupted, apologize 

repeatedly, and fail to back up opinions 

with evidence. One male executive ofered 

this description of two “highly success-

ful and powerful” female colleagues in a 

meeting he attended: “One went of on 

tangents, bringing in disparate points 

with few facts. It was like a snowball going 

down a hill and picking up stuf in its path. 

The other got wrapped up in the passion 

she feels for the topic, and she said the 

same thing three diferent ways.” 

Men frequently described women as 

being defensive when challenged and apt 

to panic or freeze if they lose the atten-

tion of the room. “These are high-octane 

meetings that are flled with domineering 

personalities,” one CEO told us. “Women 

are often either quiet and tentative, or 

Women could go a long way 
toward addressing their feelings 
of isolation by getting in on the 

“meetings before the meetings.”    
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in diferent words, something they feel 

many of their male colleagues do.

“Men have a way to neatly repackage 

ideas,” says Lynne Ford, executive vice 

president and head of distribution at 

Calvert Investments. “They restate and 

amplify what you just said.” Even as  

she acknowledges that she has seen this 

tactic used very efectively, she adds,  

“It’s gamesmanship.” 

What Women Can Do
In the future, when more women are 

leading organizations, they can approach 

meetings in a way that feels perfectly 

natural to them. In the meantime,  

several practical steps can help them 

become more efective and more  

comfortable.

Master the “pre-meeting.” Our 

research shows that female executives 

are very efcient. They come to meetings 

on time. They leave as soon as the last 

agenda item has been completed, rushing 

of to the next meeting or heading back to 

their ofces to put out fres. We’ve found 

that men are more likely to spend time 

connecting with one another to test their 

ideas and garner support. They arrive at 

meetings early in order to get a good seat 

and chat with colleagues, and they stay 

afterward to close of the discussion and 

talk about other issues on their minds. 

Women could go a long way toward 

addressing the problem of timing and 

their feelings of isolation if they sounded 

out colleagues and built allies in this way. 

They need to get in on what several men 

described as the “meetings before the 

meetings,” where much of the real work 

happens. Participating in these informal 

advance conversations can help clarify 

the true purpose of a meeting, making it 

much easier to take an active part in the 

conversation. Will the group be asked to 

make a decision? Confrm a consensus? 

Establish power? It’s often not apparent in 

the ofcial agenda. 

“Men are really good at the pre-meeting,” 

said a male senior vice president. “This is 

their preparation.”

 Prepare to speak. Many women 

we talked with prefer to pitch their ideas 

in formal presentations rather than in 

the more conversational way many men 

favor. Our advice to female executives, as 

counterintuitive as it sounds, is: Prepare to 

speak spontaneously. “You need to have 

written down some things you want to 

talk about,” Ford says. “Even some of the 

casual, of-the-cuf remarks you hear have 

been rehearsed. If it sounds good, it was 

probably prepared.”

Women who do their homework 

and come to a meeting with an accurate 

sense of what it’s really about and how it 

will probably unfold can build on others’ 

remarks. Being armed with some cogent 

comments or questions can allow them 

to move the conversation forward. Anne 

Taylor, vice chairman and regional manag-

ing partner at Deloitte LLP, says she has 

the most impact in a meeting when she 

fnds an opportunity to “turn it in a difer-

ent and more productive direction with 

questions like Have you thought of this…? 

or What if we looked at it this way…?” 

When the conversation advances rap-

idly, holding the foor requires the use of 

“muscular words,” as one male executive 

put it—active, authoritative, precise lan-

guage that shows you’re taking ownership 

of your opinions (see the sidebar “Make 

Your Language More Muscular”).

Keep an even keel. “Passion is a key 

component of persuasion,” says eBay 

senior vice president Steve Boehm. “The 

question is, How passionate can women 

be?”—that is, how much feeling can they 

safely express?

Realistically, our research suggests, 

the answer is “not very much.” In our 

360-degree feedback survey analysis, we 

learned that when women said they felt 

“passionate” about an idea or an opinion, 

their male managers and colleagues often 

perceived “too much emotion.” 

Men acknowledge the existence of 

a double standard: “Women have to be 

mindful to stay within the guardrails; men 

don’t,” one male executive told us. Until 

that changes, women need to ensure that 

MAKE YOUR LANGUAGE  
MORE MUSCULAR
Male executives we interviewed said that  

in order to hold the floor in meetings, 

they use active words and authoritative 

statements, avoid hedging, take ownership 

of their opinions, and build on others’ ideas 

instead of just agreeing with them. Here are 

some ways in which women can follow suit.

INSTEAD  
OF THIS

How about…? 

I tend to agree.

I think maybe…

I agree.

Maybe we can…

Well, what if…?

USE THIS

I strongly 
suggest…

That is  
absolutely right, 
and here’s why...

My strong  
advice is…

I agree 
completely, 
because…

Here is my plan…

I recommend…
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they are seen as composed and in  

command of their emotions. It is not  

so much what women say as how they  

say it. They need to keep an even tone,  

not shift to a higher pitch when under 

duress. They need to speak deliberately 

and avoid signaling frustration through 

sarcasm or curtness.

Women must also learn to move past 

confrontation without taking it personally. 

Karen Dahut, executive vice president at 

Booz Allen Hamilton, ofers this learning 

experience: “I put out some controversial 

points in an executive committee meeting 

a while back, which we debated for a good 

while. Eventually I realized we could go 

no further, so I closed the conversation. 

But I thought about the disagreement all 

weekend; I worried I’d harmed my work 

relationships. I wondered what it would 

take to get them back.... On Monday I saw 

some of my male colleagues—and there 

was no problem. To them, it was nothing!” 

A little compartmentalization can  

be useful here. As one male senior execu-

tive put it, “Men can be intense and  

challenging, but then we go out and get  

a beer together.”

What Organizations Can Do
Women can certainly do a better job  

of speaking up in meetings, but bosses  

can also help ensure that women’s  

voices are heard.

First, companies should fx broken 

feedback mechanisms. Fully 68% of the 

women in our study said they seldom 

receive any direct feedback about their 

meeting behavior. One male executive 

admitted, “We talk about them, but not to 

them.” Managers need to overcome their 

reluctance about giving direct feedback on 

this area of development issues. 

Next, at the risk of stating the obvious, 

leaders need to invite more women to the 

table. When a woman walks into a meet-

ing and fnds that only two of the 15 people 

present are women, it takes a toll. Peer 

support and role models make a diference.

Finally, bosses need to proactively  

pull women into the conversation. During 

our interviews, we asked 30 high-ranking 

Kathryn Heath, Jill Flynn, and Mary  
Davis Holt are partners at Flynn Heath 

Holt, a consulting firm focused on women’s 
leadership development. They are the authors  
of Break Your Own Rules: How to Change the 
Patterns of Thinking That Block Women’s Paths 
to Power (Jossey-Bass, 2011).

HE SAID

women to name the one thing they  

would change about how men treat  

them in meetings. Thirty-eight percent 

said, “Ask us direct questions” or “Bring  

us into the discussion.” 

These changes can have profound  

results. “Eighteen years ago a male  

colleague [who] had been in a series  

of meetings with me recognized that I  

had something to say but was uncomfort-

able speaking out,” a female executive  

vice president told us. “One day he  

looked at all the guys around the table.  

He said he knew I had a point, and he 

would like me to just say it and not to 

worry about how it might be received.  

He got the guys...to make it a safe envi-

ronment for me to speak. I have been 

speaking up ever since.” 

 HBR Reprint R1406K

We’re afraid of how women 
will react to criticism.

Women need to be  
concise and remain  

on point.

Women need a stronger 
point of view.

Women need to speak 
informally and off-the-cuff.

Women get defensive when 
they are challenged.

Women are more  
emotional than men.

Women are less  
confident than men.

We don’t get feedback,  
even when we ask for it.

We don’t like to  
repackage old ideas  
or restate the obvious.

It’s difficult to  
get a word in.

We like to put together 
presentations.

We obsess about a meeting 
for days after it’s over.

It’s not emotion— 
it’s passion.

Yes, but we’re outnumbered 
five to one, and we tend to 
feel less fully “at the table.”

SHE SAID

In interviews and written 

comments, men acknowledged 

that women often struggle to 

make themselves heard  

at meetings, but they didn’t 

always agree with their female 

peers about the reasons. 
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The News 
ONE WEEK AFTER DIAGNOSIS

The leaders of GlobalScope didn’t typically 

shed tears in their weekly meetings, but 

this was an exception. Gil Lehner, one 

of the start-up’s four founders, had just 

told the others about his diagnosis: He 

had small-cell lung cancer, and while he 

planned to fght it with his trademark te-

nacity, his chance of surviving longer than 

fve years was only about 18%.

