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Time to Kill Forced 
Rankings?
HR IS ALWAYS A POPULAR TARGET, as it handles many of the least-loved aspects of corporate life. 
Everyone seems to think that he or she knows a better way.

Add Deloitte to the list. The professional services giant is getting rid of 360s, annual 
reviews, and the dread forced rankings and is reinventing performance management. In 
this month’s Big Idea (page 40), best-selling author and consultant Marcus Buckingham 
and Deloitte executive Ashley Goodall describe how and why the company is making the 
shift. Managers now check in with their employees weekly and focus far more on potential 
than on past results. The goal is to “fuel” performance rather than rate it. The new approach 
is still a work in progress, but Deloitte believes it’s on its way to fixing a system that wasn’t 
doing the job.

Also this month, we’re pleased to announce the 2014 HBR McKinsey Awards (page 38), 
given to the best articles of the year as determined by a panel of business and academic 
leaders with input from a readers’ advisory group. 

The winning article is “Profits Without Prosperity” (September), by William Lazonick,  
a professor of economics at the University of Massachusetts Lowell and a codirector of  
its Center for Industrial Competitiveness. The author describes the damaging effects  
of stock buybacks, arguing that they undermine income equality, job stability, and growth, 
and mostly serve the interests of executives, whose compensation is often heavily based  
on stock.

Our finalists represent the range of topics we cover. Stefan Thomke and Jim Manzi are 
honored for “The Discipline of Business Experimentation” (December), Tarun Khanna  
for “Contextual Intelligence” (September), and Ethan Bernstein for “The Transparency  
Trap” (October).

Adi Ignatius, Editor in Chief
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Claudio Fernández-Aráoz, coauthor of 
“Leadership Lessons from Great Family 
Businesses” (page 82), has helped countless 
family enterprises in their search for 
executive talent. A renowned thinker on the 
subject of people strategy, Fernández-Aráoz 
personally applies the theories of talent 
portability at his Patagonian ranch. He buys 
the strongest cattle from struggling farms 
(those that thrive in spite of weak conditions) 
rather than stock from well-run enterprises 
(those that perhaps just benefit from their 
environment). 

French photographer  
Bruno Quinquet spent three 
years capturing images of  
Japanese businessmen 
going about their daily lives 
amid the changing seasons. 
Salaryman Project, featured 
in this month’s Spotlight, 
explores “masculinity and 
normality in the world 
of Tokyo office workers,” 
Quinquet says. “Mystery 
and poetry seem to blossom 
around the supposedly 
boring corporate world.”

As a music major at the 
University of Miami, Suzanne 
de Janasz worked in the 
dean’s office, where she got 
to know a professor from the 
business school. Years later, 
she saw how deeply their 
informal conversations had 
shaped her thinking—and 
her career. In “CEOs Need 
Mentors Too,” on page 100, 
she and Maury Peiperl 
discuss the tricky business 
of getting executives the 
counsel they need. 

Contributors

V. Kumar’s interest in 
customer lifetime value 
led him to the central 
question of “Who’s Your 
Most Valuable Salesperson?” 
(page 62). “It occurred to 
me,” he says, “that if you 
can forecast a customer’s 
future value, you should 
also be able to predict 
that of a salesperson.” The 
insight is already helping 
managers motivate their 
salesforces and decide who 
stays—and who goes.

When Marcus Buckingham 
first sat down with Ashley 
Goodall to radically rethink 
performance management 
at Deloitte, he recognized 
the scale of the challenge. 
They’d be changing the 
game for more than 65,000 
professionals at the firm. 

“You know,” he warned, 
“this is going to be a very 
hard thing to do.” He rates 
Goodall’s response as one 
of the best he’s ever heard 
from a manager: “I do know. 
But it’s the right hard thing 
to do.” page 40

HBR.ORG
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Don’t Let Authenticity 
Hold You Back
HBR article by Herminia Ibarra, January–February

Authenticity has become the gold standard 
for leadership. But a view of it as a static, 
unwavering identity can limit you, says 
Ibarra. It may become an excuse for sticking 
with what’s comfortable and not taking on 
bigger challenges. Leaders must develop an 
“adaptively authentic” style by experimenting 
with many approaches and behaviors. 
In the discussion of values-based choices, the author cites “tight control 
over operational details” as an example of a value. I see it as a behavior or a 
strategy, not a value. The way I reconcile being both adaptable and authentic 
is to adhere to values such as being trustworthy, seeing the diverse strengths 
in people, seeking continual personal improvement, keeping commitments, 
and so on. These are timeless and apply to all situations. 
Douglas Arthur Lundrigan, director of talent development,  
Lighthouse Business Solutions

What’s important is the balance between taking care of yourself and taking 
care of others. When the first concern overrides the second regularly, you’ll 
have a problem being effective in an organization. If you make your purpose 
clear and do your best to lead in a way that’s true to your values—while 
leaving space to accommodate cultural differences, situational context, and 
what you don’t know—then you probably won’t need authenticity training.
Amrish Shah, finance director, Staples Advantage Europe

The author suggests that being authentic inhibits learning and growth. She 
seems to have a very odd definition of “authentic.” I find that Stephen 
Covey’s suggested path—of moving from being dependent to independent 

to interdependent—provides the 
foundation for authenticity. I was 
struck by Ibarra’s applauding of the 
chameleon approach to leadership. 
But then she admits, “Chameleons 
can run into problems when people 
perceive them as disingenuous  
or lacking a moral center.” It’s a 
balance. If one sacrifices principles 
or morals, both the team and the 
leaders will suffer. 
Bill Fotsch, founder,  
Open-Book Coaching

The author responds: Authenticity 
means different things to different 
people: expressing how you really 
feel, being true to your values, be-
ing transparent, and so on. But we 
sometimes take it to mean “being 
as we’ve always been.” Any new and 
unfamiliar role calls for new and 
unfamiliar behavior, but anything 
outside our comfort zone feels 
inauthentic and contrived at first. 
We all learn by emulating our role 
models. It’s the only way to test new 
possibilities and eventually tailor 
them to arrive at a more authentic 
and impactful self. 

To some extent, authenticity is a 
Western value. In cultures where 
saving face is dominant, authentic-
ity means abandoning who you are. 
Allon Shevat, principal consultant, 
GR 2010 

Every leader I’ve coached has said 
the same thing: “If they only knew 
who I really was, they would not 
follow me!” The imposter syndrome 
lives in all of us. Transparency is 
childish, and full disclosure is for 
private talks with a coach or thera-
pist. The most powerful leaders are 
in touch with their internal warts 
and have learned what all great 
orchestra conductors know: Timing 
is everything.
Sylvia Lafair, president,  
Creative Energy Options
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TRENDING 
ON HBR.ORG 
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A Second Chance  
to Make the  
Right Impression
HBR article by Heidi Grant Halvorson, 
January–February
According to Halvorson, 
someone meeting you for the 
first time—or reassessing 
you later—views you through 
various lenses: the trust lens, 
to decide if you’re friend or 
foe; the power lens, to assess 
your usefulness; and the  
ego lens, to confirm a sense  
of superiority. You can  
use those lenses to change 
impressions of you.

