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Innovation on the Fly

The origin of the phrase “innovate or die” is a matter of some dispute. Peter 
Drucker famously declared it, though others may have shared in its coinage. 
But whatever its genesis, the sentiment is now widespread: Stay ahead of 
the pace of change or you’re toast.

Of course, not every company has the resources or the time to develop 
an R&D lab to test and develop the next big thing. And yet every company feels the 
need to adapt its strategy and product mix as effectively as, say, a giant like Procter & 
Gamble does. So what are companies to do? We address that in this month’s Spotlight: 

“Innovation on the Fly.”
In the lead piece, a trio of authors from the consulting firm Innosight—Scott Anthony, 

David Duncan, and Pontus Siren—make the case for creating what they call a “minimum 
viable innovation system” within your organization in just 90 days. It requires little 
investment and no hiring and, the authors say, will enable you to make “the magic of 
innovation” more systematic and strategic.

Also in the Spotlight, Stefan Thomke, of Harvard Business School, and Jim Manzi, 
the founder and chairman of Applied Predictive Technologies, address the question 
of how to test new ideas. We put too much emphasis on intuition, they find, and not 
enough on knowledge. Just as a pharmaceutical company conducts experiments based 
on established scientific protocols before introducing a drug, any other company should 
employ rigor when developing a new business model. Do the testing right, the authors 
contend, and you can pretty much tell whether a new approach will succeed.

In a third article, Nathan Furr and Jeff Dyer, a pair of Brigham Young business 
professors, detail the kind of leadership required to take a team “into the unknown.” The 
process is sure to be bumpy, but that’s the point. Sustainable advantage, they say, comes 
not from the superiority of any particular invention but from the ability of leaders to 

“foster an organization that can learn from mistakes faster, more efficiently, and more 
consistently than competitors do.”

So get out there and make some mistakes!

Adi Ignatius, Editor in Chief
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But if you do, you’ll 
want to read “The New 
Corporate Garage,”
by Scott D. Anthony,  
in the September  
2012 HBR.
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From the Editor





Cass Sunstein has been thinking about 
“groupthink” for many years. A professor at 
Harvard Law School (and a former White 
House official), he noted in a 1999 paper that 
“deliberation tends to move groups, and the 
individuals who compose them, toward a 
more extreme point in the direction indicated 
by their own predeliberation judgments.” He 
returns to this theme in the piece he and Reid 
Hastie coauthored in this issue (page 90) and 
in their new book, Wiser: Getting Beyond 
Groupthink to Make Groups Smarter (Harvard 
Business Review Press).

Henry Timms, a coauthor 
of this month’s Big Idea 
(page 48), is an old hand 
at plying “new power”: 
He is the founder of 
#GivingTuesday; the 
executive director of 92nd 
Street Y, in New York City; 
and a contributor to the 
annual Social Good Summit.

Contributors

Robin Ely, a coauthor of 
our feature debunking 
assumptions about high-
achieving women (page 
100), has deep expertise 
in the topic of gender 
and race relations in 
organizations. A professor 
at Harvard Business School, 
she looks at how women 
can be effective leaders in 
the face of gender bias and 
how cultural beliefs keep 
both men and women from 
thriving professionally and 
personally.

Berndnaut Smilde, a Dutch  
artist, uses smoke, steam, 
and light to create his 
indoor clouds and other 
evanescent work. We 
feature several of his 
creations in this month’s 
Spotlight (page 59).
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Scott Anthony once 
moved his desk into the 
hallway just to be closer 
to his colleagues and 
their ideas—a nod to his 
belief that the smartest 
innovation arises from close 
contact with customers. 
He’s the managing partner 
of the consulting firm 
Innosight and is based in 
Singapore. His article on 
jump-starting an innovation 
program begins on page 60.

HBR.ORG
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HBR SURVEY

Does Your Office Environment  
Help or Hinder You?

40.4% 
of respondents say 
their workplace lets 
them share ideas 
easily 

But only 

25.3% 
say it lets them work 
in teams without 
being interrupted

SOURCE “HOW DOES YOUR WORK ENVIRONMENT MEASURE UP?”  
HBR.ORG (RESULTS AS OF PRESS TIME)

The Downside of 
Transparency
HBR article by Ethan Bernstein, October

Too much openness at work can be counter-
productive, says Bernstein. If employees feel 
exposed and vulnerable, they may be afraid  
to experiment or to buck the norm to attempt 
improvements. But by setting four types of 
boundaries, organizations can create zones  
of privacy within open environments and  
foster creative work. 
Additional perspective is useful when considering the transparency of 
public institutions like government agencies, political processes, and 
school districts. Intraorganizational factors have impeded transparency in 
them, whereas attention to public interest should be delivering more of it. 
Mark Underwood, CEO, Krypton Brothers

The author responds: I agree that public sector transparency may 
require some unique considerations. But zones of privacy still have value 
in the public sector. We tend to believe that transparency drives out bad 
behavior when everyone agrees what bad behavior is (for instance, fraud). 
It’s when good behavior can look like bad behavior that we run into the 
transparency trap. Activities “in the public interest” appear to fall into the 
category of behaviors in which there is broad agreement about whether 
something is good or bad. And yet my experience as a C-level executive 
in the U.S. federal government suggests that political pressures can make 
public sector work even more subject to “eye of the beholder” effects than 
private sector work. 

I see the merit in the four bound-
aries, but it might be more effective 
to identify the cases where trans-
parency is required and state that 
using it is selective elsewhere. For 
example, I think transparency is a 
must in laws and regulation enforce-
ment and in handling public funds. 
Mohammad T. Hussein, CEO and  
ERP architect, Royal Soft

Transparency doesn’t work equally 
well for everyone. Some people like 
being supervised and don’t mind 
reporting daily about their work; 
some hate having their work scru-
tinized as they go, so working from 
home is their preference. That way 
they’re judged just by their results. 
Transparency also can be a manage-
rial and communication problem. 
Employees often feel frustrated if 
they need more information about a 
project or a process but can’t get it. 
Teodora Todorova, digital marketer, 
Impact International

I’ve found U.S. work environments 
difficult because of their lack of pri-
vacy. Wide-open offices have a high 
noise level, making it hard to con-
centrate. In Germany virtually every 
key employee has an office with a 
window and a door. The definition of 
transparency seems to be cultural 
more than job- or company-specific. 
Bert Robinson, vice president of 
business development, Center for  
Project Integration
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The best way to comment on any article is on 
HBR.ORG. You can also reach us via
E-MAIL: hbr_letters@hbr.org
FACEBOOK: facebook.com/HBR
TWITTER: twitter.com/HarvardBiz
Correspondence may be edited for  
space and style.

INTERACT WITH US

How to Hold On to the 
Value You’ve Created
HBR article by  
Stefan Michel, October 

Businesses constantly 
innovate to create new 
value, but innovation 
isn’t worth much if you 
don’t get paid for it. 
Managers need to focus 
more on capturing 
the value they create. 
Michel identifies 15 
innovations that will 
help managers do this 
and boost profits.

It’s pretty amazing to see how giants 
such as Microsoft, IBM, Oracle, and 
SAP missed the opportunity to move 
from value creation to value capture 
because they embraced the cloud 
too late. They knew better than 
anyone how to run their software 
and could have been fast follow-
ers of companies such as Google or 
Salesforce.com. But they kept focus-
ing on capturing high value from 
software that fewer and fewer cus-
tomers wanted to purchase and run 
on their own. Of course, the giants 
caught up, sometimes fairly well, but 

HBR.ORG
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then, I’ve gotten used to being the 
only woman in the room, team, or 
company, but I didn’t realize the ex-
tent to which women have retreated 
from software development. Sadly, 
I’ve observed and experienced most 
of the subtle biases described in 
this article. Through competition for 
jobs and personality cults, we have 
undermined the software meritoc-
racy and seen the reemergence of 
a “good-young-boys’ network” that 
locks out “outsiders” of all types, 
not just women. I hope that women 
who’ve had long careers in software 
will honestly evaluate whether they 
are unconsciously holding other 
women back or failing to support 
and mentor talent in whatever  
form it takes. 
Pat Scherer, software product manager

This article exposes the fallacy of 
the tech meritocracy and offers 
practical measures that can be 
taken to interrupt bias against 
women. I’d like to see a similar anal-
ysis of how to fix the racial disparity 
in tech, because those numbers 
are far lower than the numbers for 
women. Anyone who thinks that 
the technology industry does not 
present a hostile work environment 
for women and minorities hasn’t 
been paying attention.  
Anjuan Simmons, managing  
director, Jannua 

Tech’s Troubles  
with Women
HBR article by Joan C. Williams, 
October
The tech industry has a poor 
track record with women, 
and it seems to be getting 
worse: Since 1991, the 
percentage of women in 
computing jobs has actually 
decreased. Williams details 
a lean start-up approach 
that will help tech firms 
hire, retain, and promote 
more women. The key is to 
understand the types of bias 
women face and “interrupt” 
them with small changes to 
business systems. 
Working in software R&D at IBM in 
the 1980s, I enjoyed the mentorship 
and camaraderie of many women, 
who made up close to 40% of our 
software development teams. Since 

Xiaomi, Not 
Apple, Is 
Changing the 
Smartphone 
Industry
BY JUAN PABLO 
VAZQUEZ SAMPERE

What You Eat 
Affects Your 
Productivity
BY RON FRIEDMAN

The Best-
Performing CEOs 
in the World
BY ADI IGNATIUS

Please Stop 
Complaining 
About How Busy 
You Are
BY MEREDITH 
FINEMAN

What We’ll Be 
Doing in 2022
BY AMY BERNSTEIN

CEOs Get Paid 
Too Much, 
According to 
Pretty Much 
Everyone in the 
World
BY GRETCHEN 
GAVETT

A Refresher on 
Storytelling 101
BY JD SCHRAMM
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ON HBR.ORG

they let new players become strong 
in areas they once dominated.
Olivier Delafontaine, sales director, 
Teradata

The author offers a quick and power-
ful read on maximizing performance 
through innovation in capturing 
value. Yet I have some doubts about 
whether this survey of strategic 
moves is indeed “comprehensive.” 
For example, pricing psychology 
says that if there are two products 
with different price points and 
features on the market, introducing 
a third high-end product will make 
the one in the middle more desir-
able. Another example is charging 
$5.99 instead of $6 for a product—a 
common practice. Would improving 
value capture through such pricing- 
psychology means be an additional 
technique, or is it already captured 
in the proposed framework?
Yordan Dimitrov Minev,  
MBA candidate, IMD

The author responds: I tried to 
distinguish between strategic and 
tactical pricing. While both can 
capture more value, the pricing 
tactics that you mention do not 
change the company’s business 
model or reshape the competitive 
landscape. But radically chang-
ing the price carrier or changing 
the pricing mechanism can, as the 
examples in the article illustrate. 
That’s probably why the title is not 

“a comprehensive pricing guide.” If 
you’re arguing that there are more 
than 15 ways to capture more value, 
I fully agree.

CORRECTIONS
In a chart in the November feature “The U.S. Chairman of PwC on Keeping Millennials Engaged,” the bars 
representing PwC’s revenues were mislabled. The figures were in billions. 

In the introduction to “The Best-Performing CEOs in the World,” also in November, we misreported Jeff 
Bezos’s placement in the Reputation Institute’s reranking of the top 100 CEOs by reputation. Bezos was #4. 

In the same package, we incorrectly calculated the performance of J. Michael Pearson, the CEO of  
Valeant Pharmaceuticals. The problem arose because of a 2010 merger, which created ambiguity over the 
company’s returns and Pearson’s start date. Because this case is unique and the correct calculation is open  
to interpretation, we have chosen not to rerank Pearson’s position on the list.
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Keeping Your Word
HBR article by Neil Bearden, 
September

A recent case study 
told the story of an 
employee who must 
decide whether to 
leave the company 
that sponsored his 
MBA for a dream job.
What on earth is happening 
here? When did breaking one’s 
word become a subject that 
was actually debatable? When 
did it mutate into conduct that 
was acceptable? Does offering a 
bucket of self-satisfying excuses 
and incorrect rationalizations for 
that behavior alter the situation? 
What are we due for next? Is it  
OK to steal? Is it OK to lie? Is  
it OK to commit a misdemeanor? 
A felony? Is adultery acceptable? 
Right is right. Wrong is wrong. 
Gene Bujoll, retired

HBR.ORG





PA
TR

IC
K 

GE
OR

GE

GLOBALIZATION 32
Is your PC “made  
in Kazakhstan”?

DEFEND YOUR 
RESEARCH 36
Why job leads  
can be a downer

VISION STATEMENT 38
How to lie with charts

Clopening”:
When shifts end late and 
start early—an unfortunate 
practice that results from  
the use of scheduling tools
PAGE 34 

“

December 2014 Harvard Business Review 29



TALENT 
WHY CHIEF HUMAN 
RESOURCES OFFICERS 
MAKE GREAT CEOS
New research recognizes leadership potential that’s waiting  
to be tapped.

F or decades the corporate HR depart-
ment was seen as a back-office func-
tion, a cost center focused on mun-

dane administrative tasks such as managing 
compensation and benefits plans. But over 
the past 15 years Ellie Filler has noticed a dra-
matic change. Filler, a senior client partner 
in the Swiss office of the executive recruit-
ing firm Korn Ferry, specializes in placing 
chief human resources officers (CHROs) with 
global companies. For years many of the HR 
chiefs she recruited reported to the COO or 
the CFO and complained that they lacked 
real influence in the C-suite. Today, she says, 
they often report directly to the CEO, serve 
as the CEO’s key adviser, and make frequent 

First, in order to understand the impor-
tance of the CHRO relative to other C-suite 
positions, including CEO, COO, CFO, CMO, 
and CIO, Filler and Ulrich looked at salaries. 
To identify the best performers, they found 
the top decile of earners in each role. Then 
they averaged the annual base compensa-
tion of each group. No surprise: CEOs and 
COOs are the highest-paid executives. But 
CHROs are next, with an average base pay of 
$574,000—33% more than CMOs, the lowest 
earners on the list. “Great CHROs are very 
highly paid because they’re very hard to find,” 
Ulrich says.

The researchers also studied proprietary 
assessments administered by Korn Ferry 
to C-suite candidates over more than a de-
cade. They examined scores on 14 aspects 
of leadership, grouped into three categories: 
leadership style, or how executives behave 
and want to be perceived in group settings; 
thinking style, or how they approach situa-
tions in private; and emotional competency, 
or how they deal with such things as ambigu-
ity, pressure, and risk taking. The researchers 
then assessed the prevalence of these traits 
among the different types of executives and 
compared the results.

Their conclusion: Except for the COO 
(whose role and responsibilities often over- 

presentations to the board. And when com-
panies search for new CHROs, many now 
focus on higher-level leadership abilities and 
strategy implementation skills. “This role is 
gaining importance like never before,” Filler 
says. “It’s moved away from a support or ad-
ministrative function to become much more 
of a game changer and the person who en-
ables the business strategy.”

To investigate the CHRO role within the 
C-suite, Filler worked with Dave Ulrich, a 
University of Michigan professor and a lead-
ing consultant on organization and talent is-
sues. In looking at several sets of data, they 
found surprising evidence of the increasing 
responsibility and potential of CHROs.

MAPPING LEADERSHIP STYLES
The researchers analyzed 360-degree assessments of thousands of leaders in six C-suite 
functions—CEO, CFO, COO, CIO, CHRO, and CMO—in which each executive was ranked on 
14 aspects of leadership on a scale from one to seven. The surprising result: The traits  
of CHROs matched up closely with those of CEOs.
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lap with the CEO’s), the executive whose 
traits were most similar to those of the CEO 
was the CHRO. “This finding is very counter-
intuitive—nobody would have predicted it,” 
Ulrich says.

The discovery led Filler and Ulrich to a 
provocative prescription: More companies 
should consider CHROs when looking to fill 
the CEO position. In the modern economy, 
they say, attracting the right talent, creating 
the right organizational structure, and build-
ing the right culture are essential for driving 
strategy—and experience as a CHRO makes a 
leader more likely to succeed at those tasks.

The advice comes with some caveats. 
First, Filler and Ulrich studied only the best 
performers, so they’re pointing to a small 
subset of CHROs as having corner-office po-
tential. They don’t see a path to the top job 
among people who have spent their careers 
in HR; instead, they are touting the prospects 
of executives who have had broad managerial 
experience (and P&L responsibility) that in-
cludes a developmental stint running the HR 
department. They emphasize that any CHRO 
who aspires to become a CEO must demon-
strate capabilities in a host of skills required 
of top leaders. “The challenge for CHROs is 
to…acquire sufficient technical and financial 
skills, in early education and in career steps 
along the way, if succession to CEO is a de-
sired outcome,” they write in a white paper 
about their research. Indeed, some com-
panies, including Zurich Insurance, Nestlé, 
Philip Morris, and Deutsche Bank, do put 
high-potential executives through a devel-
opmental rotation in a high-level HR job. (For 
one view on facilitating such developmental 
opportunities, see “It’s Time to Split HR,” by 
Ram Charan, HBR, July–August 2014.)

Filler and Ulrich highlight two examples 
of prominent CEOs who had developmen-
tal stints in HR earlier in their careers. Mary 
Barra, the CEO of General Motors, served as 
the carmaker’s vice president of HR for 18 
months, and Anne Mulcahy, Xerox’s CEO 
from 2001 to 2009, ran that company’s HR 
operations for several years in the early 1990s. 
It’s no coincidence that both are women: 
According to the researchers’ data, 42% of 

“IT’S STILL RELATIVELY RARE,  
BUT IT SHOULDN’T BE” 
Bernard Fontana has served as CEO of the Swiss cement company Holcim since 2012—and 
earlier in his career he spent three years as the chief human resources officer at ArcelorMittal, a 
320,000-employee global mining and steelmaking company. He spoke with HBR about why a stint 
as CHRO is great preparation for becoming CEO. Edited excerpts follow. 

Did you always aspire to 
work in HR? No. But when 
I was 30 I was working for 
a French company, and 
I traveled to Hong Kong 
with the CEO. During the 
trip he talked about how 
at one point in his career, 
he’d been asked to be 
the head of HR. “It’s not 
something to do all your 
life, but one day if you 
have this opportunity,  
I’d advise you to take it,” 
he said. “You’ll learn a  
lot, and it will be useful  
if you become a CEO.”  
He was right.

Why was serving as 
CHRO an important 
experience? Leadership 
is about transforming 
an institution, and if you 
want to have a sustainable 
transformation, you 
need to develop leaders 
who will continue the 
journey after you. HR is an 
essential part of that kind 
of generative leadership. 
My predecessor as CEO 
had been here for 10 years, 
and the board was looking 
for an outsider with this 
characteristic—the ability 
to develop people and 
generate new leaders.

As more companies 
do mergers or 
reorganizations, are HR 
skills a bigger part of 
a CEO’s skill set? Yes. 
Those transformations  
are times of opportunity 
for a company, but they’re 
also times of uncertainty 
for employees. That’s 
something you need to 
acknowledge and turn 
into a strength. With HR 
experience, you’re more 
aware of certain situations. 
You pay attention to the 
way you say things. During 
those times questions of 
company identity, values, 
and behavior matter a lot.

Do you put many of 
your up-and-coming 
stars into HR roles?  
In HR you need a mix  
of experts who will 
spend their careers 
there and people who 
will go there for a short 
time for development and 
then return to running 
businesses. I do put 
executives into those  
jobs, but those 

development roles are 
the minority in any HR 
department.

Should more boards 
consider hiring CHROs 
as CEOs? Yes. It’s still 
relatively rare, but it 
shouldn’t be. The ultimate 
responsibility of CEOs  
is to make sure that what 
they initiate will continue 
and that they develop the 
men and women who  
will carry on the work.  
So for me, it’s very logical 
to have former CHROs  
as CEOs, because 
they have experience 
developing people.

THE IDEA IN PRACTICE

FROM LOCKER ROOM TO BOARDROOM
Fifty-two percent of female C-suite executives played a sport 
in college, according to a global online survey of 400 female 
executives. Just 3% of women in the C-suite never played a sport.

“MAKING THE CONNECTION: WOMEN, SPORT, AND LEADERSHIP,” BY EY WOMEN ATHLETES 
BUSINESS NETWORK AND ESPNW
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high-performing CHROs are female—more 
than double the share in the CMO position, 
the next highest (16%). One implication: If 
more companies envisioned CHROs as poten-
tial CEOs, the number of female CEOs could 
dramatically increase.

In their white paper Ulrich and Filler also 
report on what CEOs and CHROs have to say 
about the changing nature of the top HR role. 
Several CEOs see the CHRO as C-suite con-
sigliere. “It is almost impossible to achieve 
sustainable success without an outstanding 
CHRO,” says Thomas Ebeling, the CEO of 
the German media company ProSiebenSat.1 
Media AG and a former CEO of Novartis. 

“[The CHRO] should be a key sparring partner 
for a CEO on topics like talent development, 
team composition, [and] managing culture.” 

Peter Goerke, the London-based group di-
rector for HR at Prudential, agrees with Filler 
and Ulrich that although deep skills in mar-
keting or finance might once have given CEO 
aspirants a significant competitive advantage, 
today a broader set of people-focused skills 
can be more useful. “Succession to a CEO role 
requires a balance of technical and people 
skills,” he says. “For all C-suite roles, and of-
ten at least one level down, there has been a 
gradual shift in requirements toward busi-
ness acumen and ‘softer’ leadership skills. 
Technical skills are merely a starting point.”

In spite of the historic bias against the 
CHRO function, the rising status of HR lead-
ers is not entirely surprising. Over the past 
20 years Jim Collins and other management 
theorists have focused on talent strategy 
as the prime determinant of corporate suc-
cess—an idea Collins popularized in phrases 
such as “Get the right people on the bus” and 

“First who, then what.” In her work recruiting 
CHROs, Filler has seen a growing recognition 
that those aphorisms hold true. “If you don’t 
have the right people in the right places—
the right talent strategy, the right team dy-
namics, the right culture—and if you don’t 
proactively manage how an organization 
works from a culture and a people perspec-
tive, you’re on a serious path to disaster,” she 
says. Conversely, a top-notch CHRO can help 
a company plot a more successful future. 

GLOBALIZATION 
IS YOUR PC “MADE IN KAZAKHSTAN”?
Which countries have the “techiest” manufacturing economies? You 
might guess China—but you’d be wrong. Several smaller countries 
with less diversified economies have far more high-tech exports as a 
share of total manufactured exports (watch out for Kazakhstan and 
Costa Rica). Still, China’s number is growing, something that’s not 
happening in many places, especially in the West. 

WORLD 17.6%

MEXICO 16.3%
GERMANY 15.8%

BRAZIL 10.5%

RUSSIA 8.4%

UK 21.7%

SOUTH KOREA 26.2%
CHINA 26.3%

CHINA 23.7%

PHILIPPINES 48.9%

MALAYSIA 43.7%

COSTA RICA 39.6%

KAZAKHSTAN 30.0%

UGANDA 20.7%

U.S. 17.8%

JAPAN 17.4%

WORLD 22.2%
MEXICO 21.4%

GERMANY 17.5%
BRAZIL 16.5%

INDIA 6.6%INDIA 6.2%

RUSSIA 19.2%

UK 31.7%
SOUTH KOREA 31.5%

PHILIPPINES 74.2%

MALAYSIA 58.2%

COSTA RICA 36.6%

KAZAKHSTAN 11.2%

UGANDA 15.3%

U.S. 31.8%

JAPAN 24.8%

2002 2012

THE LINES DEPICT THE  
HIGH-TECH EXPORTS 
OF SELECT COUNTRIES 
AS A PERCENTAGE OF 
ALL MANUFACTURED 
EXPORTS FROM  
2002 TO 2012. 

SOURCE THE WORLD BANK

BOSSES BURSTING BUBBLES
Managers who feel inadequate in their jobs are often unreceptive to employees’ ideas and denigrate subordi-
nates who speak up, according to research at a multinational energy company and a subsequent experiment. 
In such cases underlings might consider voicing their ideas in private so that bosses feel less threatened. 

“MANAGING TO STAY IN THE DARK: MANAGERIAL SELF-EFFICACY, EGO DEFENSIVENESS, AND THE AVERSION TO EMPLOYEE VOICE,”  
BY NATHANAEL J. FAST, ETHAN R. BURRIS, AND CAROLINE A. BARTEL

IDEA WATCH HBR.ORG
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Most hospital workers more or less ignored hand-washing 
policies—and compliance declined sharply over the course  
of long shifts—in a study of more than 4,000 caregivers at 
35 U.S. hospitals. When workers were given longer breaks 
between shifts, they got better at following the rules. 

“THE IMPACT OF TIME AT WORK AND TIME OFF FROM WORK ON RULE COMPLIANCE: THE CASE 
OF HAND HYGIENE IN HEALTHCARE,” BY HENGCHEN DAI, KATHERINE L. MILKMAN, DAVID A. 
HOFMANN, AND BRADLEY R. STAATS

WHY 6 AM IS THE BEST TIME FOR SURGERY

ABOUT THE RESEARCH “Estimating the 
Impact of Understaffing on Sales and 

Profitability in Retail Stores,” by Vidya Mani, 
Saravanan Kesavan, and Jayashankar M. 
Swaminathan; “The Transparency Paradox:  
A Role for Privacy in Organizational Learning  
and Operational Control,” by Ethan S. Bernstein; 

“Volume Flexibility in Services: The Costs and 
Benefits of Flexible Labor Resources,”  
by Saravanan Kesavan, Bradley R. Staats,  
and Wendell Gilland 

HBR Reprint F1412A Some of these articles previously 
appeared, in different form, on hbr.org.

It’s a pain point for hourly retail employ-
ees: Many face unpredictable work hours 
determined by automated scheduling 

software. Starbucks recently came under 
fire when a New York Times article detailed 
the havoc its short-notice scheduling sys-
tem had created in the life of one worker. 
The piece also prompted criticism about the 
practice of “clopening,” in which employees 
(at Starbucks and many other chains) are 
scheduled to close a store after 10 PM and to 
open it before dawn, with just a few hours  
off the clock. 

In response, Starbucks adjusted some 
of its practices. More companies should ex-
amine their use of scheduling tools. Labor-
optimization programs don’t have to be a 
negative, say Ethan Bernstein, of Harvard 
Business School, and Saravanan Kesavan 
and Bradley Staats, of UNC Kenan-Flagler 
Business School. The urge to rely on them is 
understandable. These sophisticated systems 
track customer patterns, weather, experience 
at neighboring stores, and other data to make 
sure that enough—but not too many—work-
ers are on hand, and it’s important to get 
that number right: In a study of 41 stores of 
a women’s-apparel retailer, Kesavan and two 
coauthors found that staffing mismatches 
caused a 9% decrease in sales and a 7% de-
crease in profits. 

LABOR 
TAMING SCHEDULING 
SOFTWARE
How to deal with “clopening,” unpredictable 
shifts, and other problems

But an algorithm alone isn’t the answer. 
The researchers identified three big problems 
with overreliance on scheduling software: 

1. Perfect forecasts don’t exist. Scheduling 
employees in hourly or even subhourly  
increments requires managers to predict de-
mand during those increments. “The 
dirty little secret is that even the 
most advanced scheduling 
software…tends to be wrong 
at least as often as it is right 
when the time intervals 
are short,” Bernstein and 
his colleagues say. In 
other words, you may be 
causing employees stress  
for little payoff.

2. Tracking everything 
doesn’t work. The impulse to gather 
more data to further hone schedules is mis-
guided. There’s inherent variability, for one, 
and employees may have surprising reactions 
to being closely monitored. In research at a 
Chinese factory, Bernstein found that work-
ers were less productive when they were 
carefully watched and more innovative when 
they knew they weren’t being monitored. 

3. Having additional flexible workers isn’t 
necessarily a good thing. Kesavan, Staats, 
and a colleague found that stores often see 
a bump in profits when the number of part-
time and temporary workers is increased 
from zero to four or five for every 10 full-time 
workers. But additional staff beyond that 
point actually decreases profits, because of 
lower employee motivation and the degree 
of coordination needed to schedule so many 
people in the face of unpredictable demand. 

So what should companies do? Create 
value for management and workers by add-
ing some human decision making to the 
machine. This is the approach taken by Belk, 
the largest family-owned and -operated  
department store in the United States. 

Instead of relying solely on software  
or taking up valuable manage-

ment time handcrafting each 
day’s schedule, the company 

lets store teams “edit,” or 
override, what the soft-
ware spits out in order to 
give workers needed days 
or hours off—well in ad-

vance. About half the com-
pany’s scheduling is revised 

in this way, a process Bernstein 
and his colleagues say creates “a 

healthy balance between the efficiency you 
get from a machine and the intelligence you 
get from human intervention.” The win for 
workers has been a win for shareholders, too: 
A few months after implementing the over-
ride system, Belk’s gross profits were up 2%.

42.6%
Compliance rate at the 
start of workers’ shifts

34.8%
After 12 hours

FROM THE ARCHIVE 
“Business and economic affairs inherit in one capacity or another 
the rejects from all other fields of endeavor. From this there is 
no escape. It will always be so.” 

“A CHALLENGE TO BUSINESS EDUCATION,” BY ROBERT D. CALKINS (HBR, WINTER 1945)
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Song: I know it seems counterintuitive. 
Social support—as social scientists refer to 
it—should make you feel good, and research 
proves that it can help you move up the 
socioeconomic ladder. But there have been 
a few experimental studies, done with 
administrative assistants and college stu-
dents, showing that unsolicited support can 
increase anxiety and depression, lower self-
esteem, and even prompt negative physi-
ological reactions. We wanted to see if we 
could find the same association outside the 
lab, using data from a nationally representa-
tive sample of working-age U.S. adults, and 
we did. On average, full-time employees 
who had gotten a job lead—without asking 
for it—in the previous year scored higher  
on a 13-question measure of depression 
than their peers.

HBR: Why would support of any kind cause 
someone to feel worse? It’s unclear, but 
we have some working theories. Maybe 

the job in question doesn’t fit the person’s 
skills, or the timing isn’t good. Or the recipi-
ent may feel that the person providing the 
information is imposing or interfering. If 
you think you’re obligated to return the 
favor, it can also be distressing. Job leads 
could provoke negative self-evaluation—for 
example, “There’s no way I could get that 
position”—or upward social comparison, as 
in “She’s so rich and successful; she’s taking 
pity on me by giving me that tip.” Those are 
our ideas. But since publishing the paper on 
this research, we’ve had a few readers offer 
other possible explanations. One suggested 
that maybe it’s not the lead but the ensuing 
application and interview process that’s 
distressing. Or maybe the person gets the 
job and is then stressed out by the increased 
expectations and demands.

Surely some people are grateful for the help, 
though? Yes. Our findings reflect mean out-
comes. And, not surprisingly, people who 

were out of full-time work and unhappy 
with their financial situation seemed to have 
the opposite reaction to job leads. Those 
who’d received them in the previous 12 
months showed fewer depressive symptoms 
than those who hadn’t. That makes sense: 
They need the information, so they’re less 
likely to succumb to the negative reactions  
I just mentioned. 

If employed people are unhappy with their 
jobs and finances, would it be OK to give 
them leads? Maybe—especially if they’ve 
asked for help. Unfortunately, the survey 
from which we pulled our data didn’t 
include a question about solicited job leads. 
It was designed by Nan Lin of Duke and 
Fu Yang-Chih and Chen Chih-Jou Jay of 
Academia Sinica in Taiwan. Lin’s research 
shows how unsolicited help—the “invisible 
hand” of social networks—enables people 
to advance in the job market and achieve 
higher economic status. But I’d imagine 
that if a person wants the advice, you  
won’t make them more depressed by giv-
ing it to them.

How common is it for people to get career 
help without asking for it? In the survey we 
used, 35% of respondents said that they’d 
been told about a job opportunity in casual 
conversation, whether it was in person, over 
the phone, or digitally. Previous studies 
have shown that social support can come 
from many types of contacts, ranging from 
strong ties, such as family members and 
friends, to weak ties, such as acquaintances.

What other kinds of support should  
we be careful about offering? Academics 

DEFEND YOUR RESEARCH 
JOB LEADS CAN BE  
A REAL DOWNER

The study: Using the results of a 2004–2005 phone survey of U.S. 
working-age adults, Vanderbilt professor Lijun Song and Wenhong 
Chen of the University of Texas measured the association between 
employment status, the receipt of unsolicited information 
about career opportunities, and depression. When they looked 
at people who had full-time jobs, they found that those who’d 
received leads on new jobs during the previous year—without 
actively seeking them—had significantly more depressive 
symptoms than those not given leads.

The challenge: Do career opportunities really make people feel 
blue? Should we think twice before telling someone about an 
opening? Professor Song, defend your research.
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categorize social support in several ways. 
We’ve already talked about solicited versus 
unsolicited support. There’s also perceived 
support (I have people I can count on or 
a network I can tap) versus received sup-
port (I’m actually getting help from that 
network). In our study we were looking at 
the latter. We also consider visible support 
(when people recognize they’re being 
helped) versus invisible support (when 
they benefit from the help but aren’t aware 
they’ve received it) and the content of the 
support. Is it informational, like a job lead; 
instrumental, like help writing a résumé or 
cover letter; or emotional, such as giving 
someone a pep talk before they walk into 
an interview? As our data set showed, peo-
ple often receive visible informational sup-
port even when they aren’t actively seeking 
it, which in certain scenarios seems to have 
negative psychological consequences. 

Your data was from 2004 to 2005, when 
the economy was relatively strong, and 
from the United States, which is a rela-
tively individualistic society. Would we 
have seen a different outcome in a time of 
economic crisis or in another country?   
If people are employed but worried about 
getting laid off because of outside circum-
stances, yes, they might be more receptive 
to unsolicited job leads. That’s definitely 
an area for further study. I have looked 
at the cultural issue, however, using data 
from a nationally representative sample of 
working- age adults in urban China, which 
was also collected from 2004 to 2005.  
I thought I would find a different picture 
because the country is known for its 
collectivism and guanxi culture: People 

are expected to depend on and help one 
another. But the major findings were very 
similar. The receipt of unsolicited job 
leads was positively associated with higher 
levels of depression, partially stemming 
from financial dissatisfaction. Maybe that’s 
because the Chinese culture’s focus on oth-
ers versus the self or the country’s growing 
divide between rich and poor leads to more 
upward social comparisons.

Will you keep investigating this topic?  
Yes, I have a paper in progress that will look 
at the effects of having high-status social 
contacts at work. If you know the leadership 
cadre in your organization, are you more 
likely to receive unsolicited job informa-
tion? If so, will you be more depressed than 
your peers? My hypothesis is that we’ll find 
the same association. 

What if I know about a job that would be 
perfect for a happily employed friend? 
How do I tell her about it? This is easier 
said than done, but try to be skillful in 
offering the support. Choose the right time. 
Use the right words. Don’t make it sound 
like a command or as if you’re collecting 
social credits that she’ll have to repay. Don’t 
insinuate that her current situation isn’t 
great or that you’ve progressed further in 
your career than she has in hers. Better 
yet, take yourself out of the equation. 
Experimental research has shown that 
invisible unsolicited support is less distress-
inducing than visible support. So figure 
out a way for her to discover this terrific 
opportunity all by herself. 

Interview by Alison Beard 
HBR Reprint F1412B
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new classic, a book that will change 
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VISION STATEMENT
HOW TO LIE WITH CHARTS

 

ORIGINAL APPROACH

REVISED APPROACH

When bubbles sized proportionally to population 
are overlaid on the map, blue becomes more 
dominant. Large, sparsely populated counties 
are no longer entirely colored in red but instead 
are speckled with small dots.

Call it the Montana Problem—that state covers 4% 
of the area of the U.S. but is home to only 0.3% of 
the population. Or you could call it the New York City 
Problem—0.01% of the area but 2.7% of the population. 
About 80% of this map is red, but Republican presidential 
candidate John McCain received only 40% of the vote. 

HOW TO DO IT
Use maps to represent data that 
isn’t related to geography.

 

WHAT’S SO BAD ABOUT IT?
A region’s size can create 
a volume of color that 
misrepresents the results from 
that region. 

WHO WOULD DO IT? 
Every four years, political reporters 
color election maps like this. 
Managers present global financial 
results by coloring in whole 
countries to represent a few  
cities’ performance.

WHAT’S THE RIGHT WAY? 
Overlay maps with bubbles of 
representative sizes to create 
a more accurate depiction of 
nonspatial data.

1 THE COLOR-CODED MAP

OBAMA VS. McCAIN, 2008, BY COUNTY

IDEA WATCH
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HOW TO DO IT
Limit the range of values on the 
y-axis  to match the range  of 
values in the data.

WHAT’S SO BAD ABOUT IT?
It manufactures or exaggerates 
trends by increasing  the angle of a 
slope or  the space between values. 

WHO WOULD DO IT? 
A manager who needs to show  
a trend. 

WHAT’S THE RIGHT WAY? 
Start the y-axis at zero, and 
extend it as far as necessary. 
 Percentages should almost 
always span  from zero to 100.

2 THE TRUNCATED Y-AXIS

The trend line divides the space between those  who took a 
vacation (below) and those who didn’t (above). By including 
the entire y-axis, we see the full representative data for the 
vacationers and the nonvacationers, much of which was hidden  
in the truncated version.

Truncation can create a false sense of terminality. Research 
shows that our brains assign metaphorical values to visual cues 
(for instance, up  is positive, down is negative). That means  we 
may process this line as approaching zero and interpret that to 
mean “no one takes weeklong vacations anymore.”

REVISED APPROACH
When each year’s growth is charted as a discrete value,  
a clear picture of declining performance emerges.