After a few moments of morose silence, 

Gil clapped his hands and sat up straight. 

“I’m not dead yet,” he teased. The young Is-

raeli was perennially positive and refused 

to indulge his colleagues’ sadness for long. 

They had too much work to do. 

GlobalScope was a New York–based 

tech company focused on turning cell 

phones into powerful microscopes. Gil 

and his partners, all recent business school 

graduates, had secured their frst round 

of funding eight months before and were 

poised to receive another soon. They were 

currently testing various plastic lenses 

that could slash the cost of the microscope 

while providing the most amplifcation 

available for a mobile device.

“So let’s talk about the next phase of 

testing,” Gil said. He was the team’s scien-

tifc expert: He had a PhD in biology, and 

he’d worked at a health care company in 

Israel before studying for his MBA. 

Michael Shrock, the team’s fnance 

chief, shook his head. “It just doesn’t 

make sense. You’re not a smoker. You’re 

barely 30.”

“The doctors tell me I’m an unusual 

case. It’s very rare for someone like me to 

get this kind of cancer, but it happens. I’ve 

already talked to another patient my age.” 

Michael kept shaking his head.

“Does anyone have any other questions 

before we get back to business?” Gil asked.

“How’s Ruti doing?” Carly Gardos, 

Global Scope’s technology chief, asked. 

Career Choices 
When Life Is 
Short

A young man diagnosed with a terminal 
illness decides on his next move.  
by Joshua D. Margolis and Amy Gallo

The Experts

Ben Munoz, founder, 
Ben’s Friends

Avichai “Avi” Kremer, CEO 
and cofounder, Prize4Life

HBR’s fictionalized case studies present 
dilemmas faced by leaders in real 

companies and offer solutions from experts. 
This one is based on the HBS Case Study “Avi 
Kremer” (case no. 411022-PDF-ENG), by Joshua 
D. Margolis, which is available at hbr.org.
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“She’s handling it better than most 

new brides would. We’re Israelis, after 

all. She’s already got my treatment plan 

mapped out.”

“So you’re going to stay here in the city? 

Keep working? Are you sure you want to?” 

Michael asked tentatively.

“I haven’t thought everything through 

yet, but yes, I’m committed to you guys, 

and Sloan Kettering has some of the  

best oncology docs in the world. The 

chemo will be rough, but I should have 

plenty of time when I feel fne. So I’d 

like to keep everything else as normal as 

possible.” 

“You know, your health is more im-

portant than this company,” Carly said. 

Everyone nodded in agreement. 

“I know, but I think I can focus on both,” 

Gil said. “Now, can we please change the 

subject?”

Labor of Love 
ONE MONTH AFTER DIAGNOSIS

Three weeks later, two of Gil’s friends, 

Arthur Kraus and Maya Hanley, both still 

in their second year of business school, 

invited him back to campus for lunch 

with David Johansen, the entrepreneurial 

management professor who had been 

their mentor on a group project in his class 

a year ago. 

Gil met his friends on the stairs up to 

David’s ofce. “Before you ask: Yes, the 

treatments are going fne. Yes, I’m fne. 

Yes, Ruti is fne. Yes, the prognosis is the 

same.” He smiled. “Of course, I probably 

won’t eat much lunch, but I can’t wait to 

hear about this big idea. What’s up?”

“Let’s wait until we’re with David,” 

Arthur said, trying to match Gil’s upbeat 

tone. “We want to pitch it to you both at 

the same time.”

When they knocked on his door, David 

opened it immediately. “Come in, come in. 

Have a seat,” he said as he ushered them in. 

“Gil, how are you? Do you know anything 

about this big idea these two are so eager 

to share?” 

“I’m in the dark too,” Gil said. “And do-

ing fne on the other front.” 

“OK,” Maya said. “Here goes.” She 

explained that, inspired by Gil’s diagnosis, 

she and Arthur had started to look into 

the research on lung cancer and particu-

larly why nonsmokers were getting it. 

They’d learned that, overall, lung cancer 

received much less fnancial support than 

other types of cancer. “There’s not a lot 

of sympathy when people think victims 

have brought the disease on themselves,” 

Arthur said.

“Ah, so the view is ‘Smokers know 

the risks; they should bear the conse-

quences’?” David responded.

“Yes,” Maya said, nodding. “But we all 

know that’s not Gil.”

“And even if I were a smoker, I wouldn’t 

appreciate the logic,” Gil said.

What’s more, Maya explained, of the 

funds that were directed to lung cancer 

research, most targeted the much more 

common varieties. Donors and medical 

institutions seemed to think there were 

just too few people with small-cell lung 

cancer, relatively speaking, to warrant the 

investment. 

“But,” she continued, “we have a plan 

for changing that.” She passed identical 

folders to Gil and David. “We want to es-

tablish a prize to reward innovative ideas 

in this particular area.” 

She told them that a professor at Har-

vard had just completed a study showing 

that prize-based research initiatives not 

only raised awareness about lesser-known 

illnesses but also generated signifcant 

scientifc breakthroughs. Often, the prize 

attracted scientists not currently studying 

the disease, who explored how their work 

might apply to the illness. 

“Our goal would be to fll the treatment 

pipeline with fresh ideas,” Arthur said. 

“Wow,” Gil said, opening the folder and 

scanning the proposal. “I don’t know what 

to say.”

David, already reading the last page of 

the document, turned to Maya and Arthur. 

“I assume you’ve already consulted the 

professor who did the study?”

They nodded. 

“The biggest obstacle will be raising the 

funds,” Arthur said. “We want the prize to 

be signifcant—a million dollars. And we 

want to ofer smaller prizes for diferent 

areas, like one in biomarkers and one in 

treatment.”

“Given the size of our academic com-

munity, you might start here,” David 

said. “And Gil could help as the face of the 

initiative.” Indeed, Gil was universally 

liked by his teachers and fellow students; 

from the moment he’d arrived on campus, 

they’d been charmed by his enthusiasm 

and generosity. 

“Assuming you’re both committed to 

making this happen, I think this would be 

an excellent postgraduate pursuit.” Arthur 

and Maya looked pleased; it was their last 

semester, and although both had job ofers 

from consultancies, neither was excited 

about accepting. “Just remember, these 

types of endeavors are a labor of love, at 

least at the beginning. You shouldn’t 

expect to make a salary right away.” 

“We know,” Maya said. “But we want to 

do something meaningful. The consulting 

gigs will always be there.”

“What about you, Gil?” David asked. “I 

know you’ve got a full plate with Global-

Scope, and I imagine your treatment is 

“I thought I had it all figured out: the wife, 
the MBA, the start-up. I was in total control 
of my life. Now I’m not sure what’s going 
to happen next week, never mind in three 
months or three years.”
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going to take up a lot of your time and 

energy. Would you have the time to get 

involved?”

“He wouldn’t have to,” Arthur said 

quickly. “I mean, we’d love for you to be 

involved in any way that you can, Gil, at 

least in a fundraising capacity. But we 

understand that you have a lot to focus on 

right now.” 

They all looked at him. “I’m 100% 

behind the idea,” he said, “and so touched 

that you guys would take this on. And I 

do want to get involved: If I’m not going 

to win this battle, I want other people 

to. But I’ll need some time to think about 

it. GlobalScope is at a critical stage, and I 

promised Ruti that I’d focus on this second 

round of chemo for now.” 

Arthur choked up as he tried to speak, 

caught himself, and apologized. 

“It’s OK. I seem to have that efect on 

people lately,” Gil said.

They all got up to leave, but David 

asked Gil to stay behind.

“I want you to know that I’m here if 

you want to talk—about GlobalScope, this 

prize, anything,” he said. 

“It’s strange,” Gil answered. “I thought 

I had it all fgured out: the wife, the MBA, 

the start-up. I was in total control of my 

life. Now I’m not sure what’s going to 

happen next week, never mind in three 

months or three years. Most people have 

lots of opportunities to make important 

career decisions in their lives. I might have 

just one. I want to get it right.”

Back Home 
THREE MONTHS AFTER DIAGNOSIS

Gil’s parents’ house on the outskirts of 

Haifa was packed. When his family had 

heard that he and Ruti were coming home 

to Israel for Passover, they’d all made time 

to see him. But Gil had insisted that there 

be no discussion of prognosis, treatment, 

cancer, or death, so the mood was light-

hearted, even festive. 

A few hours into the party, Gil man-

aged to escape to the backyard for a quick 

rest. His cousin Tomer followed. The two 

men had grown up in the same neighbor-

hood and gone to the same schools; now 

Tomer was married with two toddlers and 

worked at a tech start-up in Tel Aviv. 

“You look good,” Tomer said to his 

cousin.

“Not like I’m dying?” Gil joked.