While the article makes valid points,  
I wish the author had used a scenario 
more relevant than misreading a 
suggestion to try a plate of food. No 
one in that situation should feel that he 
ruined a first impression; rather, it’s ill 
luck to meet an individual who would 
take offense to an honest gesture. In the 
end this is not the kind of person one 
would want for a boss anyway. 
Jeffrey Gruenglas, senior vice president,  
The Access Group

People in general suffer from “judge  
a book by its cover” syndrome. It  
occurs in most meetings and interviews 
because hiring managers and business 
partners aren’t trained or disciplined 
enough to engage with people. You need 
to overcome a neutral or negative first 
impression with a slightly stronger show 
of confidence and take the lead (without 
being pushy) to emotionally connect with 
the other person.
Royce J. Hauw, partner, CTPartners

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.
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The Trouble  
with Boards
HBR article by Dominic Barton and 
Mark Wiseman, January–February
A recent McKinsey survey 
found that most directors 
don’t fully comprehend 
their companies’ strategies. 
Boards are failing to 
provide strong oversight 
and strategic support 
for efforts to create 
long-term value. In this 
article McKinsey’s global 
managing director and  
the CEO of the Canada 
Pension Plan Investment  
Board propose measures  
to address the problem.
The article is insightful but perhaps 
slightly overstated. Boards certainly 
are not failing to do their fiduciary 
duty. The model for board service 
is imperfect if compared with the 
days when directors had long-
established relationships and deep 
expertise in a company’s business. 
Those days are over. Unless we 
adopt a professional class of board 
member, we are not likely to see 
major improvements. One move 
would simply be to arrange for 
more insiders who have expertise 
(but lack independence) to partici-
pate in board meetings. Spending 
so much time on compliance duties 

is a notorious waste and turns 
directors into cognitive misers.
Jeff Cunningham, professor,  
Arizona State University

McKinsey did a similar study in 
India and found that effective 
boards balanced governance with 
support to both the executive team 
and one level below. Broader inter-
actions gave them a finer apprecia-
tion of the business reality on the 
ground. A vast majority of boards 
are merely playing a passive role 
with minimal fiduciary engagement. 
Satyam Computer had iconic  
board members that were unable 
to detect the largest corporate 
fraud in India.
Siddhartha Bhattacharjee, independent 
business consultant and coach 

As long as investors focus on short-
term appreciation, I don’t think 
boards will see a need to change.
Scott Corbitt, director,  
Delane Consulting

Several months ago the topic of 
board membership was popular on 
LinkedIn. Much of the discussion 
revolved around the composition of 
boards. In many cases the directors 
all came from the same closed circle 
of people. When directors retired, 
their children were brought onto 
the boards, not for their skills and 
knowledge but for their contacts. 
It sounded almost like a cabal. In 
addition, the networks that board 

members circulate in are often 
marked by political ties to govern-
ment officials and representatives. 
We can see why boards have a 
short-term mindset and a lack of 
dynamism. With the same people 
on board after board, groupthink is 
embedded and no new ideas emerge. 
The influence of politicians, who 
focus on the short term because of 
their tenures, adds to the problem. 
Selecting directors outside these 
circles may introduce new thinking 
that could move things forward.
Lieutenant-Colonel Paul Brunberg, 
deputy chief of staff,  
Canadian Forces College

Why Your Customers’ 
Social Identities Matter
HBR article by Guy Champniss, 
Hugh N. Wilson, and Emma K. 
Macdonald, January–February
In this article, three authors 
examine how people’s social 
identities—their perceptions 
of themselves as members 
of a social group—affect 
customer behavior. 
The article is consistent with the 
job-to-be-done theory, in which 
each job has three layers—func-
tional, emotional, and social—that 
change with context. This research 
got at the social layer, and I’d argue 
that its conclusions about how 
identities shift apply to the func-
tional and emotional layers as well. 
Take the image quality of a camera. 
If the context changes to your 
daughter’s wedding, you’d likely 
want better-quality photos, so  
you might hire a professional pho-
tographer with a high-end camera. 
This is why contextual segmenta-
tion ( job to be done plus context) 
is so important. 
Victor Santos Martins Gomes,  
R&D manager, Enel Brasil

When work gets too stressful—when there are too 
many deadlines, too many requests, and too many 
late nights—our readers tend to power through:

52% 
simply tell 
themselves, “this 
too shall pass”

27% 
try to give  
some of their 
work to a 
colleague

21% 
request a 
vacation or a 
leave of absence 
to recharge

SOURCE “HOW RESILIENT ARE YOU?” BY MANFRED F.R. KETS DE VRIES
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12% organic   
 growth? 

During multiple 
 acquisitions?

While
transforming 
the sales 
force?

We’ve done that. 
Global software giant SunGard has grown through more than 160 
acquisitions in 30 years. But organic growth presented challenges, and 
some acquisitions stood separate from the parent company. We transformed
SunGard’s go-to-market strategy into one cohesive, efficient and effective 
approach, including account potential analysis, a key account program, 
and a sales compensation plan to drive collaborative selling. The results? 
The company achieved 12% organic growth while realizing the value 
of its recent acquisitions.

That’s impact where it matters.
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LEADERSHIP 
MEASURING 
THE RETURN ON 
CHARACTER
CEOs who are rated high on four moral principles  
deliver better financial results than those who aren’t. 

W hen we hear about unethical 
executives whose careers and 
companies have gone down in 

flames, it’s sadly unsurprising. Hubris and 
greed have a way of catching up with people, 
who then lose the power and wealth they’ve 
so fervently pursued. But is the opposite also 
true? Do highly principled leaders and their 
organizations perform especially well?

They do, according to a new study by 
KRW International, a Minneapolis-based 
leadership consultancy. The researchers 
found that CEOs whose employees gave 
them high marks for character had an aver-
age return on assets of 9.35% over a two-year 
period. That’s nearly five times as much as 
what those with low character ratings had; 
their ROA averaged only 1.93%. 

Character is a subjective trait that might 
seem to defy quantification. To measure it, 
KRW cofounder Fred Kiel and his colleagues 
began by sifting through the anthropologist 
Donald Brown’s classic inventory of about 
500 behaviors and characteristics that are 
recognized and displayed in all human so-
cieties. Drawing on that list, they identified 
four moral principles—integrity, respon-
sibility, forgiveness, and compassion—as 
universal. Then they sent anonymous sur-
veys to employees at 84 U.S. companies and 
nonprofits, asking, among other things, how 
consistently their CEOs and management 
teams embodied the four principles. They 
also interviewed many of the executives and 
analyzed the organizations’ financial results. 
When financial data was unavailable, leaders’ 
results were excluded.

At one end of the spectrum are the 10 ex-
ecutives Kiel calls “virtuoso CEOs”—those 
whose employees gave them and their man-
agement teams high ratings on all four prin-
ciples. People reported that these leaders 
frequently engaged in behaviors that reveal 
strong character—for instance, standing up 
for what’s right, expressing concern for the 
common good, letting go of mistakes (their 
own and others’), and showing empathy. 
Examples include Dale Larson, who took over 
his family’s storm door business decades ago 
after his father died of cancer, growing it 
from about 30 employees to more than 1,500 
and gaining a market share of 55%; Sally 
Jewell, a former CEO of REI, America’s larg-
est outdoor retailer; and Charles Sorenson, 
a surgeon who moved into management at 
Intermountain Healthcare when the com-
pany began to grow and eventually took on 
the top job.

At the other end of the spectrum, the 
10 lowest scorers—Kiel calls them “self-
focused CEOs”—were often described as 
warping the truth for personal gain and car-
ing mostly about themselves and their own 
financial security, no matter the cost to oth-
ers. This group includes the CEO of a public 
high-tech manufacturing firm, the CEO of a 
global NGO, and an entrepreneur who heads 
a professional services firm. (All study par-
ticipants were guaranteed anonymity from 
the beginning. Only a third later gave per-
mission to use their names.) Employees said 
that the self-focused CEOs told the truth 

“slightly more than half the time,” couldn’t 
be trusted to keep promises, often passed off 
blame to others, frequently punished well- 
intentioned people for making mistakes, and 
were especially bad at caring for people. 

Early in the project the researchers ex-
pected to find a relatively small relationship 
between strength of character and business 
performance. “I was unprepared to discover 
how robust the connection really is,” Kiel 
says. In addition to outperforming the self-
focused CEOs on financial metrics, the vir-
tuosos received higher employee ratings for 
vision and strategy, focus, accountability, 
and executive team character. 

HOW LEADERS SCORED
Employees rated their CEOs on four key 
traits using a 100-point scale, where 
50 meant that the leader displayed the 
trait “about half the time” and 100 meant 

“always.” The gap between the top scorers 
(dubbed “virtuoso CEOs”) and the lowest 
ones (“self-focused CEOs”) persisted 
across the board.