ORIGINAL APPROACH
Each bar includes all previous years’ growth values, so by the 
time you get five years out, the first year’s growth has been 
counted five times over.

HOW TO DO IT
Chart growth cumulatively over 
time rather than present totals  
for each time period.

WHAT’S SO BAD ABOUT IT?
Cumulative growth always creates 
the illusion of an upward trend 
because values from previous 
periods are recounted every time.

WHO WOULD DO IT? 
A manager trying to hide a 
downward trend. 

WHAT’S THE RIGHT WAY? 
Show discrete values for each time 
period along with the cumulative 
growth as a single bar. 

3 CUMULATIVE GROWTH GAMES

ORIGINAL APPROACH REVISED APPROACH

CUMULATIVE REVENUES

PERCENTAGE OF WORKERS WHO TOOK  A WEEKLONG VACATION
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“Hal, we’re offering you six 
weeks of severance pay and 
two whacks at the piñata.” 
This month’s winning caption was submitted  
by Ruth Kaufman of Austin, Texas.

On one hand, I’m troubled that 
one of my employees is using 
medical marijuana. On the other 
hand, it’s nice that someone is 
actually laughing at my jokes.

The outboard motor app  
I downloaded doesn’t 
seem such a stupid idea 
now, does it?

CAPTION CONTEST

HBR.ORG To contribute captions, 
go to hbr.org/strategic-humor.STRATEGIC HUMOR

IDEA WATCH HBR.ORG
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DEVELOP YOUR CROSS-FUNCTIONAL SKILLS AND EXPAND YOUR OUTLOOK.
Today’s global economy demands leaders with a holistic view of business. The General 
Management Program at HBS Executive Education combines on-campus sessions with 
off-campus opportunities to apply what you’ve learned at your organization. Gain 
comprehensive perspective and accelerate your transition from accomplished functional 
specialist into outstanding business leader. 

GENERAL MANAGERS NEED
 A BROADER PERSPECTIVE

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

General Management Program
2015 SESSIONS: JANUARY–MAY 2015
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Order online at hbr.org/store

Or call toll-free 1-800-668-6780 (+1-617-783-7450 outside the U.S. and Canada).

Use referral code 00495.  Product #9467TL  •  $95

Tapped to lead a change initiative and afraid it will fail like so many 
others? You have reason to worry: 70% of change eff orts do fail. 

Here’s how to beat those odds—with Accelerating Change, 
a premium, customizable PowerPoint™ presentation with 
detailed leader’s notes. You’ll help your team embrace John 
Kotter’s proven change process. 

With Accelerating Change, you will:

• Fire up your change-weary team

• Bring John Kotter’s 8-step process to life

• Save weeks of slide-making time

• Ensure that you and your team are on the same page

For $95, Accelerating Change gives you a customizable 
vehicle for driving change in your organization. So order 
your copy today.
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HOW WE DID IT… 
DELTA’S CEO ON USING 
INNOVATIVE THINKING TO 
REVIVE A BANKRUPT AIRLINE
by Richard H. Anderson 

The Idea
Unconventional moves— 
from employee profit-
sharing to the purchase 
of an oil refinery—have 
made the U.S. carrier  
an industry leader again. 
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A t Delta we understand the 
perils of the traditional air-
line business model. The 

industry has in recent decades been 
known for short-term thinking, de-
structive decision making, and poor 
employee relations. However, in 2007, 
after emerging from bankruptcy, our 
company decided that we would be 
different. 

Delta already had the right cul-
ture and values and the right people, 
including directors with diverse ex-
pertise. We knew that with the right 
strategies, we could break away from 
our competitors. We could see a clear 
path through the woods. 

The first step was to adjust—along 
with other airlines—to new market 
realities. We would need to add scale 
and expand our geographic reach 
by merging with another U.S. carrier 
and partnering with foreign ones. We 
would need to revamp and reorganize 
our fleet and airport operations. And 

we would need to change our pricing 
model. We did all those things. But we 
also realized that conventional moves 
would not be enough. To come back 
on top, Delta would have to further 
strengthen its culture and pursue 
more-innovative strategies. 

We started, just after our two-
year restructuring, with an employee 
profit-sharing program that contin-
ues to differentiate us from our peers. 
Each year 10% of earnings before taxes 
and management compensation is 
paid out in bonuses. A year after our 
2008 merger with Northwest Airlines, 
we added a stock ownership plan—
also unique in the industry—that gave 
our pilots, flight attendants, ground 
crew members, and support staff 15% 
of the company’s equity. 

We have reclaimed our reserva-
tions system, becoming the only U.S. 
airline to own and control this key 
operations data. We have deepened 
our foreign partnerships by buying 

a minority stake in three overseas 
carriers—Aeroméxico, Brazil’s GOL, 
and the UK’s Virgin Atlantic—and 
strengthening our existing alliance 
with Air France–KLM. We have also 
moved toward vertical integration 
(and better management of fuel costs) 
by acquiring an oil refinery—a deci-
sion that shocked both aviation and 
oil industry observers.

Thanks to these new ways of think-
ing about our organizational structure 
and operations and our determination 
to get employees invested—both liter-
ally and figuratively—in running a top-
notch airline, Delta is now one of the 
healthiest, most profitable airlines in 
the world, with some of the best per-
formance rankings (including on-time 
flight arrivals, cancellation avoidance, 
baggage handling, and customer ser-
vice) in the industry. We have also re-
turned to the S&P 500, underscoring 
our standing as a leading U.S. indus-
trial transport company. 

APR 2007
Emerges from 
bankruptcy. 
Institutes employee 
profit- sharing plan. 
Welcomes Richard 
Anderson to board

OCT 2008
Merges with 
Northwest. Extends 
employee stock 
ownership plan

DEC 2011
Takes $100 million  
equity stake in GOL

JUN 2012
Takes $65 million  
equity stake  
in Aeroméxico

DEC 2012
Takes $360 million 
equity stake in  
Virgin Atlantic

APR 2012
Acquires Trainer  
oil refinery for  
$150 million

Delta’s Road to Redemption

2007 2008 2009 2010 2011 2012

AUG 2007
Appoints  
Anderson CEO

OCT 2007
Begins distributing  

“Rules of the Road” 
guidelines to 
employees
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After many years in the wilderness, 
Delta is a leader again. 

Emerging from Bankruptcy
In 2004 this future was hard to imag-
ine. Delta was in Chapter 11, along 
with many of its biggest competi-
tors: United Airlines, US Airways, and 
Northwest. Gerald (Jerry) Grinstein, 
formerly the CEO of Western Airlines 
and then the chairman of Delta’s 
board of directors, came out of retire-
ment to manage the restructuring. 
Almost immediately he tapped Ed 
Bastian, now Delta’s president, and 
Glen Hauenstein, now the executive 
vice president of network planning 
and revenue management, as pivotal 
players in the company’s evolution. 
In April 2007, when the company 
was solvent again, he asked me to 
join the board, and in September of 
that year I accepted the honor of be-
coming chief executive. The direc-
tors offered to combine the CEO role 

with the chairman’s seat (the two 
roles had been split in 2004), but we 
decided that dispersed power at the 
top, together with an active board of 
directors, is the healthiest way to run 
a global organization. 

Delta is a big, complicated op-
eration, and I don’t have all the skills 
necessary to manage it well, so I need 
help from really smart people, such 
as Ed and Glen, who are great part-
ners, and our chief operating officer, 
Gil West, who is an expert at the intri-
cacies of getting our airplanes to take 
off and land on time. Many hands do 
indeed make lighter work, and a di-
versity of viewpoints leads to more-
informed debate. 

One of our first big tasks as a lead-
ership team was to kick-start the 
industry’s inevitable consolidation. 
We formed a committee to evaluate 
M&A opportunities and met nearly 30 
times over the next 12 to 15 months to 
consider potential deals. It was a very 
deliberate process. We needed an 
airline with a network and assets to 
complement our own. We didn’t want 
to launch a hostile takeover—we had 
to be confident that we could get ap-
proval from the Justice Department 
and then successfully execute the 
merger, and we were determined 
to preserve our culture. Northwest, 
with its Pacific and midwestern U.S. 
routes, was the only airline that fit 
the bill. Less than a year after both 
companies came out of Chapter 11, 
we completed the deal. 

In subsequent years we have re-
structured our fleet, beefed up joint-
venture partnerships, invested in our 
product, and reframed pricing to bet-
ter reflect costs (especially for fuel) 
and meet varying customer needs. As 
goals, these are pretty standard, in our 
industry and many others. The key 
to Delta’s outperformance has been 
our people and our anything-but- 
standard approach to doing business.

Getting Employees Invested
Delta’s first passenger flight, in 1929, 
was from Dallas to Jackson, Mississippi, 
via Shreveport and Monroe, Louisiana, 
with one pilot and five passengers. 
Eight decades later our leadership 
team reviewed the writings of our 
founder, C.E. Woolman, and took in-
spiration from his mission statements 
and employee handbooks to develop 
a set of basic principles that outline 
unifying behaviors for our people. We 
called the document “Rules of the 
Road” and handed it out to all our em-
ployees in late 2007. Every new hire 

since has received a copy, and the rules 
continue to evolve along with our busi-
ness. They remain the foundation for 
everything we do. 

Our goal is to be clear about the 
courteous culture, open communica-
tion, financial discipline, and efficient 
operations that Delta should main-
tain. Some of the rules are extremely 
specific—for example, “Don’t inter-
rupt”—because we believe that be-
havior matters. That is how you dem-
onstrate values. I am 59 years old, but I 
still sometimes have to be told to keep 
quiet when others are speaking.

Combined with the profit-sharing 
program that Jerry instituted, “Rules 
of the Road” set the tone for our em-
ployee relations and compensation 
strategy in the years to come. We 
wanted to continue rewarding people 
for their perseverance in tough times 
and incentivize them to help propel 
Delta into the future. In addition to 

We have moved toward 
vertical integration by 
acquiring an oil refinery— 
a decision that shocked 
both aviation and oil 
industry observers.

STOCK PRICE AS  
OF OCT 3, 2014

$36.95SEP 2013
Rejoins the 
S&P 500

MAY 2014
Reclaims control 
of reservations 
system and data

2013 2014

FEB 2014
Announces switch to 
dollars- spent, rather 
than miles- flown, 
frequent-flier program
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the stock ownership plan, we found a 
way to give our employees raises even 
during the 2008–2009 financial crisis, 
when the price of oil spiked to more 
than $150 a barrel and our margins 
were shrinking. Under that philoso-
phy we have also made sure to keep 
our benefits and retirement plans the 
same for everyone—executive, pilot, 
flight attendant, or member of the 
ground crew—and management com-
pensation is relatively low for a com-
pany of our size. 

Valentine’s Day is a special day 
for us—that’s when profit-sharing 
checks are handed to employees. In 
2014 each employee received the 
equivalent of 8% of his or her salary. 
This year we were able to pay out an 
advance on 2014 profit sharing in 
October, and even with that early pay-
out, we expect the February 2015 pay-
ment to be the largest ever. No other 
blue-chip U.S. company shares profits 
at that level. 

Delta’s work groups have rejected 
nine proposals to unionize, making 
us the only major airline outside the 
Middle East that is largely nonunion-
ized. And we have excellent relations 
with our only large union, the Air Line 
Pilots Association. Lots of people want 
to work for Delta: In our last push to 
recruit flight attendants, we received 
100,000 applications for 1,400 open-
ings. The demand is similar for most 
other positions. Our employee sur-
veys show that 90% of our people 
would recommend working at Delta 
to friends and family.

Virtual Mergers and  
Vertical Integration 
We have set ourselves apart from the 
industry in key areas—asset manage-
ment, international partnerships, and 
supply chain. This type of innovation 
is a company tradition. Nearly 50 
years ago Delta invented the hub-and-
spoke pattern that is ubiquitous today. 

Our goals are greater efficiency and 
control. The decision to take our res-
ervations system in-house is a case in 
point—we no longer have to rely on a 
third party to manage our data, which 
allows the system to evolve and grow 
to meet our needs. 

By taking equity stakes in leading 
Brazilian, Mexican, and British carri-
ers, we have been able to create virtual 
mergers with strong partners in our 
most important international travel 
markets. Government regulations 
against foreign ownership of airlines 
prevents actual cross-border mergers, 
so these relationships are critical to 
giving our customers access to a truly 
global network.

Our alliances must align with cus-
tomer demand. Brazil accounts for 
the lion’s share of U.S.–South America 
flights, and GOL is its number one 
domestic industry player. Mexico is 
thriving under NAFTA—businesses 
like its stable economy and eager 
workforce, while vacationers enjoy 
its beaches and historic sites—and we 

have an exclusive relationship with 
its flagship carrier. Virgin Atlantic has 
an impressive European network and 
the number two position at Heathrow, 
the most important hub in the region 
if not the world; when Singapore 
Airlines decided that it wanted to di-
vest its 49% share in the company, we 
carefully evaluated and then seized 
the opportunity. 

These investments have resulted 
not only in more-seamless travel for 
our passengers but also in deeper re-
lationships with all three airlines, in-
cluding seats on their boards. Unlike 
some of our competitors, we view our 
partners as equals and work to make 
sure they are as successful and profit-
able as we are. That attitude extends 
to every carrier with which we ally 
ourselves. For example, although we 
have no equity stake in Air France–
KLM, we operate jointly and share the 
bottom line on a $12 billion to $13 bil-
lion transatlantic business. That’s a 
model no one else has. 

Delta’s most unconventional 
move in the past few years, however, 
was acquiring the Trainer oil refin-
ery, outside Philadelphia. Jet fuel is 
our single largest expense—about 
$12 billion annually—so we want to 
be the world’s best at securing it and 
supplying it to our operations across 
the globe. Along with the rest of the 
industry, we’ve learned to use hedg-
ing and options strategies and to dy-
namically price our tickets to insulate 
ourselves from oil price fluctuations. 
But we decided a few years ago to go 
a step further. Rather than be con-
trolled by producers (particularly 
those in OPEC, which would be an 
illegal cartel if it were subject to U.S. 
law), we wanted to get into the busi-
ness—vertically integrate and gain 
control over our supply chain. 

A number of East Coast refineries 
were shutting down; the reduction 
in refining capacity and the resulting 

Delta Facts  
& Financials

FOUNDED 1924
HEADQUARTERS Atlanta 
EMPLOYEES 77,755
Revenue (US$B)
Net income

SOURCE MARKETWATCH
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price rises would have been costly for 
us. Initially we looked at a facility in 
Louisiana. It turned out to be a poor fit, 
but we hired the plant manager and 
several members of his team to start 
building in-house expertise. Then the 
Trainer refinery came up for sale. 

Under my tenure at Delta, it has 
been our policy to refrain from en-
gaging too many consultants. We feel 
that we know our business better than 
outsiders do. But in this case we did 
hire advisers to help us weigh our op-
tions. We concluded that if the refin-
ery closed or was consolidated, our 
fuel prices would rise 10%–15%. If we 
bought it, we could begin to lower our 
fuel costs. At about $150 million, the 
price was reasonable—that’s roughly 
the cost of a new Boeing 787. So we 
went for it. We knew we were on the 
right path when people in both the 
airline and oil industries immediately 
criticized the acquisition. If our com-
petitors didn’t like it and the refiner-
ies and cartels didn’t like it, we were 
clearly doing something right. 

We have since expanded our oil 
team to include several crude traders 
and the former president of Total Gas 
& Power North America. We have also 
signed an exclusive long-term lease 
for a ship that can move Gulf Coast 
crude up the East Coast so that we 
can self-supply at significantly less 
expense. With boots on the ground 
in this commodity business, we have 
become a lot smarter about hedging, 
buying, refining, and transporting fuel. 
As a stand-alone entity, the refinery 
earned modest profits during the past 
two quarters. But the real advantage is 
the impact on prices: Our average cost 
of fuel per gallon has been five to 10 
cents less than the industry’s over the 
past two years. 

Constantly Innovating
The U.S. airline industry remains be-
leaguered—out of favor with investors 

and often derided by consumers. But 
Delta stands apart. We have become 
consistently profitable, we are reward-
ing our employees and shareholders, 
and we are investing in providing the 
industry’s best customer service.

Thanks to our unique people, cul-
ture, and strategy, we are stronger 
than ever. Every day the Delta team 
works with determination to apply 
innovative thinking throughout the 
organization. For example, we re-
cently became the first major airline to 
switch to a dollars-spent, rather than 
miles-flown, frequent-flier program. 
We have been aggressively pursuing 
ancillary businesses, including air-
plane maintenance, repair, and over-
haul; a private jet service; and vaca-
tion consolidation, and requiring them 
to be significant cash-flow generators. 
While many of our competitors are ty-
ing up their capital in new airplanes, 
we have adopted an opportunistic 

fleet strategy that combines new air-
craft with used jets that we refurbish 
and operate at a much lower overall 
cost. Delta was also the first airline to 
take steps to dramatically reduce the 
number of 50-seat aircraft in opera-
tion; they had become extremely inef-
ficient when fuel costs spiked.

The list goes on and on. More often 
than not, Delta chooses the road less 
traveled. And what makes that pos-
sible is our dedication to teamwork. 
We have a saying at the company: 

“We hunt in a pack.” From the C-suite 
down, we approach every challenge 
and opportunity as a group in which 
each member feels valued, and that 
ability to work together gives us the 
freedom and clarity of thought to do 
business in a different way. This cul-
ture—the Delta culture—has allowed 
us to bring innovation back to an in-
dustry that was once known for it. 
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“I’ve never seen someone with so much potential. How soon can you start?”
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Understanding
“New Power”

The crowd is challenging 
traditional leadership. 
Here’s how to harness

its energy.
BY JEREMY HEIMANS
AND HENRY TIMMS

THE BIG IDEA



Jeremy Heimans is a 
cofounder and the CEO  
of Purpose, a social 
business that builds 
movements. He is also  
a cofounder of the online 
political communities 
GetUp and Avaaz.

Henry Timms is the 
executive director of  
92nd Street Y, a cultural 
and community center in 
New York. He also founded 
#GivingTuesday, a global 
philanthropic movement.

e all sense that power is 
shifting in the world. We see 
increasing political protest, 
a crisis in representation 
and governance, and upstart 
businesses upending 
traditional industries. But the 
nature of this shift tends to be 
either wildly romanticized or 
dangerously underestimated.
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There are those who cherish giddy visions of a 
new techno-utopia in which increased connectivity 
yields instant democratization and prosperity. The 
corporate and bureaucratic giants will be felled and 
the crowds coronated, each of us wearing our own 
3D-printed crown. There are also those who have 
seen this all before. Things aren’t really changing 
that much, they say. Twitter supposedly toppled a 
dictator in Egypt, but another simply popped up in 
his place. We gush over the latest sharing-economy 
start-up, but the most powerful companies and peo-
ple seem only to get more powerful.

Both views are wrong. They confine us to a nar-
row debate about technology in which either every-
thing is changing or nothing is. In reality, a much 
more interesting and complex transformation is just 
beginning, one driven by a growing tension between 
two distinct forces: old power and new power.

Old power works like a currency. It is held by few. 
Once gained, it is jealously guarded, and the power-
ful have a substantial store of it to spend. It is closed, 
inaccessible, and leader-driven. It downloads, and 
it captures.

New power operates differently, like a current. It 
is made by many. It is open, participatory, and peer-
driven. It uploads, and it distributes. Like water or 
electricity, it’s most forceful when it surges. The goal 
with new power is not to hoard it but to channel it.

The battle and the balancing between old and 
new power will be a defining feature of society and 
business in the coming years. In this article, we lay 
out a simple framework for understanding the un-
derlying dynamics at work and how power is really 

shifting: who has it, how it is distributed, and where 
it is heading.

New Power Models
Power, as British philosopher Bertrand Russell de-
fined it, is simply “the ability to produce intended 
effects.” Old power and new power produce these 
effects differently. New power models are enabled 
by peer coordination and the agency of the crowd—
without participation, they are just empty vessels. 
Old power is enabled by what people or organizations 
own, know, or control that nobody else does—once 
old power models lose that, they lose their advantage.

Old power models tend to require little more than 
consumption. A magazine asks readers to renew their 
subscriptions, a manufacturer asks customers to buy 
its shoes. But new power taps into people’s growing 
capacity—and desire—to participate in ways that go 
beyond consumption. These behaviors, laid out in 
the exhibit “The Participation Scale,” include shar-
ing (taking other people’s content and sharing it with 
audiences), shaping (remixing or adapting existing 
content or assets with a new message or flavor), fund-
ing (endorsing with money), producing (creating 
content or delivering products and services within a 
peer community such as YouTube, Etsy, or Airbnb), 
and co-owning (as seen in models like Wikipedia and 
open source software).

Sharing and shaping. Facebook is the classic 
example of a new power model based on sharing 
and shaping. Some 500 million people now share 
and shape 30 billion pieces of content each month on 
the platform, a truly astonishing level of participa-
tion upon which Facebook’s survival depends. Many 
organizations, even old power players, are relying on 
these behaviors to grow the strength of their brands. 
For example, NikeID, an initiative in which consum-
ers become the designers of their own shoes, now 
makes up a significant part of Nike’s online revenues.

Funding. Funding behaviors typically represent 
a higher level of commitment than sharing and shap-
ing. Millions of people now use new power models to 
put their money where their mouth is. The crowd-
funding poster child Kiva, for example, reports that 
some 1.3 million borrowers living in 76 countries 
have collectively received more than half a billion 
dollars in loans.

Peer-to-peer giving, lending, and investing mod-
els effectively reduce dependence on traditional in-
stitutions. Instead of donating via a big institution 
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THE PARTICIPATION SCALE
New power gains its force from people’s growing capacity—and 
desire—to go far beyond passive consumption of ideas and goods.
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like United Way that parcels out money on donors’ 
behalf, people can support a specific family in a spe-
cific place affected by a specific problem. Platforms 
like Wefunder allow start-ups to access funding from 
thousands of small investors rather than rely on a 
handful of very big ones. One inventor just set a new 
record on Kickstarter, raising more than $13 million 
from 62,000 investors. To be sure, new power fund-
ing models are not without their downside: The cam-
paigns, projects, or start-ups that are most rewarded 
by the crowd may not be the smartest investments or 
those that benefit the most people. Indeed, crowd-
funding puts on steroids the human tendency to 
favor the immediate, visceral, and emotional rather 
than the strategic, impactful, or long-term.

Producing. In the next level of behaviors, par-
ticipants go beyond supporting or sharing other 
people’s efforts and contribute their own. YouTube 
creators, Etsy artisans, and TaskRabbit errand- 
runners are all examples of people who participate 
by producing. When enough people produce, these 
platforms wield serious power. Take Airbnb, the on-
line service that matches travelers who need a place 
to stay with local residents who have a room to spare. 
As of 2014, some 350,000 hosts had welcomed 15 mil-
lion people to stay in their homes. That’s enough to 
put real pressure on the incumbent hotel industry.

Co-ownership. Wikipedia and Linux, the open 
source software operating system, are both driven 
by co-ownership behaviors and have had a huge 
impact on their sectors. Many of the decentralized 
peer-directed systems Harvard Law professor Yochai 
Benkler calls “peer mutualism” belong in this cat-
egory. Consider also an initiative that grew not out 
of Silicon Valley but out of a church in London. The 
Alpha Course is a template for introducing people to 
Christian beliefs. Anyone wishing to host a course 
can freely use its materials and basic format—10 

meetings devoted to the central questions of life—
with no need to gather in a church. Catalyzed by a 
model that empowers local leaders, the course has 
reached 24 million people in living rooms and cafés 
in almost every country in the world.

What’s distinctive about these participatory be-
haviors is that they effectively “upload” power from 
a source that is diffuse but enormous—the passions 
and energies of the many. Technology underpins 
these models, but what drives them is a heightened 
sense of human agency.

New Power Values
As new power models become integrated into the 
daily lives of people and the operating systems of 
communities and societies, a new set of values and 
beliefs is being forged. Power is not just flowing dif-
ferently; people are feeling and thinking differently 
about it. A teenager with her own YouTube channel 
engages as a content creator rather than as a passive 
recipient of someone else’s ideas. A borrower on the 
peer-to-peer finance platform Lending Club can dis-
intermediate that oldest of old power institutions, 
the bank. A Lyft user experiences consumption as 
a kind of sharing and subtly shifts his view of asset 
ownership.

These feedback loops—or maybe we should 
call them “feed-in” loops, given that they’re based 
on participation—make visible the payoffs of peer-
based collective action and endow people with a 
sense of power. In doing so, they strengthen norms 
around collaboration and make the case that we can 
do just fine without the old power middlemen that 
dominated the 20th century. Public polls reflect the 
shifting attitudes toward established institutions. 
For example, the 2014 Edelman Trust Barometer 
shows the largest deficit in trust in business and gov-
ernment since the survey began in 2001.

Idea in Brief
THE NEW REALITY
Power isn’t what it used to be. Goliaths 
are being toppled by Davids, from 
the networked drivers of Uber to the 
crowdfunded creatives of Kickstarter.  
But the dynamics are confusing,  
especially to managers in traditionally 
powerful institutions.

THE FRAMEWORK
“New power” actors differ from “old power” 
players along two dimensions: the models 
they use to exercise power and the values 
they embrace. Some enterprises, like 
Facebook, have new power models but 
don’t seem to embrace the values; others, 
like Patagonia, have new power values but 
rely on an old power business model.

WHY YOU NEED IT
Understanding how the nature of power 
is really shifting—who has it, how it is 
distributed, and where it is heading—will 
be a defining challenge for business in the 
coming years.
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Among those heavily engaged with new power—
particularly people under 30 (more than half the 
world’s population)—a common assumption is 
emerging: We all have an inalienable right to par-
ticipate. For earlier generations, participation might 
have meant only the right to vote in elections ev-
ery few years or maybe to join a union or religious 
community. Today, people increasingly expect to 
actively shape or create many aspects of their lives. 
These expectations are giving rise to a new set of val-
ues in a number of realms:

Governance. New power favors informal, net-
worked approaches to governance and decision mak-
ing. The new power crowd would not have invented 
the United Nations, for instance; rather, it gravitates 
toward the view that big social problems can be 
solved without state action or bureaucracy. Often en-
countered in Silicon Valley, this ethos has at its core 
a deep and sometimes naive faith in the power of in-
novation and networks to provide public goods tra-
ditionally supplied by government or big institutions. 
Formal representation is deprioritized; new power is 
more flash mob and less General Assembly.

Collaboration. New power norms place a special 
emphasis on collaboration, and not just as a way to 
get things done or as part of a mandated “consulta-
tion process.” New power models, at their best, re-
inforce the human instinct to cooperate (rather than 
compete) by rewarding those who share their own 

ideas, spread those of others, or build on existing 
ideas to make them better. Sharing-economy models, 
for example, are driven by the accumulated verdict of 
the community. They rely on reputation systems that 
ensure that, say, rude or messy guests on Airbnb have 
trouble finding their next places to stay.

DIO. New power is also engendering a “do it our-
selves” ethic, as Scott Heiferman, the CEO of Meetup, 
puts it, and a belief in amateur culture in arenas that 
used to be characterized by specialization and pro-
fessionalization. The heroes in new power are “mak-
ers” who produce their own content, grow their own 
food, or build their own gadgets.

Transparency. New power proponents believe 
that the more light we shine, the better. Traditional 
notions of privacy are being replaced by a kind of 
permanent transparency as young people live their 
lives on social media. Clearly, the walls between pub-
lic and private discourse are crumbling, with mixed 
consequences. And although Facebook profiles, 
Instagram feeds, and the like are often nothing more 
than a carefully managed form of self-display, the 
shift toward increasing transparency is demanding 
a response in kind from our institutions and leaders, 
who are challenged to rethink the way they engage 
with their constituencies. Pope Francis—the leader 
of an organization known for its secrecy—is surpris-
ingly attuned to the need to engage in new power 
conversations. His promise to make the Vatican 
Bank more financially transparent and reform the 
Vatican’s media practices is an unexpected move in 
that direction.

Affiliation. New power loves to affiliate, but 
affiliation in this new world is much less enduring. 
People are less likely to be card-carrying members 
of organizations (just ask groups like the ACLU that 
are seeing this form of membership threatened) or 
to forge decades-long relationships with institutions. 
So while people with a new power mindset are quick 
to join or share (and thanks to new power models, 

“joining” is easier than ever), they are reluctant to 
swear allegiance. This makes new power models vul-
nerable. New power is fast—but it is also fickle.

New power is also fundamentally changing the 
way everyday people see themselves in relation to 
institutions, authority, and one another. These new 
norms aren’t necessarily better. For instance, new 
power offers real opportunities to enfranchise and 
empower, but there’s a fine line between democ-
ratizing participation and a mob mentality. This is 

A WORLD OF DIFFERENCE
“New power” players increasingly expect to actively shape or create many aspects of their 
lives. That expectation gives rise to a new set of values centered on participation.

NEW POWER VALUESOLD POWER VALUES

Informal, opt-in decision making; self-
organization; networked governance

Managerialism, institutionalism, 
representative governance

Open source collaboration, crowd 
wisdom, sharing

Exclusivity, competition, authority, 
resource consolidation

Do-it-ourselves, “maker culture”Professionalism, specialization

Short-term, conditional affiliation;  
more overall participation

Long-term affiliation and loyalty,  
less overall participation

Radical transparencyDiscretion, confidentiality, separation 
between private and public spheres
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especially the case for self-organized networks that 
lack formal protections. New power can easily veer 
in the direction of a Tea Party or an Occupy Wall 
Street. (We assume that most people think at least 
one of these is a bad thing.)

A Framework for Understanding 
the Players
Putting the two dimensions of models and values to-
gether yields a framework that helps organizations 
think about where they are now and also helps them 
chart their progress toward a more strategic position. 
(See the exhibit “The New Power Compass.”)

Castles. In the bottom-left quadrant are orga-
nizations that use old power models and have old 
power values. By our estimation, this category in-
cludes the world’s most valuable company—Apple—
as well as some obvious dinosaurs. Apple’s success 
in the past 15 years can be chalked up to a terrifically 

executed strategy of cultivated exclusivity and push-
ing products from the top down. Unlike Google, 
Apple largely eschews open source approaches, and 
despite its antiestablishment fan base and the care-
fully managed “maker culture” of its App Store, it is 
renowned for secrecy and aggressive protection of IP.

Connectors. In the top-left quadrant are orga-
nizations with a new power model—for example, a 
network connecting many users or makers—but old 
power sensibilities. This category includes technol-
ogy natives like Facebook, whose model depends on 
participation but whose decisions sometimes seem 
to ignore the wishes of its community, as well as 
organizations like the Tea Party, which has a strong, 
decentralized grassroots network but wields its influ-
ence in highly traditional corridors of power. Players 
in this quadrant tend toward “smoke-filled room” 
values while relying on a “made by many” model 
(and many run an increasing risk by doing so).
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New and old power values and models intersect in revealing ways. Plotting organizations along these dimensions sheds 
light on how companies are accumulating and wielding power. Occupy’s position in the Crowds quadrant, for instance, 
reflects its strong commitment to new power (though not necessarily its ability to compel change).
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Cheerleaders. In the bottom-right quadrant 
are organizations that use old power models but 
embrace new power values. Patagonia, for example, 
has a traditional old power business model, yet it 
stands out for its embrace of new power values like 
transparency. Some of these “cheerleader” organi-
zations, such as The Guardian newspaper, are work-
ing to evolve their positions so that they not only es-
pouse new power values but incorporate new power 
models effectively.

Crowds. In the top-right quadrant are the “pur-
est” new power actors. Their core operating models 
are peer-driven, and their values celebrate the power 
of the crowd. This is where we find established peer-
driven players, like Wikipedia, Etsy, and Bitcoin, and 
newer sharing-economy start-ups, like Lyft and 
Sidecar. This quadrant also includes distributed ac-
tivist groups and radically open education models.

Some organizations have moved from one quad-
rant to another over time. Think of TED, the orga-
nization dedicated to “ideas worth spreading.” Ten 
years ago, the organization talked the talk on col-
laboration and networks, but in reality it lacked any 
kind of new power model—it was simply an expen-
sive, exclusive, and carefully curated annual confer-
ence. Since then, TED has broadened its model by 
enabling self-organization and participation via the 
TEDx franchise and by making its previously closed 
content open to everyone. Both decisions have had 
a major impact on the scale and reach of the TED 
brand, even as the organization has grappled with 
risks associated with loosening control. TED is now 
effectively leveraging a complementary old power 
and new power business model.

Cultivating New Power
Most organizations recognize that the nature of 
power is changing. But relatively few understand 
the keys to influence and impact in this new era. 
Companies see newly powerful entities using social 
media, so they layer on a bit of technology without 
changing their underlying models or values. They 
hire chief innovation officers who serve as “digital 
beards” for old power leaders. They “reach out” via 
Twitter. They host the occasional, awkwardly cu-
rated, lonely Google hangout with the CEO.

But having a Facebook page is not the same 
thing as having a new power strategy. If you’re in 
an industry that is being radically altered by new 
power, it isn’t enough to add some window dressing. 

A newspaper business, for example, can’t simply 
insert a comments section at the bottom of every 
article online and call that new power—it has to in-
tentionally build reader engagement and a vibrant 
community, which almost certainly will require 
shifts in both its model and its values. The New York 
Times is struggling with exactly this dilemma, as its 
leaked innovation report last year demonstrated.

Traditional organizations that want to develop 
new power capacity must engage in three essential 
tasks: (1) assess their place in a shifting power en-
vironment, (2) channel their harshest critic, and (3) 
develop a mobilization capacity.

Audit your power. A telling exercise is to plot 
your organization on the new power compass—both 
where you are today and where you want to be in 
five years. Plot your competitors on the same grid. 
Ask yourself framing questions: How are we/they 
employing new power models? And how are we/
they embracing new power values? To understand 
how your organization is deploying new power, con-
sider which participation behaviors you are enabling. 
This process starts a conversation about new reali-
ties and how your organization needs to respond. It 
doesn’t always lead to a resolute determination to 
deploy new power—in fact, it can help organizations 
identify the aspects of their core models and values 
that they don’t want to change.

Occupy yourself. What if there were an Occupy-
style movement directed at you? Imagine a large 
group of aggrieved people, camped in the heart of 
your organization, able to observe everything that 
you do. What would they think of the distribution of 
power in your organization and its legitimacy? What 
would they resent and try to subvert? Figure it out, 
and then Occupy yourself. This level of introspection 
has to precede any investment in new power mecha-
nisms. (Companies should be especially careful 
about building engagement platforms without de-
veloping engagement cultures, a recipe for failure.)

There’s a good chance that your organization 
is already being occupied, whether you know it or 
not. Websites are popping up that provide forums 
for anonymous employee accounts of what is really 
going on inside businesses and how leaders are per-
ceived. In our new power world, the private behav-
ior—and core challenges—of every organization is 
only a leak or a tweet away. This poses a threat to hap-
pily opaque old power organizations, which face new 
levels of scrutiny about performance. Are you really 
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delivering advertising reach for my product? Are you 
really improving my kid’s reading skills? Today, the 
wisest organizations will be those engaging in the 
most painfully honest conversations, inside and out-
side, about their impact.

Develop a movement mindset. Old power or-
ganizations need to do more than just look inward; 
they also need to think differently about how they 
reach out. Organizations that have built their busi-
ness models on consumption or other minimal par-
ticipation behaviors will find this challenging but 
increasingly important.

The capacity to mobilize a much wider commu-
nity of people can be a critical business advantage, 
as we saw in the defeat of “online piracy” legislation 
in the United States, in 2012. In that conflict between 
technology companies and copyright holders, both 
sides enlisted armies of lobbyists, but only one side 
was able to mobilize an army of citizens. Google, 
Wikipedia, and other organizations inspired mean-
ingful action—10 million petition signatories, more 
than 100,000 calls to Congress, and a “blackout” 
of the internet—creating a cultural surge when it 
mattered. The recent standoff between Amazon 
and Hachette also shows two sides attempting to 
flex their mobilization muscle, with Amazon ral-
lying “Readers United” against Hachette’s band of 

“Authors United.”
To succeed, a movement needs much more than 

ad campaigns or “astroturfing.” Leaders must be 
able to actually mobilize true believers, not just talk 
at them. A key new power question for all organiza-
tions is “Who will really show up for you?”

The Challenge for New Power
Organizations that rely on new power can be easily 
intoxicated by the energy of their crowds and fail to 
recognize that to effect real change, they too might 
need to adapt. They should bear three essential prin-
ciples in mind.

Respect your communities (don’t become 
the Man). If old power organizations should fear 
being occupied, new power organizations should 
fear being deserted. Those who deploy new power 
models but default to old power values are espe-
cially at risk of alienating the communities that sus-
tain them. This isn’t simply a problem of mindset, 
where organizations lose touch with the crowds that 
made them prosper. It is also a practical challenge: 
The expectations of critical stakeholders—investors, 

regulators, advertisers, and so on—often run counter 
to the demands of new power communities, and bal-
ancing those agendas is not easy.

Facebook, like many organizations with a new 
power model, is dealing with this tension between 
two cultures. Facebook’s old power corporate am-
bition (more data ownership, higher stock values) 
clashes with the demands of its own crowd. Initial 
surges of interest in alternative social networks 
promising to honor new power values may be a sign 
of things to come. As new power concepts of digital 
rights evolve, these conflicts will most likely increase.

The rise of Uber, the ride-sharing service, is a study in new power. 
Uber has built an extraordinarily fast-growing and dense transport 
network without any physical infrastructure at all. The service relies 
on peer coordination between drivers and passengers, enabled by 
sophisticated software and a clever reputation system. Passengers 
rate drivers, but drivers also rate their passengers—building trust  
and promoting good behavior without the need for a more onerous 
rules-based system.