“You’d hardly know it,” Tomer teased 

back. 

“I actually feel good. The chemo sucked, 

but it has stalled the lesions for now.”

“I heard all about it. It seems like any 

time you throw up, Ruti calls your mom, 

and your mom calls mine, and mine calls 

me. It’s a Gil Lehner phone tree. I know all 

about the trial you’ll start when you get 

back, too.”

Gil laughed. “It’s nice to be loved,  

I guess.”

“You also won’t be surprised to hear 

that your father asked me to talk to you,” 

Tomer said.

“About moving back?”

“I’m supposed to tell you to fnish out 

this trial and come home this summer. Do 

the rest of your treatment here. Spend 

time with Ruti, your parents, the cousins, 

all our kids. You’ve got a support sys-

tem here, and so does Ruti. In the grand 

scheme of things, family will help you a 

whole lot more than work will.” He paused. 

“Of course, I can’t for a moment imagine 

being in your shoes, so feel free to tell me 

to shut up.”

“Don’t worry. Uncle Jacob beat you to 

the punch. He says he can get me into any 

clinical trial in the country and a part-time 

job at the Israel Cancer Research Fund. 

He laid on the mom-and-dad guilt a lot 

thicker than you ever could.” Gil paused 

a moment. “I have to admit that the 

thought of coming home is comforting, 

and I know I could accomplish a lot at the 

research fund. 

“You know, Ruti was adamant that I 

stop everything at frst, too,” he continued. 

“Get through the treatments, then enjoy 

our life as much as we could. She wanted 

to travel around the world, just the two 

of us. But then she realized how much 

happier I am when I’m working hard. And 

work is really good.” 

He updated Tomer on GlobalScope, 

explaining that the company had made a 

breakthrough—it was producing images 

that were much clearer and easier to 

transmit via mobile. It had interest from 

the World Health Organization, and inves-

tors were clamoring to learn more. “So,  

if I stick with it, I could make some signif-

cant cash—if not for me to use, then for 

Ruti and my parents. Plus I’d be helping  

a lot of sick people who wouldn’t other-

wise get care.”

“I can see how you wouldn’t want to 

give that up,” Tomer said. 

“But there’s another option.” Gil ex-

plained Maya and Arthur’s project. They’d 

already raised $300,000 from business 

school alumni, and they’d been lobbying 

him to get more involved with fundrais-

ing so that they could announce the prize 

in the fall. “I like the idea of fghting this 

disease—not just in my body but on a big-

ger scale, and I think this prize could have 

a real impact.”  

“Is there a chance it could fund a break-

through that could help you?”

“Possibly. It’s impossible to know. Ruti 

gets excited about it when she talks to 

Arthur and Maya.” 

“Man, Gil, this is heavy. I know you said 

we shouldn’t talk about death, and I, for 

one, still believe you can beat this. But  

if it’s true that you only have a few years 

left, what kind of legacy do you want to 

leave behind? Do you want to spend them 

as an entrepreneur or an activist, or with 

your family?”

Should Gil keep working 
at GlobalScope, help 
launch the prize, or 
move home to Israel? 
See commentaries on the next page.
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Tell us what you’d do.  
Go to hbr.org.
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GIL SHOULD follow his cousin Tomer’s ad-

vice and move home to Israel. It all comes 

down to priorities, and his family comes 

first. This doesn’t mean he needs to stop 

working altogether. If his health allows it, 

I’m sure he can find creative ways to con-

tribute to one of the ventures—the prize, 

the start-up, the foundation in Israel—or 

maybe even all three. But he should spend 

the bulk of his time with his family now. 

I speak from personal experience. In 

2006, at age 29, I suffered a brain hemor-

rhage caused by an arteriovenous malfor-

mation. I was rushed to the hospital for 

emergency surgery. As I lay in the hospital 

bed that first night, wondering whether I 

was going to live or die, I was surrounded 

by my family. If it had been my time, it’s ex-

actly what I would have wanted—I wasn’t 

thinking about work at all. 

Gil doesn’t have to choose one option, 

of course. In the wake of my health scare, 

I’ve pursued many paths. I’m currently a 

medical student at Baylor and an aspiring 

entrepreneur. I also run a nonprofit that I 

founded to help people like me—and like 

Gil—cope with their illnesses. During the 

two years when I wasn’t sure if I was going 

to survive, the only person I could relate 

to—who understood the anxiety, depres-

sion, and euphoria I was alternately feel-

ing—was a friend of a friend who had the 

same condition. I decided to start a social 

network to help people with rare diseases 

to connect. It now has 35 different patient 

communities and is a destination for more 

than 50,000 people looking for support. 

No reasonable person would fault Gil for 

moving back to Israel to be with his family, 

and he may be able to contribute from afar. 

GlobalScope sounds as if it has a strong 

team in place and would persevere in his 

absence. His colleagues would undoubt-

edly be flexible if he wanted to continue to 

work from Israel. They’d miss him, but not 

as much as his family would. And he’ll con-

tinue to serve as an inspiration wherever 

he is. An occasional visit or teleconference 

with Gil would likely do wonders to lift his 

colleagues’ spirits during difficult times. 

The company would still be on the road to 

success, and his wife and parents could 

still benefit financially. 

I’m sure the team starting the prize for 

small-cell lung cancer research—Arthur 

and Maya—would appreciate anything Gil 

could do to further the cause as well. And 

he doesn’t have to sacrifice family time to 

make a difference: He’s most valuable to 

the fundraising efforts as the face of the 

disease. Through occasional in-person ap-

pearances and video messages from home, 

he can represent all those who would 

benefit from the research. 

Gil doesn’t have to drop everything 

immediately to move back to Israel. He 

should take his time finishing up projects 

with GlobalScope and securing the money 

to fund the prize. But he must be adamant 

about not taking on new tasks so that he 

can begin to make the transition home. 

Many might look at Gil’s situation and 

decide that he should focus on leaving a 

legacy—on making the biggest impact that 

he can. That thought crossed my mind, 

too, when I first read his story. But in my 

opinion, there’s really only one choice. No 

matter how much time Gil spends with 

his family, as he approaches the end, he’ll 

wish he had more.

The Experts Respond

Ben Munoz is the founder of Ben’s Friends, an online 
network of patient-to-patient support communities 
for people with rare diseases.

No matter how much 
time Gil spends with 
his family, as he 
approaches the end, 
he’ll wish he had more.

WHAT WOULD YOU DO? 

SOME ADVICE FROM THE HBR.ORG COMMUNITY

GIL’S LEGACY shouldn’t 

be determined by his 

fate or circumstances; 

it should be determined 

by Gil himself. He should 

keep working at Global-

Scope and help launch 

the prize. That’s what 

will allow him to have a 

positive impact on future 

generations.

Michael Ho, senior 

manager, Hutchison 

Whampoa

LOVE, MORE than any-

thing, will help Gil lead a 

happy and potentially lon-

ger life. He might choose 

his love for the start-up, 

working on the prize, 

contributing to research, 

or being with friends and 

family at home. Those are 

not mutually exclusive 

choices in the world we 

live in today.

Varun Jain, MBA 

candidate, Kellogg School 

of Management

I WAS a cancer victim 

at age 22, and I’d say 

he should find a way to 

balance all three things. 

That would help him get 

out of bed every morning 

and make an impact on 

society. It’s difficult to sit 

around and wait; far better 

to keep yourself occupied 

with things that give you 

pleasure and stability.

Archana Dhankar, 

student, Army Institute of 

Technology, Pune, India

GIL SHOULD dedicate the 

rest of his life to working 

on the prize while also 

spending a good amount 

of time with Ruti and his 

family. People rarely have 

an opportunity to make 

such a significant contri-

bution to society, and Gil 

can fight the lung cancer 

battle for himself and for 

others. 

Sivakumar Palaniappan, 

founder and chief mentor, 

Mastering Mind Academy

EXPERIENCE

126  Harvard Business Review June 2014

    

http://www.HBR.org


GIL’S OPTIONS are not mutually exclu-

sive. In our globally connected world, it’s 

possible to live in Israel and still work for 

a U.S.-based business, making the oc-

casional commute back and forth. This is 

what I do, and it works. But if Gil needs to 

choose one option, I’d suggest he pursue 

the start-up. It will make him happiest and 

offers the best opportunity to provide for 

his family after he’s gone. 

Gil, like all of us, has three types of 

responsibility. The first is a personal duty 

to himself. This is often called “fulfill-

ment”—doing what will most satisfy him. 