INTEGRITY
87

70

RESPONSIBILITY
91

70

FORGIVENESS
82

70

COMPASSION
87

65

SOURCE KRW

SHOWED TRAIT 
HALF THE TIME

Independent-bookshop patrons are 34% likelier 
to buy when told that the main competitors are 
multibillion-dollar corporations, not other locally 
owned stores. 

“POSITIONING BRANDS AGAINST  
LARGE COMPETITORS TO INCREASE SALES,”  
BY NEERU PAHARIA, JILL AVERY, AND ANAT KEINAN
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Do leaders who need to work on their 
character know it? In most cases, no—they’re 
pretty deluded. When asked to rate them-
selves on the four moral principles, the self-
focused CEOs gave themselves much higher 
marks than their employees did. (The CEOs 
who got high ratings from employees actu-
ally gave themselves slightly lower scores—a 
sign of their humility and further evidence 
of strong character.) Fortunately, 
Kiel points out, leaders can 
increase their self-awareness 
through objective feedback from 
the people they live and work 
with. But they have to be receptive 
to that feedback, and those with 
the biggest character deficiencies 
tend to be in denial.

How can such leaders get past their de-
nial and overcome their character deficits? 
Seeking guidance from trusted mentors and 
advisers helps a great deal, Kiel says. He dis-
covered that firsthand early in his own ca-
reer. After earning a PhD in psychology, he 
built two large clinical practices and briefly 
served as the CEO of a publicly held com-
pany. Back then, he says, he was more like 
the self-focused CEOs than the virtuosos: 

“While I never engaged in any illegal behav-
ior, I’m sure many of my colleagues in those 
days felt that I was more than willing to 
throw them under the bus if it meant success 
for me.” As Kiel reached middle age, though, 
he began to feel a sense of moral and spiri-
tual emptiness—and he knew he needed to 
change. It was a long, difficult process. After 
all, he was trying to undo deeply ingrained 
habits. But with practice and counsel he suc-
ceeded, and he was inspired to help other 
business leaders do the same.

If Kiel’s experience (and his clients’) is 
any indication, character isn’t just something 
you’re born with. You can cultivate it and 
continue to hone it as you lead, act, and de-
cide. The people who work for you will ben-
efit from the tone you set. And now there’s 
evidence that your company will too. 

“I’M SUSPICIOUS IF A  
REPORT CARD IS TOO GOOD”
Charles Sorenson, the president and CEO of Intermountain Healthcare, was one of the highest-
scoring leaders in KRW’s study on character. He spoke with HBR about what he learned from the 
results. Edited excerpts follow.
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Learn more about KRW’s findings  
in Return on Character, by Fred Kiel  

(Harvard Business Review Press, 2015).

What struck you most about the responses? We had 
some room for improvement—but that’s OK. I’m suspicious 
if a report card is too good. One person wrote that it 
doesn’t always feel safe to disagree with management. 
We’ve made progress there, so I was a little disappointed. 
There was also a comment about conservative attitudes 
toward women. That’s an oucher for me. We have a lot of 
terrific women in senior positions.

How have you incorporated the feedback?  
We’ve made some changes in leadership—put 
in people who model these values. In medicine 
and surgery, most of us just remember the last 
five episodes of patient care and extrapolate 
incorrectly from them. So it’s wonderful to have  
an objective measure of culture and behavior.

Do you think KRW measured the right principles—integrity, 
responsibility, forgiveness, and compassion? There are 
two I might add. One is the pursuit of excellence. That’s partly 
included in the definition of responsibility—the desire to leave 
the world a better place. It’s especially important in health 
care. The other is the courage to do the right thing even when 
it’s difficult or painful. To make changes in a field as deeply 
entrenched as health care, you need to stick your neck out.
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NETWORKING 
CONNECTED CITIES 
ARE ECONOMICALLY 
HEALTHY CITIES 
Social-media links may exert an  

“accelerator effect” on job growth.

Could increasing your online connec-
tions to friends and business con-
tacts benefit your entire city? 

Maybe. Higher LinkedIn connected-
ness in a metropolitan area—the number of 
people each user is connected to, on aver-
age—is associated with faster job growth 
there. From 2010 to 2014, in the wake of the 
Great Recession, the U.S. metro areas with 
the highest average number of connections 
per user had more than twice the job growth 
of the least-connected areas, according to a 
study sponsored by LinkedIn.

Of course, LinkedIn isn’t the only way for 
people to connect online, but the study’s au-
thor, Michael Mandel, says it’s reasonable to 

assume that where there are more LinkedIn 
connections, there are more social-media 
connections of all types. 

Mandel, the president of South Mountain 
Economics, took the average number of con-
nections per member in each of 275 areas and 
created a connectedness index ranging from 
0 to 1. He then calculated the four-year job 
growth in each area. He found that each 0.1 
rise in connectedness was associated with 
an average increase of about one percentage 
point in job growth.

Four-year job growth in the  
most-connected U.S. metro areas:

8.2%

In the least-connected:

3.5%

RETAIL 
HOW CONSUMERS 
UNDERSTAND (AND 
MISUNDERSTAND) 
PRICING CUES

G iant suburban stores with tacky 
displays always have the best 
prices, right? Just as urban stores 

with beautiful gourmet sections have the 
highest ones?

New research suggests that people persist 
in believing these stereotypes, even though 
they’re not always true. 

Ryan Hamilton, of Emory University’s 
Goizueta Business School, and Alexander 
Chernev, of Northwestern’s Kellogg School, 
were fascinated by how certain discount-
ers—especially Walmart—do such a good job 
of projecting a low-price image that consum-
ers believe their prices are rock-bottom de-
spite the more nuanced reality. Other stores, 
such as Whole Foods Market, can’t shake the 
misperception that their prices are always 
higher. Hamilton and Chernev realized that 
projecting a price image is like sending con-
sumers a coded message. In an academic 
study, they describe three signals retailers 

need to understand and manage in order to 
avoid sending incorrect cues.

High volume=low cost. Several 
elements have been shown to signal 

that a store moves lots of product. 
Location is one: People gener-

ally assume that stores in 
big shopping malls out-

side city centers serve 
a large consumer 

base. Size is an-
other: Extensive 

square footage and 
a large assortment cre-

ate a high-volume impression. 
Stockouts are a signal too, because 

they suggest that a store runs through vast 
quantities quickly. When consumers believe 
that a retailer is focused on volume, they  
infer that the store can secure deep discounts 
from suppliers and sell at low margins— 
a combination that presumably results in  
low prices.

Frills=high cost. Consumers believe, of-
ten on a subconscious level, that they’ll have 
to pay for anything extra, whether that’s 
beautiful decor and well-organized dis-
plays, well-trained employees, a high staff-
to- customer ratio, extended business hours, 
a generous returns policy, or a prominent 
social- responsibility strategy.

Unconventional products=high cost. 
Customers associate unadorned functional-
ity with low prices. Quirky, specialized, or 
highly designed items make people assume 
that even the store’s mainstream goods have 
steep prices.

Understanding these cues is vital as re-
tailers compete against other physical retail-
ers and with online sellers, whose prices can 
be quickly checked on a smartphone. And 
as Whole Foods and other companies try to 
combat consumers’ notions that they are 
overpriced, they should realize that working 
on the pricing cues they send may be nearly 
as important as actually lowering prices. 

ABOUT THE RESEARCH “Low Prices Are 
Just the Beginning: Price Image in  

Retail Management,” by Ryan Hamilton and 
Alexander Chernev

FROM THE ARCHIVE 
“A business firm is not a debating society…. 
Yet [management] overlooks a golden opportunity if 
it fails to include its workers among its consultants.” 

“HUMAN RELATIONS IN MODERN BUSINESS,”  
BY ROBERT WOOD JOHNSON (HBR, SEPTEMBER 1949)
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Was this a true correlation, or were other 
factors responsible? For example, could the 
results reflect the tech boom in cities such 
as San Francisco and New York if tech work-
ers are especially heavy users of LinkedIn? 
To answer that question, Mandel filtered 
out tech users and redid the analysis; the 
association between connectedness and job 
growth remained positive and significant. He 
controlled for other factors as well, including 
region size.