Uber’s business model depends 
almost exclusively on its relationship 
with its network participants (drivers 
and riders). That relationship is now 
at risk because of a misalignment 
between Uber’s new power model 
and its old power values. For example, 
anticipating a future of driverless 
cars, CEO Travis Kalanick noted early 
this year, “Once we get rid of the 
dude in the car [the driver] Uber will 
be cheaper.” This understandably 
infuriated many Uber drivers, and 
in some cities they are unionizing 
because they perceive the company to 
be exploitative. (By contrast, Airbnb 
has rallied its hosts into a grassroots 
army of defenders against skeptical 
regulators.) Making matters worse, 
Uber is also tussling with its customer 
base, which it badly needs to keep 
on its side, over its surge-pricing 
model. Uber defends the model as 
rational and efficient, but some see it 
as a breach of faith, and new power 
competitors like Lyft are using this 
mistrust to drive a wedge. With its 
community-centric brand proposition 

“your friend with a car,” Lyft is claiming 
a closer alignment between its new 
power model and new power values.

As Uber scales up, it faces further 
challenges. After raising $1.2 billion 
from investors in 2014, it is now  
under considerable financial 
pressure to generate surpluses 
by concentrating power and 
sharing less value with drivers and 
consumers who feed the model.

At the same time, old power is 
firing back. In London and Paris 
recently, taxi drivers went on strike 
to protest Uber’s policies and the 
government’s failure to regulate 
ride sharing effectively. French 
authorities have tried to restrict Uber 
by proposing a minimum 15-minute 
wait for any person who requests a 
car, giving taxi drivers a head start.

How will new power players 
respond to regulatory challenges? 
For now, the most effective 
responses will involve a potent 
combination of old and new power—
that is, a traditional lobbying 
strategy combined with a capacity 
to mobilize network participants. 
Uber’s recent hiring of David 
Plouffe, a mastermind of President 
Obama’s new power electoral 
strategy, suggests that the company 
understands what it is up against.

New Power Case Study: Uber
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Go bilingual. For all new power’s progress, it is 
not yet making much of a dent in society’s old power 
superstructure. Khan Academy is the darling of the 
digerati, but our education systems remain largely 
unchanged, with school timetables still built around 
family lifestyles of the 1800s. Lawrence Lessig, a 
leading new power thinker, wants to overhaul cam-
paign finance laws in the United States, but he has 
realized that the best way to “end all super PACS” is 
with a super PAC.

In this context, the right strategy for the mo-
ment is often to go “bilingual,” developing both old 
and new power capacities. Arianna Huffington, for 

example, has built a platform that comprises a net-
work of 50,000 self-publishing bloggers, but she 
also skillfully wields an old power Rolodex. Bilingual 
players like Huffington deploy old power connec-
tions to get what they need—capital, legitimacy, ac-
cess to partnerships, publicity—without being co-
opted or slowed down. They use institutional power 
without being institutionalized.

Get structural. New power models will always 
have limited influence and impact unless they are 
operating within a superstructure designed to play 
to their strengths. Take the global grassroots move-
ment Avaaz. Even though it has 40 million members, 
it will only get so far in its efforts to effect change 
if the decision-making mechanism that it seeks to 
influence is an entrenched old power structure like 
the UN climate negotiation process.

The battle ahead, whether you favor old or new 
power values, will be about who can control and 
shape society’s essential systems and structures. 
Will new power forces prove capable of fundamen-
tally reforming existing structures? Will they have 
the ingenuity to bypass them altogether and create 
new ones? Or will they ultimately succeed in doing 
neither, allowing traditional models of governance, 
law, and capital markets to basically hold firm?

AS WE REVEL in moments of promise and see ever 
more people shaping their destinies and lives, the 
big question is whether new power can genuinely 
serve the common good and confront society’s most 
intractable problems. Strategy and tactics are impor-
tant, but the ultimate questions are ethical. “For all 
of its democratizing power, the Internet, in its cur-
rent form, has simply replaced the old boss with a 
new boss,” warns Fred Wilson, a partner at Union 
Square Ventures. “And these new bosses have mar-
ket power that, in time, will be vastly larger than that 
of the old boss.”

Too often, new power bosses dream only of a 
good “exit” from a hot business, but we need new 
power leaders to make a grand entrance into civil so-
ciety. Those capable of channeling the power of the 
crowd must turn their energies to something more 
fundamental: redesigning society’s systems and 
structures to meaningfully include and empower 
more people. The greatest test for the conductors of 
new power will be their willingness to engage with 
the challenges of the least powerful. 

HBR Reprint R1412B

New power makes for great campaigns and stirring protests. 
Populist movements and uprisings of recent years, especially 
the Arab Spring, vividly demonstrate new power at work. 
But new power has not yet proved capable of effectively 
influencing the business of government. It surges but often 
dissipates quickly, leaving old power to reclaim the advantage.

The 2008 Obama campaign was a master class in how to 
use new power tools and how to tap into new power values 
(“Yes We Can!”). After the victory, however, things changed 
significantly. The campaign transitioned into government, but 
its massive grassroots base largely did not. The old power 
realities of government and the deep-rooted superstructure 
of rules and procedures were simply not designed for—and 
would not bend easily to accommodate—new power.

New power faces two big challenges in influencing 
government. First, old power is solidly entrenched and well 
protected. Second, the loose, unaffiliated nature of new 
power makes it hard to focus. New power is good at big 
statements, the coin of elections, but bad at small details, 
the coin of government. The Occupy movement flared up and 
then faded for this reason, lacking a clear strategic direction 
beyond its initial call to arms.

To truly transform government, new power will need to 
do more than change the short-term political dynamics—it 
must change the rules of the game. Early experiments, such 
as participatory budgeting, community activism initiatives 
like SeeClickFix.com, and Iceland’s crowdsourced process of 
building a new constitution, are attempts in this direction,  
but none has yet proved capable of fundamentally shifting  
the operating system of government.

Campaigning with New Power, 
Governing with Old
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PRACTICALLY EVERY COMPANY INNOVATES. 
But few do so in an orderly, reliable way. In far too 
many organizations, the big breakthroughs happen 
despite the company. Successful innovations typi-
cally follow invisible development paths and require 
acts of individual heroism or a heavy dose of seren-
dipity. Successive efforts to jump-start innovation 
through, say, hack-a-thons, cash prizes for inventive 
concepts, and on-again, off-again task forces fre-
quently prove fruitless. Great ideas remain captive 
in the heads of employees, innovation initiatives 
take way too long, and the ideas that are developed 
are not necessarily the best efforts or the best fit with 
strategic priorities. 

Most executives will freely admit that their inno-
vation engine doesn’t hum the way they would like it 
to. But turning sundry innovation efforts into a func-
tion that operates consistently and at scale feels like 
a monumental task. And in many cases it is, requir-
ing new organizational structures, new hires, and 

substantial investment, as the “innovation factory” 
Procter & Gamble built in the early 2000s did.

For the past decade we’ve been helping organiza-
tions around the globe strengthen their innovation 
capabilities, and that work has taught us that there’s 
an important intermediate option between ad hoc 
innovation and building an elaborate, large-scale 
innovation factory: setting up a minimum viable in-
novation system (MVIS). 

We borrow the language for this term from the 
world of lean start-ups, where “minimum viable 
product” denotes a stripped-down functional proto-
type used as a starting point for developing a new of-
fering. “Minimum viable innovation system” refers 
to the essential building blocks that allow a company 
to begin creating a reliable, strategically focused in-
novation function. An MVIS will ensure that good 
ideas are encouraged, identified, shared, reviewed, 
prioritized, resourced, developed, rewarded, and 
celebrated. But it will not require years of work, 
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fundamental changes to the way the organization 
runs, or a significant reallocation of resources. 

What it will require is senior management atten-
tion—most critically from some member of the top 
leadership team. That might be the chief executive 
officer or a chief innovation officer, but it doesn’t 
have to be. If you’re responsible for innovation in 
your company at the highest level, we’re talking to 
you. With a little help from other executives and in-
novation practitioners, you can set up an MVIS by 
completing four basic steps in no more than 90 days, 
with limited investment and without hiring anyone 
extra. And as early success builds confidence in your 
innovation capabilities, it will set the stage for fur-
ther progress. 

DAY 1 TO 30  
Define Your Innovation Buckets
There’s no shortage of terms for innovation. 
Sustaining innovations, incremental innovations, 
continual improvement programs, organic-growth 
initiatives. Disruptive innovations, breakthrough 
innovations, new-growth initiatives, white-space 
and blue-ocean strategies. But strategically speak-
ing, all innovations fall into one of two buckets. In 
one are innovations that extend today’s business, 
either by enhancing existing offerings or by improv-
ing internal operations. In the other are innovations 
that generate new growth by reaching new cus-
tomer segments or new markets, often through new 
business models. 

The MVIS encompasses both types of innovation, 
but it’s critical that everyone involved in an MVIS (or 
any innovation program) understand the difference 
between the two buckets. The failure to do so causes 
many companies to either discount the importance of 
innovations that strengthen the ongoing business or 
to demand too much revenue from the new-growth 

initiatives too early. Agreeing on what to call the two 
buckets is a good starting place. For the purposes of 
this discussion we’ll call the first one “core innova-
tions” and the second “new-growth innovations.” 

Innovation projects meant to strengthen the core 
should be tied to the current strategy and managed 
mostly within the main business’s organizational 
structure. (The MVIS will keep track of them, though, 
as you’ll see later on.) They’re the projects expected 
to offer rapid and substantial returns in the near fu-
ture and need to be funded at scale. 

Conceivably, all your current innovation projects 
may be core. But what of the future? Will they be 
enough to enable you to reach your longer-term fi-
nancial targets? If your company is typical, the an-
swer is no. There will be a gap between your growth 
goals and what your current operations and core in-
novations can generate. It’s the purpose of the new-
growth innovations to fill that gap.

New-growth initiatives push the frontier of your 
strategy by offering new or complementary products 
to existing customers, moving into adjacent product 
or geographic markets, or developing something 
utterly original, perhaps delivered in a completely 
novel way. The larger your company’s growth gap, 
the further from your core those innovation efforts 
will likely need to be, and the longer it will take to 
realize substantial revenue from them. 

You can work up a serviceable estimate of the size 
of the gap if you spend up to two weeks developing 
rough but honest numbers for the revenue and prof-
its your current operations will deliver in the next 
five years and then compare them with your five-
year goals. This will give you a basic sense of what 
percentage of your time, effort, and resources needs 
to be focused on core innovation, and what percent-
age on new-growth efforts, and how ambitious the 
latter need to be. 

Idea in Brief
THE PROBLEM
Almost every company brings some 
innovative ideas to market somehow. But 
far too often, big breakthroughs happen 
accidentally, requiring individual heroism 
and a heavy dose of serendipity. How can 
companies make that process reliable and 
repeatable without undertaking major 
organizational changes?

THE SOLUTION
Creating a “minimum viable innovation 
system”—the most basic building blocks 
for an orderly innovation function—in  
just 90 days.

THE APPROACH
To set up an MVIS, you need to separate 
your core and new-growth innovation 
efforts; identify a few areas to explore that 
align with what customers need and you 
can deliver; appoint a small, dedicated 
innovation team; and assign executive 
sponsors to shepherd them the way VCs 
guide their portfolio companies.
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When your growth gap is fairly large, you may 
wish to subdivide your new-growth efforts so that 
you can map them to different possible directions for 
future growth. This being a minimum innovation ef-
fort, we suggest designating no more than three such 
categories.

Manila Water is a public/private partnership in 
the Philippines that has done a good job of mapping 
its core and new-growth innovation efforts to its cur-
rent and future goals. In 1997 it received a concession 
to provide water services to the eastern part of the 
city of Manila, covering about 6 million people. At 
the time only about 30% of the city’s households 
had reliable access to water. In the next 16 years the 
company made it available to almost every home in 
the area and approached international levels on key 
benchmarks such as pressure, purity, and turbidity.

The organization couldn’t have achieved such im-
pressive performance without being highly innova-
tive in the way it solved the challenges of operating 
within the chaotic environment of the Philippines. 
To improve the productivity of the core, it needed to 
keep pursuing those kinds of innovations—which it 
dubbed “core optimization.” 

However, in 2013, CEO Gerardo Ablaza recog-
nized that core optimization would not be enough 
to reach Manila Water’s long-term growth goals. The 
company’s calculations made it clear that over the 
next few years, 80% of its growth had to come from 
outside the core. 

To fill such a large gap, Ablaza and his leader-
ship team decided that the new-growth initiatives 
should fall into two broad categories: The first was 
adjacency moves, in which Manila Water would 
export its core business model to other geographic 
markets. The second was the pursuit of new kinds 
of offerings entirely, beyond the core mission of pro-
viding clean water. 

That move presented Manila Water with a chal-
lenge: The more novel a category of innovation is, 
the more it will run counter to systems and processes 
designed to strengthen and support the current busi-
ness. The next three pieces of the MVIS puzzle help 
companies overcome that difficulty. 

DAY 20 TO 50 
Zero In on a Few Strategic 
Opportunity Areas 
Sophisticated innovators like Procter & Gamble, 
W.L. Gore, and Apple have elaborate processes to 

tie their various types of innovation to their short- 
and longer-term growth goals. The MVIS also does 
this, but in a simpler way. It makes efficient use of 
limited resources and productively channels inno-
vators’ passions by focusing innovation efforts on a 
small number of strategic opportunity areas. These 
are areas that fit within your new-growth buckets 
and seem large enough to take the needed bite out 
of that growth gap.

How do you pick them? You could spend months 
or even years conducting a comprehensive analysis, 
but of course we don’t recommend that. Instead we 
suggest doing three weeks of research, with the aid 
of a handful of executives you expect will eventu-
ally be involved in your innovation efforts. Have 
them meet with at least a dozen customers, probing 
for unmet needs that could be the foundation of a 
new-growth innovation, and investigate new devel-
opments in and around your industry. Also, take a 
close look at new-growth efforts currently bubbling 
up inside your organization. These sometimes sig-
nal strategic objectives that aren’t yet getting proper 
attention from senior management. For example, 
when one financial services company examined 
the ideas emerging organically within its ranks, it 
saw that a number of them involved sophisticated 
analysis of customer data, even though it hadn’t 
yet announced that “big data” would be a strate-
gic imperative. Competitive forces and customer 
demands had naturally begun to attract organiza-
tional energy.

Next, lock the members of the senior leadership 
team in a room for an afternoon, share the findings, 
and instruct them not to leave until they have identi-
fied three strategic opportunity areas that each com-
bine the following:

• A job that many potential customers need to do that 
no one is addressing very well. 

• Either a technology that will enable customers to 
do that job much more easily, cheaply, or conve-
niently, or a change in the economic, regulatory, 
or social landscape that is greatly intensifying the 
need for that job. 

• Some special capability of your company that com-
petitors can’t easily copy that will give you an ad-
vantage in seizing this opportunity. 

Manila Water used those criteria to identify a 
number of strategic opportunity areas, including 
treating wastewater generated by commercial en-
terprises. Manila Water selected this area because it 

An Innovator’s 
Bookshelf
Here’s a list of some 
of the best books on 
innovation.

GENERAL OVERVIEW
The Innovator’s Solution 
Clayton M. Christensen  
and Michael E. Raynor
Harvard Business  
School Press, 2003

Creativity, Inc.
Ed Catmull with  
Amy Wallace
Random House, 2014

Playing to Win
A.G. Lafley and  
Roger L. Martin
Harvard Business  
Review Press, 2013 

Innovation and 
Entrepreneurship
Peter F. Drucker
Harper & Row, 1985

Only the Paranoid Survive
Andrew S. Grove 
Currency, 1996

The Innovator’s Extinction
David E. Ulmer 
Create Space Publishing, 2012

Seizing the White Space 
Mark W. Johnson
Harvard Business Press, 2010

HOW-TO BOOKS
DEVELOPING IDEAS
Where Good Ideas  
Come From 
Steven Johnson 
Riverhead, 2010

Business Model 
Generation
Alexander Osterwalder  
and Yves Pigneur
John Wiley & Sons, 2010

Borrowing Brilliance
David Kord Murray
Gotham Books, 2009
Made to Stick 
Chip Heath and Dan Heath
Random House, 2007
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recognized that a great many enterprises across the 
city produced wastewater. What’s more, increasing 
regulatory scrutiny meant that they could not con-
tinue to flush wastewater down the drain or casually 
dump it elsewhere, as they had been doing. As for a 
competitive advantage, Manila Water not only had 
substantial experience in treating wastewater but, as 
the enterprises’ water supplier, already knew these 
potential customers well, giving it a head start in de-
veloping the best solution for their needs.

If you take care to combine all three criteria, you 
can avoid some of the more common innovation 
traps, such as pursuing a phantom opportunity only 
because it seems so big that there must be money 
in it somewhere, or wandering into a new market 
where you have no natural advantage. Manila Water 
had initially considered, for instance, whether it 
might expand into advertising. After all, every 
month it was sending out millions of paper bills, on 
which someone might want to advertise, and the 
Filipino ad market was growing. But ultimately that 
area was deemed too far from the company’s exist-
ing capabilities to be reasonably defended against 
more-experienced competitors.

Identifying strategic opportunity areas will direct 
the energies of forward-thinking employees who 
might be playing with ideas at the fringes of your 
organization. It also helps highlight where people 
might be wasting their time. After all, its corollary is 
that it defines what you are not going to do. That’s 
something we’ll focus on in the next section.

DAY 20 TO 70 
Form a Small, Dedicated Team to 
Develop the Innovations 
Because you’re trying to set up a minimum innova-
tion capability, you may think you could layer it into 
your existing organization by setting aside some 
time for everyone to innovate. But consider this: 
About 75% of venture-capital-backed start-ups fail 
to return one penny to their investors. Fewer than 
50% of start-ups make it to their fourth birthday. 
These are businesses with dedicated teams whose 
members are pouring every ounce of their souls into 
succeeding. What hope does a group of part-timers 
have to beat the odds? 

Even a minimum viable innovation system re-
quires that at least one person (and typically more) 
get up every morning and go to sleep every night 
thinking about nothing but innovation. (That won’t 

be you, though it should be someone who reports to 
you. As the executive sponsor, you presumably have 
other responsibilities as well.) 

But there’s no need to recruit an army. Manila 
Water created a three-person team to explore the 
first two strategic areas it identified. The team then 
developed a backup list of half a dozen extra oppor-
tunities that could be pursued if the first set didn’t 
pan out. We generally recommend starting in this 
focused way rather than setting up a large innova-
tion function, which often creates work for itself to 
justify its existence. That said, we do recommend 
building the capacity to handle at least two ideas at 
once, since there inevitably will be course correc-
tions and failure. 

Two obstacles, in our experience, may daunt 
companies at this stage: a lack of resources and a 
lack of people with pertinent experience to staff the 
MVIS. Here’s how to overcome them:

Free up resources. If you’re encountering the 
first problem, it’s time to bring your invisible in-
novation efforts out of the shadows. The odds are 
high that they include “zombie projects”—walking 
undead that shuffle along slowly but aren’t headed 
anywhere. Sometimes companies unwittingly 
spawn zombies by setting up redundant teams for 
core initiatives. Sometimes new-growth zombies 
lurk in an organization’s dark corners in unsanc-
tioned efforts.

Finding the bulk of your zombies is a straightfor-
ward process: List all the innovation efforts that have 
the equivalent of at least one half-time employee 
working on them. Try to identify which market each 
idea targets. Estimate the size of the opportunity, 
and inventory the resources currently devoted to it. 
Which efforts enhance your core strategy and which 
focus on strategic opportunity areas? It should be 
fairly easy to identify the projects that are neither 
and are frittering away your resources.

In 2011, when Francesco Vanni d’Archirafi, then 
CEO of Citi Transaction Services, pushed his orga-
nization to track its innovation efforts, substantial 
duplication and fruitless efforts came to light. CTS 
streamlined its innovation portfolio by consolidating 
75 mobile projects into 10, which liberated resources 
and increased strategic focus.

Identifying zombies is easier than killing them 
off, however. Many people find it hard to throw in 
the towel on a project that might somehow, some-
day work. And few people have the fortitude to 

ASSESSING AND  
TESTING IDEAS
The High-Velocity Edge
Steven J. Spear
McGraw-Hill, 2009

The Other Side of 
Innovation
Vijay Govindarajan  
and Chris Trimble
Harvard Business  
Review Press, 2010

Discovery-Driven Growth
Rita Gunther McGrath and 
Ian C. Macmillan
Harvard Business  
Press, 2009

The Lean Startup
Eric Ries
Crown Business, 2011 

The Four Steps  
to the Epiphany
Steve Blank
K&S Ranch, 2005

The First Mile
Scott D. Anthony
Harvard Business  
Review Press, 2014

BUILDING 
CAPABILITIES
Building a Growth Factory
Scott D. Anthony and  
David S. Duncan
Harvard Business  
Review Press, 2012

The Innovator’s DNA
Jeff Dyer, Hal Gregersen, 
and Clayton M. Christensen
Harvard Business  
Review Press, 2011
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admit that their project is essentially the same as 
someone else’s. 

As a start, consider instituting “zombie amnesty,” 
whereby people can admit that their idea is too small, 
not strategic enough, or too riddled with difficult-to-
address risks to justify further funding. Make it clear 
that there will be no penalty for purging a project. 
In fact, hold a celebration to honor those who do. 
They’re heroes and should be treated as such. One 
round of amnesty will probably release enough re-
sources to get your innovation team up and running, 
although it’s a good idea to hold the exercise every 
couple of years to ensure that efforts haven’t wan-
dered off course. 

Learn by doing. If your organization is just start-
ing to focus on innovation, it’s unlikely that anyone 
you appoint to the team will have much experience 
with it. And yet we promised that you could get 
started in 90 days without hiring anyone. How?

Over the years, innovation thinkers and practi-
tioners have offered up a wealth of best practices 
aimed at making new-growth innovation as orderly 
as the processes for manufacturing and marketing 
mature products. Companies like Intuit, Syngenta, 
and General Electric have elaborate systems to 
spread those practices throughout their organi-
zations. In essence these systems combine some  
formal training with immersion in an actual 
product- development experience. A simpler ver-
sion of this is an effective starting point for a neo-
phyte MVIS team. 

As experienced innovators, we use process 
checklists to make sure we haven’t left out any criti-
cal step. (See the sidebar “Are We Following the Best 
Practices?” for an example.) Those newer to innova-
tion can do the same. Have your team devour the 
literature of best innovation practices and develop 
its own checklist, hang it on the wall, and refer to it 
frequently. (For some of our favorite books, see the 
sidebar “An Innovator’s Bookshelf.”) The team mem-
bers will develop their skills as they work through 
problems, but the checklist will help ensure that 
they don’t go off the rails in the meantime.

A nonprofit, the Settlement Music School, used 
this approach to reach new student populations 
in inventive ways. Founded in 1908, SMS offered 
classes in jazz and classical music to 5,000 stu-
dents—primarily children—weekly in the Philadel-
phia area. Executive director Helen Eaton hoped to 
transform SMS’s facilities into a “third place,” like 

1
Is innovation development 
being spearheaded by  
a small, focused team  
of people who have  
relevant experience or  
are prepared to learn  
as they go? 

2
Has the team spent 
enough time directly with 
prospective customers 
to develop a deep 
understanding of them?

3
In considering novel ways 
to serve those customers, 
did the team review 
developments in other 
industries and countries?

4
Can the team clearly 
define the first customer 
and a path to reaching 
others?

5
Is the team’s idea 
consistent with a 
strategic opportunity 
area in which the 
company has a 
compelling advantage?

a house of worship (or a neighborhood Starbucks), 
that could provide adults with a sense of commu-
nity. After dividing her innovation ideas into core 
and new growth, she identified four strategic op-
portunity areas she called “best in class,” “commu-
nity arts changes lives,” “innovation meets chang-
ing needs,” and “smart solutions for sustainability 
and growth.”

Led by community engagement manager Joseph 
Nebistinsky, a small team of innovators, which in-
cluded several branch and department directors, be-
gan to conceive of new offerings in the “community 
arts changes lives” area, using our best-practices 
checklist. After two days of training, they went into 
the field to interview prospective customers about 
what offerings might enrich their lives. In his discus-
sions, Germantown branch director Eric Anderson 
saw a recurrent theme: a desire for adults to reclaim 
their youth, meet new people, and dust off that gui-
tar they’d stopped strumming in college. What if 
we created some way for adults to jam together in a 
band, he wondered? The team drafted a three-page 
brief outlining the idea, which ultimately became 
known as “Adult Rock Band.” 

In an initiative so far from SMS’s core, many 
uncertainties needed to be resolved. How would 
the school attract students? What type of music 
should they play? One hook could be a culminating 
concert where the jam band would perform, but 
maybe the program should more open-ended, with 
no big event? 

Like seasoned innovators, the team laid out the 
assumptions underpinning a complete business 
model, which included how the program would be 
designed, marketed, and delivered. The idea was 
that a group of like-minded adults would come to-
gether and practice under the tutelage of an expert 
instructor. The class could continue indefinitely, 
separated into 10-week sessions; at the end of each 
session the band would hold a concert in the school’s 
performance space. As instructor Ed Wise told a lo-
cal publication, “There’s something good for the 
soul about strapping on the old Fender and banging 
out a few Jack Bruce lines.” 

Would that work? The members of the team had 
spent enough time with customers to be confident 
that Adult Rock Band addressed a real market need, 
and their back-of-the-envelope analysis showed 
that the program would break even if an individual 
branch could attract just eight participants. They 

Are We  
Following the 
Best Practices? 
As experienced innovators, 
we use checklists to make 
sure we haven’t left out 
any critical step. These 
lists contain questions we 
ask when considering an 
investment or advising a 
new-growth innovation 
team. You can use them  
for the same purposes— 
or as a starting point 
for developing your own 
checklist. 
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set out to test the idea by running a pilot at a single 
branch and then expanding to two more. 

The program did well at two branches but strug-
gled at the third. Rather than walk away from the 
perceived failure, the school did a careful analysis. 
It showed that SMS needed to fine-tune the classes 
to the socioeconomic makeup of its local branches, 
taking into account each community’s musical tra-
ditions, cultural traditions, and social networks. As 
the school continued to innovate and look into why 
certain programs took hold in one community and 
not in another, the MVIS team found it could begin 
to predict the success rates of new offerings. Its suc-
cess helped SMS earn a coveted grant from the Pew 
Charitable Trusts to support further investment in 
innovative programs.

DAY 45 TO 90 
Create a Mechanism to  
Shepherd Projects 
If you have robust planning and budgeting systems, 
by all means use them for your core innovation ef-
forts. But new-growth innovations call for an ap-
proach that borrows from venture capital practices. 
Any entrepreneur who’s been backed by VCs will 
tell you that they operate within a system that’s just 
as disciplined as a traditional corporation’s annual 
budgeting cycle. But it’s a sharply different disci-
pline, one designed to manage strategic uncertainty.

Begin by forming a group of senior leaders who, 
from then on, will have the autonomy to make de-
cisions about starting, stopping, or redirecting new-
growth innovation projects. Don’t just replicate the 
current executive committee, however. If you do, it 
will be too easy for group members to default to their 
corporate-planning mindset or to let day-to-day 
business creep into discussions about innovations 
meant to fulfill long-term goals. Manila Water, for in-
stance, picked four members of its top management 
team to serve on what it called the New Services 
Review Committee, which met every few weeks to 
help teams working on new-growth ideas. 

In overseeing projects, this group should copy 
some standard VC operating procedures:

• Venture capital partners often disagree about in-
vestment opportunities. In fact, seasoned VCs will 
tell you that the best investments are the most po-
larizing. Every project in your MVIS should have 
a senior executive sponsor or champion who 
believes in it deeply, but you shouldn’t require 

approval from the entire shepherding group to  
go ahead.

• A decision to invest in a start-up is considered very 
carefully, but most day-to-day spending decisions 
are left to the start-up’s CEO. Corporate innova-
tion shepherds should set a threshold investment 
amount that project teams can spend themselves 
without asking for leadership approval. 

• Major VC funding doesn’t follow quarterly or an-
nual budget cycles. When a start-up resolves a key 
risk, it gets further investment. (In Manila Water’s 
case, for instance, significant expansion capital 
was contingent on commercial clients’ signing 
water treatment contracts, rather than just saying 
they would.) And when a big issue arises, the board 
of a venture-backed company gathers within 36 
hours. You should ensure that your shepherds are 
likewise capable of assembling and making deci-
sions that quickly.

Venture capitalists, of course, don’t need to con-
cern themselves with integrating their start-ups into 
a larger organization. Corporate shepherds, by con-
trast, are responsible for helping strengthen their 
whole organization’s innovation capabilities. 

This is something that Mary Jo Haddad, who 
was the CEO of Toronto’s Hospital for Sick Children 
from 2004 to 2013, understood when she kicked 
off a major innovation effort there in 2010. Haddad 
created a shepherding mechanism: an 18-person 
cross- functional team called the Innovation Working 
Group, which was armed with $250,000 in funding. 
The IWG helps innovators understand the needs of 
users, test prototypes, make adjustments, and then 
build scale. It also works to identify latent organiza-
tional innovation talent by running workshops that 
gather ideas from staff, patients, families, and the 
public and gives employees with promising propos-
als the opportunity to step out of their day jobs for a 
while to push their ideas forward. Equally important, 
the IWG runs an annual Innovation Expo, which cel-
ebrates innovators who experiment with new ideas, 
regardless of whether they succeed or fail. 

While an MVIS approach avoids the arduous work 
of rewiring a company’s systems for performance 
management, budgeting, and supplier manage-
ment, it has a downside: It requires senior leaders to 
get involved in those issues on an ad hoc basis. For 
instance, at one organization a high-performing em-
ployee was in danger of losing a promotion because 
the innovative business she was helping build didn’t 

6
Is the idea’s proposed 
business model described 
in detail? 

7
Does the team have a 
believable hypothesis 
about how the offering  
will make money?

8
Have the team members 
identified all the things 
that have to be true for 
this hypothesis to work?

9
Does the team have a 
plan for testing all those 
uncertainties, which 
tackles the most critical 
ones first? Does each test 
have a clear objective, 
a hypothesis, specific 
predictions, and a tactical 
execution plan? 

10
Are fixed costs low  
enough to facilitate  
course corrections?

11
Has the team 
demonstrated a bias 
toward action by rapidly 
prototyping the idea?
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cross a revenue threshold set by corporate HR’s ad-
vancement policies. But her responsibilities were at 
least equal to those of many others who did qualify 
for promotion, and there were clear signs that, man-
aged appropriately, her business could deliver sub-
stantial long-term revenue. Her unit leader stepped 
in to preempt the HR decision. 

You might not want to spend time mired in these 
types of discussions forever. So at some point you 
may wish to integrate an MVIS into the broader orga-
nization—the subject of the next section.

Second, consider creating specialized functions 
to carry out parts of the innovation process. A small 
organization might, for example, assign a single 
person to act as a “scout,” keeping abreast of market 
changes. A large one might establish a business de-
velopment team that looks for opportunities to form 
partnerships and alliances to amplify new-growth 
efforts. Or it might form groups to conduct ethno-
graphic market research or develop rapid prototyp-
ing techniques. 

Finally, work on the MVIS should highlight some 
of the larger barriers to innovation inside an orga-
nization. These often reside within corporate bud-
geting, incentive, and strategic-planning systems, 
which, after all, are designed to further today’s busi-
ness, not create tomorrow’s. Rewiring those systems 
or establishing robust parallels presents substantial 
challenges but is critical to scaling up and spreading 
innovation efforts. 

A DIVISION OF A MASSIVE financial services company. 
A leading pediatric hospital. A water utility in an 
emerging market. A 100-year-old nonprofit. The or-
ganizations we’ve highlighted here are in different 
industries, have different missions, and operate in 
different contexts. But they share a problem faced 
by countless organizations around the globe: How 
do we start to make the magic of innovation more 
systematic and strategic? It is a daunting challenge. 
We conclude with three pieces of advice:

• Remember, the “S” in MVIS stands for system. You 
can’t pick and choose between the four elements 
described above. Do everything, or do nothing.

• One area that absolutely cannot be shortchanged is 
personnel. If you have no one fully focused on new 
growth, you’ve decided not to focus on new growth. 

• How you treat failure is more important than 
how you reward success. Hiding or fearing failure 
spawns projects that never die and that suck up all 
your capacity for innovation. 

Creating an MVIS won’t miraculously turn you 
into Pixar or Amazon, but it will help you make  
tangible progress in increasing the predictability 
and productivity of critical investments in future  
growth.   HBR Reprint R1412C

Scott D. Anthony is the managing partner of Innosight, 
an innovation consultancy. He is based in Singapore. 

David S. Duncan is a senior partner at Innosight, based in 
Lexington, Massachusetts. Pontus M.A. Siren is a principal 
in Innosight’s Singapore office. 

One area that absolutely 
cannot be shortchanged is 
personnel. If you have no 
one fully focused on new 
growth, you’ve decided not 
to focus on new growth.

Scaling Up the MVIS
At the end of 90 days, you should have established 
your broad innovation buckets, identified your stra-
tegic opportunity areas, assembled a team that has 
started on its first project, and created the shepherd-
ing mechanism to speed the team on its way. Once 
you have the MVIS in place and see signs that spe-
cific projects will bear fruit (which may occur within 
the first few months or may take longer, depending 
on circumstances), it’s time to consider next steps. 

First, consider hardwiring the components of 
the MVIS that are working well into more-formal 
systems. Manila Water created a master plan of 
innovation efforts, which forecast the pace and 
scale of its investment activities and their financial 
impact over a multiyear period. CTS assigned in-
dividuals to oversee certain processes and created 
tracking tools to enable them to regularly monitor 
the portfolio of innovation projects. Though such 
efforts can feel like creeping bureaucracy, they’re 
part of the natural maturation of innovation as an 
organizational capability. 
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Increase your chances of 
success with innovation 
test-drives. by Stefan Thomke 
and Jim Manzi

oon after Ron Johnson 
left Apple to become 
the CEO of J.C. Penney, 
in 2011, his team imple-
mented a bold plan that 
eliminated coupons and 
clearance racks, filled 
stores with branded 
boutiques, and used 
technology to eliminate 

cashiers, cash registers, and checkout counters. Yet 
just 17 months after Johnson joined Penney, sales 
had plunged, losses had soared, and Johnson had 
lost his job. The retailer then did an about-face.

How could Penney have gone so wrong? Didn’t 
it have tons of transaction data revealing customers’ 
tastes and preferences?

Presumably it did, but the problem is that big 
data can provide clues only about the past behav-
ior of customers—not about how they will react to 
bold changes. When it comes to innovation, then, 
most managers must operate in a world where 
they lack sufficient data to inform their decisions. 
Consequently, they often rely on their experience or 
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intuition. But ideas that are truly innovative—that 
is, those that can reshape industries—typically go 
against the grain of executive experience and con-
ventional wisdom.

Managers can, however, discover whether a 
new product or business program will succeed by 
subjecting it to a rigorous test. Think of it this way: 
A pharmaceutical company would never introduce 
a drug without first conducting a round of experi-
ments based on established scientific protocols. (In 
fact, the U.S. Food and Drug Administration requires 
extensive clinical trials.) Yet that’s essentially what 
many companies do when they roll out new business 
models and other novel concepts. Had J.C. Penney 
done thorough experiments on its CEO’s proposed 
changes, the company might have discovered that 
customers would probably reject them.

Why don’t more companies conduct rigorous 
tests of their risky overhauls and expensive propos-
als? Because most organizations are reluctant to 
fund proper business experiments and have con-
siderable difficulty executing them. Although the 
process of experimentation seems straightforward, 
it is surprisingly hard in practice, owing to myriad 
organizational and technical challenges. That is the 
overarching conclusion of our 40-plus years of col-
lective experience conducting and studying busi-
ness experiments at dozens of companies, including 
Bank of America, BMW, Hilton, Kraft, Petco, Staples, 
Subway, and Walmart.

Running a standard A/B test over a direct chan-
nel such as the internet—comparing, for instance, 
the response rate to version A of a web page with the 
response rate to version B—is a relatively uncompli-
cated exercise using math developed a century ago. 

But the vast majority (more than 90%) of consumer 
business is conducted through more-complex dis-
tribution systems, such as store networks, sales ter-
ritories, bank branches, fast-food franchises, and so 
on. Business experimentation in such environments 
suffers from a variety of analytical complexities, the 
most important of which is that sample sizes are 
typically too small to yield valid results. Whereas a 
large online retailer can simply select 50,000 con-
sumers in a random fashion and determine their 
reactions to an experimental offering, even the 
largest brick-and-mortar retailers can’t randomly 
assign 50,000 stores to test a new promotion. For 
them, a realistic test group usually numbers in the 
dozens, not the thousands. Indeed, we have found 
that most tests of new consumer programs are too 
informal. They are not based on proven scientific 
and statistical methods, and so executives end up 
misinterpreting statistical noise as causation—and 
making bad decisions.

In an ideal experiment the tester separates an 
independent variable (the presumed cause) from a 
dependent variable (the observed effect) while hold-
ing all other potential causes constant, and then ma-
nipulates the former to study changes in the latter. 
The manipulation, followed by careful observation 
and analysis, yields insight into the relationships be-
tween cause and effect, which ideally can be applied 
to and tested in other settings.