The second obligation is to his family, 

especially his dependents—his wife, Ruti, 

and their kids, if they decide to have any in 

the coming years. Quality time together is 

important, but so is money. For a man fac-

ing death, wealth might seem insignificant 

(that’s why Shakespeare’s Richard III said, 

“My kingdom for a horse!”), but Gil may 

want to do as much as he can to ensure 

the financial security of his loved ones. The 

third responsibility is to society—to make 

the world a better place. Gil can make 

good on that commitment by either con-

tinuing with the start-up or pursuing the 

prize initiative, both worthy endeavors. 

The difference between Gil and an ordi-

nary person is that he can’t meet his com-

mitments one by one over time. With his 

hourglass running out, he has to choose. 

Right now, personal responsibility should 

be his priority: If he’s not fulfilled, he will 

be frustrated and unproductive, and that 

discontent will make his family and loved 

ones miserable, too. 

Gil knows that he finds his work at the 

start-up rewarding. Plus, there’s a financial 

upside, which helps him honor his respon-

sibilities to Ruti. That’s why I think it’s the 

best choice for him.

This case is based on my own story. In 

2009 I was diagnosed with ALS—amyo-

trophic lateral sclerosis—commonly known 

as Lou Gehrig’s disease. It’s a degenera-

tive condition in which muscles gradually 

atrophy, ultimately leading to complete 

paralysis. After lying in bed depressed for 

a few days, I decided that I was going to 

fight it. I got together with friends from my 

home country of Israel, along with class-

mates and professors at Harvard Business 

School (where I was studying for my MBA), 

and founded a nonprofit called Prize4Life. 

It’s similar to what Maya and Arthur are 

proposing to Gil. We provide $1 million 

prizes to researchers pursuing treatments 

and a cure for ALS. 

This was the path I knew would be most 

fulfilling for me, and even though my work 

kept me away from home for another 

three years, my loved ones applauded my 

decision. Also, money was less important 

to me because I didn’t have a family to 

support. 

No matter what Gil decides to do, my 

advice to him—to everyone, really—is to 

live every day to the fullest, be optimis-

tic, and fill your time with work you enjoy. 

Back in 2004 my doctors gave me three 

years to live. That was 10 years ago. Work-

ing hard for something you believe in is 

the best treatment I know. 

HBR Reprint R1406L

Reprint Case only R1406X

Reprint Commentary only R1406Z

Avichai “Avi” Kremer is the CEO and cofounder of Prize4Life, 
a nonprofit dedicated to the discovery of treatments and a 
cure for amyotrophic lateral sclerosis (ALS).

Working hard for something you believe in  
is the best treatment I know.
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EDGARDO CANTÚ, CEO 

of Vector Casa de Bolsa

If the United States is metaphori-

cally the head of the business world, the 
Mexican state of Nuevo León can easily 
be considered the business world’s all-

powerful and indispensable body, heart, 
and soul.  Strategically located on the 
southern border of the United States, 
Nuevo León is widely considered to be 
the technology capital of Mexico. It has 
reached such notoriety, not only due to 
its convenient proximity to the United 
States, but also because of its commit-

ment to innovation, business clusters lo-

cated in the region, and  vast  quantities 
of eff ective products that induce a large 

amount of foreign investment.
The positive economic and political 

climate in Nuevo León would come as 
quite a surprise if it were to be judged 

based on what can be found in some of 
the more confl ictive regions within the 

country. Moreover, its physical distance 
from Mexico City translates into politi-

cal distance as well. It is miles away from 
the political instability found in the sur-

rounding regions, and it is characterized 
by a highly educated workforce. Interna-

tional investors continue to fi nd this area 

attractive because of its low labor costs. 
The region also outshines its peers 

when it comes to its overall tranquility. 
Nuevo León is  safe and secure, primarily 
as a result of the role the Mexican gov-

ernment has had in converting the re-

gion into an attractive place for outside 
investors. The peaceful environment 
found here also extends to its workforce. 
The region has gone 15 years without a 

Innovation, Entrepreneurship, and Business Clusters
single strike in any of its sectors. 

With so many comparative advan-

tages, innovative approaches to business 
dealings, highly-developed clusters, and 

quality products, it is no wonder why 
this region is on the rise—not only as a 
Mexican leader in technology, but also as 
a world leader. 

Foreign Direct Investment: FDI has been and continues to be a 

great source of funding in the region. This year’s fi rst-trimester alone 

has already seen an FDI of $864 million USD, which is more than double 

the amount of FDI accrued in the same period in 2013.

San Pedro: This city, located in Nuevo León, is Latin America’s wealthi-

est in terms of per capita income. It is also home to a number of the 

country’s largest companies like Alfa, FEMSA, and CEMEX.

Research and Technology Information Park (PIIT): Covering 

more than 172 acres, this park is a business hub bringing together the 

region´s business, academic, and government leaders.

DID YOU KNOW...
It is of utmost importance to 
offer our clients a platform 
where they can easily take 
advantage of the increasingly 
more connected and globalized 
business environment. What 
happens a world away from 
Mexico can have dramatic 
effects on our economy; 
therefore, it is necessary to 
remain conscious of this fact 
and create iniciatives with this 
in mind.

Nuevo 
León

SPECIAL SPONSORED SECTION

 REGIONAL STUDY

Stepping out of the shadow of its big 
brother, the United States, and coming 
into its own. How a Mexican Region 
has transformed into the next big 
regional cluster of the 21st century.

    



SPECIAL SPONSORED SECTION

www.mesa.ms          info@mesa.ms

Refrigeration and 
Air Conditioning 
Assemblies 

“To be successful, we 
must not only do what 
is required of us, but 
we must also do what is 
right. Our business 
relationships are 
performed in strict 
compliance with ethical 
standards; therefore, we 
require our employees 
to be committed to 
living these standards 
of conduct in their 
everyday lives.

Nuevo León is fi lled to the brim with 

successful companies that have consis-

tently proven their unwavering commit-

ment to innovation. This dedication is so 
unique to the region because, regardless 
of how much previous or current success 
these companies are experiencing, there 
seems to be no shaking their goal of im-

proving customer service and the general 
quality of their end-products.

Companies like Vector Casa de Bolsa, 
an international securities broker dealer 
based in Monterrey, have demonstrated 
their innovation through the develop-

ment of such user-friendly services as 

e-Vector, an online investment platform.

Evco Plastics, another Monterrey-

based company who manufactures plas-

tics, has recently restructured their en-

tire injection processes and implemented 
the new design. They have done so, not 
out of necessity, but because of their 
commitment to providing their clients 
the best products possible.

Similarly, the pipe and tube product 
manufacturer, The Prolamsa Group, is 
committed to incorporating the latest 
in tubing technology. It plans on launch-

ing a state-of-the-art, computer-run mill 

in Bryan, Texas (USA), with the aim of 

supporting the ever growing U.S. oil and 
gas pipeline industry. The mill will use ad-

vanced pipe fi nishing machinery to create 

the most specialized end product possible 
for its customers. According to Prolamsa’s 

CEO, Mr. José Garza, “the technology to 
be used in Bryan is particularly special 
because it will only take two hours to 
calibrate changes, while the standard mill 
typically takes up to eight hours. This will 
surely lead to greater productivity.”

A region’s unwavering commitment 
to change and adaptation
Innovation rules for 
companies in Nuevo León. 
It has led to past, present, 
and will surely lead to future 
success for the region.
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CUPRUM Group

Nuevo León is made up of various re-

gional clusters centered on several tech-

nology sectors. The cluster system in this 
region is often referred to as a “triple 
helix” because of the collaboration and 
dialogue that exists between the region’s 
government, education system, and the 
various companies within its sectors. 

The region is quite welcoming to the 
idea of clusters, and it is not uncom-

mon for new companies to be specifi -

cally asked to join the cluster they are 
most aligned with, as collaboration has 
proven to lead to success in the region. 

Nuevo León’s Secretary of Economic 
Development, Mr. Roland Zubirán,  has 
described the region as being “a bench-

mark from which all Latin American 

clusters can model themselves.” He goes 
on to say that the clusterization that has 
occurred in the region has been made 
possible by great “leadership from top 
industry professionals, support from the 
universities, and a cooperative govern-

ment that does everything in its power 
to improve the conditions found within 
the various sectors.” 

Criotec, a leader in the refrigeration 
industry and member of the home appli-

ance cluster, regularly works alongside 
the government and the other members 
of their cluster’s value chain in an eff ort 

to keep their customer guarantee of al-

ways promoting and encouraging the 
development of new technology and ef-

fi cient means of production.

It is through such collaborative eff orts 

that gaps within a sector’s value chain 
are competitively identifi ed and fi lled 

in. The idea is to help and develop small 
and medium enterprises by integrating 
them into the value chain and thus mak-

ing the chain stronger. 