This limited study didn’t allow Mandel 
to determine whether there’s any causation 
here—whether a high density of connec-
tions has anything to do with job growth. 
But he believes that connectedness prob-
ably exerts an “accelerator effect.” A higher 
density of connections, he says, might spark 
new jobs through better exploitation of 
business opportunities—for example, an 
entrepreneur could tap online contacts for 
help with finance or marketing. It might 
also facilitate the matching of workers with 
available jobs. 

The study suggests, too, that there may 
be better ways to measure economic health 
than the methods currently in use. Policy 
makers still rely on metrics, such as monthly 
unemployment rate and the growth of na-
tional output, that go back to the early de-
cades of the 20th century—indicators that 
are “too blunt to deal with today’s highly net-
worked world,” Mandel says. The research 
on connectedness offers the possibility 
that other kinds of statistics might give us a 
clearer idea of what goes on among job seek-
ers and businesses and why some regions 
grow faster than others.

And if future research can demonstrate 
that connections stimulate growth, we might 
have a new tool for creating jobs, Mandel 
speculates. Areas that are able to help resi-
dents extend their personal networks could 
see an employment payoff. 

ABOUT THE RESEARCH “Connections as 
a Tool for Growth: Evidence from the 

LinkedIn Economic Graph,” by Michael Mandel

Research subjects who chewed caffeinated gum were less likely 
to feel mentally depleted after staying up all night and, perhaps 
as a result, were less likely to engage in deceitful behavior.

“BUILDING A SELF-REGULATORY MODEL OF SLEEP DEPRIVATION AND DECEPTION:  
THE ROLE OF CAFFEINE AND SOCIAL INFLUENCE,” BY DAVID T. WELSH,  
ALEKSANDER P.J. ELLIS, MICHAEL S. CHRISTIAN, AND KE MICHAEL MAI

HBR Reprint F1504A
Some of these articles previously appeared in different form 
on HBR.org. 

RETENTION 
HELLO? ANYONE IN HQ LISTENING?
Why Asian executives of Western multinationals so often quit

When leaders of multinationals based in the developed world talk 
about Asia’s high executive-turnover rate, they’re often fatalistic:  
Isn’t it an unavoidable by-product of high growth? 

Not necessarily. Turnover is high because of specific factors that 
corporate leaders can affect, according to a survey by CEB and  
Russell Reynolds Associates of more than 1,000 Asia-based CEOs  
and other executives. These include a lack of confidence among  
local leaders that headquarters understands their regions and values 
their opinions. Although the long familiarity Indian executives have 
with Western multinationals seems to give them a relatively favorable 
view of headquarters, their counterparts in China, Hong Kong, and 
Singapore feel that corporate bosses aren’t listening to them.

ASIAN EXECUTIVES (ONLY SLIGHTLY) AGREE:

INDIA

25%

37%

29%

%

52%

44%

SINGAPORE

8%

20%

8%

%

24%

16%

Western HQ 
understands the 
realities of doing 
business in Asia

HQ allows 
customization  
of solutions  
to the region

Cultural differences 
have no bearing on 
decision making

HQ listens to  
my opinion

I trust the leaders  
at my organization’s 
corporate HQ

HQ consults local 
leaders before  
setting regional 
strategy

CHINA

10%

25%

13%

24%

25%

HONG KONG

10%

19%

4%

25%

21%

%% %%

8%

8%

8%

25%

25%

25%

25%

5% 4
%% 29%

19% 20%

21% 44%

24%24% 52%

%%

26%

SOURCE “DEMYSTIFYING THE MARKET FOR EXECUTIVE TALENT IN ASIA,” CEB AND RUSSELL REYNOLDS ASSOCIATES IS
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Karmarkar: It was clear that shoppers who 
brought their own bags were more likely  
to replace nonorganic versions of goods like 
milk with organic versions. So one green 
action led to another. But those same people 
were also more likely to buy foods like ice 
cream, chips, candy bars, and cookies. They 
weren’t replacing other items with junk 
food, as they did with organic food.  
They were just adding it to their carts. 

HBR: There are so many variables in a 
grocery store. How did you isolate this 
behavior? Bryan did amazing quantitative 
analysis on this. The data we worked with 
was based on loyalty cards, so we didn’t  

just compare individual transactions.  
We could compare the purchases of the 
same people when they brought bags versus 
when they didn’t. And we could eliminate 
shopping trips that didn’t look like your 
canonical weekly trip to the grocery store. 
So we got rid of outlier transactions, like 
ones in which it was clearly a small business 
doing the shopping or someone picked up 
only two items.

So it’s not just that the kind of people who 
bring bags are more likely to buy organic?  
It doesn’t appear to be. We looked over a 
long period of time, and you could spot the 
people who always brought bags and the 

people who sometimes did. Among those 
who sometimes brought them you could see 
different behavior based on whether or not 
they had their bags with them. It’s great data.

So this is the classic indulgence: You do 
good and— You give yourself a cookie.  
In this case literally. In consumer psychology 
the word “licensing” is the key. If I behave 
well in one situation, I give myself license 
to misbehave in another, unrelated situa-
tion. Similar research has also been done on 
health decisions. I get a Diet Coke; I treat 
myself to a hamburger. In this case bringing 
a bag makes you think you’re environmen-
tally friendly, so you get some ice cream. 
You feel you’ve earned it.

But the two acts aren’t really connected. 
Why would something I take out of the car 

DEFEND YOUR 
RESEARCH 
REUSABLE BAGS 
MAKE PEOPLE  
BUY ORGANIC—
AND JUNK
The research: Uma Karmarkar, an assistant professor  
of marketing at Harvard Business School, and her 
research partner Bryan Bollinger, of Duke’s Fuqua 
School of Business, studied the grocery bills of 
thousands of California shoppers. Because the receipts 
noted small discounts given to people who had provided  
their own reusable bags, it was possible to study whether  
their purchases differed from those of other shoppers. 
Comparisons showed that people who brought their own  
bags were more likely to buy organic goods—but were also 
more likely to load up on high-fat, high-calorie junk.

The challenge: Do we tend to indulge ourselves with 
treats when we feel that we’ve done the right thing?  
Professor Karmarkar, defend your research.

LE
W

 R
O

BE
RT

SO
N

/G
ET

TY
 IM

AG
ES

26  Harvard Business Review April 2015

IDEA WATCH



and drop in the bottom of the cart affect 
my choices after that? We have some 
evidence that it’s the awareness of taking 
the action that triggers the behavior. It could 
be subconscious. I don’t think people are 
actively thinking, “I’m using reusable bags, 
so I will get some doughnuts.” This is one of 
the reasons it’s interesting to me in the first 
place. Bringing bags to the store isn’t related 
to pulling products off the shelf, and yet it 
has an impact.

But I suspect that as bringing reusable 
bags becomes a widespread practice, it’s 
likely these effects will change. Look at 
bottle recycling. It used to be that you felt as 
if you were doing a good thing by recycling 
bottles. Now it’s to the point where you don’t 
get a cookie for recycling them; you just get 
penalized if you don’t. You get nasty stares.

Were there any cases in which people 
who brought their own bags didn’t do the 
organic food–junk food thing? In the ex-
periments, when we told people, “Imagine 
you’re going shopping. You put your own 
bags in the cart because the store requires 
you to bring them,” the junk food purchases 
stopped, though the organic purchases did 
not. Basically, if it’s compulsory, we don’t 
get that jolt of affirmation about being 
a good person. Just like with recycling. 
Interestingly, we focused on consumers  
in the United States, where bringing your  
own bags is a relatively new phenomenon.  
 I suspect that in parts of the world where 
this is the norm, you wouldn’t see the effect. 

Another situation where the effect 
seemed to vanish is when people had kids. 
With people who bought baby items, the 
junk food effect disappeared. If you think 
about it, those shoppers have many more 
competing motivations. Such as being role 
models and keeping their kids healthy.