To obtain that kind of knowledge—and ensure 
that business experimentation is worth the expense 
and effort—companies need to ask themselves sev-
eral crucial questions: Does the experiment have 
a clear purpose? Have stakeholders made a com-
mitment to abide by the results? Is the experiment 
doable? How can we ensure reliable results? Have 
we gotten the most value out of the experiment? 
(See the sidebar “Checklist for Running a Business 
Experiment.”) Although those questions seem obvi-
ous, many companies begin conducting tests with-
out fully addressing them.

Does the Experiment 
Have a Clear Purpose?
Companies should conduct experiments if they are 
the only practical way to answer specific questions 
about proposed management actions.

Consider Kohl’s, the large retailer, which in 2013 
was looking for ways to decrease its operating costs. 
One suggestion was to open stores an hour later on 

EXPERIMENT KOHL’S

The retailer set out to test 
the hypothesis that opening 
stores an hour later would 
not lead to a significant 
drop in sales.
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Monday through Saturday. Company executives 
were split on the matter. Some argued that reducing 
the stores’ hours would result in a significant drop in 
sales; others claimed that the impact on sales would 
be minimal. The only way to settle the debate with 
any certainty was to conduct a rigorous experiment. 
A test involving 100 of the company’s stores showed 
that the delayed opening would not result in any 
meaningful sales decline.

In determining whether an experiment is needed, 
managers must first figure out exactly what they 
want to learn. Only then can they decide if testing 
is the best approach and, if it is, the scope of the ex-
periment. In the case of Kohl’s, the hypothesis to 
be tested was straightforward: Opening stores an 
hour later to reduce operating costs will not lead to a 
significant drop in sales. All too often, though, com-
panies lack the discipline to hone their hypotheses, 
leading to tests that are inefficient, unnecessarily 
costly, or, worse, ineffective in answering the ques-
tion at hand. A weak hypothesis (such as “We can ex-
tend our brand upmarket”) doesn’t present a specific 
independent variable to test on a specific dependent 
variable, so it is difficult either to support or to reject. 
A good hypothesis helps delineate those variables.

In many situations executives need to go beyond 
the direct effects of an initiative and investigate its 
ancillary effects. For example, when Family Dollar 
wanted to determine whether to invest in refrigera-
tion units so that it could sell eggs, milk, and other 
perishables, it discovered that a side effect—the 
increase in the sales of traditional dry goods to the 
additional customers drawn to the stores by the 
refrigerated items—would actually have a bigger 
impact on profits. Ancillary effects can also be nega-
tive. A few years ago, Wawa, the convenience store 
chain in the mid-Atlantic United States, wanted to 
introduce a flatbread breakfast item that had done 

well in spot tests. But the initiative was killed before 
the launch, when a rigorous experiment—complete 
with test and control groups followed by regression 
analyses—showed that the new product would likely 
cannibalize other more profitable items.

Have Stakeholders Made a 
Commitment to Abide by 
the Results?
Before conducting any test, stakeholders must agree 
how they’ll proceed once the results are in. They 
should promise to weigh all the findings instead of 
cherry-picking data that supports a particular point 
of view. Perhaps most important, they must be will-
ing to walk away from a project if it’s not supported 
by the data.

When Kohl’s was considering adding a new prod-
uct category, furniture, many executives were tre-
mendously enthusiastic, anticipating significant ad-
ditional revenue. A test at 70 stores over six months, 
however, showed a net decrease in revenue. Products 
that now had less floor space (to make room for the 
furniture) experienced a drop in sales, and Kohl’s was 
actually losing customers overall. Those negative re-
sults were a huge disappointment for those who had 
advocated for the initiative, but the program was 
nevertheless scrapped. The Kohl’s example high-
lights the fact that experiments are often needed to 
perform objective assessments of initiatives backed 
by people with organizational clout.

Of course, there might be good reasons for roll-
ing out an initiative even when the anticipated ben-
efits are not supported by the data—for example, a 
program that experiments have shown will not sub-
stantially boost sales might still be necessary to build 
customer loyalty. But if the proposed initiative is a 
done deal, why go through the time and expense of 
conducting a test?

Idea in Brief
THE PROBLEM
In the absence of sufficient data to inform 
decisions about proposed innovations, 
managers often rely on their experience, 
intuition, or conventional wisdom—none 
of which is necessarily relevant.

THE SOLUTION
A rigorous scientific test, in which 
companies separate an independent 
variable (the presumed cause) from a 
dependent variable (the observed effect) 
while holding all other potential causes 
constant, and then manipulate the former 
to study changes in the latter.

THE GUIDANCE
To make the most of their experiments, 
companies must ask: Does the experiment 
have a clear purpose? Have stakeholders 
made a commitment to abide by the 
results? Is the experiment doable? How 
can we ensure reliable results? Have 
we gotten the most value out of the 
experiment?
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A process should be instituted to ensure that test 
results aren’t ignored, even when they contradict 
the assumptions or intuition of top executives. At 
Publix Super Markets, a chain in the southeastern 
United States, virtually all large retail projects, espe-
cially those requiring considerable capital expendi-
tures, must undergo formal experiments to receive 
a green light. Proposals go through a filtering pro-
cess in which the first step is for finance to perform 
an analysis to determine if an experiment is worth 
conducting.

For projects that make the cut, analytics profes-
sionals develop test designs and submit them to 
a committee that includes the vice president of fi-
nance. The experiments approved by the committee 
are then conducted and overseen by an internal test 
group. Finance will approve significant expenditures 
only for proposed initiatives that have adhered to this 
process and whose experiment results are positive. 

“Projects get reviewed and approved much more 
quickly—and with less scrutiny—when they have 
our test results to back them,” says Frank Maggio, the 
senior manager of business analysis at Publix.

When constructing and implementing such a fil-
tering process, it is important to remember that ex-
periments should be part of a learning agenda that 
supports a firm’s organizational priorities. At Petco 
each test request must address how that particu-
lar experiment would contribute to the company’s 
overall strategy to become more innovative. In the 
past the company performed about 100 tests a year, 
but that number has been trimmed to 75. Many 
test requests are denied because the company has 
done a similar test in the past; others are rejected 
because the changes under consideration are not 
radical enough to justify the expense of testing (for 
example, a price increase of a single item from $2.79 
to $2.89). “We want to test things that will grow the 

business,” says John Rhoades, the company’s for-
mer director of retail analytics. “We want to try new 
concepts or new ideas.”

Is the Experiment Doable?
Experiments must have testable predictions. But the 

“causal density” of the business environment—that 
is, the complexity of the variables and their interac-
tions—can make it extremely difficult to determine 
cause-and-effect relationships. Learning from a 
business experiment is not necessarily as easy as 
isolating an independent variable, manipulating it, 
and observing changes in the dependent variable. 
Environments are constantly changing, the poten-
tial causes of business outcomes are often uncertain 
or unknown, and so linkages between them are fre-
quently complex and poorly understood.

Consider a hypothetical retail chain that has 
10,000 convenience stores, 8,000 of which are 
named QwikMart and 2,000 FastMart. The Qwik-
Mart stores have been averaging $1 million in an-
nual sales and the FastMart stores $1.1 million. A 
senior executive asks a seemingly simple question: 
Would changing the name of the QwikMart stores to 
FastMart lead to an increase in revenue of $800 mil-
lion? Obviously, numerous factors affect store sales, 
including the physical size of the store, the number 
of people who live within a certain radius and their 
average incomes, the number of hours the store is 
open per week, the experience of the store manager, 
the number of nearby competitors, and so on. But 
the executive is interested in just one variable: the 
stores’ name (QwikMart versus FastMart).

The obvious solution is to conduct an experiment 
by changing the name of a handful of QwikMart 
stores (say, 10) to see what happens. But even deter-
mining the effect of the name change on those stores 
turns out to be tricky, because many other variables 

Checklist for Running a Business Experiment
Purpose
•  Does the experiment focus on  

a specific management action 
under consideration?

•  What do people hope to learn 
from the experiment?

Buy-In
•  What specific changes would be made  

on the basis of the results?
•  How will the organization ensure that  

the results aren’t ignored?
•  How does the experiment fit into the 

organization’s overall learning agenda  
and strategic priorities?

Feasibility
•  Does the experiment have a testable 

prediction?
•  What is the required sample size?  

Note: The sample size will depend on 
the expected effect (for example, a 5% 
increase in sales).

•  Can the organization feasibly conduct 
the experiment at the test locations for 
the required duration?
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may have changed at the same time. For example, 
the weather was very bad at four of the locations, 
a manager was replaced in one, a large residential 
building opened near another, and a competitor 
started an aggressive advertising promotion near yet 
another. Unless the company can isolate the effect 
of the name change from those and other variables, 
the executive won’t know for sure whether the name 
change has helped (or hurt) business.

To deal with environments of high causal den-
sity, companies need to consider whether it’s feasi-
ble to use a sample large enough to average out the 
effects of all variables except those being studied. 
Unfortunately, that type of experiment is not always 
doable. The cost of a test involving an adequate 
sample size might be prohibitive, or the change 
in operations could be too disruptive. In such in-
stances, as we discuss later, executives can some-
times employ sophisticated analytical techniques, 
some involving big data, to increase the statistical 
validity of their results.

That said, it should be noted that managers of-
ten mistakenly assume that a larger sample will 
automatically lead to better data. Indeed, an experi-
ment can involve a lot of observations, but if they 
are highly clustered, or correlated to one another, 
then the true sample size might actually be quite 
small. When a company uses a distributor instead 
of selling directly to customers, for example, that 
distribution point could easily lead to correlations 
among customer data.

The required sample size depends in large part 
on the magnitude of the expected effect. If a com-
pany expects the cause (for example, a change in 
store name) to have a large effect (a substantial in-
crease in sales), the sample can be smaller. If the 
expected effect is small, the sample must be larger. 
This might seem counterintuitive, but think of it this 

way: The smaller the expected effect, the greater the 
number of observations that are required to detect it 
from the surrounding noise with the desired statisti-
cal confidence.

Selecting the right sample size does more than en-
sure that the results will be statistically valid; it can 
also enable a company to decrease testing costs and 
increase innovation. Readily available software pro-
grams can help companies choose the optimal sam-
ple size. (Full disclosure: Jim Manzi’s firm, Applied 
Predictive Technologies, sells one, Test & Learn.)

How Can We Ensure Reliable Results?
In the previous section we described the basics for 
conducting an experiment. However, the truth is that 
companies typically have to make trade-offs between 
reliability, cost, time, and other practical consider-
ations. Three methods can help reduce the trade-offs, 
thus increasing the reliability of the results.

Randomized field trials. The concept of ran-
domization in medical research is simple: Take a 
large group of individuals with the same charac-
teristics and affliction, and randomly divide them 
into two subgroups. Administer the treatment to 
just one subgroup and closely monitor everyone’s 
health. If the treated (or test) group does statistically 
better than the untreated (or control) group, then 
the therapy is deemed to be effective. Similarly, ran-
domized field trials can help companies determine 
whether specific changes will lead to improved 
performance.

The financial services company Capital One has 
long used rigorous experiments to test even the most 
seemingly trivial changes. Through randomized field 
trials, for instance, the company might test the color 
of the envelopes used for product offers by sending 
out two batches (one in the test color and the other 
in white) to determine any differences in response.

Reliability
•  What measures will be used to account for 

systemic bias, whether it’s conscious or 
unconscious?

•  Do the characteristics of the control group 
match those of the test group?

•  Can the experiment be conducted in either 
“blind” or “double-blind” fashion?

•  Have any remaining biases been eliminated 
through statistical analyses or other 
techniques?

•  Would others conducting the same test 
obtain similar results?

Value
•  Has the organization considered a targeted 

rollout—that is, one that takes into account 
a proposed initiative’s effect on different 
customers, markets, and segments—to 
concentrate investments in areas where 
the potential payback is highest?

•  Has the organization implemented only 
the components of an initiative with the 
highest return on investment?

•  Does the organization have a better 
understanding of what variables are 
causing what effects?
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Randomization plays an important role: It helps 
prevent systemic bias, introduced consciously or 
unconsciously, from affecting an experiment, and 
it evenly spreads any remaining (and possibly un-
known) potential causes of the outcome between 
the test and control groups. But randomized field 
tests are not without challenges. For the results to 
be valid, the field trials must be conducted in a sta-
tistically rigorous fashion.

Instead of identifying a population of test subjects 
with the same characteristics and then randomly di-
viding it into two groups, managers sometimes make 
the mistake of selecting a test group (say, a group of 
stores in a chain) and then assuming that everything 
else (the remainder of the stores) should be the con-
trol group. Or they select the test and control groups 
in ways that inadvertently introduce biases into the 
experiment. Petco used to select its 30 best stores to 
try out a new initiative (as a test group) and compare 
them with its 30 worst stores (as the control group). 
Initiatives tested in this way would often look very 
promising but fail when they were rolled out.

Now Petco considers a wide range of parameters—
store size, customer demographics, the presence of 
nearby competitors, and so on—to match the charac-
teristics of the control and test groups. (Publix does 
the same.) The results from those experiments have 
been much more reliable.

Blind tests. To minimize biases and increase 
reliability further, Petco and Publix have conducted 

“blind” tests, which help prevent the Hawthorne ef-
fect: the tendency of study participants to modify 
their behavior, consciously or subconsciously, when 

they are aware that they are part of an experiment. 
At Petco none of the test stores’ staffers know when 
experiments are under way, and Publix conducts 
blind tests whenever it can. For simple tests involv-
ing price changes, Publix can use blind procedures 
because stores are continually rolling out new prices, 
so the tests are indistinguishable from normal oper-
ating practices.

But blind procedures are not always practical. 
For tests of new equipment or work practices, Publix 
typically informs the stores that have been selected 
for the test group. (Note: A higher experimental 
standard is the use of “double-blind” tests, in which 
neither the experimenters nor the test subjects are 
aware of which participants are in the test group 
and which are in the control. Double-blind tests are 
widely used in medical research but are not com-
monplace in business experimentation.)

Big data. In online and other direct-channel 
environments, the math required to conduct a rig-
orous randomized experiment is well known. But as 
we discussed earlier, the vast majority of consumer 
transactions occur in other channels, such as retail 
stores. In tests in such environments, sample sizes 
are often smaller than 100, violating typical assump-
tions of many standard statistical methods. To mini-
mize the effects of this limitation, companies can 
utilize specialized algorithms in combination with 
multiple sets of big data (see the sidebar “How Big 
Data Can Help”).

Consider a large retailer contemplating a store 
redesign that was going to cost a half-billion dollars 
to roll out to 1,300 locations. To test the idea, the 
retailer redesigned 20 stores and tracked the results. 
The finance team analyzed the data and concluded 
that the upgrade would increase sales by a meager 
0.5%, resulting in a negative return on investment. 
The marketing team conducted a separate analy-
sis and forecast that the redesign would lead to a 
healthy 5% sales increase.

As it turned out, the finance team had com-
pared the test sites with other stores in the chain 
that were of similar size, demographic income, 
and other variables but were not necessarily in the 
same geographic market. It had also used data six 
months before and after the redesign. In contrast, 
the marketing team had compared stores within the 
same geographic region and had considered data 12 
months before and after the redesign. To determine 
which results to trust, the company employed big 

EXPERIMENT WAWA

A new flatbread did well 
in spot tests, but the chain 
killed it after rigorous 
experiments revealed it 
cannibalized other products.
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data, including transaction-level data (store items, 
the times of day when the sale occurred, prices), 
store attributes, and data on the environments 
around the stores (competition, demographics, 
weather). In this way, the company selected stores 
for the control group that were a closer match with 
those in which the redesign was tested, which made 
the small sample size statistically valid. It then used 
objective, statistical methods to review both analy-
ses. The results: The marketing team’s findings were 
the more accurate of the two.

Even when a company can’t follow a rigorous test-
ing protocol, analysts can help identify and correct 
for certain biases, randomization failures, and other 
experimental imperfections. A common situation is 
when an organization’s testing function is presented 
with nonrandomized natural experiments—the vice 
president of operations, for example, might want to 
know if the company’s new employee training pro-
gram, which was introduced in about 10% of the com-
pany’s markets, is more effective than the old one. As 
it turns out, in such situations the same algorithms 
and big data sets that can be used to address the 
problem of small or correlated samples can also be 
deployed to tease out valuable insights and minimize 
uncertainty in the results. The analysis can then help 
experimenters design a true randomized field trial to 
confirm and refine the results, especially when they 
are somewhat counterintuitive or are needed to in-
form a decision with large economic stakes.

For any experiment, the gold standard is repeat-
ability; that is, others conducting the same test 
should obtain similar results. Repeating an expen-
sive test is usually impractical, but companies can 
verify results in other ways. Petco sometimes de-
ploys a staged rollout for large initiatives to confirm 
the results before proceeding with a companywide 
implementation. And Publix has a process for track-
ing the results of a rollout and comparing them with 
the predicted benefit.

Have We Gotten the Most Value  
out of the Experiment?
Many companies go through the expense of con-
ducting experiments but then fail to make the most 
of them. To avoid that mistake, executives should 
take into account a proposed initiative’s effect on 
various customers, markets, and segments and con-
centrate investments in areas where the potential 
paybacks are highest. The correct question is usually 
not, What works? but, What works where?

To filter out statistical noise and identify cause-and-effect 
relationships, business experiments should ideally employ 
samples numbering in the thousands. But this can be 
prohibitively expensive or impossible. A new approach 
to merchandise assortment may have to be tested in just 
25 stores, a sales-training program with 32 salespeople, 
and a proposed remodeling in 10 hotel properties. In such 
situations, big data and other sophisticated computing 
techniques, such as “machine learning,” can help. Here’s how:

Getting started
If a retailer wants to test a new store layout, it should collect detailed 
data (such as competitors’ proximity, employees’ tenures, and customer 
demography) about each unit of analysis (each store and its trade area, each 
salesperson and her accounts, and so on). This will become part of a big 
data set. Determining how many and which stores, customers, or employees 
should be part of the test and how long the test should run depends on  
the volatility in the data and the precision required for impact estimates.

Building a control group
In experiments involving small samples, correctly matching test subjects 
(such as individual stores or customers) to control subjects is essential 
and depends on the experimenter’s ability to fully identify dozens or even 
hundreds of variables that characterize the test subjects. Big data feeds 
(complete transaction logs by customer, detailed weather data, social 
media streams, and so on) can assist in this. Once the characteristics are 
determined, a control group can be built that contains all elements of the test 
group except for what is being tested. This allows the retailer to determine 
whether the test results were influenced only by that one element—the 
new layout—or by other factors (demographic variances, better economic 
conditions, warmer weather).

Targeting the best opportunities
The same data feeds can be used to identify situations in which the tested 
program is effective. For example, the new store layout may work better 
in highly competitive urban areas but may be only moderately successful 
in other markets. By pinpointing these patterns, the experimenter can 
implement the program in situations where it works and avoid investments 
where the program may not generate the best ROI.

Tailoring the program
Additional large data feeds can be used to characterize program components 
that are more or less effective. For example, a retailer testing the effects 
of a new store layout can use data captured from in-store video streams to 
determine whether the new layout is encouraging customers to move through 
more of the store or is generating more traffic near high-margin products. 
Or the experimenter may find that moving items to the front of the store and 
putting in new shelves have a positive impact, but moving the sales registers 
disrupts checkouts and hurts profits.

How Big Data Can Help 
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made the front porches of the restaurants look dim-
mer, and many customers mistakenly thought that 
the restaurants were closed. This was puzzling—the 
LEDs should have made the porches brighter. Upon 
further investigation, executives learned that the 
store managers hadn’t previously been following the 
company’s lighting standards; they had been making 
their own adjustments, often adding extra lighting 
on the front porches. And so the luminosity dropped 
when the stores adhered to the new LED policy. The 
point here is that correlation alone would have left 
the company with the wrong impression—that LEDs 
are bad for business. It took experimentation to un-
cover the actual causal relationship.

Indeed, without fully understanding causality, 
companies leave themselves open to making big 
mistakes. Remember the experiment Kohl’s did to 
investigate the effects of delaying the opening of its 
stores? During that testing, the company suffered an 
initial drop in sales. At that point, executives could 
have pulled the plug on the initiative. But an analysis 
showed that the number of customer transactions 
had remained the same; the issue was a drop in units 
per transaction. Eventually, the units per transaction 
recovered and total sales returned to previous levels. 
Kohl’s couldn’t fully explain the initial decrease, but 
executives resisted the temptation to blame the re-
duced operating hours. They didn’t rush to equate 
correlation with causation.

What’s important here is that many companies 
are discovering that conducting an experiment is 
just the beginning. Value comes from analyzing and 
then exploiting the data. In the past, Publix spent 

BEST PRACTICE PETCO

 The specialty retailer 
ensures reliable results from 
its experiments by matching 
the characteristics of the 
control and test groups.

Petco frequently rolls out a program only in 
stores that are most similar to the test stores that had 
the best results. By doing so, Petco not only saves 
on implementation costs but also avoids involving 
stores where the new program might not deliver 
benefits or might even have negative consequences. 
Thanks to such targeted rollouts, Petco has consis-
tently been able to double the predicted benefits of 
new initiatives.

Another useful tactic is “value engineering.” Most 
programs have some components that create ben-
efits in excess of costs and others that do not. The 
trick, then, is to implement just the components 
with an attractive return on investment (ROI). As  
a simple example, let’s say that a retailer’s tests of a 
20%-off promotion show a 5% lift in sales. What por-
tion of that increase was due to the offer itself and 
what resulted from the accompanying advertising 
and training of store staff, both of which directed 
customers to those particular sales products? In 
such cases, companies can conduct experiments to 
investigate various combinations of components 
(for instance, the promotional offer with advertising 
but without additional staff training). An analysis of 
the results can disentangle the effects, allowing ex-
ecutives to drop the components (say, the additional 
staff training) that have a low or negative ROI.

Moreover, a careful analysis of data generated by 
experiments can enable companies to better under-
stand their operations and test their assumptions of 
which variables cause which effects. With big data, 
the emphasis is on correlation—discovering, for in-
stance, that sales of certain products tend to coin-
cide with sales of others. But business experimenta-
tion can allow companies to look beyond correlation 
and investigate causality—uncovering, for instance, 
the factors causing the increase (or decrease) of pur-
chases. Such fundamental knowledge of causality 
can be crucial. Without it, executives have only a 
fragmentary understanding of their businesses, and 
the decisions they make can easily backfire.

When Cracker Barrel Old Country Store, the 
Southern-themed restaurant chain, conducted an 
experiment to determine whether it should switch 
from incandescent to LED lights at its restaurants, ex-
ecutives were astonished to learn that customer traf-
fic actually decreased in the locations that installed 
LED lights. The lighting initiative could have stopped 
there, but the company dug deeper to understand the 
underlying causes. As it turned out, the new lighting 
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80% of its testing time gathering data and 20% ana-
lyzing it. The company’s current goal is to reverse 
that ratio.

Challenging Conventional Wisdom
By paying attention to sample sizes, control groups, 
randomization, and other factors, companies can 
ensure the validity of their test results. The more 
valid and repeatable the results, the better they will 
hold up in the face of internal resistance, which 
can be especially strong when the results challenge 
long-standing industry practices and conventional 
wisdom.

When Petco executives investigated new pric-
ing for a product sold by weight, the results were 
unequivocal. By far, the best price was for a quar-
ter pound of the product, and that price was for an 
amount that ended in $.25. That result went sharply 
against the grain of conventional wisdom, which 
typically calls for prices ending in 9, such as $4.99 or 
$2.49. “This broke a rule in retailing that you can’t 

have an ‘ugly’ price,” notes Rhoades. At first, ex-
ecutives at Petco were skeptical of the results, but 
because the experiment had been conducted so 
rigorously, they eventually were willing to give the 
new pricing a try. A targeted rollout confirmed the 
results, leading to a sales jump of more than 24% 
after six months.

The lesson is not merely that business experi-
mentation can lead to better ways of doing things. It 
can also give companies the confidence to overturn 
wrongheaded conventional wisdom and the faulty 
business intuition that even seasoned executives 
can display. And smarter decision making ultimately 
leads to improved performance.

Could J.C. Penney have averted disaster by rig-
orously testing the components of its overhaul? At 
this point, it’s impossible to know. But one thing’s 
for certain: Before attempting to implement such a 
bold program, the company needed to make sure 
that knowledge—not just intuition—was guiding the 
decision.  HBR Reprint R1412D
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Leading 
Your Team 
into the 
Unknown
How great managers empower 
their organizations to innovate  
by Nathan Furr and Jeffrey H. Dyer

SPOTLIGHT
Nathan Furr is an assistant 
professor of entrepreneurship 
and Jeffrey H. Dyer is the 
Horace Beesley Professor of 
Strategy at the Marriott School of 
Management at Brigham Young 
University. They are the authors  
of The Innovator’s Method: 
Bringing the Lean Startup into 
Your Organization (Harvard 
Business Review Press, 2014).
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ASK NOTABLE INNOVATION leaders what they think 
about traditional management practices—say, those 
taught in a typical MBA program—and you get some 
pretty strong reactions. Take Elon Musk, a cofounder 
of PayPal, Tesla, and SpaceX. “At my companies,” he 
says, “our position is that we hire someone in spite 
of an MBA, not because of one.” Or Intuit cofounder 
Scott Cook: “When MBAs come to us, we have to fun-
damentally retrain them—nothing they learned will 
help them succeed at innovation.” 

Nothing? Why is that? 
We’ve been investigating that question for more 

than five years now, in the course of our work iden-
tifying companies that have earned a significant 
share-price premium by consistently launching in-
novative products and entering new markets. These 
companies have been successful time and again, 
we’ve found, not because they’ve won big bets but 
because they’ve made the process of bringing new 
offerings to market more reliable and less risky. 

They’ve done so by drawing on a wealth of ideas 
developed over the past 50 years. Among them are 
Ted Levitt’s insights into understanding the true 
scope of a business and the purpose of its offer-
ings from the customer’s point of view; Clayton 
Christensen’s work on identifying the jobs people 
need to do, for which they buy particular products 
and services; Jeff Dyer, Hal Gregersen, and Clayton 
Christensen’s research on the skills innovators use to 
discover new ideas; IDEO’s approach to developing 
empathy with customers and synthesizing new ideas 
from disparate sources, known as design thinking; 
Steve Blank and Eric Ries’s method, called lean start-
up, for testing possible offerings through a series of 
quick, focused experiments; and Ian MacMillan and 
Rita McGrath’s test-and-learn approach to validat-
ing the viability of promising offerings and business 
models in the market. We have brought these strands 
together to map out the end-to-end process success-
ful innovators use to conceive, develop, test, and 
launch innovations more reliably (see the sidebar “A 
Comprehensive Approach to Innovation”). 

Like any effective corporate operation, this pro-
cess, which we call the innovator’s method, requires 
discipline, perseverance, and dedicated, effective 
leadership. But as innovators like Musk and Cook 
point out, it is a different kind of leadership, calling 
for skills and tactics that many of us have yet to mas-
ter. In this article we lay out those skills and offer our 
insights into the unique challenges they pose. 

Don’t Dictate a Vision— 
Set a Grand Challenge 
If we ask you to think of a leader setting a grand inno-
vation challenge, what might come to mind is some 
story about Steve Jobs—maybe the one in which he 
challenges his team to put 1,000 songs in your pocket. 

That’s not what we’re talking about here. Nor are 
we talking about setting a vision the way traditional 
leaders do, by laying out the company’s strategic pri-
orities. Both approaches imply that the leader’s role 
is to decide what to do and then direct the organiza-
tion to do it. 

Innovation is at heart a process of discovery, and 
so the role of the person leading it is to set other peo-
ple down a path, not to short-circuit it by jumping to a 
conclusion right at the start. To lead innovation, you 
don’t have to be the next Steve Jobs, nor do you need 
to guess the future. Rather, you must carve out the 
mental space within which the innovation process 
can be carried out. 

How? First, by setting the expectation that inno-
vation will push boundaries. Fashion designers of-
ten include very bold designs in their lines to inspire 
customers to try more-flamboyant styles. In a similar 
way, Amazon pursues its flying drones, and Google’s 
X lab its driverless cars and high-altitude Wi-Fi, in 
part to make their entire organizations bolder and 
more innovative. 

You need not go so far. You can push boundaries 
just as dramatically by demonstrating a willingness 
to reimagine some of your organization’s most funda-
mental assumptions about products, customers, and 
business models. 

Consider Kraft’s experience in China. Kraft en-
tered the Chinese market in 1984, intending to build 
a $1 billion business based on the company’s exist-
ing roster of successful products. By 2006 revenue 
had reached only a tenth of that goal, and the busi-
ness was losing money. To turn the situation around, 
Kraft sent in three senior leaders to head up a “blank 
check” initiative, which gave them the freedom 
within a set time frame (12 months) to make any 
changes they saw fit.

The three spent time talking to consumers in or-
der to understand their problems and to begin con-
sidering solutions and workable business models. 
On the basis of the initial insights they gained, they 
floated a question: “What would happen if we aban-
doned our low-cost, high-volume approach to sell-
ing Oreos?” It was a shocking suggestion. It would 
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mean closing down the large, modern factories and 
the centralized Beijing and Shanghai distribution 
operations and sending home experienced, expen-
sive expats. But raising the question put the possi-
bility on the table that the operation could be made 
profitable if the company aimed for lower margins. 
That would give Kraft’s innovators the flexibility,  
resources, and time to experiment with radical busi-
ness model alternatives. 

That sounds bold enough, but the three went 
even further—they questioned the nature of the 
Oreo itself. “Would an Oreo still be an Oreo if it 
weren’t round? Or if it were made up of different fla-
vors?” they asked, after field research indicated that 
consumers in China found the cookies too bitter and 
the filling too sweet. 

By suggesting how far the boundaries could be 
pushed, the leaders carved out the mental space 
their innovation team needed to develop more than 
20 prototypes of the Oreo for the Chinese market. 
Among the successful variations were not only fa-
miliar tweaks, like smaller package sizes and a less 
sweet version, but also entirely different flavors 
(including peanut butter and green tea ice cream), a 
version with many layers, and one in the shape of a 
drinking straw. Eventually the willingness to rethink 
boundaries paid off as revenue swelled sixfold and 
Oreo became the number one cookie brand in China.

Clearly not everything the Oreo team tried was 
going to work (a bubble gum–filled version tasted 
pretty good but couldn’t be swallowed), which 
brings us to the leader’s second task in carving out 
the mental space for innovation: demonstrating your 
intention to both embrace and manage uncertainty. 

Most people are terrified of what uncer-
tainty might do to their careers, so it’s crucial 
to communicate that some uncertainty is a 
good thing. Demonstrating vulnerability can be 

effective. Acknowledge that even the innovators in 
the trenches—not just the efficiency-oriented orga-
nization—find high-uncertainty problems to be hard, 
messy, and nonlinear. Send the message that this is 
normal and that it’s OK to feel apprehensive. 

It’s equally important to demonstrate your inten-
tion to limit risk by putting some boundaries around 
uncertainty. That means releasing some constraints 
as you are establishing others. For instance, although 
it’s not your job to tell your team what specific op-
portunities to pursue, you can as a starting point 
identify a market to address, designate one that’s 
off-limits, or select a customer segment to explore. 
A leader with a deep understanding of customer be-
havior and technology trends can also suggest some 
initial avenues of inquiry. 

A couple of basic tactics can be especially useful 
here. The first is setting a “time box”—that is, giv-
ing your team a fixed amount of time, usually two or 
three months, to resolve the most basic uncertainties 
surrounding an innovation project. That’s straight-
forward enough. But the second tactic, managing 
decision points, is tricky. When results of experi-
ments are not what you’d hoped, and time is running 
out, it’s your responsibility to help the team evalu-
ate the results honestly, change direction if need be, 
and sometimes pull the plug, freeing up mental and 
physical resources to try another approach. That’s 
easy to say, but anyone who’s killed a project knows 
it takes resolve and not a small amount of courage. 

It’s important for a company to have leaders who 
articulate the core strategy, act as guardians of the 
flagship offerings, and remain vigilant in serving val-
ued customers. But if you are acting as an innovation 
leader, that is not your job. You must be an advocate 
for the new and the different, setting the grand chal-
lenge more by deed than by word—by keeping an 
eye out for the unusual (the outliers, the frustrated 

Idea in Brief
THE PROBLEM
At its heart, innovation is a process  
of discovery that requires a different  
approach to leadership than the  
core business.

THE SOLUTION
The accomplished innovation leader works 
more by example than by dictate: asking 
questions rather than making decisions; 
clearing a path to the unknown for the 
innovation team rather than identifying  
the end goal; and giving people the right 
kind of time, the right constraints, and  
the right tools.

THE IMPLICATIONS
Innovation leaders can create a sustainable 
competitive advantage not through the 
superiority of a particular invention but 
by creating an organization that can learn 
from mistakes faster, more efficiently, and 
more consistently than competitors do.

VIDEO For an interview 
with Nathan Furr on why 
innovation requires a 
new set of management 
practices, visit this article 
on hbr.org.
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customers, the anomalies), fearlessly questioning 
the assumptions on which the core business runs, 
and demonstrating the willingness to try things that 
may be far outside the norm. Even (or especially) if 
they don’t work, that will send the message that you 
are serious about innovation. 

Don’t Make Decisions— 
Design Experiments
In the late 1980s an engineering team at NEC devis-
ing a way to program business telephones developed 
an unusually small computer terminal. When vice 
president Tom Martin saw how lightweight it was, 
he asked if it could be made to run MS-DOS. When 
the engineers said that would be easy, he realized 
he had the makings of something big—a new kind 
of portable PC—and he quickly assembled a cross-
functional team to develop it. 

As the team attempted to balance portability and 
usability, it faced some tough decisions. Adding an 
internal 3.5-inch hard drive would dramatically in-
crease the laptop’s memory but also add to its weight. 
It was a tough call, but the project leader decided to 
leave the drive out, reasoning that customers would 
find the small internal memory adequate, since they 
could always connect to an external floppy drive. As 
buzz around the new product began to grow and the 
launch date drew near, NEC made the investment 
necessary to produce thousands of units. 

By the time the UltraLite launched, on a crisp 
October evening in New York City, praise was already 
pouring in. At just over four pounds, the laptop was 
half the weight of its nearest competitor, and its 
backlit screen was a technical marvel. It appeared 
on the cover of PC Magazine. The New York Times 
honored it for technical merit. “The NEC UltraLite is 
a Porsche,” enthused Consumer Reports. Years later 
computer historians would recognize it as the prod-
uct that ushered in a new era in portability. 

Only one thing dampened the enthusiasm. 
Despite expensive advertising campaigns, the 
UltraLite wasn’t selling. In hindsight, the problem 
was clear: Consumers simply would not accept a 
computer without that built-in hard drive. The com-
pany had ramped up production on the basis of the 
untested assumption that the hard drive could be 
left out, and that turned out to be fatally incorrect.

We argue that NEC made two mistakes. The first 
was omitting the hard drive. The second and per-
haps more significant mistake was believing that it 
was the project leader’s role to make that decision. 

The innovator’s method reduces the risk involved 
in bringing innovations to market by offering a better 
tool for making tough choices—a process for system-
atically testing critical assumptions with customers. 
The tool has powerful implications for leadership: It 
requires the leader to change from being the chief 
decision maker to being the chief experimenter.

What does that mean? Essentially, the leader’s 
role shifts from providing answers to posing ques-
tions. When a manager or anyone else on the team 
says, “I think we should do X,” it’s the leader’s job to 
ensure that the next question is, “What’s the fastest 
way to run an experiment to help us know whether 
we should do X?”

Making that switch sounds straightforward, but 
it’s hard, for several reasons. 

First, it calls for a new understanding of what 
constitutes a decision. When leaders stop being the 
chief decision makers, they still make decisions—but 
of a different kind. Most managers are used to go/no-
go choices: They either commit significant resources 
to a project and go full steam ahead, or they kill it. 
Innovation leaders need to learn instead how to say, 

“Maybe. Let’s conduct an experiment to find out.” 
Second, becoming the chief experimenter often 

requires developing new skills. You need to be fluent 
enough in the process to help your team identify crit-
ical assumptions, fashion experiments to test them, 
and interpret the results. And as you move from one 
experiment to the next, you must remain steadfast 
in pursuing the approach, even if your team mem-
bers revert to traditional roles. 

How steadfast? One of us, Nathan Furr, is fre-
quently approached by students, managers, and 
entrepreneurs who ask, “Is my idea any good?” He 
reminds them that he can’t possibly answer that 
question—only customers can. As a customer base, 
he is a sample size of one. 

A well-focused, fast, and 
frugal experiment with 
customers feels very much 
like a failed product launch.
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GENERATE INSIGHTS 
Use questioning, observational, and networking 
skills to search far and wide for broad insights 
into problems that may be worth solving.

IDENTIFY AN IMPORTANT PROBLEM
Through direct observation look for an unsolved 
problem or an unfilled emotional or social need 
that enough people have for the opportunity to be 
worth pursuing. 

DEVELOP THE SOLUTION 
Instead of building a complete product, 
quickly construct a set of simple prototypes 
of many different solutions. For each, start 
with a theoretical prototype (that is, a verbal 
description). If that looks promising internally, 
move to a virtual prototype you can test with 
customers. This must be a visual representation 
but could be just a drawing. Move next to testing 
a minimum viable prototype with customers (the 
simplest, quickest physical version of the offering 
you can devise). Finally, pilot test the full-blown 
solution—the minimum “awesome” product (a 
refined version that seeks to be awesome on the 
few features that inspire customers). 

DEVISE THE BUSINESS MODEL 
Once you have worked out the offering, apply the 
same experimental approach to developing and 
testing the components of the business model, 
including approaches to pricing and customer 
acquisition.