The “triple helix” 
system of clusterization

Nuevo León is a 
benchmark from which all 

Latin American clusters 
can model themselves

The company traces its roots back to 

1948 when it primarily focused on 

copper extrusion. In fact, CUPRUM is 

the Latin word for copper. It was some 

years later when CUPRUM decided to 

completely switch its efforts to that of 

aluminum. Having doubled its sales in 

the past three years, the fi rm currently 

consists of 4,600 employees. The 

innovation doesn’t end there: 

Cuprum has a specialized 
team dedicated to the 
research and development 
of new products in an ever-
evolving industry. 

It’s a company that is always on the 

lookout for its next niche and how to 

add it to the distribution chain.

This is part of a wider initiative to gen-

erate a culture of regular innovation 

within the company. Its collaboration 

with DeWalt and Black&Decker are 

an example of this innovation in the 

ladder business. Through this simple 

formula of combining a strong inno-

vative product with its brand partner-

ships, it has seen signifi cant company 

growth. Cuprum has also developed 

its own brand of ladders, Louisville 

and Davidson for the US and Canada 

and Cuprum for the Mexican market, 

which have become the second-largest 

ladder manufacturer in North 

America. 

Another example of inno-

vation is EUROVENT. It has 

been through this brand 

that the fi rm brought in-

novative aluminum door 

and window solutions to 

the Mexican market. 

The company is nicely 

set up to achieve its 

next realistic target: 

going public and tak-

ing Cuprum to the 

next stage of accel-

erating development 

through acquisitions 

and organic growth.
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Minera Autlán: 
Reinvention at its fi nest

Innovation, Growth, and Excellence.  

These three powerful words quite beauti-

fully sum up the defi ning characteristics 

of the mining company, Minera Autlán. 

Led by Mr. José Rivero, Minera Autlán 

is yet another example of a rapidly ex-

panding company located within the 

state of Nuevo León. Mr. Rivero recently 

announced that the “second trimester of 

2014 will mark the availability of preferen-

tial stock options,” which will surely prove 

to be a great investment for anyone look-

ing to take part in a growing and economi-

cally fruitful company.

Mining currently ranks as the fourth largest 

contributor to Mexico’s total GDP. Manga-

nese mining, in particular, is extremely in-

fl uential due to its essential place within 

the automotive industry, among others. 

Perhaps one of the most remarkable char-

acteristics of this company is its posses-

sion of the only manganese ore deposit in 

North and Central America. Minera Autlán 

prides itself on being the sole producer of 

manganese nodules in the world. “A newly 

designed nodulization process is currently 

being tested, and it is believed that it will 

be able to increase manganese content by 

70%,” reports Mr. Rivero.

In terms of its manganese ferroalloy pro-

duction, it is the largest producer in North 

America. Its success, in large part, is due 

to its innovative investments. Mr. Rivero 

expands upon this idea by stating, 

We recently fi nished building 

a hydroelectric plant, which 

not only provides a sustain-

able energy source, but also a 

low cost energy solution. This 

allows for our products to be 

provided at far lower costs 

than our competitors.

If Minera Autlán’s past and current success 

in the manganese mining and ferroalloy 

production industries are of any indication, 

those choosing to invest in Minera Autlan’s 

preferential stock options will have only 

bright blue skies to look forward to.

Always one step ahead

+52 (81) 8864 4070       sales@fanasa.com.mx 

www.fanasa.com.mx

FANASA, based in Monterrey, is a metal 
stamping, sheet metal, and assembly 
company. It prides itself on 42 years of 
experience in manufacturing in the 
Mexican Market with exports to USA 
and Brazil.

FANASA provides metal molding 
solutions and a press capacity of 
200-1500 tons. It even boasts a CNC 
turret, brake presses, and welding and 
assembly components like Class A 
finished surfaces for appliances.

Success found 
through regional 
clustering

One of the region’s most infl uential 

clusters is the home appliance cluster. 
It is lead by such companies as Fanasa, 
Manufacturas Especializadas, Criotec, 
and Grupo Cuprum. The cluster is rela-

tively young —formed only fi ve years ago. 

It is made up of 19 companies, 3 govern-

ment entities, and 6 academic institu-

tions. 
The automotive industry cluster is 

another one of the region’s most suc-

cessful clusters. It is spearheaded by 
Evco Plastics with the participation of 
Fanasa as well. 

Fanasa is a member of the two ruling 
clusters: the appliance and automotive 
clusters. Its CEO, Mr. Rubén González, 
attests to the high functionality and ef-

fectiveness of being a member of such 
clusters stating, “the triple helix dialogue 
truly exists. The government’s active in-

volvement in the clusters has contributed 
greatly to our ultimate success. After en-

tering the clusters, we have grown from 
only 15 employees and 1 client to 350 em-

ployees, 2 plants, and 20 clients.”
According to the president of the au-

tomotive industry cluster, Mr. Armando 

Mirandez, Nuevo León is an ideal loca-

tion for automotive industry develop-

ment because of the education provided 
here. He asserts that “international com-

panies have invested millions in educat-

ing the people of the region in order to 
create a competitive and well-prepared 

workforce.”
Mr. Humberto Garza, the CEO of 

Evco Plastics, says joining the cluster 
has completely changed the company´s 
dynamic. He adds that what was once a 
closed, introverted company has evolved 
into one that is open, innovative,  and 
now better apt to respond to its custom-

ers´ needs. 

THE HOME 

APPLIANCE 

CLUSTER

19 companies

6 academic 

institutions

3 government 

entities
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Vector Casa de Bolsa: 
Finding success amidst the global fi nancial storm

and foreign exchange markets, invest-

ment funds, and merger and acquisition 

advisory for companies to name a few.

Their commitment to customer service is 

further reinforced by their pledge to put 

the capital of their client above the capital 

of the brokerage house. If that were not 

enough, Vector is always working to incor-

porate new technology that can improve 

the way they manage their business. 

Their newest technological development 

is called e-Vector —a dynamic and easy-

to-use Internet platform, which allows the 

customer to directly manage his or her 

investments and fi nancial matters.

Vector has 22 branches in the most im-

portant cities in Mexico and presence in 

10 countries principally in Latin America.

With a high level of customer service, 

a vast array of competitive advantages, 

and a clear global focus, it is no wonder 

why Vector Casa de Bolsa has been able 

to weather the fi nancial storm of 2008 

and emerge as a true leader in its sector.

Vector Casa de Bolsa is a Monterrey 

based Securities Broker Dealer that has 

truly proven to stand the test of time. 

With a track record of high performance 

across international markets, a long list 

of competitive advantages, and a recent 

focus on global expansion, Vector Casa 

de Bolsa may very well be an ideal in-

vestment choice for those looking to 

back a trustworthy and internationally 

minded brokerage house.

Vector forms part of the highly success-

ful conglomerate, Grupo Plenus, which 

is a multi-functional group of companies 

working in fi ve distinct sectors: educa-

tion, packaging, agro-biotechnology, real-

estate, and fi nancial services. Plenus’ 

Chairman and CEO, Mr. Alfonso Romo, 

is one of Mexico’s stand-out business-

men, who has contributed to the acqui-

sition of a number of companies and 

their development and transformation 

across sectors.

Vector Casa de Bolsa is one of Mr. Romo’s 

true success stories. After reaching a 

staggering 40 years of operation, their 

largest growth period began with the on-

set of the global fi nancial crisis. As Vector’s 

CEO, Mr. Edgardo Cantú, testifi es, “There 

is always an opportunity to be found in 

every crisis, and that is, indeed, how we 

viewed and handled the global fi nancial 

crisis of 2008.” In fact, VectorGlobal, 

Vector’s Miami-based US brokerage plat-

form, was launched a mere two weeks af-

ter Lehman Brothers fi led for bankruptcy.

Vector jumped at the opportunity to take 

advantage of this situation, and they have 

experienced nothing but success since the 

start of the fi nancial crisis. Their success 

is primarily due to their high competitive 

advantage. They have always offered ex-

tremely personalized services, which pri-

marily come from their dedication to offer-

ing a top-notch, focused, and diversifi ed 

platform of services.

“We are quite focused on the administra-

tion of our clients´ investments portfolios 

for high net-worth individuals, institutional 

investors, and the companies,” explains 

Mr. Cantú. In terms of their product di-

versifi cation, Vector is a true leader in its 

sector, with services available to manage 

investment alternatives in debt, capital Visit www.vector.com.mx

The clusters of Nuevo León do not 
confi ne their dialogue to just member 

groups and institutions. There are, in-

deed, cases of inter-cluster dialogue. For 

example, the automotive industry cluster 
is in regular contact with the home ap-

pliance cluster. The automotive industry 
has even engaged in dialogue with clusters 
from Bavaria in Germany, Galicia, Basque 
Country, and Aragon in Spain, and from 

several in the United States as well. 
Some companies, like MESA, have 

looked beyond the border of Nuevo León 

Finding success through dialogue 
and foreign investment

How the region’s cluster-
friendly attitude has affected 
the nature of business 
dealings outside companies’ 
fi elds of infl uence.

to initiate dialogue and expand their busi-

ness ventures. MESA is currently working 

to establish a greater presence in the Cen-

tral American and South American mar-

kets. In as little as two years, they hope to 
have doubled their revenue as a result of 
these eff orts.