Do you have any sense of the value of the 
indulgence? How much do we spend when 
we feel so eco-awesome? This is where  
indulgence gets tricky. The dollar value of  
the indulgence relative to the entire basket’s  
value tends to be low. But the nature of the 

food—high calorie, high fat—may be the 
more important factor, not how much it 
costs. The effect does dissipate as indul-
gences get more expensive. Then there’s 
a whole other, nonfood aspect to it. Is 
lavender- scented laundry soap an indul-
gence? Maybe. We limited our focus to food.

What else can be studied with regard to 
grocery indulgences? Location may matter. 
The effect may be different in Boston than 
in California. One question I’m interested 
in is, What might happen to impulse buys 
at checkout if you reminded shoppers that 
they’re great for bringing in reusable bags? 
Does the placement of the indulgence in the 
store matter? The flip side is that you could 
see what happened if you offered organic 
cookies! Something that is both virtuous 

and indulgent. And how could these effects 
be used to help shoppers make choices that 
increased their happiness? There’s so much 
you could do. 

It sounds as if you could spend a whole 
research career just studying grocery 
stores. [Nervous laughter] Maybe, but  
I don’t think I’ll do that.

This was a really good interview. I feel that 
I’ve done a good job on it. I’m going to take 
the afternoon off. That would be a typical 
indulgence! I think it’s fun that humans  
are like this, that these subtle subconscious  
effects can move our decisions around.  
It’s something that makes us interesting. 

Interview by Scott Berinato
HBR Reprint F1504B
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STRATEGIC HUMOR

“Innovation may not be 
a core competency at 
Franklin Electric.” 
This month’s winning caption was submitted by 
Robert Rak of Bridgewater, New Jersey.

Now we’d like to ask the 
audience to name an 
organ to be removed.

Did you see a cocktail napkin 
with our entire marketing 
campaign on it?

CAPTION CONTEST
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contest, go to HBR.org.
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The Idea
Four generations of 
company leaders before 
him established the 
values that Fisk Johnson 
still relies on today: 
Trustworthiness is the 
most important quality  
a company can have,  
and it must be earned. 

HOW I DID IT… 
SC JOHNSON’S CEO ON DOING 
THE RIGHT THING, EVEN  
WHEN IT HURTS BUSINESS
by Fisk Johnson
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SC Johnson has a long history 
of taking action to address 
concerns related to the en-

vironmental or health effects of the 
chemicals in our products. We’ve of-
ten made changes in product formu-
lation before regulations required us 
to do so—even if it would hurt sales. 
One of the most notable examples of 
such a decision concerned Saran Wrap, 
not only a longtime market leader, but 
also one of the most recognizable 
brands in our portfolio.

Like several other iconic prod-
ucts, including Play-Doh, penicillin, 
and microwave ovens, Saran Wrap 
emerged from an accidental discovery. 
In 1933 a lab worker at Dow Chemical 
named Ralph Wiley came across resi-
due in beakers that had been used in 
developing a dry-cleaning chemical 
from chlorine. He couldn’t scrub away 
the residue, which he dubbed eonite 
after a fictional material featured in 

“Little Orphan Annie.” Dow research-
ers turned it into a slick green sheet 
and renamed it Saran. During World 
War II the U.S. military used the prod-
uct in insoles for combat boots and to 
protect fighter planes from the ele-
ments. Carmakers used it in uphol-
stery. In 1953 Saran Wrap debuted as 

a food storage product, and in 1998 
SC Johnson acquired it from Dow. 

The key to Saran Wrap’s success 
was that it created an impenetrable 
barrier to odor. Its other competi- 
tive advantage was superior micro-
wavability. Polyvinylidene chloride 
(PVDC) was responsible for both those  
unique differentiators. Without  
it Saran Wrap would have been no  
better than wraps made by Glad and  
Reynolds, which did not contain  
PVDC. No manufacturer of a product 
as successful as Saran Wrap would 
make changes to it without a lot of 
thought and groundwork beforehand. 
Not only product sales but the manu-
facturer’s credibility—which in the 
long run may be more important than  
trust in any one product—would be in  
jeopardy. But sometimes not making  
changes, even to a profitable go-to  
household item like Saran Wrap, is 
just as risky. 

Erring on the Side of Caution
Around the time we acquired Saran 
Wrap, the U.S. Food and Drug Admin-
istration, environmental groups, and 
consumers began to express concern  
over the use of polyvinyl chloride  
(PVC), which is common in a wide 

variety of products in virtually ev-
ery industry, including construction, 
electronics, consumer products and 
packaging, toys, health care, fashion, 
and automotive. We ourselves were  
concerned, because when materials  

containing chlorine, such as PVC and 
PVDC, end up in municipal inciner-
ators and are burned, they may re-
lease toxic chemicals into the environ-
ment. Some of our product packaging 
contained PVCs. 

Fortunately, we soon had a process 
in place that would help us reevaluate 
our use of PVCs. We called the process 
Greenlist. It launched in 2001 and has 
been one of the most significant steps 
in our ongoing sustainability efforts. 
In the Greenlist process, which has 
undergone a variety of rigorous up-
dates since then, ingredients we use 
or are considering using are sorted 
into functional categories, such as 

’02 ’04 ’06 ’08 ’10 ’12 ’14

Finding  
a Greener 
Formula
Since 2001 SC Johnson  
has ranked chemicals  
used in its products 
(and, since 2011, in 
its packaging) in four 
categories. The goal is to
increase, every year, the
percentage of ingredients
that have a lower impact
on the environment and
human health.

No manufacturer of a 
product as successful as 
Saran Wrap would make 
changes to it without  
a lot of thought.

AS OF 2014,  
THE SHARE OF 
BETTER & BEST 
HAD RISEN TO 
NEARLY 50%.

PERCENTAGE OF INGREDIENTS AND MATERIALS THAT FALL INTO EACH CATEGORY

100%

0%

GOOD

UNACCEPTABLE

BETTER

BEST

HOW I DID IT
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our external packaging altogether. But 
concern over PVCs, used in one of our 
main competitor’s wraps, was moving 
beyond packaging to the products in-
side. Although Saran Wrap did not ac-
tually contain PVC, the wrap category 
as a whole came under scrutiny, and 
the difference between PVC and PVDC 
got lost in the discussion. 

It didn’t matter, however, whether 
concern over PVDCs was misplaced 
or conflated with concern over PVCs, 
or whether people were calling for 
manufacturers to stop using PVC 
specifically but not necessarily PVDC. 
Although most decisions are a mat- 
ter of trade-offs and evolving priori-
ties, one priority doesn’t change for  
us: acting in the best interests of our  

solvents and insecticides. Within each 
category relevant criteria, including 
biodegradability and human toxicity, 
are used to rank the impact of ingredi-
ents on the environment and human 
health. An ingredient the company 
would use only when no alternative 
existed (and even then, only on a lim-
ited basis) is rated 0; 1 is “good,” 2 is 

“better,” and 3 is “best.” Scores for a 
product’s ingredients are averaged, 
and the product is assigned an overall 
rating. Once rated, ingredients are in-
cluded in a database that SC Johnson 
product developers can access when 
creating new products or reformulat-
ing current ones. 

Under Greenlist criteria, PVC rated 
0, so we pledged to eliminate it from 

customers, whose trust in our com- 
pany is a primary reason they buy  
our products. As a result, we go out of  
our way to act with care. When it 
comes to the safety of our ingredients, 
we prefer to err on the side of caution. 

This was not the first time we had  
been faced with eliminating a key 
chemical from a formulation. We’ve 
removed product ingredients for 
reasons of health or environmental  
hazard many times, especially since  
we introduced Greenlist—and we’ve  
taken whatever hit accompanied each  
instance. For example, we simply do  
not use some of the active ingredients  
available for use in pest-control prod- 
ucts because of their Greenlist score, 
even though our competitors do. We 

HBR.ORG

THE INTERNET OF THINGS
Samuel Greengard

A guided tour through the Internet of Things, 
a networked world of connected devices, 
objects, and people that is changing the way 
we live and work.