For most innovations you need to successfully 
complete all four steps before devoting resources 
to scaling. The exceptions are businesses that 
have network effects, such as PayPal, where 
the value of the innovation increases with each 
additional member. Even in those cases, you 
need to work through these steps judiciously as 
you scale, or you will most likely end up with a 
flameout worthy of the dot-com era. 

Maintaining that perspective takes a high level of 
resolve, because it means relinquishing power to the 
team and acknowledging that your ideas, like every-
one else’s, are just guesses. As Intuit’s Cook told us, 

“[CEO] Brad Smith and I have to live by the same rules. 
So we end up asking ourselves questions like, ‘I have 
a fundamental belief about what we should do. Now, 
what are the assumptions on which it is based? And 
how are we going to test them?’ We need to do this 
just like we would for anyone else. Experiments will 
be nothing but window dressing until you change 
how decisions are made and who makes them.” 

Third, being the chief experimenter is hard be-
cause even your innovators won’t always want to 
do experiments. The entire purpose of conducting 
experiments is to resolve some uncertainty and thus 
reduce risk quickly and cheaply. To do that you need 
to test prototypes, not full-blown products. This is 
easy to understand intellectually but often hard to 
accept emotionally. To understand why, we invite 
you to engage in a short thought experiment:

Imagine yourself conducting a perfect product 
launch. You roll out a brilliantly clever, well-made 
product to a broad group of customers. You ramp 
up press coverage and recruit an army of social me-
dia influencers to maximize adoption. Your product 
makes the cover of Time. Revenue pours in. You’ve 
just invented the next iPod. Great work! 

Now imagine yourself conducting a bad product 
launch. You introduce the offering to a very small 
group. There’s no media attention. No influencers. 
No advertising blitz. And a good thing, since the 
product hardly works. In fact it’s so bad, you feel em-
barrassed. Target customers reject it. Not one dollar 
changes hands.

That’s what it feels like to conduct a well-focused, 
fast, and frugal experiment—like a failed product 
launch. So it’s not surprising that innovators often 
overdevelop their prototypes, launch them more 
broadly than they should, and focus on the wrong 
metrics of success.

We have found a formulation by former 
Qualcomm innovation leader Ricardo dos Santos 
to be particularly helpful in overcoming those ten-
dencies. He points out that all business experiments, 
successful or not, generate three kinds of value. The 
first is insight value—that is, the insight into the un-
known that comes from reducing uncertainty. That’s 
the value NEC might have realized had it tested with 
consumers an early prototype of a superlight laptop 

Conceiving of, developing, and launching new 
offerings is an inherently risky undertaking. By 
combining the risk-reduction ideas that innovation 
thinkers and practitioners have developed over 
the years, we can map out an end-to-end process 
that can greatly increase the odds of successfully 
launching innovative offerings in uncertain markets. 
This process has four steps:

A Comprehensive Approach to Innovation

1 
2
3

4
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without a hard drive. Clearly, knowing that people 
wouldn’t go for it would have been just as valuable 
as knowing that they would. The second is option 
value—the option, upon resolving an unknown, to 
pursue, alter, or abandon a course of action. Even if 
no one had had any use for the UltraLite, NEC might 
have applied elements of its prototype—some code? 
some component? that nifty screen?—to a more  
viable product. Third is strategic value. That’s the 
value of the relationships NEC innovators would 
have built with potential customers while testing 
the original prototype, which would have enabled 
them to test different combinations of features 
quickly. It’s also the strategic value of the knowledge 
gained: Was there an optimal trade-off among fea-
tures? Or did customers value memory so much that 
NEC could never have built a device light enough to 
distinguish it from competitors’ offerings? Viewed 
through measures other than volume, margins, mar-
ket share, and revenue, the value of investing in ex-
periments becomes clearer. 

Don’t Just Ignite Ideas— 
Prepare the Organization to  
Accept Them
When dos Santos joined Qualcomm, in 2006, he con-
fidently set out to transform its failing idea-manage-
ment program. With the support of a visionary CEO 
and a mandate to create disruptive new products, he 
devised a sweeping program, dubbed Venture Fest, 
to tap into ideas from all over the organization.

Venture Fest got off to a rousing start. Employees 
submitted ideas. Through peer review, 20 of the best 
were selected, and trainees developed them into 
prototypes and tested them with customers dur-
ing a three-month, part-time boot camp. Several of 
the ideas, considered to be potential breakthroughs, 
subsequently received approval and funding from 
top executives. But when asked to release some of 
their best employees to work on those projects, busi-
ness unit managers resisted. Worse, R&D managers 
argued that the whole effort was redundant. After 
five turbulent years, the program was quietly folded 
into the R&D function.

Educating the wider organization. What 
went wrong? Dos Santos had done a good job ignit-
ing new ideas on the “sell side”—that is, developing 
innovators through concentrated learn-by-doing ef-
forts—and had even increased the start-up spirit of 
the company overall. But if he were to do it again, he 
told us, he would have focused just as much on the 

“buy side”—on educating the rest of the organization 
“so that we could all be using the same language and 
align our discovery efforts.” 

It’s tempting to downplay the importance of 
something so basic as establishing a common lan-
guage. But dozens of innovators we’ve interviewed 
have cited a common language as critical for com-
municating the logic of what they’re doing. That be-
ing said, there are elements of the language that ap-
peal more than others to people with responsibility 
for core operations. 

A paper recently published 
in the Proceedings of the 
National Academy of Sciences 
revealed that Facebook had 
manipulated the news feeds of 
almost 700,000 users to study 
emotional contagion through 
social networks. 

If users saw predominantly positive or negative 
messages in their feeds, Facebook’s innovators 
wanted to know, would that prompt them to 
post similarly positive or negative messages?  
An interesting experiment, and well conceived. 

But a firestorm ensued when the researchers 
published the results. The answer turned out 
to be yes—the experimenters had succeeded 
in making users sad by scrubbing their feeds 
of happy language. (It was also true that 
eliminating sad language made them happier, 
but that didn’t get as much attention.) 

With limited competition and an offering its 
users don’t directly pay for, Facebook is in a 
strong position to withstand even dramatic  
hits to the brand. But it violated one of the  
first rules of experimentation: You should 
work with a small sample of willing customers 
in an ethical way that doesn’t damage the 
brand. Less sturdy organizations might want to 
simultaneously protect their brands and free 
their innovators from micromanagement by 
establishing some ground rules, as Intuit’s  
legal department has done. 

Intuit’s Rules for Ethical Experimentation
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By now, after years of economic and technologi-
cal disruption, most managers understand both the 
urgency to innovate and the difficulty of doing so. 
They begin, then, from a position of anxiety. The 
goal in the education effort is to relieve this anxiety. 
We have found it effective to recognize that new, 
uncertain offerings require a different approach to 
product development than is appropriate for proven 
offerings, and then to describe the process of experi-
mentation that helps reduce uncertainty, couching 
the value of that process in the familiar language of 
risk reduction. That is, it’s crucial to emphasize that 
the process is aimed at minimizing the risks of in-
novation in the same way that other organizational 
processes minimize core operational risks. It just 
uses a different set of tools. As the innovation leader, 
you can go a long way toward decreasing resistance 
(if not actually getting people to volunteer resources) 
by mapping the language of innovation to the lan-
guage of the organization in this way. 

Building expertise. Many people have an in-
nate desire to innovate, we’ve found. They just 
haven’t been given the opportunity and don’t know 
how to begin. To tap into their potential and build 
deep expertise, they need immersion in the innova-
tion process. 

An effective approach to immersion is the one 
dos Santos took—the short-term, part-time boot 
camp. Another is the creation of a dedicated lab or 
SWAT team that pairs engineering and technology 
experts with experts in design thinking and lean 

experimentation. AT&T recently created five such 
labs, which it calls foundries, each employing 40 to 
50 people. A third option is to train individuals to 
work full-time assisting ad hoc start-up teams. Intuit 
has famously adopted this approach, so far creating 
some 250 such “innovation catalysts” and each year 
training 20 or 30 more. In this way the spirit of inno-
vation is spread throughout the organization. 

Don’t Just Give People Time— 
Provide the Resources They Need  
to Act Quickly 

“What prevents you from moving more new ideas to 
market?” we ask people who work for large compa-
nies. The most common answer: “I just don’t have 
the time.” 

It takes time to research important problems in 
the field; conceive of, test, and revise potential of-
ferings, and ultimately get one right; and similarly 
test potential business models. Reaching the kind 
of scale that matters to a large organization can take 
even more time. That’s one reason so many innova-
tion thinkers recommend that innovation operations 
be kept separate and preferably located far away 
from the core business—so that innovators can work 
at a different pace.

We don’t necessarily agree. Dedicated space, we 
think, is less important than dedicated time. Google, 
3M, Valve, and Intuit, among others, have had great 
success in getting large groups of employees to allo-
cate 10% or 20% of their time to innovation. What’s 
needed, in our view, is not a particular amount of 
time but a particular type—uninterrupted time. 

Innovation requires devoted time blocks be-
cause the associational thinking that leads to new 
insights is more apt to happen when the mind is  
totally absorbed with a particular challenge, whether 
through observations, conversations, experiments, 
or meditation. You might be able to focus this way 
by devoting 30 or 40 minutes a day, but you’re more 
likely to do so by setting aside a half day a week. 
Devoting a day or two each month to innovation 

“jams” can be a particularly good way to help people 
use time effectively.

Beyond carving out time, the leader needs to 
speed the team’s progress down the innovation path 
by removing organizational barriers and providing 
resources and tools. Removing barriers is closely re-
lated to decreasing risk, since the wider organization 
often throws up roadblocks in response to perceived 

• People know they’re participating in research.
•  The experiment does not involve more than 30,000 

participants in a two-month period.
•  The experiment is clearly identified as such  

(for instance, by being labeled “Intuit Labs”). 
•  The experiment doesn’t involve a commercial 

transaction or collect user data (although participants 
may be given a small payment for their time).

•  Participants learn about a test through a 
communication to the general public (which is not 
targeted to government employees or agencies).

•  A complete patent search is performed before results 
of an experiment are publicized.

THE COMPANY’S INNOVATORS DO NOT NEED 
PERMISSION TO RUN EXPERIMENTS IF:
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risks. Top among those are risks to the brand. If ex-
perimenters feel uncomfortable offering prototypes 
of exotic Oreos to potential customers, is it any won-
der if the rest of the organization feels threatened?

So even as they push their teams to go beyond 
the current business, innovation leaders need to 
think carefully about how their experiments could 
reflect on it. For instance, online retailers often ex-
periment with variable pricing, but that’s no comfort 

they solved a complicated problem in order to see 
what approach they take to moving through com-
plexity and uncertainty. 

The teams may also need help generating broad 
insights and possible solutions. For this purpose 
Intuit has hired experts in social media, collabora-
tion, mobile computing, and big data analysis, who 
are valuable for broadening solution searches and 
identifying what’s technologically feasible.

Finally, innovators need tools for rapid proto-
typing: 3-D printers, machine tools, and the like for 
physical prototypes and flexible code structures 
for software. And, perhaps most critical, they need 
quick and easy access to customers for their experi-
ments. AT&T regularly brings customers to its found-
ries. Mondelēz International (formerly Kraft Foods) 
similarly brings customers to a dedicated physical 
space, called the Fly Garage. There, as innovation 
team member Maria Mujica puts it, “you capture 
the idea, you visualize it and prototype with lim-
ited resources, and two days after, real people come 
in and react to the ideas that are presented by the 
people who created them, firsthand. That is amaz-
ing, because we then get to look into the faces of the 
real people and ask what they like and what they’d 
change.” Both companies have increased their share-
price premium for innovation by 50% since imple-
menting these types of changes. 

CLOCKING IN AT NUMBER FIVE on Forbes’s 2014 list of 
“The World’s Most Innovative Companies” is New 
York–based Regeneron. The pharmaceutical firm has 
transformed its industry, but not by pioneering any 
particular drug. Rather, it has created a powerful new 
prototyping tool—a set of humanized mice—that en-
ables scientists to test various gene-disease combi-
nations and potential treatments a thousand times 
faster than competitors can. In this way Regeneron 
has cut the cost of drug development by a breathtak-
ing 80% and dramatically increased the throughput 
of new products. Essentially, it has focused its inno-
vation efforts on the innovation process itself.

Why does that make such a big difference? What 
the great leaders we’ve studied know is that when 
competing on innovation, sustainable advantage 
comes not from the superiority of any particular 
invention but from the superior ability of leaders to 
foster an organization that can learn from mistakes 
faster, more efficiently, and more consistently than 
competitors do.  HBR Reprint R1412E

Assembling team members 
with varied backgrounds 
most likely involves hiring 
people whose expertise you 
are in no position to judge.

to customers who learn they’ve just paid more than 
their neighbor for the very same product.

With a little forethought and some savvy coop-
eration with the gatekeepers in the organization, in-
novation leaders can set up guidelines to limit the li-
abilities of market experiments. Far from hampering 
innovators, commonsense guidelines can speed the 
process by reducing bureaucracy. Innovators who 
follow the rules that Intuit’s legal team has devised, 
for instance, are free to experiment without asking 
for permission each time (see the sidebar “Intuit’s 
Rules for Ethical Experimentation”).

Providing the right resources starts with the 
makeup of the teams themselves, which may need 
members with exceptionally varied backgrounds. 
Over the years, for instance, Amazon’s innovators 
have had to tap expertise in warehousing, fulfill-
ment, robotics, consumer electronics manufactur-
ing, web services, big data, cloud computing, and 
now drones. That’s a challenge, because it most 
likely involves hiring people not like you, whose 
expertise you are in no position to judge. That’s one 
reason Elon Musk downplays credentials like MBAs, 
which may or may not apply to the task at hand. 
Instead, he asks candidates to describe in detail how 
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have made decisions in groups. As the saying goes, 
two heads are better than one. If so, then three heads 
should be better than two, and four better still. With 
a hundred or a thousand, then, things are bound to 
go well—hence the supposed wisdom of crowds.

The advantage of a group, wrote one early ad-
vocate of collective intelligence—Aristotle—is that 

“when there are many who contribute to the process 
of deliberation, each can bring his share of goodness 
and moral prudence…some appreciate one part, 
some another, and all together appreciate all.” The 
key is information aggregation: Different people take 
note of different “parts,” and if those parts are prop-
erly aggregated, they will lead the group to know 
more (and better) than any individual.

Unfortunately, groups all too often fail to live up 
to this potential. Companies bet on products that 
are doomed to fail, miss out on spectacular oppor-
tunities, pursue unsuccessful competitive strategies. 
In governments, policy judgments misfire, hurting 
thousands or even millions of people in the process.

“Groupthink” is the term most often applied to the 
tendency of groups to go astray. Popularized in the 
early 1970s by the psychologist Irving Janis, it has de-
servedly entered the popular lexicon. But Janis’s con-
tribution is more an evocative narrative than either a 
scientific account of how groups go wrong or helpful 
guidance for group success. Many researchers have 
tried to find experimental evidence to support his 
specific claims about how cohesion and leadership 
styles shape group behavior, to little avail.

Since Janis produced his theory, though, psychol-
ogists and other behavioral scientists have built up a 
rich base of evidence on how and when individual 
decision makers blunder. This work has attained sci-
entific acclaim (including several Nobel prizes) and 
widespread popularity thanks to best sellers such 
as Daniel Kahneman’s Thinking, Fast and Slow, Dan 
Ariely’s Predictably Irrational, and Nudge (which 
one of us, Sunstein, coauthored with the economist 
Richard Thaler).

A smaller but nonetheless substantial body of 
research—some of it our own—has focused on the 
decision-making strengths and weaknesses of groups 
and teams. But little of this work has trickled into 

the public consciousness, and it has yet to have a no-
ticeable effect on actual practice. It’s time for that to 
change. We aim to bring behavioral research into direct 
contact with the question of group performance—to 
describe the main ways in which groups go astray and 
to offer some simple suggestions for improvement. 

Why Do Errors Occur? 
Groups err for two main reasons. The first involves 
informational signals. Naturally enough, people 
learn from one another; the problem is that groups 
often go wrong when some members receive incor-
rect signals from other members. The second in-
volves reputational pressures, which lead people to 
silence themselves or change their views in order to 
avoid some penalty—often, merely the disapproval 
of others. But if those others have special authority 
or wield power, their disapproval can produce seri-
ous personal consequences. 

As a result of informational signals and repu-
tational pressures, groups run into four separate 
though interrelated problems. When they make poor 
or self-destructive decisions, one or more of these 
problems are usually to blame:

• Groups do not merely fail to correct the errors of 
their members; they amplify them.

• They fall victim to cascade effects, as group mem-
bers follow the statements and actions of those 
who spoke or acted first.

• They become polarized, taking up positions more 
extreme than those they held before deliberations.

• They focus on what everybody knows already—and 
thus don’t take into account critical information 
that only one or a few people have. 

Amplifying Errors
With the psychologists Daniel Kahneman and the 
late Amos Tversky in the vanguard, behavioral scien-
tists have identified some common mental shortcuts 
(known as heuristics) and biases that lead individuals 
astray. The planning fallacy, for example, leads us to 
underestimate how much time projects will take and 
how much money they’ll cost. Overconfidence leads 
us to believe that our forecasts are more accurate and 
precise than in fact they are. The availability heuristic 

SINCE THE BEGINNING OF 
HUMAN HISTORY, PEOPLE
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leads us to seize on whatever springs most readily to 
mind, because it is memorable or we recently experi-
enced it. The representativeness heuristic leads us to 
believe that things or events or people that are similar 
in one way are similar in other ways, too. Egocentric 
bias leads us to exaggerate the extent to which our 
tastes and preferences are typical. The sunk-cost fal-
lacy leads us to stick with a hopeless project because 
we have already invested so much in it. Framing effects 
influence our decisions according to the semantics of 
how the options are presented. (For example, people 
are more likely to agree to an operation if they are told 
that 90% of people are alive after five years than if they 
are told that 10% of people are dead after five years.) 

For our purposes, the central question is 
whether groups can avoid or mitigate these errors. 
Experimental evidence indicates that they usually 
do not. The psychologists Roger Buehler, Dale Griffin, 
and Johanna Peetz have found, for example, that 
the planning fallacy is aggravated in groups. That 
is, groups are even more optimistic than individuals 
when estimating the time and resources necessary 
to complete a task; they focus on simple, trouble-
free scenarios for their future endeavors. Similarly, 
Hal R. Arkes and Catherine Blumer have shown that 
groups are even more likely than individuals to es-
calate their commitment to a course of action that 
is failing—particularly if members identify strongly 
with the group. There is a clue here about why com-
panies, states, and even nations often continue with 
doomed projects and plans. Groups have also been 
found to increase, rather than to lessen, reliance on 
the representativeness heuristic; to be more prone to 
overconfidence than individual members; and to be 
more influenced by framing effects. 

Both informational signals and reputational pres-
sures are at work here. If most members of a group 
tend to make certain errors, then most people will 

see others making the same errors. What they see 
serves as “proof” of erroneous beliefs. Reputational 
pressures play a complementary role: If most mem-
bers of the group make errors, others may make them 
simply to avoid seeming disagreeable or foolish.

Fortunately, we have evidence that deliberating 
groups can correct or reduce certain biases. For prob-
lems that have “eureka” solutions (the right answer, 
once announced, is clear to all), groups do well even 
if individual members start out biased. Groups are 
also better than individuals at overcoming egocen-
tric bias. An individual will focus on his own tastes—
what he likes and what he doesn’t. If he consults 
with others, he is likely to learn that his tastes are 
idiosyncratic. In such cases, group deliberation sup-
plies an important corrective. Note that we’re less 
apt to get that corrective if the group consists of like-
minded people. The influence of the availability heu-
ristic, too, is slightly reduced in groups. Individual 
members may each rely on “what comes to mind,” 
but they are likely to have different memories, yield-
ing a more representative sample at the group level. 

The larger point, however, is that many individual 
biases are not systematically corrected at the group 
level and often get worse. The mechanisms by which 
errors are compounded can usually be found in the 
other three problems of group decision making. 

Cascading to the Wrong Answer
The human brain may be wired from birth to syn-
chronize with and imitate other people. It is no 
exaggeration to say that herding is a fundamental 
behavior of human groups. When it comes to group 
decisions and information flow, the favored term 
among social scientists is “cascade”—a small trickle 
in one direction that soon becomes a flood.

Consider a brilliant study of music downloads by 
the sociologists Matthew Salganik, Peter Dodds, and 

Idea in Brief
THE PROBLEM
Groups often fail to live up to their potential 
as decision-making bodies. Instead of 
aggregating the knowledge and wisdom of 
their members, they end up making bigger 
errors than individuals would.

WHY IT HAPPENS
Group members take informational signals 
from what others say, even when the 
information is wrong or misleading, while 
reputational pressures can cause them  
to silence themselves or change their views 
in order to fit in. As a result, groups often 
amplify individual errors, stampede  
toward bad decisions, foment polarization 
and extremism, and ignore information that 
isn’t already widely held.

THE SOLUTION
Leaders can structure group deliberations 
to make them more likely to succeed.  
One very simple way is to let others speak 
first. Another is to assign specific roles 
or areas of expertise to members of the 
group. The key is encouraging individuals 
to share their diverse knowledge rather 
than suppress it.
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Duncan Watts. They allowed test subjects to listen 
to and download one or more of 72 songs by new 
bands. In the control group, individuals were told 
nothing about what others had downloaded or liked 
and were left to make independent judgments. In 
other groups, the participants could see how many 
people had previously downloaded particular songs. 
The researchers were testing how much difference it 
made, in terms of ultimate numbers of downloads, if 
people could see the behavior of others.

It made a huge difference. Although the worst 
songs (as established by the control group) never 
ended up at the very top, and the best songs never at 
the very bottom, essentially anything else could hap-
pen. If a song benefited from a burst of early down-
loads, it might do quite well. Without that benefit, it 
might be a failure. And as the researchers later found, 
these effects occurred even if they lied to the test 
subjects about which songs were downloaded a lot. 

If a project, a product, a business, a politician, or 
a cause gets a lot of support early on, it can win over 
a group even if it would have failed otherwise. Many 
groups end up thinking that their ultimate conver-
gence on a shared view was inevitable. Beware of that 
thought. The convergence may well be an artifact of 
who was the first to speak—and hence of what we 
might call the architecture of the group’s discussions.

Two kinds of cascades—informational and repu-
tational—correspond to our two main sources of 
group error. In informational cascades, people si-
lence themselves out of deference to the information 
conveyed by others. In reputational cascades, they 
silence themselves to avoid the opprobrium of others.

Here’s an example of an informational cascade 
in jury deliberations, which has important implica-
tions for business. One of us (Hastie) has conducted 
dozens of mock-jury studies with thousands of vol-
unteer jurors, many of them from big-city jury pools. 
In these studies the volunteers privately write down 
their preferred verdicts before deliberations begin 
and indicate how confident they are in their judg-
ments. Deliberations then start, as they often do in 
real trials, with a straw vote to see where everyone 
stands. The vote circles the jury table and frequently 
begins with a small set of two or three jurors who 
favor, with increasing confidence, the same verdict.

In one mock trial, jurors 1, 2, and 3 endorsed a 
verdict of second-degree murder both privately and 
in the straw vote. Juror 4 had voted not guilty and 
indicated the highest level of confidence in his choice 

on the pre-deliberation private ballot. 
What did juror 4 do when confronted 
with three second-degree murder ver-
dicts? He paused for a second and then 
said, “Second degree.” Juror 7, an un-
decided vote, suddenly spoke up and 
asked, “Why second degree?” The re-
searchers saw a deer-in-the-headlights 
expression flit across juror 4’s face be-
fore he replied, “Oh, it’s just obviously 
second degree.” We have no doubt that 
similar scenarios play out every day in 
jury rooms, boardrooms, and confer-
ence rooms all over the world.

A reputational cascade has a differ-
ent dynamic. Group members think 
they know what is right, but they 
nonetheless go along with the group 
in order to maintain the good opin-
ion of others. Suppose, for example, 
that Albert suggests that his compa-
ny’s new project is likely to succeed. 
Barbara is not confident that he’s right, 
but she concurs because she wishes 

Many groups 
end up 
thinking that 
their ultimate 
convergence on 
a shared view 
was inevitable. 
Beware of that 
thought.
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not to seem ignorant, adversarial, or skeptical. If 
Albert and Barbara seem to agree that the project will 
go well, Cynthia not only won’t contradict them pub-
licly but might even appear to share their judgment—
not because she believes it to be correct (she doesn’t), 
but because she doesn’t want to face their hostility 
or lose their good opinion. Once Albert, Barbara, and 
Cynthia offer a united front on the issue, their col-
league David will be most reluctant to contradict 
them, even if he’s pretty sure they’re wrong and has 
excellent reasons for that belief. (Incipient evidence 
indicates that women are especially likely to self-
censor during discussions of stereotypically male 
subjects, such as sports, and that men are especially 
likely to self-censor during discussions of stereotypi-
cally female subjects, such as fashion. In both cases, 
groups lose valuable information.)

“Political correctness,” a term much used by the 
political right in the 1990s, is hardly limited to left-
leaning academic institutions. In both business and 
government there is often a clear sense that a certain 
point of view is the proper one and that those who 
question or reject it, even for purposes of discussion, 
do so at their peril. They are viewed as “difficult,” 

“not part of the team,” or, in extreme cases, as misfits.
The group members in the examples above are, in 

a sense, entirely rational. They care about their repu-
tations, but there’s nothing irrational about that. As 
noted, however, people use heuristics, which can 
lead them astray, and are subject to biases. For the 
purposes of understanding how cascade effects 
work, the most important heuristic involves avail-
ability: A vivid idea or example moves rapidly from 
one person to another, eventually producing a wide-
spread belief within a group and possibly a city, a 
state, or even a nation. 

In the area of risk, availability cascades are com-
mon. A particular event—involving a dangerous pes-
ticide, a hazardous waste dump, a nuclear power ac-
cident, an act of terrorism—may become well-known 
to the group, even iconic. If so, it will alter members’ 
perceptions of a process, a product, or an activity. 
Availability cascades are familiar in business, too. 
Reports of a success or a failure may spread like wild-
fire within or across companies, leading to judgments 
about other, apparently similar events or products. If 
a movie (Star Wars?), a television show (The Walking 
Dead?), or a book (involving Harry Potter?) does well, 
businesses will react strongly, eagerly looking for a 
proposal or a project that seems similar.

A by-product of availability is “associative block-
ing” or “collaborative fixation,” whereby strong ideas 
block the recollection of other information. This phe-
nomenon is a big problem when a group sets itself the 
task of generating creative solutions. The innovative 
thinking of individual members is suppressed by the 
powerful ideas generated by other members.

In the actual world of group decision making, 
of course, people may not know whether other 
members’ statements arise from independent in-
formation, an informational cascade, reputational 
pressures, or the availability heuristic. They often 
overestimate the extent to which the views of others 
are based on independent information. Confident 
(but wrong) group decisions are a result.

Polarizing Groups
Polarization is a frequent pattern with deliberating 
groups. It has been found in hundreds of studies in 
more than a dozen countries. We found it in dramatic 

To examine the phenomenon of group polarization, the two of us (along with the 
social scientist David Schkade) created an experiment in group deliberation—
one that, we believe, accurately reflects much deliberation in the real world. 

We recruited citizens from two Colorado cities and assembled them in small 
groups (usually six people), all from the same city. The groups were asked to 
deliberate on three of the most contested issues of the time: climate change, 
affirmative action, and same-sex civil unions. The two cities were Boulder, 
known by its voting patterns to be predominantly liberal, and Colorado 
Springs, known by its voting patterns to be predominantly conservative. We 
did a reality check on the participants before the experiment started to  
ensure that the Boulder residents were in fact left of center and the Colorado  
Springs residents were right of center. 

Group members were asked first to record their views individually and 
anonymously and then to deliberate together in an effort to reach a group 
decision. After the deliberations the participants were again asked to record 
their views individually and anonymously. Here’s what we found: 

1 People from Boulder became a lot more liberal, and people from 
Colorado Springs became a lot more conservative. Not only were 

the group “verdicts” more extreme than the pre-deliberation averages 
of group members, but the anonymous views of individual members 
became more extreme as well. 

2 Deliberation decreased the diversity of opinion among group 
members. Before the groups started to deliberate, many of them 

showed considerable divergence in individual opinions. Discussion 
brought liberals in line with one another and conservatives in line with 
one another. After a brief period of discussion, group members showed 
a lot less variation in the anonymous expression of their private views.

3 Deliberation sharply increased the disparities between the views of 
Boulder citizens and Colorado Springs citizens. Before deliberation, 

many people’s opinions overlapped between the two cities. After 
deliberation, group dynamics left liberals and conservatives much  
more sharply divided.

A Tale of Two Cities
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form when we conducted an experiment in which 
residents of two Colorado cities discussed their po-
litical beliefs (see the sidebar “A Tale of Two Cities”). 

The earliest experiments on the polarizing effects 
of deliberation involved risk-taking behavior, with 
a clear finding that people who are initially inclined 
to take risks become still more so after they deliber-
ate with one another. (Examples of risky decisions 
include accepting a new job, investing in a foreign 
country, escaping from a prisoner-of-war camp, and 
running for political office.) On the basis of this evi-
dence the conventional wisdom became that group 
deliberation produced a systematic “risky shift.”

Later studies called this conclusion into ques-
tion—and created a puzzle. On many of the same 
issues on which Americans made a risky shift, 
Taiwanese participants made a cautious shift. Even 
among American participants, deliberation some-
times produced cautious shifts. Cautious shifts 
took place most often in decisions about whether to 
marry and whether to board a plane despite severe 
abdominal pain.

What explains these unruly findings? As the psy-
chologists Serge Moscovici and Marisa Zavalloni 
discovered decades ago, members of a deliberating 
group will move toward more-extreme points on 
the scale (measured by reference to the initial me-
dian point). When members are initially disposed 
toward risk taking, a risky shift is likely. When they 
are initially disposed toward caution, a cautious shift 
is likely. A finding of special importance for business 
is that group polarization occurs for matters of fact 
as well as issues of value. Suppose people are asked 
how likely it is, on a scale of zero to eight, that a prod-
uct will sell a certain number of units in Europe in 
the next year. If the pre-deliberation median is five, 
the group judgment will tend to go up; if it’s three, 
the group judgment will tend to go down. 

Even federal judges—experts in the law and sup-
posedly neutral—are susceptible to group polariza-
tion. Research by one of us (Sunstein, along with 
David Schkade, Lisa Ellman, and Andres Sawicki) 
has found that both Democratic and Republican 
appointees show far more ideological voting pat-
terns when sitting with other judges appointed by 
a president of the same party. If you want to know 
how an appellate judge will vote in an ideologically 
contested case, you might want to find out whether 
she was appointed by a Republican or a Democratic 
president. It’s a pretty good predictor. But in many 

Leaders can 
refuse to take 
a firm position 
at the outset, 
thus making 
space for more 
information  
to emerge.

areas of the law, an even better predic-
tor is who appointed the other judges 
on the panel.

Why does group polarization occur? 
There are three principal reasons: 

The first and most important in-
volves informational signals—but with 
a few twists. Group members pay at-
tention to the arguments made by other 
group members. Arguments in any 
group with an initial predisposition will 
inevitably be skewed in the direction of 
that predisposition. As a statistical mat-
ter, the arguments favoring the initial 
position will be more numerous than 
those pointing in another direction. 
Individuals will have thought or heard 
of some but not all the arguments that 
emerge from group deliberation. Thus 
deliberation will naturally lead people 
toward a more extreme point in line 
with what they initially believed. 

The second reason involves repu-
tation again. As we have seen, people 
want to be perceived favorably by 
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other group members. Sometimes their publicly 
stated views are a function of how they want to 
present themselves. Once they hear what others be-
lieve, they will adjust their positions at least slightly 
in the direction of the dominant position in order to 
preserve their self-presentation.

The third reason stresses the close links among 
three factors: confidence, extremism, and corrobo-
ration by others. When people lack confidence, they 
tend to be moderate. The great American judge 
Learned Hand once said, “The spirit of liberty is the 
spirit which is not too sure that it is right.” As people 
gain confidence, they usually become more extreme 
in their beliefs, because a significant moderating fac-
tor—their own uncertainty about whether they are 
right—has been eliminated. The agreement of oth-
ers tends to increase confidence and thus extremism. 

Focusing on “What Everybody Knows”
Our last group problem may be the most interesting 
of all. Suppose a group has a great deal of informa-
tion—enough to produce the unambiguously right 
outcome if that information is elicited and properly 
aggregated. Even so, the group will not perform well 
if its members emphasize broadly shared informa-
tion while neglecting information that is held by one 
or a few. Countless studies demonstrate that this re-
grettable result is highly likely. 

“Hidden profiles” is the technical term for accurate 
understandings that groups could but do not achieve. 
Hidden profiles are a product of the “common knowl-
edge effect,” whereby information held by all group 
members has more influence on group judgments 
than information held by only a few. The most obvi-
ous explanation of the effect is that common knowl-
edge is more likely to be communicated to the group. 
But faulty informational signals play a big role as well.

Consider a study by Ross Hightower and Lutfus 
Sayeed on how groups make personnel decisions. 
Résumés for three candidates for the position of mar-
keting manager were placed before three group mem-
bers. The experimenters rigged the résumés so that 
one applicant was clearly the best for the job. But each 
test subject was given a packet of information contain-
ing only a subset of attributes from the résumés.

Almost none of the deliberating groups made 
what would have been, if all the information were 
considered, conspicuously the right choice. The win-
ning candidates tended to be those about whom all 
three test subjects were given positive information. 

Negative information about the winner and positive 
information about the losers (revealed to only one 
or two group members) did not reach the full group. 

While many hidden-profile experiments involve 
volunteers from college courses, similar results 
have been found among real-world managers. In a 
study of hiring by high-level executives conducted 
by Susanne Abele, Garold Stasser, and Sandra I. 
Vaughan-Parsons, the experimenters did not con-
trol the information the executives had about the 
various candidates; instead, the executives did their 
own information searches. As a result, some infor-
mation was known to all, some was shared but not 
by all, and some was held by only one person. 

The finding? Common information had a dispro-
portionately large impact on discussions and conclu-
sions. The executives gave disproportionately little 
weight to valuable information held by one person 
or a few, and as a result made bad decisions.

The study also found that some group members 
are “cognitively central,” in that their knowledge is 
held by many other group members, while other 
group members are “cognitively peripheral,” in that 
their information is uniquely held. To function well, 
groups need to take advantage of cognitively periph-
eral people. But in most groups, cognitively central 
people have a disproportionate influence on dis-
cussion. A simple explanation for this is that group 
members prefer to hear information that is com-
monly held—and prefer to hear people who have 
such information. Cognitively central people are 
thus accorded high levels of credibility, whereas cog-
nitively peripheral people are accorded low levels.

Making Groups Wiser
A central goal in group decision making should be to 
ensure that groups aggregate the information their 
members actually have and don’t let faulty informa-
tional signals and reputational pressures get in the 
way. Here are six ways to achieve that goal, starting 
with the simplest:

Silence the leader. Leaders often promote self-
censorship by expressing their own views early, thus 
discouraging disagreement. Leaders and high-status 
members can do groups a big service by indicating a 
willingness and a desire to hear uniquely held infor-
mation. They can also refuse to take a firm position 
at the outset and in that way make space for more 
information to emerge. Many studies have found 
that members of low-status groups—including 
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less-educated people, African-Americans, and 
sometimes women—have less influence within de-
liberating groups (and may self-silence). Leaders 
who model an open mind and ask for candid opin-
ions can reduce this problem.

“Prime” critical thinking. We have seen that 
when people silence themselves in deliberating 
groups, it is often out of a sense that they will be pun-
ished for disclosing information that runs counter 
to the group’s inclination. But social norms are not 
set in stone. Social scientists have done a lot of work 
on the importance of “priming”—that is, triggering 
some thought or association in such a way as to af-
fect people’s choices and behavior. In experiments 
on group decision making, engaging participants in a 
prior task that involves either “getting along” or “crit-
ical thinking” has been shown to have a big impact. 
When people are given a “getting along” task, they 
shut up. When given a “critical thinking” task, they 
are far more likely to disclose what they know. So if 
the leader of a group encourages information disclo-
sure from the beginning, even if it goes against the 
grain, members will probably do less self-silencing.

Reward group success. People often keep si-
lent because they receive only a fraction of the ben-
efits of disclosure. Careful experiments have shown 
that incentives can be restructured to reward group 
success—and hence to encourage the disclosure of 
information. Cascades are far less likely when each 
individual knows that he has nothing to gain from 
a correct individual decision and everything to gain 
from a correct group decision. The general lesson is 
that identification with the group’s success is more 
likely to ensure that people will say what they know, 
regardless of whether it fits “the party line.” (This, by 
the way, is one reason that prediction markets work 
and deserve careful attention.)

Assign roles. To understand one especially 
promising strategy, imagine a deliberating group 
consisting of people with specific roles that are 
known and appreciated by all members. One person 
might have medical expertise; another might be a 
lawyer; a third might know about public relations; a 
fourth might be a statistician. In such a group, sen-
sible information aggregation would be far more 
likely, simply because every member would know 
that each of the others had something to contrib-
ute. Indeed, experiments have found that the bias 
in favor of shared information is reduced when test 
subjects are openly assigned specific roles. If a group 

wants to obtain the information that its members 
hold, they should be told before deliberations begin 
that each has a different and relevant role—or at least 
distinctive information to contribute.