Grupo Cuprum, a company focused on 
architecture ventures, is considered to be 
a successful NAFTA business. A total of 

95% of its business actions occur within 

NAFTA countries and only 5% occur out-

side the NAFTA region.

Perhaps it is this cluster mentality that 
has led companies in the region to be so 
willing to work with other institutions and 
maintain active dialogue with those out-

side their sphere of immediate infl uence. 

In addition to creating associations and 
maintaining dialogue with those outside 

of their cluster, the region has a great track 
record with handling foreign investments.

There is already a high amount of for-

eign investment in the various industries 
in Nuevo León. The number of returning 
investors outnumbered that of new inves-

tors this past year. The ratio is roughly 
70/30, which suggests that past invest-

ments experienced expected or better 
than expected returns, and it attests to 
the overall amicable investment nature of 
the region. 

OF THE REGION’S TOTAL 

INVESTMENTS COME 

FROM RETURNING 

INVESTORS.

70%
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Mr. Eugenio Clariond, the CEO of 
Grupo Cuprum, is interested in making 
the necessary adjustments to improve 
the company. “My leadership approach 
is very participatory,” he says. “We 
have an open-door policy in which di-

rect communication and feedback take 
place year-round.” In an eff ort to gain 

new perspectives to solve old problems, 
Grupo Cuprum has recently decided 
to strengthen its team through the 
search of what Mr. Clariond refers to 
as “young blood,” or young ambitious 
workers. Grupo Cuprum is currently 
working on changing the status of the 
company to public as part of an acceler-

ated growth program, which is set to go 
into eff ect in 2015.

Key leaders set on providing real 
positive change

After the Mexican government’s 

drastic shift in power as a result of the 
National Action Party’s monumental 

presidential win in 2000, Mr. Ernesto 
Canales jumped at an incredible oppor-

tunity to transform the penal system in 
Nuevo León. The previous system had 
been fraught with unnecessary bureau-

cracy and outdated practices, and Mr. 
Canales, backed by the non-profi t or-

ganization, Institución Renace, has led 
the charge in providing much needed 
change. It is through his eff orts that in 

Chihuahua, the percentage of individu-

als reporting criminal incidents to the 
police has increased by 20%. This is a 

great indicator of the newfound trust 
the general population is beginning to 
place in the legal system.

EUGENIO CLARIOND
CEO Grupo Cuprum

ERNESTO 
CANALES SANTOS
President of 
Renace Foundation

Company innovation is what 

ultimately defi nes a project’s 

success.

Mexico is changing, 

transforming its penal system 

in such a way that it is now 

irreversible.
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T
he idea of meritocracy—a system 

in which the most deserving are 

recognized for their ability and 

results and thereby advance—is baked 

into the American character. The worthy 

win. Quality will tell. Or so the story goes.

Business books embrace this spirit as 

part of their foundation: If you follow their 

advice, you’ll improve yourself and trump 

your competition, whether personally or 

professionally. 

That sentiment certainly infuses the 

latest release from the team that brought 

you Freakonomics and SuperFreakonomics, 

the University of Chicago economics 

professor Steven Levitt and the journalist 

Stephen Dubner. Their new book promises 

to teach you to “think like a freak,” using 

the strategies that gained them acclaim to 

sharpen your own outcome.

It seems like a commendable project, 

but the authors fall well short of their goal. 

Really, you’d have to go through a couple 

of graduate-level social science programs—

a little econometrics, some psychology, 

plus a lot of practice—to think the way they 

do, with discipline and creativity. You can’t 

just admit you don’t know something, ap-

proach a task with the joy of a child, under-

stand someone else’s values well enough 

to design complicated incentive schemes 

(all techniques they suggest and illustrate 

but fail to teach), and win. 

Other new titles make equally seduc-

tive promises. The Obstacle Is the Way: The 

Timeless Art of Turning Trials into Triumph, 

from the marketing and media specialist 

Ryan Holiday, will tell you how to leverage 

adversity. The seasoned business writer 

Geofrey James’s mission in Business 

Without the Bullsh*t: 49 Secrets and Short

cuts You Need to Know is self-explanatory. 

These oferings are as brash as they are 

baseless. Yes, you can usually fnd a few 

helpful tips, but books like these nearly 

always fail to deliver on their promise that 

you can work less to get ahead. 

There is rarely a shortcut to achieve-

ment—something that should cheer fans 

of meritocracy. But there’s bad news, too. 

Two other recent books, both based on 

impressive academic research—Thomas 

Piketty’s Capital in the TwentyFirst 

Century and Gregory Clark’s The Son 

Also Rises—suggest that for most people, 

advancing through merit simply isn’t 

possible. 

Where Have You Gone, Horatio Alger?
The fall of meritocracy and the rise of unreasonable optimism 
by Tim Sullivan
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First, let’s get the most obvious objec-

tion out of the way: We all know people 

who have pulled themselves up by their 

bootstraps. Horatio Alger made a living 

telling such stories. But Piketty, a Paris 

School of Economics professor, and Clark, 

of the University of California, Davis, don’t 

deal in anecdotes. They use reams of data 

and analysis to illuminate the underlying 

structures that facilitate or hamper meri-

torious advancement. And the picture 

they paint is devastating.

Piketty’s 700-page work, based on 

a collaborative 15-year research project, 

argues that capitalism’s postwar heyday—

from 1945 until about 1970, a period of 

rising economic and social equality—was 

an aberration. The more typical situation 

in the developed world, Piketty contends, 

is that returns on capital outpace eco-

nomic growth, so the rich can invest and 

get richer while everyone else’s economic 

circumstances stagnate. From 2010 to 

2012, he fnds, 95% of economic growth 

went to the richest 1% of the population. 

(See “The Price of Wall Street’s Power,” by 

Gautam Mukunda, in this issue.)

And it’s not some group of talented 

“superproducers”—people making more 

and better things—who are accumulating 

these high returns. Rather, the money 

is going to “supermanagers”: Corporate 

leaders account for some 70% of the top 

1% of the population. 

At HBR we obviously believe that good 

managers are worth a great deal. But there 

can be no meritocracy when those in the 

top tier capture a disproportionate share 

of economic returns merely because of 

their position. And, as Piketty notes, 

individual contributions cannot be 

determined in what is by defnition a 

group activity, so how we would even 

identify what supermanagers have done 

is fundamentally questionable. Indeed, 

the situation today threatens to generate 

extreme inequalities that stir discontent 

and undermine democratic values. It’s no 

surprise that the Gilded Age, a period of 

radical inequality in the United States, was 

marred by violence.

Add to this Clark’s work, and the picture 

gets even grimmer. The thesis of The Son 

Also Rises is, fundamentally, that the apple 

doesn’t fall far from the tree. Ingeniously, 

Clark and his team of researchers look at 

the persistence of socioeconomic status 

through the lens of surnames in more than 

20 societies. Tracing the movement of 

families across the centuries, Clark argues 

that social mobility is low—indeed, nearly 

nonexistent. Instead of taking three or 

four generations for a family to improve its 

position (or to fall in status), it takes more 

like 10 or 15. In fact, by his estimate, the 

socioeconomic standing of your family 

at the time of your birth can predict up to 

50% of your adult income or education 

level. Success is largely inherited.

Is there a solution? A way to break the 

iron cage of capital and inheritance? Both 

Piketty and Clark point to the redistribu-

tion of wealth to help curb inequality, but 

for radically diferent reasons. For Piketty, 

the system cannot right itself without 

redistribution—the only way to take the 

unearned gains of capital from the top 1%. 

Read this way, his is a call for the United 

States and other developed nations to 

turn to socialism. For Clark, redistribu-

tion is more of a lark. He argues that the 

successful got that way because they are 

in fact better than the rest of us—they 

inherited their ability as well as their social 

position—but that redistributing wealth 

doesn’t cost much and also improves 

overall social welfare. 

I’d argue for another path. This is where 

the optimism of Horatio Alger’s stories 

and Think Like a Freak, which promise 

(and sometimes deliver) self- improvement, 

becomes vitally important. If we think that 

Piketty and Clark are correct, we descend 

into a self-fulflling prophecy of failure. 

Why bother working hard if ultimately it 

doesn’t matter? Why strive? 