THE OUTSOURCER
The Story of India’s IT Revolution 

Dinesh C. Sharma 

“A thoroughly researched and lucidly written 
chronicle of how India became the world’s 
preferred destination for outsourcing IT 
services. A must-read for understanding how 
Indians became strong in IT and software de-
spite all odds, and the role they will play in the 
digital world of the twenty-fi rst century.”

—Vinod Dham, “Father of Pentium”

The MIT Press
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I was inspired by his perseverance 
in the face of doubters. We, too, had 
to choose between what we felt was 
right and what we knew might be 
the beginning of the end for one of 
America’s most iconic brand names, 
because changing the chemicals in 
Saran Wrap could result in a prod-
uct that didn’t perform as well. That 
would disappoint consumers, who 
might lose trust in the company. So 
it was not a decision we made lightly.

We could have simply eliminated 
PVCs from our product packaging 
and left Saran Wrap as it was. Instead  
we pledged to stop selling wraps that 
contained chlorine of any kind, in-
cluding PVDCs, by 2004. We gave the 
research, development, and engi-
neering team a year to try to re- create 
Saran Wrap without PVDCs. We as-
signed a dedicated team to the project 
full-time, and we allowed a substan-
tial budget.

At first RD&E was optimistic that 
it could develop a PVDC-free product 
that would be every bit as good as the 
original. Then reality set in. To provide 
the odor barrier and microwavability 
of the original would require a multi-
layer film. Not only would it be notice-
ably thicker (think trash bags), but we 
would need new industrial machin-
ery to manufacture it, which meant a 
prohibitive financial outlay. Still, the 
team continued working hard. We 
were doing everything we could to 
save the original characteristics, but 
with little success. 

Then a glimmer of hope appeared, 
in the form of a packaging company 
in Europe with which we were work-
ing to find a solution. It created a 
chlorine-free polyethylene wrap. We 
had high hopes that it would provide 
the same benefits as the original Saran 
Wrap. But our tests found it to be less 
sticky, less effective at preserving 
foods’ freshness, and a lower-quality 
product overall. 

found a substitute for them, and we 
maintained performance. Despite the 
cost, it was the right thing to do, and as 
someone with experience in chemis-
try and physics, I sleep better at night 
because of it.

My Forefathers’ Values
When I became the chairman of SC 
Johnson, in 2000, and then the CEO, 
in 2004, I wasn’t just taking over those 
positions. I was assuming guardian-
ship of my family’s good name and 
of a legacy built on the hard work of 
four generations before me. I knew 
that part of this job was to protect not 
only our business interests, but also 
the values on which my great-great-
grandfather Samuel Curtis Johnson 
founded the company, in 1886. 

Our first decision to unilaterally 
remove a major chemical occurred in 
1975, when research began suggest-
ing that chlorofluorocarbons (CFCs) 
in aerosols might harm Earth’s ozone 
layer. My father was CEO at the time, 
and he decided to ban them from all 
the company’s aerosol products world-
wide. He did so several years before 
the government played catch-up and 
banned the use of CFCs from every-
one’s products. Although a decision 
like this is never easy, as a privately 
held company, SC Johnson doesn’t 
have to take into account how it will af-
fect shareholders. That’s not to say the 
decision went unnoticed. Not only 
were some of my father’s colleagues 
unhappy with him, but other leaders 
in the industry were really upset. My 
dad was in the middle of his remarks 
at a Business Roundtable meeting 
when the CEO of a major chemical 
company stood up, pointed at him, 
and said angrily, “Sam, you’re gonna 
ruin this industry.”

Banning CFCs was the right thing 
to do, and my father never regretted 
his decision. When we were faced 
with determining Saran Wrap’s future, 

Revenue or Goodwill?
We had a choice: Risk losing custom-
ers and market share by replacing the 
original product with an inferior one, 
or continue with the original formula-
tion and risk losing the goodwill we 
had built over the years with consum-
ers and other stakeholders. Some on 
the team argued that we should keep 
the original formulation and wait it 
out; others disagreed. 

Back in 1927 my great-grandfather 
said something that has been a guid-
ing principle for me throughout my 
career: “The goodwill of people is the 
only enduring thing in any business. 
The rest is shadow.” In other words, 
trustworthiness is the most important 
quality a company can have. It has to 
be earned. At the same time, we need 
to be transparent and make sure the 
public is aware of our efforts. So we 
replaced the original Saran Wrap with 
this newly reformulated polyethyl-
ene product, knowing full well that 
it would no longer have competitive 
advantages over other wraps on the 
market. But we believed that it was 
still a useful product.

As predicted, Saran Wrap’s market 
share dropped—from 18% in 2004 to 
only 11% today. That wasn’t solely be-
cause the product became less com-
petitive. Once Saran Wrap had been 
reformulated and we no longer had a 
claim to make about its superiority, we 
chose to reduce marketing support for 
it as well. We took some comfort in the 
knowledge that the overall wrap mar-
ket was shrinking anyhow, as Ziploc 
containers and bags (also our brands) 
and similar products grew. Given the 
circumstances and the team’s valiant 
efforts to re-create Saran Wrap, I don’t 
regret the decision. As in the past 
when we eliminated ingredients, we 
gained a surer sense of who we are 
as a company and what we want SC 
Johnson to represent. 
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2007
Windex shifts 
to lightweight 
bottles, saving  
one million pounds 
of consumer waste 
annually.

2011
Glade replaces  
a plastic lid and 
wrapping with  
100% recycled 
paperboard.

2011
Pledge begins 
using an aerosol 
propelled by 
compressed 
air, eliminating 
6 million pounds 
of volatile organic 
compounds from 
the atmosphere 
each year.
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You’re ready to

TAKE THE LEAD.

EDUCATION
EXECUTIVE

Outpace the competition. 
Achieve new levels of success.

Wharton Executive Education programs broaden your 
leadership perspective and strengthen your skill set through 
experiential learning.

True leadership is more than managing teams and running 
organizations. Our top-ranked faculty will empower you to 
inspire others through the innovative thinking and strategic 
vision required to create a culture of excellence. You’ll work 
alongside international peers to develop the instincts and skills 
you need to become a true leader.

2015 LEADERSHIP PROGRAMS

High-Potential Leaders: 
Accelerating Your Impact
May 4–8, 2015

The Leadership Edge: 
Strategies for the New Leader 
May 11–15, 2015

Advanced Management Program 
May 31–July 3, 2015

Strategic Persuasion Workshop 
June 1–4, 2015

Executive Negotiation Workshop 
July 20–24, 2015

Lead with Excellence:
      execed.wharton.upenn.edu/LEAD
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The HBR McKinsey Awards, judged by an independent panel of 
business and academic leaders, commend outstanding articles 
published each year in Harvard Business Review. The awards were 
established in 1959 to recognize practical and groundbreaking 
management thinking. 

SCOTT ANTHONY
Managing partner, Innosight

CATHY BENKO
Vice chairman and managing 
principal, Deloitte LLP

BETH COMSTOCK
Chief marketing officer, GE

KURT KUEHN
Chief financial officer, UPS 

ROGER MARTIN
Academic director, Martin 
Prosperity Institute, Rotman 
School of Management

RITA GUNTHER MCGRATH
Professor, Columbia  
Business School 

CHRISTOPHER MEYER
CEO, Nerve LLC

VINEET NAYAR
Cofounder, Sampark 
Foundation

ALEX “SANDY” PENTLAND
Professor and director, Human 
Dynamics Group and Media Lab 
Entrepreneurship Program, MIT

KEVIN SHARER
Senior lecturer, Harvard 
Business School

DONALD SULL
Senior lecturer, MIT Sloan 
School of Management

JUDGES

2014 HBR McKinsey Awards

THE FINALISTS

“The Discipline of Business 
Experimentation”
December 2014

Stefan Thomke, a professor at Harvard 
Business School, and Jim Manzi, the 
chairman of Applied Predictive Technologies, 
provide a conceptual—and practical—guide 
to running rigorous market tests before 
launching new products.  