Appoint a devil’s advocate. If hidden profiles 
and self-silencing are sources of group failure, a 
tempting approach is to ask some group members to 
act as devil’s advocates, urging a position that is con-
trary to the group’s inclination. Those who assume 
that role can avoid the social pressure that comes 
from rejecting the group’s dominant position, be-
cause they have been charged with doing precisely 
that. But be careful with this approach: Authentic 
dissent and a formal requirement of devil’s advo-
cacy are different; the latter does far less to improve 
group performance, because members are aware 
that it’s artificial—a kind of exercise or game.

Establish contrarian teams. Another method, 
related to appointing a devil’s advocate but shown 
to be more effective, is “red teaming.” Red teams 
come in two basic forms: those that try to defeat 
the primary team in a simulated mission, and those 
that construct the strongest possible case against a 
proposal or a plan. Red teams are an excellent idea 
in many contexts, especially if they sincerely try 
to find mistakes and exploit vulnerabilities and are 
given clear incentives to do so.

The Delphi method. This approach, developed 
at the RAND Corporation during the cold war, mixes 
the virtues of individual decision making with social 
learning. Individuals offer first-round estimates (or 
votes) in complete anonymity. Then a cycle of re-
estimations (or repeated voting) occurs, with a re-
quirement that second-round estimates have to fall 
within the middle quartiles (25%–75%) of the first 
round. This process is repeated—often interspersed 
with group discussion—until the participants con-
verge on an estimate. A simple (and more easily ad-
ministered) alternative is a system in which ultimate 
judgments or votes are given anonymously but only 
after deliberation. Anonymity insulates group mem-
bers from reputational pressures and thus reduces 
the problem of self-silencing.

Group failures often have disastrous conse-
quences—not merely for businesses, nonprofits, 
and governments, but for all those affected by them. 
The good news is that decades of empirical work, 
alongside recent innovations, offer some practical 
safeguards and correctives that can make groups a 
lot wiser.  HBR Reprint R1412F
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 A s researchers who have spent more than 20 years 
studying professional women, we have watched 
with interest the recent surge in attention paid to 
women’s careers, work-family conflict, and the gen-
der gap in leadership. Among the most visible contri-
butions to this public conversation have been Anne-
Marie Slaughter’s 2012 Atlantic article “Why Women 
Still Can’t Have it All” and Sheryl Sandberg’s book 
Lean In, both of which ignited fierce public debate.

A lot of ink has been spilled on these topics, and 
both individuals and organizations have focused 
on gender gaps in business and other sectors. Can 
anything more be said? The 50th anniversary of the 
admission of women to Harvard Business School’s 
MBA program inspired us to find out—specifically, to 
learn what HBS graduates had to say about work and 
family and how their experiences, attitudes, and de-
cisions might shed light on prevailing controversies. 

We trained our analytical lens on these gradu-
ates for two reasons. First, attending a top-tier busi-
ness school is a reasonable indication of high lev-
els of achievement, talent, ambition, and promise, 
and by looking at men and women who graduated 
from the same school, we had a level playing field 
for gender comparisons. Second, HBS graduates are 
trained to assume leadership positions, so their at-
titudes and experiences—interesting in their own 
right—shape the policies, practices, and unwritten 
rules of their organizations. 

We surveyed more than 25,000 HBS graduates 
altogether; in this article we focus on MBAs, by far 
the largest proportion. Because we are primarily 
interested in the experiences of those who are still 
in the workplace, we report on Baby Boomers (ages 
49–67), Generation X (ages 32–48), and Millennials 
(ages 26–31), also known as Generation Y. What our 
survey revealed suggests that the conventional wis-
dom about women’s careers doesn’t always square 
with reality. 

Do Men and Women  
Want the Same Things?
The highly educated, ambitious women and men of 
HBS don’t differ much in terms of what they value 
and hope for in their lives and careers. We asked 
them to tell us how they defined success when they 
graduated from HBS and how they define it now, 
and they gave similar responses. Career-related fac-
tors figured prominently in their early definitions of 
success: Men and women mentioned job titles, job 
levels, and professional achievements at roughly 
the same rates. 

When reflecting on how they define success 
today, both men and women cited career-related 
factors less often—unless they were Millennials, 
who mentioned those factors with about the same 
frequency across time. (This is unsurprising, given 
that only a few years have elapsed since they gradu-
ated, and most of their working lives are still ahead 
of them.) Today, however, family happiness, rela-
tionships, and balancing life and work, along with 
community service and helping others, are much 
more on the minds of Generation X and Baby 
Boomers. Two examples are illustrative. A woman 
in her forties, who left HBS about 20 years ago, told 
us: “For me, at age 25, success was defined by career 
success. Now I think of success much differently: 
Raising happy, productive children, contributing 
to the world around me, and pursuing work that is 
meaningful to me.” These sentiments were echoed 
by a man in his fifties, for whom success early on 
was “becoming a highly paid CEO of a medium-
to-large business.” And today? “Striking a balance 
between work and family and giving back to soci-
ety.” Indeed, when we asked respondents to rate 
the importance of nine career and life dimensions, 
nearly 100%, regardless of gender, said that “qual-
ity of personal and family relationships” was “very” 
or “extremely” important.

  Harvard MBAs value   
  fulfilling professional    
  and personal lives—   

  yet their ability to   
  realize them has   
  played out very   

  differently according    
  to gender.  
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corporate boardrooms, C-suites, partnerships, and 
other seats of power. For years before Lisa Belkin’s 
2003 New York Times Magazine cover story added 
the term “opt out” to the cultural lexicon, senior ex-
ecutives were assuming that high-potential women 
who quit their jobs were leaving to care for their 
families. In the early 1990s Mike Cook, then the CEO 

With regard to career importance, men and 
women were again in agreement. Their ratings of 
key dimensions of professional life, such as “work 
that is meaningful and satisfying” and “professional 
accomplishments,” were the same, and the majority 
said that “opportunities for career growth and devel-
opment” were important to them, with women actu-
ally rating them slightly higher. 

These results indicate that Harvard MBAs aimed 
for and continue to value fulfilling professional 
and personal lives. Yet their ability to realize them 
has played out very differently according to gender. 
Among those graduates who are employed full-time, 
men are more likely to have direct reports, to hold 
profit-and-loss responsibility, and to be in senior 
management positions. Setting aside those mea-
sures of success, since not everyone aspires to them, 
we found that women are less satisfied with their 
careers. Whereas about 50% to 60% of men across 
the three generations told us they were “extremely 
satisfied” or “very satisfied” with their experiences 
of meaningful work, professional accomplishments, 
opportunities for career growth, and compatibility of 
work and personal life, only 40% to 50% of women 
were similarly satisfied on the same dimensions. 

Given the gender gap in career outcomes, gaps 
in career satisfaction and in successfully combining 
work and family are unsurprising. A deeper analy-
sis revealed that some prevailing beliefs about why 
women’s progress has stalled are unsupported. We 
also found that certain expectations regarding how 
couples will distribute career and family responsi-
bilities may contribute to women’s stymied goals 
and lesser satisfaction. 

Are Women Opting Out? 
The pull of child rearing has long been a dominant 
explanation for the small proportion of women in 

THE RESEARCH
A comprehensive survey  
of Harvard Business School 
graduates—men and 
women—suggests that the 
conventional wisdom  
about women and leadership 
needs to be rethought. 
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women expect their careers 
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• Women are consistently  
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and family.

  It simply isn’t   
  true that a large   

  proportion of HBS   
  alumnae have   

  “opted out” to care     
  for children.  
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of Deloitte & Touche, thought this was why only 
10% of partner candidates in his firm were women, 
even though Deloitte had been hiring equal num-
bers of men and women for the preceding 10 years. 
But when Cook convened a task force to look behind 
the numbers, he learned that more than 70% of the 
women who had left the firm were still employed 
full-time one year later. Fewer than 10% were out of 
the workforce to care for young children. The vast 
majority of female employees who left Deloitte did 
not jettison (or even pause in) their careers; they 
simply went to jobs elsewhere. (For more details, see 

our colleague Rosabeth Moss Kanter’s case “A Hole 
in the Pipeline,” written with Jane Roessner.) 

Fast-forward 20 years, and this mistaken think-
ing persists. Despite the fact that men and women 
actually have pretty similar career priorities, the 
belief that women value career less is widespread. 
We found that 77% of HBS graduates overall—73% 
of men and 85% of women—believe that “prioritiz-
ing family over work” is the number one barrier to 
women’s career advancement. (We saw essentially 
the same numbers when we restricted the analysis to 
graduates who are in top management positions and 
when we included Executive Education graduates, 
suggesting that this conviction packs some punch.) 

As one alumna in her mid-thirties noted, a key 
factor is still “deep-rooted attitudes that a woman 
should be the primary caregiver, so it is ‘understood’ 
that her career may have to take a backseat for a 
while as similar male colleagues move ahead at a 
more rapid pace.” 

But here’s the kicker: It simply isn’t true that a 
large proportion of HBS alumnae have “opted out” 
to care for children. When we asked Gen X and Baby 
Boom women (who are most likely to have children 
under 18 living with them today) about their cur-
rent status, we learned essentially what Mike Cook’s 
task force did: Only 11% are out of the workforce to 
care for children full-time. The figure is even lower 
(7%) for women of color. (In that group, black and 
South Asian women are at the lowest end of the 
spectrum, at just 4%.) Seventy-four percent of Gen 
X alumnae are working full-time, as are 52% of Baby 
Boom alumnae (some of whom, like their male coun-
terparts, have retired or are cutting back on their 

  We considered   
  whether graduates   

  had gone part-time or  
  taken a career break to  

  care for children, and   
  how often. None of these          

  factors explained   
  the gender gap in   

  senior management.  
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Men were significantly more satisfied than women on four key dimensions.

WORK THAT IS 
MEANINGFUL

PROFESSIONAL 
ACCOMPLISHMENTS

COMPATIBILITY  
OF WORK AND  
PERSONAL LIFE

OPPORTUNITIES FOR 
CAREER GROWTH 
AND DEVELOPMENT

WOMEN 49%
WOMEN 44%

WOMEN 41%
WOMEN 50%

MEN 59%
MEN 52% MEN 50%

MEN 58%

RETHINK WHAT YOU “KNOW” ABOUT HIGH-ACHIEVING WOMEN

104  Harvard Business Review December 2014



breaks they had taken over the course of their ca-
reers and learned that 28% of Gen X and 44% of Baby 
Boom women had at some point taken a break of 
more than six months to care for children, compared 
with only 2% of men across those two generations. 

Time out of the workforce could account for the 
fact that women are less likely to be in senior posi-
tions. After all, it’s often argued that because being 
in senior leadership is directly tied to years of pro-
fessional experience, women are less likely to be in 
those roles precisely because they are more likely to 
have taken such breaks. So we delved deeper, with 
controls for variables such as age, industry, sector, 
and organization size, analyzing a range of factors 
related to family status and parenting, looking for 
a link to women’s lesser representation in top man-
agement. But we found no connections. We consid-
ered not only whether graduates had gone part-time 
or taken a career break to care for children, but also 
the number of times they had done so. We asked 
about common career decisions made to accommo-
date family responsibilities, such as limiting travel, 
choosing a more flexible job, slowing down the pace 
of one’s career, making a lateral move, leaving a job, 
or declining to work toward a promotion. Women 
were more likely than men to have made such de-
cisions—but again, none of these factors explained 
the gender gap in senior management. In fact, both 
men and women in top management teams were 
typically more likely than those lower down in the 
hierarchy to have made career decisions to accom-
modate family responsibilities. We even looked 

hours), and they average 52 hours a week. When we 
saw how few women were out of the workforce, we 
wondered whether those who were might have been 
disproportionately less likely to respond to the sur-
vey. But a number of checks turned up no evidence 
of response bias. 

Even for HBS women who are currently out of the 
workforce to care for children, “opting out” is not an 
accurate description of their experience. Our survey 
data and other research suggest that when high-
achieving, highly educated professional women 
leave their jobs after becoming mothers, only a 
small number do so because they prefer to devote 
themselves exclusively to motherhood; the vast ma-
jority leave reluctantly and as a last resort, because 
they find themselves in unfulfilling roles with dim 
prospects for advancement. The message that they 
are no longer considered “players” is communi-
cated in various, sometimes subtle ways: They may 
have been stigmatized for taking advantage of flex 
options or reduced schedules, passed over for high-
profile assignments, or removed from projects they 
once led. One alumna, now in her late fifties, recalled, 

“I left my first job after being ‘mommy-tracked’ when 
I came back from maternity leave.”

Another, in her forties, said, “The flexible part-
time roles I have taken [while raising my child]. . . 
have never been intellectually fulfilling.” A third told 
us that even finding such a role proved impossible: “I 
thought success would be combining career and fam-
ily successfully at the same time. I thought I could 
scale back to part-time, and I’d ramp back up as the 
kids grew…[But my] industry offered few if any pro-
fessional part-time positions.” Yet another recounted 
leaving the workforce in response to unfulfilling 
work: “I last quit three years ago because I could not 
seem to get new challenges and became bored by the 
work. I had great reviews and the company liked me. 
There appeared to be preconceived notions about 
part-time women wanting less challenging work, off 
track, when I was seeking the more challenging work, 
on some sort of track. And being part-time took me 
out of the structured review and promotion ladder.” 

Do Family Responsibilities  
Push Women Out of the  
Leadership Pipeline?
We also wanted to consider how taking time off for 
parenting might affect the trajectory of women’s 
careers. We asked survey respondents about any 

  The vast majority of         
  women anticipated    

  that their careers   
  would rank equally    
 with their partners’.     

  Many of them   
  were disappointed.   
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at whether simply being a parent—aside from any 
career changes or decisions related to parenting—
made a difference. It did not. Again and again, our 
core finding—HBS alumnae have not attained se-
nior management positions at the same rates as 
men—persisted. 

We don’t think these findings—which are, frankly, 
surprising—are the final word on the subject. Indeed, 
they suggest that we need much more nuanced data 
about how professional men and women navigate 
their family and career decisions and how their lives 
unfold if we are to understand the impact that family 
responsibilities have on both women’s and men’s ca-
reers. We don’t mean to suggest that no relationship 
exists between individuals’ choices regarding work 
and family and their career outcomes. But what is 
clear is that the conventional wisdom doesn’t tell the 
full story. We will explore this more deeply in subse-
quent surveys, and we hope other researchers will 
take up this question too.

Are Women’s and Men’s Expectations 
for Work and Family at Odds?
We also wanted to better understand the gender gaps 
we found in satisfaction with career and with the 
combining of work and the rest of life, so we looked 
at what respondents told us about their expectations 
when they launched their post-HBS careers and what 
they had experienced in the years since. Ultimately, 
we uncovered some disconnects that may illuminate 
why women and men are not equally fulfilled.

More than half the men in Generation X and the 
Baby Boom said that when they left HBS, they ex-
pected that their careers would take priority over 
their spouses’ or partners’. The vast majority (83%) 
of the graduates in these generations reported being 

married, and because we don’t have reliable data on 
sexual orientation, we assume that their partners 
are of the opposite sex. Thus we call this expectation 

“traditional,” to denote an arrangement whereby the 
man’s career takes precedence over the woman’s. 
Notably, this expectation was less prevalent among 
men of color than among white men. Forty-eight 
percent of the former—compared with 39% of white 
men—anticipated that their spouses’ careers would 
be of equal importance. Meanwhile, the vast major-
ity of women across racial groups and generations 
anticipated that their careers would rank equally 
with those of their partners. (Only 7% of Gen X and 
3% of Baby Boom women, and even fewer of their 
male counterparts, expected that the woman’s ca-
reer would take priority over the man’s—an arrange-
ment we call “progressive.”) 

Most graduates went on to lead fairly traditional 
lives on this score. Close to three-quarters of Gen X 
and Baby Boom men reported that their careers 
had indeed taken precedence—more than had 
originally expected this arrangement. Meanwhile, 
many women’s expectations for career equality 
were disappointed. Though majorities of Gen X and 
Baby Boom women reported that they were in egali-
tarian or progressive partnerships, the remainder 
found that their careers took lower priority. That 
figure—40%—is almost double the proportion who 
left HBS expecting a traditional arrangement. This 
outcome varied significantly among racial groups, 
with black women being the least likely to end up 
with a partner whose career took precedence.

We had asked a parallel set of questions about 
child care: How had graduates who were expecting 
to have partners and children (91%) anticipated di-
viding child care responsibilities when they left HBS, 
and how did they actually divide them? Across the 
board, we found expectations on this dimension to 
be much more traditional than those regarding ca-
reer priority. At the time they graduated from HBS, 
more than three-quarters of men expected that their 
partners would do the lion’s share of child care. Black 
men were somewhat less likely to expect such an ar-
rangement. Meanwhile, about half the women ex-
pected that they would take on the majority of this 
work. Latinas were the least likely, at 40%, to have 
expected to shoulder most of the child care.

These expectations about child care may help to 
explain the more traditional career arrangements of 
graduates who had expected otherwise. About half 

The gap between men’s and women’s advancement to senior positions 
has endured, despite increasing numbers of women with the credentials 
and the experience to assume top roles across industries and institutions 
and despite the efforts of many organizations to develop their high-
potential female employees. In the business world, women make up 5%  
of Fortune 1000 CEOs, and only a handful of them are women of color.  
The gap is narrower but still significant in professional service firms, where 
20% of CEOs are women. And despite much interest in and attention to 
women on boards, women hold fewer than 20% of board seats at Fortune 
500 companies, and their representation has increased only incrementally 
in recent years. Even fewer women of color (below 5%) occupy Fortune 
500 board seats. Scholars are studying a range of topics—from the 
career paths of highly educated women, to the experiences of female 
leaders, to how organizational structures and cultures create barriers 
to advancement—in an effort to better understand why the gender gap 
persists and how it can be closed. SOURCE CATALYST

The Gender Gap’s Refusal to Die
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the women who had egalitarian career expectations 
also assumed that they would perform most of the 
child care in their families. But if women are primar-
ily responsible for child care, their careers are more 
likely to become secondary in importance to their 
partners’, perhaps helping to explain their lesser ca-
reer satisfaction. 

Ultimately, more-traditional arrangements did 
win out. Healthy majorities of Gen X and Baby Boom 
women took responsibility for most of the child care 
in their families. Even higher percentages of Gen X 
and Baby Boom men reported having spouses who 
did so. Black men and women were the least likely to 
have a traditional arrangement; their numbers were 
lower by roughly 15 to 20 percentage points. 

So although a much larger proportion of women 
expected a traditional division of child care respon-
sibilities than expected a traditional career priority, 
men and women sharply diverged on both dimen-
sions. Women were more likely to have egalitarian 
expectations—and to see their expectations dashed. 
As we’ve also seen, men are more successful in 
their careers, which no doubt plays a role in the dif-
ference between expectations and reality as many 
women watch their partners’ careers take off and 
eclipse their own. 

Whatever the explanation, this disconnect exacts 
a psychic cost—for both women and  men. Women 
who started out with egalitarian expectations but 
ended up in more-traditional arrangements felt less 

A strong majority of men expected to be in “traditional” partnerships, in which their careers would take 
precedence. Their expectations were actually exceeded. A distinct minority of women expected their partners’ 
careers to take precedence, but for about 40% of them, that’s exactly what happened.

REALITY 70%

REALITY 39%

REALITY 74%

EXPECTATION 17%

EXPECTATION 61%

EXPECTATION 25%

EXPECTATION 56%

REALITY 40%

GEN X MEN GEN X WOMENBOOMER MEN BOOMER WOMEN

DIFFERENT EXPECTATIONS—AND RESULTS—REGARDING “TRADITIONAL” CAREER PRIORITY

DIFFERENT EXPECTATIONS—AND RESULTS—REGARDING “TRADITIONAL” CHILD CARE
A large majority of men expected their partners to take primary responsibility for child care. Those expectations 
were met and exceeded. (Across the two generations, black men’s expectations and reality were somewhat lower, 
at 68% and 72%.) Half the women expected to take primary responsibility for raising children, and more than 
two-thirds of them actually did so. (Among black women, however, 53% were the primary caregivers.)
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satisfied with how their careers have progressed than 
did women who both expected and experienced 
egalitarian partnerships at home. And in general, 
women tended to be less satisfied than men with 
their career growth—except for those whose careers 
and child care responsibilities were seen as equal to 
their partners’. Conversely, men who expected tradi-
tional arrangements but found themselves in egali-
tarian relationships were less satisfied with their ca-
reer growth than were their peers in more-traditional 
arrangements, perhaps reflecting an enduring cul-
tural ideal wherein men’s work is privileged. Indeed, 
traditional partnerships were linked to higher career 
satisfaction for men, whereas women who ended up 
in such arrangements were less satisfied, regardless 
of their original expectations. 

The Millennials Are Rising— 
Is Change on the Way?
It is tempting to think that people launching their 
careers today will change the game. After all, it was 
only a few generations ago that women were barred 
from higher education and many professions. Won’t 
gender parity develop with the passage of time? 
Unfortunately, we don’t think it’s quite that simple, 
given what we heard from Millennial MBAs. What 
these men and women expect at this early stage in 
their careers and lives looks as incompatible—and 
unrealistic—as it was for earlier generations. 

It’s not that things have stayed the same. Among 
HBS graduates, Millennial men are somewhat less 
likely than older men to expect their careers to take 
precedence. They’re also less likely to expect that 
their partners will do the majority of child care: A 
third anticipate doing an equal share, as compared 
with 22% of Gen X men and 16% of Baby Boom men. 
(This generation looks different in other ways, as 
well: When we asked Millennials to define success 
today, they cited job titles, being in the C-suite, and 
similar status concerns less often than did older 
generations.)

Nevertheless, like their predecessors, the young-
est men have expectations more traditional than 
those of their female peers. Whereas three-quar-
ters of Millennial women anticipate that their ca-
reers will be at least as important as their partners’, 
half the men in their generation expect that their 
own careers will take priority. And whereas two-
thirds of Millennial men expect that their partners 
will handle the majority of child care, just under 

half—42%—of Millennial women expect that they 
themselves will do so. 

We can’t help noting that 42% is still a sizable pro-
portion, and these young women may find—as Gen X 
and Baby Boom women apparently did—that shoul-
dering most of the child rearing hinders equal career 
importance. Only 10% of the Millennial graduates 
have children, and they are still early in their careers, 
so we do not yet know how these mismatched expec-
tations will ultimately play out. But if previous gen-
erations are any indication, change won’t occur soon. 

Overcoming Myths  
and Changing Reality
At a certain point the belief that a woman’s primary 
career obstacle is herself became conventional wis-
dom, for both women and men. From “opting out” 
to “ratcheting back,” the ways we talk about wom-
en’s careers often emphasize their willingness to 
scale down or forgo opportunities, projects, and jobs. 
The very premise seems to be that women value ca-
reer less than men do, or that mothers don’t want 
high-profile, challenging work. 

Yet framing the conversation like this doesn’t 
reflect reality—at least not for HBS women, and 
not, we’d venture, for many other highly educated, 
career-oriented women. Alumnae set out from HBS 

DO MILLENNIALS, TOO, EXPECT 
“TRADITIONAL” PARTNERSHIPS? 
Half of Millennial men 
expect their careers to 
take precedence over  
their partners’. Only  
a quarter of Millennial 
women expect their 
partners’ careers to  
take precedence. 

Two-thirds of Millennial 
men expect their 
partners to take primary 
responsibility for raising 
children. Fewer than 
half of Millennial women 
expect that they will take 
primary responsibility.
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placing considerable value on achievement and ful-
fillment at work and on having careers that are val-
ued as much as their partners’ are. Life outside work, 
including family relationships, is also important to 
them—just as it is to men. So why do we see a gender 
gap in top management even in this high-achieving 
group? The answer doesn’t seem to be that women 
have simply left the workforce, because very few are 
caring for children full-time. Nor does it seem that 
women’s (or men’s) efforts to accommodate personal 
and family obligations, such as by working less than 
full-time or making lateral career moves, explain why 
women are less likely to be in top management.

Our findings call for more-comprehensive orga-
nizational solutions to address gender disparities 
in career achievement. Companies need to provide 
adequate entry points to full-time work for women 
who have, for instance, recently been on a part-time 
schedule or taken a career break. Our results make 
equally clear that companies need to move beyond 
regarding flextime and other “family-friendly” 
policies as sufficient for retaining and developing 
high-potential women. Women are leaning in. Most 
women who have achieved top management posi-
tions have done so while managing family respon-
sibilities—and, like their male counterparts, while 
working long hours. Women want more meaning-
ful work, more challenging assignments, and more 
opportunities for career growth. It is now time, as 
Anne-Marie Slaughter has pointed out, for compa-
nies to lean in, in part by considering how they can 
institutionalize a level playing field for all employees, 
regardless of gender or caregiver status. 

Companies need to be vigilant about unspoken 
but powerful perceptions that constrain women’s 
opportunities. The misguided assumption that high-
potential women are “riskier” hires than their male 
peers because they are apt to discard their careers af-
ter parenthood is yet another bias women confront. 
As one 30-year-old alumna reported, “I have thought 
about going to interviews without my [wedding and 
engagement] rings on so that an interviewer doesn’t 
get a preconceived notion of my dedication based 
upon where I might be in my life stage.” 

Admittedly, wading into this territory is difficult 
and emotionally fraught. Decisions about family life 
and relationships are always deeply personal. “Lean 
in” is a rallying cry for women trying to navigate the 
workplace, but our survey results make us think that 
Sheryl Sandberg’s other slogan—“Make your partner 

a real partner”—is every bit as crucial, and perhaps 
more apt for young, achievement-oriented women 
who aspire to have meaningful, fully valued careers. 
The fact that HBS alumnae are finding themselves in 
relationships in which their careers are subordinate 
to their partners’ more often than they anticipated 
strikes us as meaningful. Our findings indicate that 
ending up in less-egalitarian partnerships is disap-
pointing—perhaps especially so when a career has 
stalled. In fact, women may be doing more and more 
child care because their careers have hit a wall, lead-
ing them to default to a support role in which their 
jobs are secondary. Meanwhile, men feel pressured 
to demonstrate their family devotion by performing 
as breadwinners, even when that means more time 
away from home. In our research we heard from 
many men who feel harshly judged by their compa-
nies and the culture at large for wanting to spend less 
time at work and more with their kids. One 42-year-
old alumnus reported, “I struggle with balancing 
family and work life, and so far my reputation is suf-
fering both at work and at home.” 

In the end, we found not just achievement and 
satisfaction gaps between men and women, but a real 
gap between what women expect as they look ahead 
to their careers and where they ultimately land. 
The men and women who graduate from HBS set 
out with much in common—MBAs, high ambitions, 
and preparation for leadership. Perhaps it’s time for 
more-candid conversations—at home, at work, and 
on campus—about how and why their paths unfold 
so differently.  HBR Reprint R1412G

The “Life and Leadership After HBS” survey was conducted 
from December 2012 through February 2013. The survey 
sampled more than 25,000 graduates of the MBA, DBA, and 
PhD programs and the comprehensive leadership programs 
offered in Executive Education. This article focuses on our 
findings about MBA graduates—by far the largest proportion.

All alumnae (approximately 12,000) were surveyed, along with a stratified 
random sample of about 14,000 men. Approximately 10,000 Baby Boomers and 
10,000 Generation Xers were surveyed, along with smaller numbers of Millennials 
and graduates over the age of 67. The survey had a 25% response rate, which is 
high for a survey of its kind. Response rates were similar across the generations. 
In accordance with standard reporting procedures, all percentages included here 
have been weighted. For this article we also analyzed the results to understand 
how views and experiences varied for graduates of different races; distinctive 
variations among racial groups are noted here.

The research team conducted several analyses to identify any nonresponse bias 
(systematic differences between those who participated in the survey and those 
who were invited but did not participate). We found no evidence of such bias, and 
we are confident that these results accurately reflect the views of HBS graduates.
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Meanwhile, new functions, in areas such as risk 
management and compliance, are emerging. In a 
survey of 761 of the largest corporations in North 
America and Europe, which we conducted in collab-
oration with the Harvard Business School professor 
David Collis, almost a third of companies reported 
an increase in the number of corporate functions—
and fewer than 10% reported a reduction—from 
2007 to 2010. Leaders at three out of four companies 
believed that the influence of their corporate func-
tions had grown.

At the same time, complaints about the perfor-
mance of those functions have increased. Fewer 
than 10% of the companies reported that they were 
highly satisfied with the effectiveness of headquar-
ters. Most vocal were line managers, who often ac-
cused corporate functions of interference, bureau-
cracy, and poor service. In a single-company survey 
of both corporate function and business unit manag-
ers that we conducted in 2013, we found that fewer 
than two in 10 of the latter felt that their corporate 
functions added high or very high value. “[One func-
tion] thought that the best way to do things was to 
command from the center,” a manager told us. “This 
nearly killed the place.” 

To understand why corporate functions so of-
ten underperform and what might be done about 
it, we conducted about 50 structured interviews 
with function heads in 30 large European multibusi-
ness organizations, mostly in the UK, Switzerland, 
and Germany. The sample included Fortune Global 
500 companies such as ABB, Allianz, Credit Suisse, 
Daimler, JPMorgan Chase, Siemens, UBS, and 
Unilever. When we combined our insights from 
those interviews with the survey data we had col-
lected, we found evidence that corporate functions 
go through a life cycle of four stages. At each stage 
they face different challenges and threats to per-
formance. (See the exhibit “Corporate Functions 
Change as They Mature.”) In the following pages we 
describe the challenges in each stage and offer ad-
vice on how to meet them. 

A s companies with 
business units 
or divisions 

have become better 
able to standardize 
and centralize their 
operations, traditional 
headquarters functions 
such as finance, HR,  
IT, marketing, and 
strategy have increased 
in size and influence. 
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Stage 1:  
Youth and Enthusiasm 
A new corporate function, such as IT or risk man-
agement, is generally created to provide guidance 
or economies of scale or some other benefit to the 
business divisions. The German engineering giant 
Siemens, for example, decided in 2008 to centralize 
supply chain management. Because only 30% of its 
worldwide purchasing volume—€42 billion at the 
time—was bundled across operations, it estimated 
that further consolidation could potentially save 
€3 billion, bringing the company closer to its major 
competitors’ cost levels. 

In their desire to realize an opportunity, however, 
leaders may fail to think through the problems the 
new function will face. The function may not have 
the same value for all business divisions. Often its 
mandate is unclear. There is also the matter of staff-
ing. Typically, a new function draws some manag-
ers from other corporate functions and some from 
outside the company; but insiders may lack the skills 
needed for this new function, while outsiders lack 
knowledge of the company and acceptance within 
its ranks. All of them are likely to struggle at the start. 

The leader of a freshly created function, like that 
of any other new venture, is under pressure to pro-
vide proof of concept and get the function up and 
running before problems around its mandate and 
capabilities have been resolved. A new function gen-
erally creates more work before it adds value, and it 
makes mistakes at the start. The combination can 
cause division managers to see it as more hindrance 
than help. As they start to mistrust it, and function 
managers resent the seeming resistance to change, 
the situation can quickly spiral downward. 

How can a function respond to this challenge? 
Our research suggests that a conscious attempt to 
limit its mission, size, and degree of engagement 

with the company’s operating units will provide a 
better foundation for long-term success than at-
tempts to get going on a broad front. Let’s look at 
what companies can do. 

Restrict the mandate. Smart new function 
heads don’t try to cover all the bases. They look for a 
way to deliver quick wins that require easily located 
skills. They choose an approach that is unlikely to 
meet resistance from business divisions. Consider 
Roger Camrass, a former consultant who was re-
cruited to set up a sales support function for Fujitsu 
Europe. The company was structured as country-
focused business units, and his mandate was to help 
them improve their skills and win more business. As 
Camrass considered his role, he realized that he was 
free to try just about anything: He could help teams 
recruit more-talented people. He could train staff 
members. He could develop strategies for sectors 
such as retail and energy. He could create processes 
for handling bids. He could open doors by contacting 
major companies. He could draft marketing policies.

Rather than try multiple initiatives to see what 
would work, he put his eggs in a single basket and fo-
cused on attracting some new clients. To do this, he 
set up “sharing events” with a few major companies—
something he knew how to do from his time as a con-
sultant. Half a dozen managers from the prospective 
client would share their concerns and challenges, 
and half a dozen Fujitsu managers would share 
Fujitsu’s skills and experience. The events proved 
successful, and Camrass was able to bring in a small 
number of significant new clients, quickly establish-
ing his function’s credentials inside the organization. 

Start with a few people. Often, successful new 
corporate functions begin with several highly skilled 
individuals rather than a full team. Camrass initially 
hired just a handful of senior ex-consultants and 
executives he knew from his previous jobs. He was 

Idea in Brief
THE PROBLEM
Corporate functions are 
growing in importance as a 
source of value, but many 
companies are dissatisfied with 
their performance. 

WHY IT HAPPENS
These functions face varying 
challenges at different points 
in their life cycle. Early on, for 
example, function managers 
may be uncertain about their 
mandate. Later they may 
overextend and become mired 
in complexity or lose sight of 
the concerns of the business 
they serve.

THE SOLUTION
The authors offer advice for 
each life-cycle stage. Initially 
managers should keep the 
function small and prove its 
value to just a few parts of the 
company. Later they should 
explicitly link their activities 
to sources of added value and 
focus on relationships with the 
company’s line managers to 
preserve relevance. 
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confident that each of them could do a superb job 
helping country units land new clients and that they 
could develop productive relationships with the 
business divisions. He built on this base piecemeal, 
recruiting sparingly—and only when he identified 
a clear match in terms of capabilities—as he slowly 
broadened his function’s scope. 

Some new functions hire only after they’ve 
earned their spurs. At first they ask their executive 
sponsors to find talented managers within the orga-
nization whose skill sets match the initial mandate 
and temporarily assign them to the function. 

Focus on selected parts of the company. 
New functions in large, multibusiness corporations 
often try to deal with many parts of the company at 
once, stretching themselves too thin to understand 
any one part well. A focused approach makes it 
easier to build relationships and understand needs, 
especially if the function targets those divisions that 
are most enthusiastic about its activities. Camrass 
chose to work with a division that had dealt with 
him before he joined Fujitsu and that already under-
stood the importance of taking a strategic approach 
to clients. Other divisions needed his help more, be-
cause they weren’t as good at handling clients, but 
they didn’t recognize that. So Camrass waited until 
he had helped win a major contract for one division 
before he reached out to the others. 

Stage 2:  
Adolescence and Ambition
When managers in corporate functions start to suc-
ceed and develop good relationships with business 
units, they tend to believe that they should be doing 
more. For example, the talent management func-
tion may want to broaden its reach to include middle 
managers and add a career-planning capability; the 

strategic-planning function may consider develop-
ing a consulting service. And because the function 
has been successful in the first stage of existence, the 
CEO gives it less attention and more room to set its 
own agenda. Typically, the function head will take 
advantage of this greater autonomy by adding to the 
function’s portfolio of activities. 

The consequence of this landgrab is that the 
function starts to develop a mix of activities, each 
of which requires a different relationship with the 
business divisions. For example, one activity might 
involve setting policy or defining processes. Another 
might be providing a service. A third might involve 
a joint project to improve ways of working. These 
roles call for different kinds of people—a policy per-
son is rarely a good service person, and vice versa. 
Moreover, as the business divisions feel the burden 
of extra initiatives, and their relationships with the 
function become more complex, goodwill may be-
gin to evaporate. 

So how do smart companies avoid too many ini-
tiatives, confusion regarding the function’s role, and 
deteriorating relationships with business divisions? 
Our research suggests that the best companies keep 
a tight rein on the function’s activities, rigorously 
challenging any new ones. 

Explicitly link activities to sources of added 
value. The corporate strategy process is frequently 
more focused on portfolio issues (what to buy and 
what to sell) than on parenting issues—how to add 
value to the businesses. Thus smart functional lead-
ers push for more clarity about the main ways in 
which headquarters is expected to add value. The 
group HR director at one large Danish company en-
couraged the top team to identify three major sources 
of corporate added value: driving costs down, even 
in good times; getting the timing right on asset deci-
sions; and building the industry’s best management 
cadre. He then assessed all HR initiatives to deter-
mine whether they enhanced the company’s compe-
tencies in those three areas. For example, leadership 
development training was aligned more closely with 
the three, and the assessment of corporate managers 
was adjusted to recognize contributions to them. The 
director also stopped certain activities altogether, as-
signing some talent management and organizational 
development to the business divisions. 

Business division leaders complain about “too 
many unconnected initiatives.” One way to solve 
this is to produce a table that clearly shows how each 
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function contributes to each major source of added 
value and how each functional manager can sup-
port the other functions. At the Danish company, for 
instance, HR figured out that it could link with the 
finance function to devise performance metrics that 
would drive incremental cost improvements even 
when financial margins were high. 

Review performance and challenge plans. 
Most performance reviews for managers at cor-
porate headquarters are just discussions between 
the boss and a subordinate and do little more than 
assess whether the latter performed the activities 
agreed upon in advance. Smart function heads in-
volve managers from the business divisions in these 
assessments. One Dutch transport company we 
looked at requires each corporate function to present 
its strategy to the business divisions. The function 
must explain why it believes its activities add value, 
and the divisions may push back or even reject the 
plan. For example, the strategy function had tradi-
tionally done economic forecasting to provide a base 
case for business planning. The divisions argued that 
this added little to their planning efforts. By the fol-
lowing year that activity was no longer in the plan. 