We must believe that it’s possible to 

improve one’s lot in life, and business 

books, with their success stories, strat-

egies, and tactics, help put us in that mind-

set. The alternative—meekly accepting 

the economic and social hierarchies that 

Piketty and Clark describe and abandon-

ing the idea of merit—is too grim to bear. 

Unrealistic optimism may not be sufcient 

to overcome the systems that limit the rise 

of merit, but it is surely necessary. 

“Our greatest satisfaction would be if [this book] helps  
you, even in some small way, to go out and right some 
wrong, to ease some burden, or even—if this is your 
thing—to eat more hot dogs.”
Steven D. Levitt and Stephen J. Dubner, Think Like a Freak

Tim Sullivan is the editorial director 
of Harvard Business Review Press and 

a coauthor of The Org: The Underlying Logic 
of the Office (Twelve, 2013).

Think Like a Freak: 
The Authors of 
Freakonomics Offer 
to Retrain Your Brain
Steven D. Levitt and 
Stephen J. Dubner
William Morrow, 2014 

Capital in the 
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Thomas Piketty
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The Son Also Rises: 
Surnames and the 
History of Social 
Mobility
Gregory Clark
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Succeed by surrounding 
yourself with the best.

Claudio Fernández-Aráoz, whose 

advice is sought by heads of 

business and government world-

wide, says getting people right 

is what makes the difference 

between success and failure. 

Through engaging essays based 

on research and decades of 

personal experience, Fernández-

Aráoz confi rms why great “who” 

decisions matter more today 

than ever before.
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Sixty months after the 2008 reces-
sion ended, the economy was still 
sputtering, producing disappointing 
growth and job numbers. Corpora-
tions seemed stuck: Despite low 
interest rates, they were sitting on 
massive piles of cash and failing 
to invest in new initiatives. In this 
article, a leading innovation expert 
and his HBS colleague explore the 
reasons for this sluggishness.

The crux of the problem, they say, 
is that investments in different types 
of innovation have different effects 
on growth but are all evaluated 
using the same (flawed) metrics. 
Performance-improving innova-
tions, which replace old products 
with better models, and efficiency 
innovations, which lower costs, 
don’t produce many jobs. (Indeed, 
efficiency innovations eliminate 
them.) Market-creating innova-
tions, which transform products so 
radically they create a new class of 
consumer, do generate jobs for their 
originators and for the economy. 
But the assessment metrics that 
financial markets—and companies—
use always show efficiency and 
performance-improving innovations 
to be better opportunities.

This is the capitalist’s dilemma: 
Doing the right thing for long-term 
prosperity is the wrong thing for 
investors, according to the tools 
that guide investments. Those tools, 
however, are based on an unex-
amined assumption: that capital 
is scarce, and that performance 
should be assessed by how ef-
ficiently companies use it. The truth 
is, capital is no longer scarce, and 
our tools need to catch up to that 
reality. HBR Reprint R1406C

Over and over again, executives 
make decisions that aren’t in their 
companies’ best interests, in re-
sponse to pressure from Wall Street. 
Though many believe this happens 
because firms have a “fiduciary 
duty” to maximize shareholder 
returns, U.S. executives do not, as 
a matter of law, have any such 
obligation. Yet it’s hard for them 
to resist demands from a quarter 
that has amassed such a huge and 
disproportionate share of power. In 
the past few decades, as legislation 
that put controls on Wall Street 
was largely undone, the size and 
profits of the financial sector grew 
enormously. That increased its 
influence, particularly its ability to 
sway the government by spending 
billions of dollars on lobbyists and 
political contributions. Even after 
the financial crisis, Wall Street was 
able to slow down and weaken new 
regulations meant to rein in its risky 
practices.

This “financialization” of the 
economy has serious downsides: It 
increases volatility, inhibits growth, 
and misallocates resources, such as 
talent and capital, away from wealth 
creation and toward wealth distribu-
tion. It distorts thinking. Restoring 
the balance of power is critical to 
the competitiveness and the health 
of the rest of the economy. Limits 
on the size and leverage of banks 
and changes to the tax code could 
promote better equilibrium—but 
courage will be needed to put such 
reforms in place.

HBR Reprint R1406D

Managers and academics often 
lament that Wall Street’s short-
term focus makes it impossible for 
corporations to plan for the long 
run. Palmisano disagrees. Yes, there 
are some on Wall Street, such as 
the sell-side analysts who dominate 
quarterly earnings conference calls, 
who can’t see more than a few 
months out. But CEOs shouldn’t 
participate in those calls anyway, 
he believes. They should instead 
focus their energies on the institu-
tional investors who will embrace 
the long view if they are given ways 
to judge a company’s progress.

In this edited interview with 
one of HBR’s executive editors, 
Palmisano describes how IBM’s 
top management made significant 
changes to how the firm set goals 
and communicated them to inves-
tors. “The model,” a rolling multi-
year road map for earnings growth 
and cash generation, included an 
emphasis on R&D investment even 
during downturns, a plan for execu-
tion that involved every unit in the 
organization, and a shift toward 
long-term compensation. Transpar-
ency and open dialogues with large 
shareholders were also key.

The CEO is a steward, Palmisano 
argues, charged with protecting  
a company and its returns for 
decades to come. But that vision 
need not clash with success on the 
visible horizon; during Palmisano’s 
tenure, IBM’s stock price soared.

HBR Reprint R1406E

Are Investors  

Bad for Business?

The financial sector’s power can have unintended, 
harmful effects on executive decision making— 
but there are ways to mitigate the damage.  

ARTWORK Hubert Blanz  

Four Elevators, 117, 2006  
black-and-white baryta print 
on aluminum, 80 x 211 cm 

June 2014 Harvard Business Review 59

HBR.ORG

INNOVATION

The Capitalist’s Dilemma
Clayton M. Christensen and  
Derek van Bever | page 60

POLITICAL ECONOMY

The Price of Wall 
Street’s Power
Gautam Mukunda | page 70

LEADERSHIP

Managing Investors
Former IBM CEO Sam Palmisano, 
interviewed by Justin Fox 
page 80

Executive Summaries June 2014
SPOTLIGHT: ARE INVESTORS BAD FOR BUSINESS?

The metrics that Wall Street uses to assess 
company performance can discourage 
investment in market-creating innovation. 
This package looks at ways to mitigate that 
damage.

HBR.ORG

June 2014 Harvard Business Review 137

    

http://www.HBR.org
http://www.HBR.org


How can a person who seems so 
qualified for a position fail miser-
ably in it? How can someone who 
clearly lacks relevant skills and 
experience succeed? The answer 
is potential, the ability to adapt 
and grow into increasingly complex 
roles and environments.

For the past several decades, 
organizations have based their hir-
ing decisions on competencies. But 
we have entered a new era of talent 
spotting. Geopolitics, business, 
industries, and jobs are changing 
so rapidly that it’s impossible to 
predict the capabilities employees 
and leaders will need even a few 
years out. The question now is 
not whether people have the right 
skills; it’s whether they have the 
potential to learn new ones.

Research points to five markers 
of potential: a strong motivation to 
excel in the pursuit of challenging 
goals combined with the humility to 
put the group ahead of individual 
needs; an insatiable curiosity to 
explore new ideas and avenues; 
keen insight into connections that 
others don’t see; a strong engage-
ment with work and people; and 
the determination to overcome 
obstacles.

Once organizations have hired 
true high potentials—a challenge, 
given the increasing scarcity of 
senior talent—and identified the 
ones they already have, it’s crucial 
to focus on retaining them and 
on helping them live up to their 
potential by offering development 
opportunities that push them out of 
their comfort zones.

HBR Reprint R1406B

How can leaders build an organiza-
tion that is capable of innovating 
continually over time? By creating a 
community that is both willing and 
able to innovate.

To be willing, the community 
must share a sense of purpose, 
values, and rules of engagement. 
When Luca de Meo was Volkswa-
gen’s head of marketing com-
munication, he fostered a sense 
of purpose in his team by asking 
its members to reflect on what 
being part of VW meant to them; 
strengthened their shared values 
by encouraging them to use the 
brand’s three components—innova-
tion, responsibility, and value—to 
guide their work; and built signifi-
cant responsibility and autonomy 
into their rules of engagement.

To be able, companies must gen-
erate ideas through discourse and 
debate; experiment quickly, reflect, 
and adjust; and make decisions that 
combine disparate and even oppos-
ing ideas. Bill Coughran, an SVP of 
engineering at Google, employed 
these capabilities both to solve the 
company’s near-term data storage 
needs and to make progress toward 
a next-generation solution.

HBR Reprint R1406G

A health care revolution is under 
way, and doctors must be part of 
it. But many are deeply anxious and 
angry about the transformation, 
fearing loss of autonomy, respect, 
and income. Given their resistance, 
how can health system leaders 
engage them in redesigning care? 
In this article, Dr. Thomas H. Lee, 
Press Ganey’s chief medical officer, 
and Dr. Toby Cosgrove, the CEO of 
the Cleveland Clinic, describe a 
framework they’ve developed for 
encouraging buy-in.