“The Transparency Trap”
October 2014

Too much openness can make employees 
feel exposed. To increase creativity and 
efficiency, companies need to create zones of 
privacy, argues Ethan Bernstein, an assistant 
professor at Harvard Business School. 

“Contextual Intelligence”
September 2014

Despite 30 years of study and experimentation, 
explains Tarun Khanna, a professor at 
Harvard Business School, we are only starting 
to understand what managerial knowledge 
travels well across borders and what is 
specific to a market or a culture. 

FIRST PLACE
“Profits Without Prosperity”

September 2014

A meticulously researched study 
by William Lazonick, a professor 
at the University of Massachusetts 
Lowell, suggests that executives 
are using massive stock buybacks 
to manipulate share prices and 
boost their own pay—at great cost 
to innovation and employment. 
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On the front lines, new opportunities emerge quickly and 

competitive threats arise overnight. You need people who can 

anticipate and act on these challenges. You need leaders, not 

just managers.

The New Leader Program from Harvard Business Publishing 

helps prepare new frontline leaders with an innovative 

approach that combines relevant content with practical 

application. And the New Leader Program is delivered virtually, 

so your new leaders can learn on the job.
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Reinventing 
Performance 
Management

HOW ONE COMPANY IS 
RETHINKING PEER FEEDBACK 
AND THE ANNUAL REVIEW, 
AND TRYING TO DESIGN A 
SYSTEM TO FUEL IMPROVEMENT
by Marcus Buckingham and Ashley Goodall

THE BIG IDEA
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Marcus Buckingham provides performance 
management tools and training to organizations. 
He is the author of several best-selling books 
and the forthcoming StandOut 2.0: Assess Your 
Strengths, Find Your Edge, Win at Work (Harvard 
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THE BIG IDEA REINVENTING PERFORMANCE MANAGEMENT

At Deloitte we’re redesigning 
our performance management 
system. This may not surprise  
you. Like many other companies, 
we realize that our current 
process for evaluating the  
work of our people—and then 
training them, promoting  
them, and paying them 
accordingly—is increasingly  
out of step with our objectives. 
In a public survey Deloitte conducted recently, 
more than half the executives questioned (58%) be-
lieve that their current performance management 
approach drives neither employee engagement 
nor high performance. They, and we, are in need of 
something nimbler, real-time, and more individual-
ized—something squarely focused on fueling per-
formance in the future rather than assessing it in 
the past. 

What might surprise you, however, is what we’ll 
include in Deloitte’s new system and what we won’t. 
It will have no cascading objectives, no once-a-year 
reviews, and no 360-degree-feedback tools. We’ve 
arrived at a very different and much simpler design 
for managing people’s performance. Its hallmarks 
are speed, agility, one-size-fits-one, and constant 
learning, and it’s underpinned by a new way of col-
lecting reliable performance data. This system will 
make much more sense for our talent-dependent 
business. But we might never have arrived at its de-
sign without drawing on three pieces of evidence: a 
simple counting of hours, a review of research in the 

science of ratings, and a carefully controlled study 
of our own organization.

Counting and  
the Case for Change
More than likely, the performance management 
system Deloitte has been using has some charac-
teristics in common with yours. Objectives are set 
for each of our 65,000-plus people at the beginning 
of the year; after a project is finished, each person’s 
manager rates him or her on how well those objec-
tives were met. The manager also comments on 
where the person did or didn’t excel. These evalu-
ations are factored into a single year-end rating, ar-
rived at in lengthy “consensus meetings” at which 
groups of “counselors” discuss hundreds of people 
in light of their peers. 

Internal feedback demonstrates that our people 
like the predictability of this process and the fact that 
because each person is assigned a counselor, he or 
she has a representative at the consensus meetings. 
The vast majority of our people believe the process is 
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fair. We realize, however, that it’s no longer the best 
design for Deloitte’s emerging needs: Once-a-year 
goals are too “batched” for a real-time world, and 
conversations about year-end ratings are generally 
less valuable than conversations conducted in the 
moment about actual performance. 

But the need for change didn’t crystallize until 
we decided to count things. Specifically, we tallied 
the number of hours the organization was spending 
on performance management—and found that com-
pleting the forms, holding the meetings, and creat-
ing the ratings consumed close to 2 million hours a 
year. As we studied how those hours were spent, we 
realized that many of them were eaten up by leaders’ 
discussions behind closed doors about the outcomes 
of the process. We wondered if we could somehow 
shift our investment of time from talking to our-
selves about ratings to talking to our people about 
their performance and careers—from a focus on the 
past to a focus on the future. 

The Science of Ratings
Our next discovery was that assessing someone’s 
skills produces inconsistent data. Objective as I may 
try to be in evaluating you on, say, strategic think-
ing, it turns out that how much strategic thinking  
I do, or how valuable I think strategic thinking is, or 
how tough a rater I am significantly affects my as-
sessment of your strategic thinking. 

How significantly? The most comprehensive 
research on what ratings actually measure was 
conducted by Michael Mount, Steven Scullen, 
and Maynard Goff and published in the Journal 
of Applied Psychology in 2000. Their study—in 
which 4,492 managers were rated on certain per-
formance dimensions by two bosses, two peers, 
and two subordinates—revealed that 62% of the 
variance in the ratings could be accounted for by  
individual raters’ peculiarities of perception. Actual 

Idea in Brief
THE PROBLEM
Not just employees but their 
managers and even HR 
departments are by now 
questioning the conventional 
wisdom of performance 
management, including its 
common reliance on cascading 
objectives, backward-looking 
assessments, once-a-year 
rankings and reviews, and 
360-degree-feedback tools.

THE GOAL 
Some companies have ditched 
the rankings and even annual 
reviews, but they haven’t  
found better solutions. Deloitte 
resolved to design a system 
that would fairly recognize 
varying performance, have  
a clear view into performance 
anytime, and boost 
performance in the future.

THE SOLUTION 
Deloitte’s new approach 
separates compensation 
decisions from day-to-day 
performance management, 
produces better insight  
through quarterly or per-project 

“performance snapshots,”  
and relies on weekly check-ins  
with managers to keep 
performance on course. 

We tallied the number of 
hours the organization was 
spending on performance 
management and found 
that creating the ratings 
consumed close to  
2 million hours a year.
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THE BIG IDEA REINVENTING PERFORMANCE MANAGEMENT

performance accounted for only 21% of 
the variance. This led the researchers to 
conclude (in How People Evaluate Others 
in Organizations, edited by Manuel 
London): “Although it is implicitly as-
sumed that the ratings measure the 
performance of the ratee, most of what 
is being measured by the ratings is the 
unique rating tendencies of the rater. 
Thus ratings reveal more about the rater 
than they do about the ratee.” This gave 
us pause. We wanted to understand per-
formance at the individual level, and we 
knew that the person in the best posi-
tion to judge it was the immediate team 
leader. But how could we capture a team 
leader’s view of performance without 
running afoul of what the researchers 
termed “idiosyncratic rater effects”?

Putting Ourselves  
Under the Microscope
We also learned that the defining characteristic of the 
very best teams at Deloitte is that they are strengths 
oriented. Their members feel that they are called 
upon to do their best work every day. This discovery 
was not based on intuitive judgment or gleaned from 
anecdotes and hearsay; rather, it was derived from an 
empirical study of our own high-performing teams.

Our study built on previous research. Starting 
in the late 1990s, Gallup performed a multiyear ex-
amination of high-performing teams that eventually 
involved more than 1.4 million employees, 50,000 
teams, and 192 organizations. Gallup asked both 

high- and lower-performing teams questions on nu-
merous subjects, from mission and purpose to pay 
and career opportunities, and isolated the questions 
on which the high-performing teams strongly agreed 
and the rest did not. It found at the beginning of the 
study that almost all the variation between high- and 
lower-performing teams was explained by a very 
small group of items. The most powerful one proved 
to be “At work, I have the opportunity to do what  
I do best every day.” Business units whose employ-
ees chose “strongly agree” for this item were 44% 
more likely to earn high customer satisfaction scores, 
50% more likely to have low employee turnover, and 
38% more likely to be productive. 