Stay lean. If corporate functions aren’t allowed  
to grow, they will most likely focus on the most 
valuable activities. Ulrich Wöhrl, the head of portfo-
lio strategy in corporate technology at Siemens, told 
us, “Corporate technology wanted to strengthen its 
central position by being part of initiatives, com-
mon projects, workshops, steering committees, rec- 
ommendations for important ad hoc strategic ques-
tions, processes, recruiting, and so on. But limited 
 resources forced us to focus on core tasks that had 
the highest impact for the company. We focused on  
projects to answer key questions such as 

‘How competitive is the innovation  
power of all business units of 
Siemens?’ and ‘What are the rad-
ical and disruptive threats and 
opportunities for our businesses?’  
We supported these projects with 
an established expert network of 
all division CTOs and involved R&D 
heads and division CEOs only on an 
ad hoc basis. Our limited resources 
meant we could not establish and 
continuously maintain a process 
of trusted teamwork with these 
latter groups.”

Stage 3:  
Maturity and Best Practice
Once a corporate function is well established and 
its mandate is fairly stable, its bosses focus on im-
proving performance. Because identifying objective 
performance measures is difficult, they typically use 
similar functions in reputable companies as bench-
marks and start searching for best practices.

Looking at functional peers can spur new ideas, 
and benchmarking can increase operational ef-
ficiency. But a focus on peers may divert attention 
from the specific needs of the internal business divi-
sions. The disciplines recommended in the previous 
section can help the heads of mature functions avoid 
this trap. The best take additional steps to help them 
focus on internal customers: 

Reinforce relationships with business divi-
sions. Managers who see themselves as functional 
professionals and don’t feel a need to fully under-
stand the company’s divisions are guaranteed to  
antagonize business units. Gary Steel, then the head 
of HR for the ABB Group and a member of its group 
executive committee, told us, “When I arrived here, 
far too many HR people didn’t know the numbers 
and the business. I even had HR people telling me 
that they joined HR to stay away from figures. That is  
totally unacceptable. If you don’t know your impact 
on the bottom line of this company, you are useless.”

Bringing people into a corporate function 
from the business divisions is one way to 

strengthen the relationship. The new arriv-
als can educate their functional colleagues 

and provide a bridge to the units they came 
from. Steel said, “We have a steady flow 
of business HR folks into corporate func-

tions. Our current head of talent and 
learning was previously the regional 

HR head for North America. Several 
of our current [HR business part-
ners] have spent time in corporate 
functional roles. The key is ensur-
ing that individuals have experi-

ence on both sides.” 
Another way to build relationships 

is to give some division-level responsi-
bilities to corporate function managers. 

One head of finance commented, “We 
have CFO double-heads. The CFO is the 

functional head, and the regional  
managers report to him. But he is  
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also a line manager in the operating business, be-
cause he is a global markets head. That connectivity, 
I think, helps us overcome some of the issues.”

Monitor satisfaction levels. Smart compa-
nies take feedback from their business units as an 
integral part of their functions’ strategic review pro-
cesses, an approach that helps the functions stay 
aligned with the needs of internal customers and get 
more buy-in. Some companies use surveys to deter-
mine how satisfied the business divisions are with 
corporate functions. At Fujitsu, for example, the 
divisions used a one-to-10 scale each month to rate 
the effectiveness of every manager they dealt with 
on Camrass’s sales support team. Thus Camrass 
could see who was doing a good job of keeping in 
tune with the business division’s needs. 

Separate policy from services activities. 
Mature corporate functions are normally involved 
in at least two markedly different types of activities: 
policy and service. Policy activities involve impos-
ing certain standards on the business divisions and 
controlling the implementation of those standards, 
whereas service activities involve treating the busi-
ness divisions as customers and often setting up ser-
vice agreements to define the relationship and the 
performance metrics. Because these relationships 
are so different, smart functions choose to separate 
the two types of activities. 

The typical solution is to collect service activi-
ties in a semi-independent unit within the function. 
Gary Steel explained how he split ABB’s HR organi-
zation: “One half contains one HR center per region 
for all the HR transactional services. The other half is 
HR as a business partner. These guys are paid for by 
the businesses but they report to me as the head of 
corporate HR.” At Credit Suisse the transactional ser-
vices from HR, IT, and finance have been separated 
out into a shared services division. 

Both solutions help simplify the relationship be-
tween functions and business divisions. Managers 
working on policy can focus on effectiveness, while 
managers working on services can focus on efficiency. 

Stage 4:  
Change and the Struggle for Survival
At some point demand for the corporate function’s 
activities may change dramatically or dry up alto-
gether. This may result from a shift in corporate 
strategy, a new technology, fulfillment of the origi-
nal mandate, or hard financial times. In corporate 

HR, for instance, new IT tools enable companies to 
decentralize a number of transactional tasks. 

Unfortunately, managers in the function typi-
cally resist change for fear of losing power, reputa-
tion, influence, or even their jobs. Moreover, they are 
usually attached to the methods of operation they 
know, and look for opportunities to redeploy their 
skills rather than acquire new ones. The activities 
they launch to replace the ones they’ve lost usually 
don’t add value. For example, one corporate strategy 
function, faced with less demand, turned its spare 
resources toward mergers and acquisitions, taking 
up a significant amount of business division manag-
ers’ time without completing any deals.

Many of the processes and behaviors needed to 
avoid the other traps can help managers cope with a 
significant shift in mandate. Close engagement with 
the business divisions will help them discern when 
they are adding less value. Attention to corporate 
strategy can point out a need for change. Functional 
reviews, performance measures, and feedback from 
business divisions can provide further reinforce-
ment. But often these points of pressure are still 
insufficient to spur a corporate function to adapt. 
Additional steps may be required to overcome the 

“struggle for survival.”
Replace the leaders. Typically, the incumbent 

function head is part of the problem. Installing a new 
leader not only helps win support for change but 
also signals that change is under way, which makes 
it easier for the new leader to radically downsize, 
cut back unnecessary management systems, and 
alter the team. The German carmaker Daimler, for 
instance, appointed a new head for the strategy, alli-
ances, and business development function after the 
company decided to focus on its core business. The 
previous head of the function had been associated 
with growth into nonautomotive businesses. Martin 
Zimmermann, his successor, reduced the function’s 
portfolio of activities, creating a much smaller unit. 

“As the company had focused increasingly on its 
automotive core business,” he explained, “the or-
ganizational structures for strategy work were left 
untouched. We addressed this through a complete 
restructuring, streamlining, and integrating of all 
strategy resources on the corporate, divisional, and 
business unit levels, thereby reducing the number 
of staff and leadership positions by about 50% while 
making the strategy department much more effec-
tive and responsive.”
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“Zero-base” reviews. Downsizing is always 
difficult, especially if it happens in only one func-
tion. Managers need a strong process to help them 
resist special pleading, personal loyalties, and an-
choring in the status quo. Some executives find that 
a zero-based review is effective in their analysis of 
corporate functions: In other words, the default 
position is to eliminate an activity unless it is cham-
pioned by clients of the corporate function and the 
value it adds is clear. In some zero-based processes, 
managers are tasked with identifying proposals for 
reducing costs by 40%. Those proposals are then 
examined by the executive team, which typically 
approves about half of them. 

Separate new value-adding activities. 
Declining corporate functions try to find new ways 
to add value. Smart companies set up any new value-
adding activities as a different function and require 
it to submit a new business case and gain fresh cor-
porate sponsorship; they focus the old function on 
downsizing. If the heritage function is given both 
tasks, it’s tempted to focus on the new activities 
and neglect rightsizing the legacy activities. One 

alternative to creating a different function is turning 
the additional activities into separate departments 
within the existing function. 

When Fujitsu changed its strategy to achieve 
more global integration, Roger Camrass’s sales sup-
port function, based in London, had to change radi-
cally. One option was to develop sector strategies at 
a global level. But rather than look for a new role for 
the function, Camrass concluded that the job had 
been done and encouraged the members of his team 
to join central marketing (which became responsible 
for sector strategies) or take client-facing positions 
within business divisions. He and others who didn’t 
choose such roles left the company. 

CORPORATE FUNCTIONS change continually. New 
ones are set up, existing ones grow, and long- 
established ones become redundant or need to 
adapt to new circumstances. By remaining alert to 
the challenges functions face as they mature, corpo-
rate executives can anticipate problems and put in 
place countermeasures to help functions add rather 
than subtract value.  HBR Reprint R1412H
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Managing 
Yourself 
Getting 
Virtual  
Teams Right
by Keith Ferrazzi

Virtual” teams—ones made up 
of people in different physical 
locations—are on the rise. As 

companies expand geographically 
and as telecommuting becomes more 
common, work groups often span far-
flung offices, shared workspaces, pri-
vate homes, and hotel rooms. When 
my firm, Ferrazzi Greenlight, recently 
surveyed 1,700 knowledge work-
ers, 79% reported working always or 
frequently in dispersed teams. Armed 
with laptops, Wi-Fi, and mobile 
phones, most professionals can do 
their jobs from anywhere.

The appeal of forming virtual 
teams is clear. Employees can man-
age their work and personal lives 
more flexibly, and they have the op-
portunity to interact with colleagues 
around the world. Companies can use 
the best and lowest-cost global talent 
and significantly reduce their real 
estate costs. 

But virtual teams are hard to get 
right. In their seminal 2001 study 
of 70 such groups, professors Vijay 
Govindarajan and Anil Gupta found 
that 82% fell short of their goals 
and 33% rated themselves as largely 
unsuccessful. A 2005 Deloitte study 
of IT projects outsourced to virtual 
work groups found that 66% failed to 
satisfy the clients’ requirements. And 
in our research, we’ve discovered that 
most people consider virtual commu-
nication less productive than face-to-
face interaction, and nearly half admit 
to feeling confused and overwhelmed 
by collaboration technology.

There is good news, however.  
A 2009 study of 80 global software 
teams by authors from BCG and 
WHU-Otto Beisheim School of 
Management indicates that well-
managed dispersed teams can 
actually outperform those that 
share office space. Similarly, an Aon 
Consulting report noted that using 
virtual teams can improve employee 

“
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productivity; some organizations 
have seen gains of up to 43%.

So how do you create and lead an 
effective virtual team? There’s a lot 
of advice out there, but through our 
research and our experience helping 
organizations navigate collaboration 
challenges, we’ve concluded that 
there are four must-haves: the right 
team, the right leadership, the right 
touchpoints, and the right technol-
ogy. By following simple high-return 
practices for each, managers can 
maximize the productivity of teams 
they must lead virtually.

The Right Team
Team composition should be your 
starting point. You won’t get any-
where without hiring (or developing) 
people suited to virtual teamwork, 
putting them into groups of the 
right size, and dividing the labor 
appropriately. 

People. We’ve found that 
successful virtual team players all 
have a few things in common: good 
communication skills, high emo-
tional intelligence, an ability to work 
independently, and the resilience to 
recover from the snafus that inevita-
bly arise. Awareness of and sensitivity 
to other cultures is also important in 
global groups. When building a team, 
leaders should conduct behavioral in-
terviews and personality tests like the 
Myers-Briggs to screen for all those 
qualities. If you inherit a team, use 
the same tools to take stock of your 
people and assess their weaknesses; 
then train them in the skills they’re 
lacking, encourage them to coach one 
another, and consider reassignment 
for those who don’t make progress.

Size. Teams have been getting 
larger and larger, sometimes even 
exceeding 100 people for complex 
projects, according to one study. But 
our work with companies from large 
multinationals to tiny start-ups has 

taught us that the most effective 
virtual teams are small ones—fewer 
than 10 people. OnPoint Consulting’s 
research supports this: Of the virtual 
teams the firm studied, the worst 
performers had 13 members or more. 

“Social loafing” is one cause. Research 
shows that team members reduce 
effort when they feel less responsible 
for output. The effect kicks in when 
teams exceed four or five members. 
As groups grow, another challenge is 
ensuring inclusive communication. 
The late Harvard psychology profes-
sor Richard Hackman noted that it 
takes only 10 conversations for every 
person on a team of five to touch base 
with everyone else, but that number 
rises to 78 for a team of 13. Thus to 
optimize your group’s performance, 
don’t assemble too many players. 

Roles. When projects require 
the efforts of multiple people from 
various departments, we devise 
appropriate subteams. Our approach 
is similar to the X-team strategy 
advocated by MIT professor Deborah 
Ancona, who defines three tiers of 
team members: core, operational, 
and outer. The core consists of execu-
tives responsible for strategy. The 
operational group leads and makes 
decisions about day-to-day work 
but doesn’t tackle the larger issues 
handled by the core. And the outer 
network consists of temporary or 
part-time members who are brought 
in for a particular stage of the project 
because of their specialized expertise. 

Ferrazzi Greenlight worked with 
a large multinational manufacturing 
company to help a dispersed team 
make better cross-division decisions, 
particularly when product output 
from one area fed others. The group 
was composed of more than 30 
members—a mix of HQ, operational, 
and divisional leaders, some of whom 
reported to others. While many had 
knowledge vital to the work at hand, 

a fair number were included on an 
honorary basis. By the time we were 
asked to help, teammates openly 
acknowledged that they were in 
disarray and unable to achieve their 
financial goals. We brought everyone 
together for a face-to-face summit  
and then broke the group into 
smaller constituencies to brainstorm 
short-term wins. Those subteams 
continued to meet virtually after all 
parties were back in their respective 
offices. One group, made up of five 
divisional GMs, latched onto the goal 
of greater cross-selling and had a 
near- immediate success story: As a 
small, narrowly focused team, they 
were able to recognize that a plentiful 
stabilization agent used in ice cream 
could be repurposed to replace a 
scarce agent needed by other custom-
ers, including makers of hairstyling 
products and fracking fluids.

The Right Leadership
A recent study of engineering groups 
showed that the best predictor 
of success for managers leading 
dispersed teams is experience doing 
it before. That said, we’ve seen even 
novices excel by practicing some key 
behaviors that, while also critical in 
face-to-face settings, must be ampli-
fied in virtual ones:

Fostering trust. Trust starts 
with respect and empathy. So, early 
on, leaders should encourage team 
members to describe their back-
grounds, the value they hope to add 
to the group, and the way they prefer 
to work. Another practice, utilized by 
Tony Hsieh and Jenn Lim at their en-
tirely virtual organization, Delivering 
Happiness, is to ask new hires to give 
video tours of their workspaces. This 
allows colleagues to form mental im-
ages of one another when they’re later 
communicating by e-mail, phone, or 
text message. Remember too that 
relationship building should be an 

Just over a third of American workers want leadership roles 
in their companies, and only 7% aspire to the C-suite.
CAREERBUILDER SURVEY, 2014
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ongoing process. While employees 
who are in the same office commonly 
chat about their lives, virtual team-
mates do so much more rarely. Try 
taking five minutes at the beginning 
of conference calls for everyone to 
share a recent professional success or 
some personal news. This is probably 
the easiest way to overcome the isola-
tion that can creep in when people 
don’t work together physically. 

Encouraging open dialogue.  
If you’ve established trust, you’ve  
set everyone up for open dialogue,  
or “observable candor”—a behavior 
that professors James O’Toole and 
the late Warren Bennis described as 
a foundation of successful teamwork. 
Our own recent study of 50 finan-
cial firms confirmed that leaders of 
dispersed groups, in particular, must 
push members to be frank with one 
another. One way to do this is by 
modeling “caring criticism.” When 
delivering negative feedback, use 
phrases like “I might suggest” and 

“Think about this.” When receiving 
such feedback, thank the person 
who offered it and confirm points of 
agreement. A tactic for conference 
calls is to designate one team member 
to act as the official advocate for can-
dor—noticing and speaking up when 
something is being left unsaid and 
calling out criticism that’s not con-
structive. On the flip side, you should 
also occasionally recognize people 
for practices that improve team com-
munication and collaboration.

Clarifying goals and guidelines. 
Management gurus from John Kotter 
to Chip and Dan Heath acknowledge 
the importance of establishing a 
common purpose or vision, while 
also framing the work in terms of 
team members’ individual needs and 
ambitions. Explain to everyone why 
you are coming together and what 
benefits will result, and then keep 
reiterating the message. 

Specific guidelines for team 
interaction are equally vital; research 
shows that rules reduce uncertainty 
and enhance trust in social groups, 
thereby improving productivity. 
Agree on how quickly team mem-
bers should respond to queries and 
requests from one another, and 
outline follow-up steps if someone is 
slow to act. Virtual teammates often 
find themselves saying, “I thought it 
was obvious that…” or “I didn’t think 
I needed to spell that out.” So also in-
sist that requests be specific. Instead 
of saying “Circle back to me,” state 
whether you want to give final input 
on a decision or simply be informed 
after the decision is made. If you 
have a conference call about project 
details, follow up with an e-mail to 
minimize misunderstandings. 

Also make it clear that multitask-
ing on calls isn’t OK. According to a 
recent study, 82% of people admit to 
doing other things—from surfing the 
web to using the bathroom—during 
team calls. But virtual collaboration 
requires that everyone be mentally 
present and engaged. Explain your 
policy, and when the group has a vir-
tual meeting, regularly call on people 
to share their thoughts. Better yet, 
switch to video, which can essentially 
eliminate multitasking.

Delivering Happiness finds that 
using video also reinforces one of the 
company’s core values: having fun. 
At the start of videoconference calls, 
participants pretend to make direct 
eye contact as their images appear 
side by side on-screen, much like the 
opening of the hit 1970s TV show, The 
Brady Bunch. New agenda items are 
often introduced with music—for 
example, to lead into a discussion on 
driving the firm’s long-term growth, 
the emcee might play “Stayin’ Alive” 
by the Bee Gees, causing everyone to 
burst into dance. The fun and cama-
raderie match anything coworkers 
experience in person while ensuring 
that people are engaged in the con-
versation and focused on the specific 
tasks or topics at hand. 

The Right Touchpoints
Virtual teams should come together 
in person at certain times. Here are 
the stages at which it’s most critical:

Kickoff. An initial meeting, face-
to-face if possible and using video 
if not, will go a long way toward 
introducing teammates, setting ex-
pectations for trust and candor, and 
clarifying team goals and behavioral 
guidelines. Eye contact and body 
language help to kindle personal 
connections and the “swift trust” that 
allows a group of strangers to work 
together before long-term bonds 
develop. This is when you can assess 

Keith Ferrazzi  
is the CEO of 
Ferrazzi Greenlight.

The Dangers of Distance
Geographic separation is just one challenge facing 
21st-century work groups. Karen Sobel Lojeski of Stony 
Brook University and Richard Reilly of the Stevens 
Institute of Technology calculate the “virtual distance” 
among teammates by charting three types of distance:

PHYSICAL—geographic or temporal separation, or 
affiliation with different departments or organizations
OPERATIONAL—variations in team size, the extent of 
members’ other commitments, the amount of face-to-
face interaction, or technical skills and support 
AFFINITY—differences in culture, rank, or the level of 
interdependence and preexisting relationships 

When rating teams on a five-point scale in each 
subcategory, Lojeski and Reilly found that teams with 
high virtual-distance scores overall showed drops in:

TRUST—down 83% 
INNOVATION—down 93%
SATISFACTION—down 80%
PERFORMANCE—down 50% 

Even colleagues on different floors in the same 
building might be considered physically distant, and 
operational and affinity distance can certainly affect 
colocated workers. But the associated problems are 
more common—and more acute—for virtual teams. 
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team dynamics and work to bridge 
specific gaps—for example, by assign-
ing an achievable task to a pair of dis-
similar colleagues, allowing them a 

“small win”—as HBS professor Teresa 
Amabile calls it—together. 

Onboarding. Too often, plans for 
bringing new people onto a virtual 
team consist of a short e-mail or 
conference-call introduction to the 
rest of the group and a dozen or more 
documents that the newcomers are 
supposed to read and digest. A much 
better approach is to give them the 
same in-person welcome you gave 
the group. Fly them into headquar-
ters or another location to meet with 
you and others who will be important 
to their success. Encourage them to 
videoconference with the rest of their 
teammates. We also recommend 
pairing newcomers with a mentor 
who can answer questions quickly 
but personally—the equivalent of 
a friendly colleague with an office 
around the corner. 

Milestones. Virtual team leaders 
need to continually motivate mem-
bers to deliver their best, but e-mail 
updates and weekly conference calls 
are not enough to sustain momen-
tum. In the absence of visual cues and 
body language, misunderstandings 
often arise, especially on larger teams. 
Team members begin to feel discon-
nected and less engaged, and their 
contributions to the project decline. 
So get people together to celebrate 
the achievement of short-term goals 
or to crack tough problems.

Ritesh Idnani, founder and CEO of 
Seamless Health, a health care start-
up that relies on dispersed teams of 
managers, is adamant about bringing 
everyone together in person at least 
quarterly. Also, whenever someone 
new joins the team, he allocates two 
weeks for that individual to talk to 
colleagues deemed “important to 
know,” who can share information 

still offer useful input; research has 
shown that the best solutions to  
problems often come from unex-
pected sources. All interaction is 
documented and therefore becomes  
a searchable database. 

When collaboration platforms 
combine all the elements above, they 
become the center of team activities, 
and using them brings greater effi-
ciency, not extra, unnecessary work. 

John Stepper, a managing director 
at Deutsche Bank, created the bank’s 
Communities of Practice electronic 
discussion forums, in which 100,000 
employees now converse with col-
leagues in similar roles around the 
world. Stepper calls this collaboration 

“working out loud.” All the activity is 
open and searchable, making it easy 
for existing teams to find subject- 
matter experts or review their own 
work and for ad hoc teams to form 
around business-related passions.  
For example, when Stepper made 
data on employee resource use 
available, a few interested parties 
self-organized into a virtual project 
team to create a system that docu-
ments individuals’ cost savings over 
time. As people began to compete 
for the biggest savings, the company 
benefited. “What’s important is that 
you’re identifying common niches 
and connecting people toward some 
purpose,” he explains.

THE EARLIEST VIRTUAL teams were 
formed to facilitate innovation 
among top experts around the world 
who didn’t have time to travel.  
Today teams of physically dispersed 
employees are more often just a  
necessity of doing business. 
Companies can boost such groups’ 
productivity, though—even beyond 
that of teams who share office  
space—by following the practices  
we describe here. 

HBR Reprint R1412J

about the company and the job. 
“After that, I ask the person to sit 
down with me and tell me what he 
or she learned,” says Idnani. Not 
only does the new hire gain valuable 
insights, but Idnani does too. “You 
end up learning a lot from someone 
coming from the outside with a fresh 
pair of eyes.”

The Right Technology
In our experience, even top-notch 
virtual teams—those with the most-
talented workers, the finest leader-
ship, and frequent touchpoints—can 
be felled by poor technology. We 
recommend using platforms that 
integrate all types of communication 
and include these key components:

Conference calling. Look for 
systems that don’t require access 
codes (helpful for team members 
who are driving) but do record auto-
matically or with a single click and 
facilitate or automate transcription. 
The best systems even help monitor 
the time that each individual spends 
talking versus listening. Also consider 
one-on-one and group videocon-
ferencing, since visual cues help 
establish empathy and trust. 

Direct calling and text mes-
saging. By supporting real-time 
conversation between two remote 
participants, direct calls are one of 
the simplest and most powerful tools 
in the arsenal. And as teenagers know, 
texting is a surprisingly effective way 
to maintain personal relationships. 

Discussion forums or virtual 
team rooms. Software ranging from 
Microsoft SharePoint to Moot allows 
team members to present issues to 
the entire group, for colleagues to 
study or comment on when they have 
time. Scholars refer to this sort of 
collaboration as “messy talk” and say 
it’s critical for completing complex 
projects. People can even weigh in 
on topics outside their domain and 
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Case Study 
Second 
Thoughts 
About a 
Strategy Shift
How much time should a retailer give a new pricing model? 
by Elie Ofek and Jill Avery

A ugustín Rey, a celebrated 
European businessman and 
the new presidente of the 

century- old retailer Emilia, drove an 
SUV full of teenagers into the Spanish 
city of León to show them the revolu-
tion firsthand. A few hours earlier 
he had been visiting close friends, 
Camilo and María Veiga, in their 
home near the provincial capital, and 
had animatedly explained his plan to 
revamp Emilia’s merchandising strat-
egy and redesign some of the chain’s 
dowdiest stores. The one in León, 
for example, was getting a complete 
makeover: An indoor central “plaza” 
would provide space for young people 
to listen to musicians or watch mov-
ies projected onto walls; stalls and 
pushcarts along radiating “streets” 
would offer merchandise selected to 
appeal to Spain’s youth culture. 

The Veigas’ son and daughter  
had been intrigued. Emilia? they 
asked. That old place? So Augustín 
had invited them and three of their 
friends for a sneak preview. María 
decided to come along as well.

The group’s midmorning arrival 
at the store, which was in the final 
stages of its renovation, caused quite 
a stir. Awestruck employees lined  
up to shake Augustín’s hand as the 
teenagers fanned out among the  
piles and boxes of merchandise. 

Nearly all the company’s stores in 
Spain, France, and Italy had already 
been renovated to at least some 
degree. About 10% of them, including 
this one, were getting the full treat-
ment, and most of those were already 
up and running. But that was just the 
first wave: Every Emilia store was to 
be redone over the next four years.

“They seem to love it,” María said, 
watching her kids and their friends 
cruise along the indoor streets, touch-
ing the skinny jeans and baby-doll 
dresses on display. “Usually they turn 
up their noses at Emilia—they say it’s 
a store for old ladies.”

“Sure—it’s a great layout, and the 
clothes are beautiful,” Augustín said. 

“But what will really hook this genera-
tion over the long term is this little de-
tail.” He held up a square black price 
tag bearing “€21” in large type and, 
in smaller letters, the word diario—

“every day.” “This is the revolution,” 
he said. “Realness.” He let the words 
sink in and then added, “These kids 
represent a chance for retail to start 
over and get real. They are young and 
idealistic and untainted by the money 
games that have been plaguing retail 
for too long—the ridiculous markups 
followed by sales and two-for-one 
deals and special promotions. The 
young, the old—all retail customers—
want straight talk: hablar claro. And 
we’re going to give it to them.”

“Hablar claro” was the name 
of Augustín’s strategy for turning 
Emilia into the next Spanish retailing 
miracle, and it had initially thrilled 
investors. Results for the first full 
quarter of operation under the new 
strategy had been outstanding. But 
second-quarter performance was 
disappointing, and what Augustín 
didn’t tell María was that the most 
recent results would show further 
deterioration. Customer traffic was 
down significantly, and same-store 
revenue had dropped. When the re-
sults were made public, in a few days, 
the muted criticism that had begun a 
few months earlier might burst into 
demands that he change the strategy.

But you can’t chicken out in the 
middle of a revolution, he thought. 

Elie Ofek is 
the T.J. Dermot 
Dunphy Professor 
of Business 
Administration at 
Harvard Business 
School. Jill Avery 
is a senior lecturer 
at HBS.

HBR’s fictional case studies present dilemmas faced by real leaders and offer solutions from experts. This one is based on  
the HBS Case Study “J.C. Penney’s ‘Fair and Square’ Strategy” (product no. 514063-PDF-ENG), by Elie Ofek and Jill Avery,  

which is available at hbr.org.
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“We have to break people from 
their addiction to discounts,” 
Augustín said to María as they sat on 
a bench outside the store. Then he 
asked, “Do you remember my aunts, 
Tía Marta and Tía Teresa?”

María smiled. She and her 
husband had known Augustín since 
school days in Galicia, and she well 
remembered the aunts, who had 
often taken him in when his parents 
were traveling for business. 

“They would put on their matching 
hats and take the bus and spend the 
day going into one store after another, 
hunting for bargains,” Augustín said. 

“I still remember the junk they came 
home with. And why? Because some 
shop owner had made up a ‘full’ price 
for a fan or a pair of gloves and then, 
after much haggling, dramatically 
caved in and slashed the price to what 
it should have been in the first place! 
Whereupon my aunts would gladly 
pay the so-called bargain price and 
go running out of the store, crowing 
about their great victory.”

María laughed. “It was a harmless 
form of recreation for them.”

“Perhaps. But on a huge scale in 
today’s retail environment, it’s not 
harmless. It’s mutual victimiza-
tion: We victimize the customers by 
deceiving them—we lure them with 
huge reductions from artificially 
inflated list prices, and then we try 
to get them to buy other things while 
they’re scooping up their discounts. 
Meanwhile, they victimize us—by 
forcing us to cater to their irrational 
need to find bargains. 

“Do you know that in the year 
before I was hired, Emilia spent more 
than €700 million to execute 590 dif-
ferent sales and promotions? And 72% 
of its revenue came from products 
sold at less than 50% of the list price. 
The average discount we have to offer 
to get customers to buy has soared 
from 38% to 60%.” 

Tell us what you’d 
do. Go to hbr.org.

A Great New Hope
Augustín’s first retailing success, 
years before, had been his reimagin-
ing of the showrooms of Hogar, a 
European home-design company. But 
it was his stint as head of retailing at 
the fast-fashion chain Xela that had 
made him a star. His initial focus had 
been operational efficiency. Next he 
had turned to cutting-edge style; to 
emphasize that, he’d created in-store 
teams of genios de moda—great minds 
of fashion—to provide style tips and 
listen to shoppers’ ideas. The teams 
were hailed as retailing’s first really 
new concept in decades.

So it was considered a great coup 
when Emilia’s board announced  
that Augustín had been recruited  
as the company’s next leader. His 
mandate was to radically reinvent  
an enterprise that seemed to have 
lost its way in the face of challenges 
from fast fashion, big-box stores,  
and e-commerce.

Emilia, named for the mother of 
the chain’s founder, had acquired 
a distinctly matronly air over the 
decades; it was where frugal middle-
aged women shopped for sensible 
clothing for themselves, their hus-
bands, and their school-age children. 
This didn’t exactly constitute a 
thriving market. Even worse, Emilia’s 
customers had become conditioned 
to buying only when prices had been 
slashed. No deal, no purchase. So for 
years Emilia had competed aggres-
sively on price, offering more and 
more “door breaker,” holiday, and 
clearance sales and churning out 
circulars with coupons, just to get 
customers to visit the stores or go  
to the website. 

“It’s all part of the game, Augustín.”
“Retail should not be a game. 

Hogar and Xela are the paradigms. 
They excel by being straight with  
customers. No gimmicks. No decep-
tion. That’s the ethos I’m going to 
bring to Emilia.”

“But Emilia has such different cus-
tomers from Xela,” María said. “Won’t 
they be upset?”

“A few will. To which I say, ‘Fine. 
Be upset.’ Others will be relieved.”

“Won’t you need new customers to 
replace those who defect?”

“Just look,” Augustín said. The last 
of the young people had come out of 
the store, chattering excitedly about 
what they had seen inside.

“Them?” María asked.
“Yes, them. As well as older teen-

agers and twenty-somethings. Emilia 
will truly become a store for the 
whole family, by appealing to differ-
ent family members in different ways. 
Older customers will want to come 
here for value; young adults will want 
to come here to be with their friends. 
They’ll walk along those indoor 
streets, hear their music, see images 
of their idols wearing our hip new 
clothes. It will be a retail playground 
for them—while their mothers are 
upstairs trying on sensible shoes.”

“But this generation is so obsessed 
with the internet, I doubt they’ll ever 
set foot in stores again.”

“We are replicating the in-store ex-
perience online,” Augustín said. “But  
I think physical stores will continue to 
be very important to people. Buying 
clothing is a touch-and-feel experi-
ence. Young people will use social 
media to spread the word that Emilia 
is a fun place to meet and socialize.”

“OK, but what if they—or their 
mothers, if they have no money— 
refuse to pay for the cool stuff?”

“They won’t refuse,” he said. “We’ll 
stay inexpensive. We offer ‘everyday 
low prices,’ as they say in the States.”
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“I guess retailers are born opti-
mists,” María replied.

The Reckoning
The most recent quarter’s results 
were every bit as bad as Augustín 
had expected. He studied the num-
bers during a visit from the board 
chairman, Nicomedes Mallo, at his 
Andalucían home overlooking the 
distant Mediterranean. The loss had 
widened to €211 million. Same-store 
revenue was down by 19%, and 
customer traffic had dropped by 10%. 
The chances now seemed remote that 
this year’s holiday shopping season 
would provide much of a lift.

“But it’s a four-year plan,” Augustín 
said. “Not a one-year plan. We need 
time for the changes to play out— 
for all the stores to be renovated,  
for customers to understand our  
pricing strategy.”

“It can’t be a four-year plan if the 
company doesn’t survive for four 
years,” Nico replied.

Augustín was startled. Nico had 
recruited him and had always been 
his staunchest supporter. Quietly  
he said, “Survival is the whole reason  
for the four-year plan. We are extri-
cating Emilia from the death spiral of 
a shrinking customer base, deal- 
obsessed customers, tired merchan-
dise, and escalating price promotions.”

“But customers don’t like the new 
approach,” Nico said.

“They need to be educated,” 
Augustín replied. “If our new strategy 
has one weakness, it’s in marketing 
execution. In fact, I’d like to start  
a new campaign: Haz los cálculos—

‘Figure it out.’ It will be aimed at 

educating consumers about our com-
petitive everyday prices. We have the 
data to back it up: A random bucket of 
items will show that although some 
of them are slightly more expensive, 
overall Emilia is significantly cheaper 
than all its direct competitors. Plus 
we have a policy of matching any 
other store’s price.”

“If the straight-talk campaign 
isn’t working, what makes you think 

‘Figure it out’ will fare any better?” 
Nico asked. “You haven’t done any 
research on this.” He reminded 
Augustín that the board had agreed  
to run hablar claro without testing 
it first; the directors had bought in 
to his argument that the company 
needed to get out in front of custom-
ers rather than be led around by their 
misguided desires. 

“Recent customer surveys show 
that people see Emilia as offering 
less value than its competitors,” 
Nico added. “And to take advantage 
of the situation, our competitors 
are ramping up their promotions. 
They’re offering sales every weekend, 
issuing savings passes, and flooding 
the airwaves with advertising about 
their new low prices. Customers are 
responding. That’s why our numbers 
are so bad.” 

“We’re starting a retail revolution,” 
Augustín said. “We knew we’d have 
to take a few arrows in the back.”

Nico spread out some papers on 
the glass coffee table. “The board is 
proposing a modification of the new 
approach,” he said. “One that more 
closely addresses the expressed  
desires of our existing customers, 
whom we cannot abandon.” 

“First,” he continued, “we give 
up the hablar claro idea. Customers 
seem to find it condescending. 
Second, we go back to our policy of 

‘best price weekends.’ Third, we show 
the list price for every item so that 
customers can compare it with the 

discounted price. Fourth, we reintro-
duce the words ‘sale’ and ‘clearance’ 
into our marketing communications. 
Fifth, we go back to printing circulars 
and coupons. This will make it 
simpler for customers to understand 
our stores. It will show that we are on 
their wavelength.”

Nico slid the papers across the 
table toward Augustín. “This isn’t 
a coup,” he said. “We still believe in 
you. We’re still behind your vision  
to cater to younger customers, to 
turn the stores into social hubs, and 
to be more transparent about pric-
ing—to a degree. But we know those 
changes will take a while, and in  
the meantime we don’t want to  
alienate our existing customers.”  
He tapped the papers with his finger. 

“You don’t have to follow this plan to 
the letter,” he said. “But it’s the sense 
of the board that your new strategy  
is too extreme for our customers.  
They don’t know what to make of 
Emilia anymore.”

Augustín looked at the plan.  
To him, it represented a return to 
business as usual—and a colossal 
failure of nerve.

Q
  
Should Augustín 
abandon his  
bold strategy? 
See commentaries on the next page.

For more on risky 
innovations and 
overhauls, see 

“The Discipline 
of Business 
Experimentation,” 
by Stefan Thomke 
and Jim Manzi, in 
this issue.
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The Experts Respond

how many times I’ve heard 
a woman respond to “Those 

are gorgeous boots!” or “What a 
beautiful shirt!” with “You wouldn’t 
believe how little I paid!” 

At Gabe’s we embrace the power 
of amazing price points to enhance 
the shopping experience. Although 
great style and famous name 
brands are key parts of our value 
proposition, we also want to be 
a place where consumers are so 
blown away by the prices that they 
call their friends and say, “You’ve 
got to get down here.” 

At the same time, we’re well 
aware of the danger of discounting. 
You can’t use ad hoc sales and dis-
counts in desperation to juice store 
or website traffic, or to try to match 
the sales of the same day last year, 
or to tackle Walmart or Amazon 
head-on. If you do, you’ll get caught 
in a hamster wheel of destructive 
markdowns, and you can quickly run 
yourself to death. Plus you will train 
your customers to sit back and wait 
for the inevitable discount to come 
around before they shop.

That’s why our low-price offer 
doesn’t include short-term sales. 
True, like most retailers, Gabe’s 
follows a markdown cadence, and 
items are moved to clearance racks 
at a certain point. And we do of-
fer coupons as part of our loyalty 
program. But you won’t see Gabe’s 
circulars in newspapers advertising 
weekend sales, and we don’t do 
blanket couponing. 

Instead, all our marketing com-
munications tell the same story: 

Customers can get up to 70% off 
department-store prices on name 
brands. Other retailers offer 50% 
off—maybe as much as 65% off—but 
70% stands out for consumers. 

So my advice to Augustín would 
be to stay away from the despera-
tion discounting that has under-
mined his company for years. Emilia 
should combine price with some 
other perceived value to differenti-
ate its stores from competitors’. For 
example, it could offer opening 
price points on key items (say, three 
T-shirts for $15) and continue to pro-
mote those bundles until customers 
come to rely on them and associate 
them with the company.

Everyone wants a great deal. 
Using a low-price value proposi-
tion to establish a beachhead in 
customers’ minds would enable the 
company to capitalize on shoppers’ 
love of bargains—instead of point-
lessly trying to resist it.