Adapting Max Weber’s “typology 
of motives,” and applying behav-
ioral economics and other moti-
vational principles, they describe 
four tactics leadership must apply 
in concert: engaging doctors in a 
noble shared purpose; addressing 
their economic self-interest; lever-
aging their desire for respect; and 
appealing to their sense of tradition.

Drawing from experiences at 
the Mayo Clinic, Geisinger Health 
System, Partners HealthCare, the 
Cleveland Clinic, Ascension Health, 
and others, the authors show how 
the four motivational levers work 
together to bring this critical group 
of stakeholders on board.
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Almost every retailer looks to 
Google to refer customers, and it’s 
rare to find a manufacturer whose 
products aren’t sold on Amazon. But 
these and other big platforms can 
capture a disproportionate share 
of the value a company creates: 
Buy an app on iTunes, and Apple 
takes 30%. The author presents 
four strategies to help businesses 
reduce their dependence on power-
ful platforms.

Exploit the platform’s need 
to be comprehensive. American 
Airlines’ strong coverage of key 
routes made its presence on the 
travel website Kayak indispensable 
to Kayak’s value proposition. As a 
result, AA negotiated a better deal.

Identify and discredit discrimi-
nation. Public complaints that eBay 
was giving search prominence to 
suppliers who advertised on the site 
forced a reversal of the policy.

Create an alternative platform. 
When MovieTickets was on the 
verge of dominating phone and on-
line ticketing, Regal Entertainment 
and two other large theater chains 
formed Fandango.

Deal more directly. People 
ordering takeout through online 
platforms like Foodler and GrubHub 
have often already chosen their 
restaurant. Restaurants that deal 
directly can exit the platform.
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A platform’s 
scale and reach 
are often less 
stable than  
they seem.

THE BIG IDEA

EXECUTIVE SUMMARIES

138  Harvard Business Review June 2014

    

http://www.HBR.org
http://www.HBR.org
http://www.HBR.org


THE GLOBE

In India and other large 
emerging economies, rural 
markets hold great promise 
for boosting corporate earn-
ings. Companies that sell in 
the countryside, however, 
face poor infrastructure, 
widely dispersed custom-
ers, and other challenges. 

To better understand the obstacles and how to 
overcome them, the authors—researchers with 
Accenture—conducted extensive surveys and in-
terviews with Indian business leaders in multiple 
industries. Their three-year study revealed several 
successful strategies for increasing revenues and 
profits in rural markets:

Start with a good distribution plan. The 
most effective approaches are multipronged—for 
example, adding extra layers to existing networks 
and engaging local partners to create new ones.

Mine data to identify prospective customers.  
Combining site visits, market surveys, and GIS 
mapping can help companies discover new buyers.

Forge tight bonds with channel partners. It 
pays to spend time and money helping distribu-
tors and retailers improve their operations.

Create durable ties with customers. Com-
panies can build loyalty by addressing custom-
ers’ welfare and winning the trust of community 
leaders. HBR Reprint R1406J

Unlocking the Wealth in 
Rural Markets
Mamta Kapur, Sanjay Dawar, and 
Vineet R. Ahuja | page 113

How I Did It

Alaix began his career in finance and then spent 
years running businesses within large pharmaceuti-
cal companies. He was heading the animal health 
division at Pfizer when the company decided to spin 
off the division in an IPO and make him the CEO. 
Alaix knew that sophisticated external communi-
cation skills would be especially important in the 
months leading up to the IPO: He would be telling 
the company’s story to analysts and potential inves-
tors, and their opinion of its strategy would have a 
direct impact on the value of the stock offering.

He had about two years in which to pursue an 
aggressive training program and gain the skills he 
hadn’t previously developed. Working with the HR 
department, he defined a development plan and 
then identified a mentor—the former CEO of a big 
European company. He used two communications 
trainers to help him hone his message and sharpen 
his delivery—and then practiced for interviews  
and road show pitches over and over again. Finally, 
he met monthly with Pfizer executives and internal 
board members to learn the art of dealing with 
directors.

The article includes a Q&A with Nancy Duarte,  
a leading presentations expert.
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LEADERSHIP

The CEO of Zoetis on How He Prepared  
for the Top Job  Juan Ramón Alaix | page 41

Managing Yourself

Even at the highest levels of organizations, many 
otherwise dynamic women struggle in meetings. 
Some say their voices are drowned out; others can’t 
find a way into the conversation at all. Their male 
counterparts perceive a problem, but they tend to 
dismiss it as resulting from timidity, defensiveness, 
lack of focus, or excessive emotion.

Drawing on interviews, surveys, and decades of 
work as leadership coaches, the authors suggest 
steps women can take to feel more comfortable and 
become more effective. Women should master the 

“pre-meeting,” connecting with colleagues to test 
ideas and gather support; come to meetings armed 
with cogent comments and questions that can move 
the conversation forward; keep an even keel, speak-
ing in measured tones and being careful not to signal 
frustration through sarcasm or curtness; and move 
past confrontation without taking it personally.

Bosses can also help ensure that women’s voices 
are heard, by providing direct feedback about meet-
ing behavior, inviting more women to the table, and 
proactively pulling women into the conversation.

These changes can have profound results, 
enabling all team members, male and female, to 
contribute to their full potential.
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Women, Find Your Voice
Kathryn Heath, Jill Flynn, and Mary Davis Holt | page 118
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HBR.ORG For Reichl’s thoughts on  
working-mom guilt and the strengths  
of female leaders, go to hbr.org/reichl.Life’s Work

HBR: How did you make the switch from individual producer to 

manager when you took over at Gourmet?

Reichl: It’s not evident from my résumé,  but I was a manager 

before—at the LA Times. I kept complaining about the food sec-

tion, so I was sort of blackmailed into becoming the editor, with 

20 people working for me. They kept saying, “We’ll give you 

management lessons,” but I never had time. I inherited people 

who were really diferent from me—home economists, not writ-

ers or reporters—and in the beginning, I said, “Just give me your 

notes; I’ll write it all.” It took a while for me to understand that 

management is an art and to appoint a woman who was good at it 

as deputy. The big secret is to fnd out what everybody does well 

and tailor their jobs to them. 

You’re known as not only the last editor of Gourmet but also the 

one who modernized it. How did you go about that? 

The magazine had been managed from the top down. Editors 

were told, “You’re going to do this, this, and this.” They never 

had a meeting. I went in and said, “Look, we have a mandate 

to do anything. What should we do?” and at that frst meeting I 

didn’t open my mouth for three hours. They were all eager to take 

control. I wanted them all to feel they had a stake, so if someone 

fought hard for an article I didn’t like, I would put it in anyway. 

I’m a very good boss for people who don’t want to be told what to 

do. The people who did want to be told left pretty quickly. I think 

I fred one person, even though Condé Nast had told me I’d prob-

ably have to clean house. 

Besides initiative, what qualities did you look for in employees?

I wanted people smarter than me in diferent ways: an art director 

who knew way more than I did about what a magazine should 

look like, editors with really out-there ideas, a copy editor who 

was the biggest nitpicker on earth. I wanted people who were very 

good at one thing, and I wanted to empower them.

The closure was a shock. Anything you wish you’d done differently? 

I would have managed up better, spent more time making friends 

with the corporate people at the top. But the things people cited 

as the reasons Gourmet closed—we were too ambitious, we 

pushed the envelope—I wouldn’t change one bit. Working is 

about trying to do the best you can. I would not go back and make 

a less good or a less passionate magazine. 

You’ve worked at many places with strong corporate cultures: the 

New York Times, Condé Nast, Gilt. How did you navigate them? 

I always had another iron in the fre. One of the reasons I wrote 

books is that I felt as if I was a visitor in those cultures. I was fas-

cinated by them and a really hard worker, but I can’t not be who I 

am, so I didn’t ever ft perfectly. And if it didn’t work out, I’d better 

have something else I could do.  HBR Reprint R1406M

Ruth Reichl  
says that the best career moves are the 
ones that scare you. First a cook, then a 
critic and a memoirist, and then the editor 
of Gourmet until its abrupt closure, in 2009, 
she’s learned to embrace transition. When 
her latest venture, the luxury food site  
Gilt Taste, was also shut down, she turned 
to fiction writing. Her novel, Delicious!,  
is out now. Interviewed by Alison Beard 
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Twenty years ago, Hain Celestial saw a healthy 

future for natural and organic products. 

We’ve provided advisory, financing and 

operating solutions to help Hain Celestial realize 
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