Comments from the  
hbr.org community

Experiments, not data
Augustín’s strategy is based on a  
lot of assumptions that were not 
prototyped and tested. The board 
should have asked him to prove  
his assumptions—not through  
data, because data reflects only  
the past, but through experiments.
Victor Santos Martins Gomes,  
R&D manager, Endesa Brasil

A low-price value proposition 
would enable Emilia to capitalize on 
shoppers’ love of bargains—instead  
of pointlessly trying to resist it.

Shari Rudolph is a vice 
president and the chief 
marketing officer for  
the apparel and home 
retailer Gabriel Brothers, 
which has 45 Gabe’s 
stores in six U.S. states.

YES, AUGUSTÍN should abandon 
his no-discounts strategy, but not 
so that his company can simply 
return to its old ways, which weren’t 
working. Instead, Emilia’s executives 
should learn to make smart use of 
discounting to enhance shoppers’ 
enjoyment and establish a clear 
perception of the brand’s value.

There are obvious parallels to  
J.C. Penney in this case study. 
Everyone in the industry wondered 
if the company’s recent pricing 
experiments would wean custom-
ers off the expectation of constant 
sales. That story is still unfolding, 
but what’s often overlooked in the 
debate over J.C. Penney’s strategy 
is that discounts themselves aren’t 
always the issue. What really mat-
ters is how you deploy them to build 
customer excitement and loyalty.

Many people, myself included, 
have bought something not because 
it’s needed but because it’s an 
incredible bargain. You get a rush 
when you find a great deal and an-
other when you broadcast your sav-
viness to your friends. I can’t tell you 
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Experimentation is the lifeblood 
of successful retailing. It leads to 
new products, markets, and busi-
ness models, and it pulls companies 
out of their ruts. Emilia’s rut was 
endless discounting. I can relate:  
In India price competition is intense, 
especially in e-commerce, where 
companies are making a big push  
to acquire customers. The discounts 
get crazy. Customers are laughing 
all the way to the bank, but how  
do you build a profitable business 
that way?

Fortunately, my company is able 
to withstand India’s deep-discount 
environment. Our premium brick-
and-mortar brand, ffolio, offers 
discounts only during end-of-season 
sales. And although we do offer 
discounts on our e-commerce site, 
Styletag, much of our merchandise 
is private label, so our costs are low. 
Even if we discount by more than 
50%, we can earn gross margins of 
20% or more. 

Still, I understand Augustín’s need 
for experimentation to get out of the 
discount rut. What I don’t under-
stand is why he seems to be trying 
to impose his ideas, come what may. 
The whole point of experimenting is 
to see what response you get and 
adjust your strategy accordingly.

When we created Styletag, we 
meant to extend ffolio’s premium 
positioning into e-commerce.  
But we discovered that the online 
customer base for premium fashion 
is small. We would have to cater to 
the entire country. So we quickly 
positioned the Styletag brand as  
aspirational. We offer discounts 
online because we recognize that 
the site’s customers are very price 
conscious. That flexibility has led  
to our success.

The same rigidity that is hurt-
ing Augustín’s pricing experiment 
is hampering his attempts to lead 

customers. Like experimentation, 
leading customers is often a good 
thing—it opens up new merchandis-
ing possibilities. 

The issue of leading customers 
came up for us with leggings and 
jeggings. We thought customers 
would love these products, but 
hardly any other sites in India were 
selling them. We took a risk: We 
stocked up and advertised, and  
the merchandise flew out of our 
warehouses. If we hadn’t tried to 
be out in front of customers, that 
never would have happened. But 
we were prepared to move quickly 
to change our strategy if the reac-
tion was negative. 

Augustín is taking giant steps 
when small ones would be more ef-
fective. Why get rid of all discounts? 

Although price-conscious cus-
tomers do have a tendency to de-

fect to competitors, bargains build a 
connection with customers and help 
create loyalty. Our careful use of 
discounts is one of the reasons that 
approximately 50% of Styletag’s 
customers are repeat buyers.

Augustín doesn’t seem to be tak-
ing the point of view of his custom-
ers, who are looking primarily at 
what the brand can offer. Before he 
tries to lead them toward everyday 
low pricing, he must provide some-
thing to make the brand stand out. 
And the most important differentia-
tor is always the product.   
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The same rigidity  
that hurts Augustín’s  
pricing experiment 
hampers his attempts 
to lead customers.

Yashodhara Shroff  
is a cofounder of and 
the director of strategy 
for the Indian retail 
chain ffolio and the 
e-commerce site  
Styletag.

AUGUSTÍN SHOULDN’T give up  
on experimentation or his intention  
to lead customers into new ways  
of thinking. But he needs to be  
more flexible. And if he’s going to 
lead customers, he will have to 
establish a powerful differentiator 
for his brand.

A lose-lose situation
The long-term solution is to educate 
customers about the reality beneath 
the coupons and discounts so that 
shoppers can see the lose-lose  
situation: Companies don’t get 
enough revenue, and customers 
don’t get enough value.
Nazmus Saadat, student, Institute of 
Business Administration, University  
of Dhaka, Bangladesh

Blind condescension
Augustín is so out of touch with  
his customers that he’s unaware 
that his strategy already appears 
condescending to them, as a  
board member points out.
Alvin Tsui, software developer,  
Qualicom Innovations
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Two companies dedicated to 

Cutting-edge Technology as an Economic Stimulant

COUNTRY STUDY

With the high hope of undergoing a dramatic transformation 
from that of a middle-income to a high-income economy, 
Mauritius is set to make the necessary changes to become 
a regional economic hub and native gateway into
the Indian Ocean.

Mauritius

The Touessrok, one of the 5* hotels of CIEL’s hotels & resorts cluster. / www.cielgroup.com

he country’s Prime Minister, Dr. Navinchandra 
Ramgoolam, has no doubts about Mauritius’ 
potential to become a high-income country that 
is both attractive to investors and benefi cial for its 

citizens. Pointing to the country’s economic and political 
stability, independent institutions, and British-based court 
of appeals system, Mr. Ramgoolam fi rmly believes Mauritius 
has everything an investor looking to expand to Africa could 
want in a springboard country.

T
Dr. NAVINCHANDRA RAMGOOLAM
Prime Minister

Mr. MOHAMED AMEEN & 
MOHAMED ALI H. RAWAT, 
Co-CEOs of HM Rawat

When investors 
arrive in a country, 
they are looking for 
key factors that only 
we can provide.

*Read the full interview
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A Standout Financial Sector

Tel  +(230) 211 9831  |  Fax  +(230) 211 9833 
Email  info@axys-group.com
www.axys-group.com

AXYS Group and its subsidiaries are regulated by the Financial Services Commission of Mauritius and the Bank of Mauritius

With expanding business opportunities, Africa is on its 

way to become one of the world’s most sought after 

investment destinations. The right investment partner 

can successfully lead you to achieve your goals.  

Mauritius is becoming the gateway to Africa, and 

AXYS, with more than two decades’ experience in 

niche financial services, has the expertise, network 

and knowledge to help you achieve your entry into the 

rising continent.

Enter the African continent

Invest in Africa.

WEALTH MANAGEMENT  I  STOCKBROKING  I   
LEASING  I  TRUST & CORPORATE SERVICES

 Mr. James Benoit, 

is 

Mr. Michel 
Guy Rivallend, 

www.afrasiabank.com
Mauritius | South Africa | Zimbabwe | UK

Bringing a world of opportunities to Africa

Afrasia Bank is the perfect 
partner to help you reach 
your investment goals.

JAMES BENOIT, CEO of Afrasia Bank

Mr. Sarat Lallah, 
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Mardemootoo Solicitors: 
The Mauritian-based law fi rm with a heart of gold.

Poised to become the defi nitive law fi rm of choice for those interested in doing busi-
ness in both Africa and Asia, this Mauritian-based law fi rm, Mardemootoo Solicitors, 
is one of the largest solicitors’ fi rms on the island. It is a stand-out leader in both civil 
and commercial litigation as well as advisory and arbitration work. 

The fi rm’s main areas of focus are corporate, fi nance, banking, tax, and commercial, 
and for its outstanding performance in these fi elds, Mardemootoo has been included 
in The Chambers Global Ranking of top law fi rms. It is also an active member of 
the Leading International Lawyers network. In banking, it works with some of the 
world’s leading banks including HSBC, Barclays, ING, Nomura and Credit Suisse to 
name a few. In the corporate sector, its clients include several NYSE companies; it 
has also set up dozens of investment funds with capital ranging from €39 million 
to €2 billion. 

Mardemootoo’s Managing Partner, Sivakumaren Mardemootoo, has contributed 
greatly to developing the fi rm into what it is today. His father, Manon Mardemootoo 
began as a sole practitioner in 1971, and in 1995, the two came together to create 
a multifaceted fi rm with a number of top-notch legal offerings for its clients.

In addition to operating under the highest standards of excellence, Mardemootoo 
is involved in a massive pro bono project entitled Speak Human Rights Initiative, 
which works to provide international litigation services–free of charge–to groups and 
communities that are victims of violations of peremptory norms such as the Chagos 
Islanders and the Masai People. While Sivakumaren has played a heavy role in leading 
to the fi rms’ numerous achievements and great international notoriety, he says that 
he is “ultimately most proud of [his] work with Speak Human Rights Initiative.”

Rogers & Co. Ltd 
Big business on a small island

PHILIPPE 
ESPITALIER-NOËL 
CEO of Rogers & Co

A Commitment to 
Further Education

CIEL beyond horizons

DR. KAVIRAJ
SHARMA SUKON,
General Manager of Open
University of Mauritius

Cap Ouest Luxury Suites
w w w . d r e a m e s c a p e s . m u

In Mauritius, companies boasting more than 100 years 
of continued success are few and far between. One such 
company that fi ts this bill is the always innovative and 
ever-evolving Rogers & Co. Ltd, a Mauritian conglomerate 
with six subsidiaries in the aviation, fi nancial services, 
hospitality, logistics, real estate and agribusiness, and 
technology sectors.

The company’s CEO, Mr. Philippe Espitalier-Noël, 
insightfully points out that much of their success is due to 
their willingness to adapt to the changing world economy. 

w w w . r o g e r s . m u / e n

He goes on to say that, “After surviving two world wars, a signifi cant global fi nancial 
crisis, and the complete change of the world’s economic landscape, Rogers has 
always found a way to take advantage of opportunities in Mauritius and beyond.”

Mauritius is currently in the process of transitioning from a middle income to a high 
income economy, and Rogers is, as it always has been, along for the ride. While Rogers 
is happy to grow alongside its home country, one of its most impressive characteristics 
is the fact that it has always been conscience of the potential limitations a company 
from a small island may face when it comes to growth. To counter some of these 
restrictions, “Our strategy is oriented towards business areas where we can 
offer services to clients beyond our borders,” says Mr. Espitalier-Noël. Due to this 
forward-thinking strategy, the company has managed to gain notoriety and a physical 
presence across 3 continents: Asia, Europe and Africa.In terms of making lasting 
connections with the rest of the African continent, this company is often suggested 
as a great business to work with to meet this end. 

 

Arnaud Dalais,

http://www.rogers.mu/en
http://www.dreamescapes.mu
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The hospital has been awarded the Joint 
Commission International Gold Accredita-
tion, which attests to its outstanding sur-
gical hygiene, air quality and anesthesia 
procedures, doctor and nurse accreditation 
standards, and working conditions. It is one 
of 385 hospitals in the world to receive this 
accreditation. 

Similarly, another one of British American 
Investment’s subsidiaries, Bramer Bank, 
recently received the Global Brand 
Excellence Award for Banking/Financial 
Services as well as the Fastest Growing 
Bank–Mauritius Award. This bank was also 
included in Global Finance’s 2014 list of 
the world’s best emerging market banks.

While it is clear that British American 
Investment strives for excellence in all 
that it does, product diversifi cation is also 
extremely important to the group. This 
explains the wide variety of products and 
services offered. The group owns Iframac–
the largest automobile distributor on 
the island. While this may seem like just 
another example of a seemingly unrelated 
offering by British American Investment, it 
does speak to the overall goal of growth 
and expansion within the island and the 
region as a whole. Providing products and 
opportunities to those living on the island 

that directly correspond to the island’s 
economic capabilities is a strategy British 
American Investment has followed from day 
one. Mr. Rawat states, “We grew with the 
population, we merged with the population, 
and we slowly became more of a middle 
class company who targets the middle 
class. We have continued to evolve into 
what we are now: a company who is now 
attractive to all segments of the market.”

British American Investment is truly an 
inspirational company that is greatly 
admired and accepted by the rest of the 
African continent. Mr. Rawat’s success with 
the company truly knows no limits. While 
continuing to pursue its investment goals 
of the past, British American Investment 
looks to the future to further expand and 
continue proving itself as a formidable 
launching pad to reach the rest of Africa. 
British American Investment’s success in 
the region has been inspiring to witness 
over the past decade.

Today, while the group is managed by 
a young group of qualifi ed and talented 
leaders, Mr. Rawat continues to show 
the way with the same vigor and high 
production standards of years past, there 
is no telling where this company may fi nd 
itself in the near future.

SPECIAL SPONSORED SECTION

We grew with the population, we 
merged with the population, and we 
slowly became more of a middle class 
company who targets the middle class. 
We have continued to evolve into what 
we are now: a company who is now 
attractive to all segments of the market.

When Mr. Dawood A. Rawat, Chairman 
of British American Investment, fi rst took 
control of the company, then a branch 
of BA International, in 1970, the group’s 
continued presence in Mauritius was 
under question. At the time, the country 
had an extremely impoverished economy, 
and many had believed that the group’s 
best option would have been to cut its 
losses and leave the country all together. 
Under the leadership of Mr. Rawat, British 
American Investment saw unprecedented 
growth in Mauritius and the African region. 
Operating as a holding company, the 
group strives to invest in projects that 
promote innovation, diversifi cation and 
adaptability, excellence, and expansion. 
Through maintaining an unwavering focus 
on its goals, British American Investment 
has found great success in regards to its 
actions in Mauritius. 

One of British American Investment’s 
subsidiaries, the Apollo Bramwell Hospital, 
is a clear example of innovation in Mauritius. 
This state-of-the-art facility is the fi rst of 
its kind in the region. It has a clear focus 
on customer service, providing a unique 
hospital layout, which makes patient and 
family stays much more convenient than 
what is often found in traditional hospitals.

The hospital not only serves as a great 
example of the company’s dedication to 
innovation, but it is also a lovely example 
of the group’s commitment to excellence. 

British American 
Investment

                           World INvestment News        worldinvestmentnews       winnenewsininin
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Synthesis 
Leading a  
Whole System
You have to understand yourself, your people, and the entire context 
in which you operate. by Jeff Kehoe

John Boehner’s had a rough go 
of it. His role as U.S. speaker of 
the house is to lead his fellow 

Republicans and collaborate with 
Democrats to craft and pass legisla-
tion. When factions are at odds, he’s 
supposed to pull them together, or 
get enough of them to compromise, 
to reach a deal. But during his years 
on the job, we’ve often seen him 
poised to act, only to pull back, short 
of the needed votes. What happened? 

If you follow DC politics, you 
know that when Boehner became 
speaker, in 2011, a wave of Tea Party 
Republicans had just gained signifi-
cant power in the House. The context 
was not the same as it had been dur-
ing Boehner’s previous 20 years in 
Congress. And as Barbara Kellerman 
argues in her latest book, Hard Times: 
Leadership in America, context is a 
crucial but often overlooked element 
of any “leadership system.” 

Congress is a system. Your 
organization is a system. The global 
economy and geopolitics are systems. 
Sitting in a traffic jam? Broken system. 
Silos don’t communicate? Another 
systemic problem. 

Leaders like Boehner can’t 
navigate or change systems without 
deeply understanding the broad  
(or “distal,” as the academic 
Kellerman calls it) underlying con-
text. However, thanks to the growing 
number, size, complexity, and inter-
action of the systems that surround 
us, that’s rarely easy. On this score, 
Kellerman is right: For people trying 
to exercise leadership, these are 

“hard times” indeed. 
Her book—with its categorically 

titled chapters (History, Ideology, 
Politics, Economics, Innovation, 
Environment, and so on) that 
describe what she believes to be the 
relevant contextual information 
in each category—prompted me to 
turn to two other recent books. Each 
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2014 

The Great 
Reformer:  
Francis and  
the Making of  
a Radical Pope
Austen Ivereigh
Henry Holt, 2014

consultants from McKinsey, KPMG, 
and Ernst & Young flitting in and out 
of the Vatican.)

Francis’s greatest influence, how-
ever, seems to be not structural but 
one of feeling and focus. The pope 
actually has little power to change 
core doctrine—but with a deep, intui-
tive understanding of the transforma-
tional context in which the Church 
finds itself, Francis has shown that 
this limitation is almost beside the 
point. With his engaging personal-
ity, heartfelt communication style, 

genuine compassion for the poor and 
the downtrodden, authentic humility, 
and lack of imperial airs, he has im-
pressed the world and reinvigorated 
a global institution—a system—that 
was in obvious decline. 

Hillary Clinton and Pope Francis 
are special cases. But exceptional 
leaders across the spectrum of hu-
man endeavor—in business, science, 
the arts, wherever you look—can ef-
fect systemic change. These absorb-
ing profiles highlight that no matter 
the venue, an act of leadership is 
one that improves the system. The 
first step is to understand the system 
you inhabit—leaders, followers, and 
context. The second is to develop 
judgment in selecting the right levers 
for change. Finally, you must sum-
mon the courage to pull them. 

on issues such as contraception, the 
ordination of women as priests, and 
homosexuality. Many observers felt 
that these times of change called for 
a more contextually sensitive leader 
than Pope Benedict XVI, a conserva-
tive theologian who seemed unable 
to forge a clear path for the Church in 
the modern world.

And so rose Pope Francis—Jorge 
Mario Bergoglio. By telling his 
personal story more richly than 
heretofore, the book helps to illumi-
nate why and how he’s had such a 

dramatic impact in a relatively short 
time as pontiff. Here is a full portrait 
of a man shaped by many “crucibles” 
of leadership (as Warren Bennis 
and Robert Thomas dubbed such 
shaping experiences): his childhood 
in “Peronist” Argentina after World 
War II; the origins of his deep sympa-
thy for the poor; his early inspiration 
by Jesuit missionaries and eventual 
leadership of the Argentine Jesuits; 
and his deftness in the face of mili-
tary dictatorship.

Even more pertinent to our topic 
is the substantial epilogue focusing 
on “The Great Reform.” Ivereigh tells 
us about Francis’s incisive recogni-
tion of the Church as a system suffer-
ing from multiple barriers between 

“the center and the periphery” and 
his bold move to make the system’s 
power structure flatter, its parts more 
evenly distributed and autonomous. 
(Ivereigh amusingly describes 

one highlights a modern leader who 
uses an original approach to change 
systems in unique contexts.

Hillary Clinton nods to the 
inherent difficulty of leadership at 
the highest echelons with the title 
of her book Hard Choices, a memoir 
of her four years as U.S. secretary of 
state. She has taken some flak for 
the book’s tomelike length and her 
failure to document any dramatic 
breakthroughs during her tenure 
as diplomat-in-chief. But I was im-
pressed by her clear-eyed, compre-
hensive grasp of global politics and 
economics, perhaps the greatest of 
human systems. 

From the “pivot” toward Asia, to 
winding down the war in Afghanistan, 
to the attack in Benghazi, Clinton 
recounts how she responded to a 
dizzying array of events, places and 
people, crises and opportunities. 
Journalists and gossipmongers who 
look for hidden bombshells miss 
Clinton’s measured purpose: to show 
how she applied her own brand of 

“smart power” by bringing “the right 
combination of tools—diplomatic, 
economic, military, political, legal, 
and cultural—[to] each situation.”  
I came away with a sense of Clinton’s 
deliberate progress and extreme com-
petence. If you think about traditional 
20th-century diplomacy, its mindset 
and practices as a system, this book 
compellingly illustrates Clinton’s 
expansion of it. 

In The Great Reformer: Francis 
and the Making of a Radical Pope, 
Austen Ivereigh vividly portrays 
another leader at the center of a com-
plex global system—the centuries-old 
Roman Catholic Church—that is fac-
ing some particularly daunting prob-
lems. Most prominent and painful in 
recent years have been the scandals 
involving sexual abuse of children 
by clergy. But the Church has also 
had to cope with growing pressure 

WHAT I’M READING
THE SUCCESS MATRIX: WINNING IN BUSINESS AND IN LIFE, BY GERRY LANGELER (Logos, 2014) 

“This short, practical book discusses how to select the right combination of people for a high-
performance organization. I wish I’d had access to this advice 40 years ago.”
Bob Lutz, a former vice chairman of General Motors, is the author of Icons and Idiots: Straight Talk on Leadership (Portfolio, 2013).

“I quickly learned that being 
Secretary of State is really three 
jobs in one: the country’s chief 
diplomat, the President’s principal 
advisor on foreign policy, and the 
CEO of a sprawling Department.”
Hillary Rodham Clinton, Hard Choices
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Most executives will admit that 
their companies don’t innovate 
in a reliable, orderly way. Too 
many breakthroughs happen only 
because of serendipity or individual 
heroism. Great ideas remain locked 
inside employees’ heads, and the 
concepts that are developed often 
aren’t the most promising. But 
there is a way to make innovation 
more systematic—without massive 
investments, restructuring, or even 
a single hire. In this article three 
consultants explain how a company 
can build a “minimum viable” 
innovation function, in just three 
months, by doing the following:

Day 1–30: Define your innovation 
buckets, looking at how much 
growth innovations in your core can 
produce and how much will need to 
come from new-growth initiatives.

Day 20–50: Zero in on a few 
strategic opportunities, after talking 
to customers to identify growing 
needs that match your capabilities.

Day 20–70: Dedicate a 
small team to begin developing 
innovations.

Day 45–90: Set up a committee 
to shepherd projects, borrowing 
venture capitalists’ best practices.

Drawing on the experiences of 
a financial services firm, a water 
utility, a hospital, and a 100-year-
old nonprofit, the authors describe 
how to use this approach to build 
systems that ensure that good 
ideas are encouraged, identified, 
shared, prioritized, resourced, and 
developed. 

HBR Reprint R1412C

The data you already have can’t 
tell you how customers will react 
to innovations. To discover if a 
truly novel concept will succeed, 
you must subject it to a rigorous 
experiment. In most companies, 
tests do not adhere to scientific and 
statistical principles. As a result, 
managers often end up interpreting 
statistical noise as causation—and 
making bad decisions.

To conduct experiments that 
are worth the expense and effort, 
companies need to ask themselves 
several questions: 

Does the experiment have a 
clear purpose? Managers must 
figure out exactly what they want 
to learn in order to determine if 
testing is the best approach. 

Have stakeholders made a 
commitment to abide by the 
results? Are they willing to walk 
away from a project if the findings 
suggest they should? 

Is the experiment doable? 
The complexity of the variables in 
a business experiment and their 
interactions can make it difficult 
to determine cause-and-effect 
relationships. Choosing the right 
sample size is important. 

How can we ensure reliable 
results? Randomized field trials, 

“blind” tests, and big data can help.
Have we gotten the most value 

out of the experiment? Conducting 
the experiment is just the beginning. 
Use the data to assess which 
components of a new initiative 
might have the highest ROI or the 
markets where it is most likely to be 
successful.

HBR Reprint R1412D

Like any corporate operation, 
innovation requires effective 
leadership. But it’s a different kind 
than the core business calls for, 
involving skills and tactics many 
executives have yet to master. 

The authors’ study of companies 
that consistently launch novel 
offerings and enter new markets 
reveals the process that successful 
innovation leaders follow—one 
that draws on risk-reduction ideas 
developed over the past 50 years.

This process, which the authors 
call the innovator’s method, is at 
heart a journey of discovery, and 
so the role of the person leading it 
is to set other people down a path 
and demonstrate a willingness 
to push boundaries and embrace 
uncertainty. 

Indeed, the innovation leader is 
not the chief decision maker but 
the chief experimenter, helping 
to identify critical assumptions 
on which new offerings are based, 
fashion experiments to test those 
assumptions with customers, and 
interpret the results. 

Preparing the organization to 
accept novel ideas is a crucial part 
of the job. Innovation leaders can 
do that by emphasizing that the 
process is aimed at minimizing the 
risks of innovation in the same way 
that other organizational processes 
minimize core operational risks. 

Finally, the innovation leader 
must give team members not just 
time (uninterrupted blocks are 
best) but also the resources and 
tools to explore the unknown.

HBR Reprint R1412E

INNOVATION

Build an Innovation 
Engine in 90 Days
Scott D. Anthony, David S. Duncan, 
and Pontus M.A. Siren | page 60
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The Discipline of Business 
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Stefan Thomke and Jim Manzi  
page 70
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Leading Your Team into 
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Nathan Furr and Jeffrey H. Dyer 
page 80

SPOTLIGHT INNOVATION ON THE FLY

Most companies don’t have  
multimillion-dollar innovation 
budgets—but they can still  
build smart, evidence-driven, 
affordable innovation systems. 
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The new science  
of group  
decision making
by Cass R. Sunstein 
and Reid Hastie

MAKING DUMB GROUPS SMARTER

Understanding
“New Power”

The crowd is challenging 
traditional leadership. 
Here’s how to harness

its energy.
BY JEREMY HEIMANS
AND HENRY TIMMS

THE BIG IDEA

e all sense that power is 
shifting in the world. We see 
increasing political protest, 
a crisis in representation 
and governance, and upstart 
businesses upending 
traditional industries. But the 
nature of this shift tends to be 
either wildly romanticized or 
dangerously underestimated.

Features

Power clearly isn’t what it used to be. We see 
Goliaths being toppled by Davids all around 
us, from the networked drivers of Uber to the 
crowdfunded creatives of Kickstarter. But it’s 
difficult to understand what power actually 
is in this changed world, and how to gain 
more of it. 

Two fresh voices to HBR—Jeremy Heimans, 
cofounder of Purpose and Avaaz, and Henry 
Timms, director of the 92nd Street Y in New 
York—offer a framework for organizations 
seeking to effectively use the two distinct 
forces of “old power” and “new power.” 
Old power, the authors argue, works like a 
currency. It is held by few and is zero-sum. 
Once gained, it is jealously guarded, and 
the powerful have a substantial store of 
it to spend. It is closed, inaccessible, and 
leader-driven. 

New power operates differently, like 
a current. It is made by many. It is open, 
participatory, and peer-driven. Like water or 
electricity, it’s most forceful when it surges. 
The goal with new power is not to hoard it but 
to channel it.

New power actors differ from old power 
players along two dimensions: the models 
they use to accumulate and exercise 
power and the values they embrace. Some 
enterprises, like Facebook, have new power 
models but don’t seem to embrace the 
values; others, like Patagonia, have new 
power values but wield their influence using 
traditional old power models.

This big-picture piece examines the 
underlying dynamics at work and looks at 
how power is really shifting: who has it, how 
it is distributed, and where it is heading. 

HBR Reprint R1412B

All too often, groups fail to achieve the 
storied wisdom of crowds. In recent 
years, behavioral research has begun to 
identify precisely where they go wrong. 
But so far this academic work has yet 
to have a noticeable effect on actual 
practice. 

The two main reasons for error are 
informational signals (some group 
members receive incorrect signals 
from other members) and reputational 
pressures (people silence themselves 
or change their views to avoid serious 
penalties). These two factors lead 
to four separate but interrelated 
problems: (1) Groups don’t merely 
fail to correct their members’ errors; 
they amplify them. (2) They fall victim 
to cascade effects, following the 
statements and actions of those who 
went first. (3) They become polarized, 
taking even more-extreme positions 
than originally. (4) They focus on “what 
everybody knows,” ignoring critical 
information that only one or two 
members have.

The authors offer some simple 
suggestions for improvement: Silence 
the leader, “prime” critical thinking, 
reward group success, assign roles, 
appoint a devil’s advocate, establish 
contrarian teams, and use the Delphi 
method.

HBR Reprint R1412F
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If most members of 
a group make errors, 
others may make 
them simply to avoid 
seeming disagreeable 
or foolish. 
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Wanting change is easy. Making 
it happen is hard. In this issue 
of Harvard Business Review 
OnPoint, discover strategies and 
behaviors that make for successful 
transformation efforts, and learn 
the mistakes to avoid. 

ARTICLES INCLUDE: 

Leading Change: Why Transformation 
Efforts Fail (HBR Classic) 
by John P. Kotter 
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Disrupt Yourself 
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AND MORE…
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Rethink 
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“Know” 
About 

High-Achieving 
Women 

A SURVEY OF HARVARD BUSINESS SCHOOL 
GRADUATES SHEDS NEW LIGHT ON WHAT 
HAPPENS TO WOMEN—AND MEN—AFTER 
BUSINESS SCHOOL. BY ROBIN J. ELY,  
PAMELA STONE, AND COLLEEN AMMERMAN

IT, finance, HR,  
and marketing can  
lose their way.  
Here’s how to keep 
them focused. 
by Sven Kunisch,  
Günter Müller-Stewens, 
and Andrew Campbell 
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On the occasion of the 50th 
anniversary of the admission 
of women to Harvard Business 
School’s MBA program, the authors, 
who have spent more than 20 years 
studying professional women, set 
out to learn what HBS graduates 
had to say about work and 
family and how their experiences, 
attitudes, and decisions might shed 
light on prevailing controversies. 
What their comprehensive 
survey revealed suggests that 
the conventional wisdom about 
women’s careers doesn’t always 
square with reality. 

The survey showed, for instance, 
that:

• The highly educated, ambitious 
women and men of HBS don’t differ 
much in terms of what they value 
and hope for in their lives and 
careers.

• It simply isn’t true that a large 
proportion of HBS alumnae have 

“opted out” to care for children.
• Going part-time or taking a 

career break to care for children 
doesn’t explain the gender gap in 
senior management.

• The vast majority of women 
anticipated that their careers 
would rank equally with those of 
their partners. Many of them were 
disappointed.

It is now time, the authors write, 
for companies to consider how they 
can institutionalize a level playing 
field for all employees, including 
caregivers of both genders. The 
misguided assumption that high-
potential women are “riskier” hires 
than their male peers because they 
are apt to discard their careers after 
parenthood has become yet another 
bias for women to contend with.
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A survey of 761 of the largest 
corporations in North America and 
Europe showed that the number of 
corporate functions had increased 
by about a third from 2007 to 
2010. Leaders at three out of four 
companies believed that their 
functions’ influence had grown. At 
the same time, complaints about 
the performance of those functions 
were increasing. The authors 
combined their survey data with 
insights from structured interviews 
at large European multibusiness 
organizations to understand why 
corporate functions so often 
underperform and what might be 
done about it. They learned that 
the performance of these functions 
may well be related to how they 
respond to the varying management 
challenges they face at different 
life-cycle stages.

In youth, for example, the 
function may not be seen as 
valuable by all the businesses. 
Its mandate may be unclear, its 
staffing problematic, and its efforts 
to get up and running overhasty. In 
adolescence, the function may have 
a tendency to expand its activities 
without due regard for how that 
affects its relationships with the 
business divisions. In maturity, 
when it is well established and its 
mandate is fairly stable, it may 
spend too much time benchmarking 
and searching for best practices, 
diverting attention from the needs 
of its internal clients. In the fourth 
stage, which calls for change, the 
function’s managers may fall into 
the trap of looking for opportunities 
to redeploy their skills rather than 
acquiring new ones.

The authors discuss these and 
other challenges and offer remedies.
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DIVERSITY

Rethink What You 
“Know” About High-
Achieving Women 
Robin J. Ely, Pamela Stone, and 
Colleen Ammerman | page 100

MANAGING ORGANIZATIONS

Why Corporate 
Functions Stumble 
Sven Kunisch, Günter Müller-
Stewens, and Andrew Campbell 
page 110
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Managing Yourself

With more and more companies 
doing business in far-flung 
places and more and more 
employees telecommuting, 
virtual teams—those made up 
of people in different physical 
locations—are on the rise. 
Geographic separation can make 
it challenging for dispersed 
teammates to communicate 
and collaborate. But evidence 
suggests that if virtual work 
groups are well managed, they 
can outperform teams with 
common office space. 

Consultants at Ferrazzi 
Greenlight believe that four 
elements are crucial for success: 

• The right team. Start by 
assembling qualified people who 
can work independently and 

flexibly. Keep the group size small, 
and divide the labor appropriately.

• The right leadership. Effective 
managers foster trust, encourage 
open dialogue, and set clear goals 
and guidelines. 

• The right touchpoints. 
Virtual teammates should meet 
face-to-face occasionally. This is 
especially useful when a project 
kicks off, when someone new 
comes on board, and when key 
milestones or problems occur.

• The right technology. To 
maximize productivity, install 
easy-to-use systems for 
conference calling, making direct 
calls, sending text messages, and 
participating in online discussion 
forums and virtual team rooms. 
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Getting Virtual Teams Right 
Keith Ferrazzi | page 120

When Delta emerged 
from bankruptcy, in 
2007, its leaders knew 
that a full recovery 
would depend on 
innovative thinking. They 
began by instituting 
an employee profit-
sharing program and a 
unique stock ownership 

plan that gives 15% of the company’s equity 
to pilots, flight attendants, ground crew 
members, and support staff. Delta also 
deepened its foreign partnerships by buying 
a minority stake in three overseas carriers: 
Aeroméxico, Brazil’s GOL, and Virgin Atlantic—
while strengthening its existing alliance with 
Air France–KLM. It moved toward vertical 
integration by acquiring the Trainer oil refinery, 
outside Philadelphia—a decision that shocked 
both aviation and oil industry observers, but 
succeeded in driving down the company’s 
fuel costs while making its executives 
smarter about hedging, buying, refining, 
and transporting fuel. And it took back its 
reservations system, becoming the only U.S. 
airline to own and control the data around 
it. Thanks to these and other unconventional 
moves, Delta is now one of the healthiest, 
most profitable airlines in the world.
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LEADERSHIP

Delta’s CEO on Using 
Innovative Thinking to 
Revive a Bankrupt Airline
Richard H. Anderson | page 43

How We Did It

HOW WE DID IT… 
DELTA’S CEO ON USING 
INNOVATIVE THINKING TO 
REVIVE A BANKRUPT AIRLINE
by Richard H. Anderson 

The Idea
Unconventional moves— 
from employee profit-
sharing to the purchase 
of an oil refinery—have 
made the U.S. carrier  
an industry leader again. 
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Life’s Work
thing. You’ve got to understand 
an issue very well and make 
people understand it and be-
lieve in it the way you do. 

You’re less slick than many  
politicians. Is that deliberate?  
I think the best way to get 
things done is to not worry 
about how you’re going to come 
over. As my grandmother used 
to say, “It’s not how you’re  
doing, darling. It’s what  
you’re doing.” 

What should we know about 
Churchill’s leadership? He  
was a phenomenal workhorse. 
He wrote more words than 
Dickens and Shakespeare  
combined—dozens of memos  
a day, in beautiful English. He’d 
work until three or four in the 
morning, fueled by brandy and 
cigars. And he was a policy 
wonk. He came into Parliament 
when Queen Victoria was on 
the throne and left 64 years 
later, having basically founded 
the welfare state, created the 
Royal Air Force, held virtually 
every office of state, served as 
prime minister twice, and been 
instrumental in winning two 
world wars. He was a tornado  
of energy and intellectual  
accomplishment. But the mes-
sage of the book has to do with  
indomitability: Never give in.  
If he hadn’t been there in 1940, 
there would have been an ac-
commodation for Hitler. 

Do you want to be prime 
minister? I want to serve out 
my term as mayor and see a 
Conservative majority in the 
next election. There won’t be 
a vacancy for the foreseeable 
future, and the next prime 
minister is probably some man 
or woman we haven’t even 
thought of. 
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HBR: Overseeing the city, 
campaigning, writing books, 
spending time with your family—
how do you balance it all? 
Johnson: I balance very effec-
tively on a bicycle, which con-
veys me with incredible speed 
and comfort from one appoint-
ment to the next. The trick is to 
always make sure you exercise 
in the morning, so the day can 
only get better from there. I also 
have a wonderful team, and  
my strategy is to get as much as  
I can out of everybody. 

As mayor, how do you wield  
influence? I control mass 
transit, and that’s been the most 
important tool in my locker.  
I set the Tube and bus fares and 
decide priorities for transport 
investment, and many of the 
key decisions about how the 
city is going to grow flow from 
that function. 

You have a “2020” strategic 
plan for London. How did you 
develop it? You bring together 
all the players—businesses, the 
boroughs, the financial sector—
and get them to talk and focus 
and share a vision. The forces 
of inertia are so huge, we need 
a clear agenda. As soon as one 
thing is done, we’re starting the 
next. Crossrail, the new high-
speed crosstown line, happened 
because the movers and shakers 
of London said, “We need this.” 
And then, even though the 
Treasury wanted to kill it, we 
were able to petition with con-
siderable political weight—like 
the medieval guilds to the king. 

Has your experience as a 
journalist helped you in poli-
tics? Unquestionably, because 
the whole point of journalism is 
to take something complicated 
and find the simple stuff in it. 
Leadership is often a didactic 

Boris Johnson was a magazine editor 
at age 35, a shadow cabinet minister for 
the UK’s Conservative Party at 39, and 
the mayor of London at 43. Known for 
his unruly hair and off-the-cuff charisma, 
along with an ambition that might include 
the prime minister’s office, he will run for 
Parliament again next year, even as he 
sees out his eighth and final year at city 
hall. His new book is on Winston Churchill.  
Interviewed by Alison Beard
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Hear the complete 
interview online at  
hbr.org/johnson. 
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