We set out to see whether those results held at 
Deloitte. First we identified 60 high-performing 
teams, which involved 1,287 employees and repre-
sented all parts of the organization. For the control 
group, we chose a representative sample of 1,954 
employees. To measure the conditions within a team, 
we employed a six-item survey. When the results 
were in and tallied, three items correlated best with 
high performance for a team: “My coworkers are 
committed to doing quality work,” “The mission of 
our company inspires me,” and “I have the chance to 
use my strengths every day.” Of these, the third was 
the most powerful across the organization.

All this evidence helped bring into focus the prob-
lem we were trying to solve with our new design. We 
wanted to spend more time helping our people use 
their strengths—in teams characterized by great clar-
ity of purpose and expectations—and we wanted  
a quick way to collect reliable and differentiated  
performance data. With this in mind, we set to work.

Radical Redesign 
We began by stating as clearly as we could what 
performance management is actually for, at least 
as far as Deloitte is concerned. We articulated three 
objectives for our new system. The first was clear: It 
would allow us to recognize performance, particu-
larly through variable compensation. Most current 
systems do this. 

But to recognize each person’s performance, 
we had to be able to see it clearly. That became our 
second objective. Here we faced two issues—the id-
iosyncratic rater effect and the need to streamline 
our traditional process of evaluation, project rating, 
consensus meeting, and final rating. The solution to 
the former requires a subtle shift in our approach. 
Rather than asking more people for their opinion 

In effect, we are  
asking our team leaders 
what they would do with 
each team member  
rather than what they 
think of that individual.
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In an early proof of concept of the redesigned system, executives in one large practice area at Deloitte called up data from 
project managers to consider important talent-related decisions. In the charts below, each dot represents an individual; 
decision makers could click on a dot to see the person’s name and details from his or her “performance snapshots.” 

Performance Intelligence

WHAT ARE TEAM LEADERS TELLING US?
First the group looked at the whole story. This view plotted all the 
members of the practice according to how much their various project 
managers agreed with two statements: “I would always want this person 
on my team” (y axis) and “I would give this person the highest possible 
compensation” (x axis). The axes are the same for the other three screens.

HOW WOULD IT HELP GUIDE PROMOTIONS?
This view was filtered to show individuals whose team leaders responded 

“yes” to the statement “This person is ready for promotion today.” The data 
supports objectivity in annual executive discussions about advancement. 

HOW WOULD THIS DATA HELP DETERMINE PAY?
Next the data was filtered to look only at individuals at a given job level.  
A fundamental question for performance management systems is 
whether they can capture enough variation among people to fairly 
allocate pay. A data distribution like this offers a starting point for 
broader discussion. 

HOW WOULD IT HELP ADDRESS LOW PERFORMANCE?
This view was filtered to show individuals whose team leaders responded 

“yes” to the statement “This person is at risk of low performance.” As the 
upper right of this screen shows, even high performers can slip up—and it’s 
important that the organization help them recover. 
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of a team member (in a 360-degree or an upward-
feedback survey, for example), we found that we 
will need to ask only the immediate team leader—
but, critically, to ask a different kind of question. 
People may rate other people’s skills inconsistently, 
but they are highly consistent when rating their own 
feelings and intentions. To see performance at the 
individual level, then, we will ask team leaders not 
about the skills of each team member but about their 
own future actions with respect to that person. 

4. This person is ready for promotion today [mea-
sures potential on a yes-or-no basis].

In effect, we are asking our team leaders what 
they would do with each team member rather than 
what they think of that individual. When we aggre-
gate these data points over a year, weighting each 
according to the duration of a given project, we 
produce a rich stream of information for leaders’ 
discussions of what they, in turn, will do—whether 
it’s a question of succession planning, develop-
ment paths, or performance-pattern analysis. Once 
a quarter the organization’s leaders can use the new 
data to review a targeted subset of employees (those 
eligible for promotion, for example, or those with 
critical skills) and can debate what actions Deloitte 
might take to better develop that particular group. In 
this aggregation of simple but powerful data points, 
we see the possibility of shifting our 2-million-hour 
annual investment from talking about the ratings 
to talking about our people—from ascertaining the 
facts of performance to considering what we should 
do in response to those facts. 

In addition to this consistent—and countable—
data, when it comes to compensation, we want to 
factor in some uncountable things, such as the dif-
ficulty of project assignments in a given year and 
contributions to the organization other than formal 
projects. So the data will serve as the starting point 
for compensation, not the ending point. The final de-
termination will be reached either by a leader who 
knows each individual personally or by a group of 
leaders looking at an entire segment of our practice 
and at many data points in parallel.

We could call this new evaluation a rating, but it 
bears no resemblance, in generation or in use, to the 
ratings of the past. Because it allows us to quickly 
capture performance at a single moment in time, we 
call it a performance snapshot.

The Third Objective 
Two objectives for our new system, then, were clear: 
We wanted to recognize performance, and we had to 
be able to see it clearly. But all our research, all our 
conversations with leaders on the topic of perfor-
mance management, and all the feedback from our 
people left us convinced that something was miss-
ing. Is performance management at root more about 

“management” or about “performance”? Put differ-
ently, although it may be great to be able to measure 
and reward the performance you have, wouldn’t it 
be better still to be able to improve it?

In the end, it’s not the 
particular number we assign  
to a person that’s the 
problem; rather, it’s the fact 
that there is a single number. 

At the end of every project (or once 
every quarter for long-term projects) we 
will ask team leaders to respond to four 
future- focused statements about each 
team member. We’ve refined the wording 
of these statements through successive 
tests, and we know that at Deloitte they 
clearly highlight differences among indi-
viduals and reliably measure performance. 
Here are the four:
1. Given what I know of this person’s 
performance, and if it were my money, 
I would award this person the highest 
possible compensation increase and bo-
nus [measures overall performance and 
unique value to the organization on a 
five-point scale from “strongly agree” to 

“strongly disagree”].
2. Given what I know of this person’s per-
formance, I would always want him or her 
on my team [measures ability to work well 
with others on the same five-point scale].
3. This person is at risk for low perfor-
mance [identifies problems that might 
harm the customer or the team on a yes-
or-no basis].
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Our third objective therefore became to fuel per-
formance. And if the performance snapshot was an 
organizational tool for measuring it, we needed a 
tool that team leaders could use to strengthen it.

Research into the practices of the best team lead-
ers reveals that they conduct regular check-ins with 
each team member about near-term work. These 
brief conversations allow leaders to set expecta-
tions for the upcoming week, review priorities, 
comment on recent work, and provide course cor-
rection, coaching, or important new information. 
The conversations provide clarity regarding what is 
expected of each team member and why, what great 
work looks like, and how each can do his or her best 
work in the upcoming days—in other words, exactly 
the trinity of purpose, expectations, and strengths 
that characterizes our best teams. 

Our design calls for every team leader to check in 
with each team member once a week. For us, these 
check-ins are not in addition to the work of a team 
leader; they are the work of a team leader. If a leader 
checks in less often than once a week, the team 
member’s priorities may become vague and aspira-
tional, and the leader can’t be as helpful—and the 
conversation will shift from coaching for near-term 
work to giving feedback about past performance. In 
other words, the content of these conversations will 
be a direct outcome of their frequency: If you want 
people to talk about how to do their best work in the 
near future, they need to talk often. And so far we 
have found in our testing a direct and measurable 
correlation between the frequency of these conver-
sations and the engagement of team members. Very 
frequent check-ins (we might say radically frequent 
check-ins) are a team leader’s killer app.

That said, team leaders have many demands on 
their time. We’ve learned that the best way to ensure 
frequency is to have check-ins be initiated by the 
team member—who more often than not is eager 
for the guidance and attention they provide—rather 
than by the team leader. 

To support both people in these conversations, 
our system will allow individual members to un-
derstand and explore their strengths using a self-
assessment tool and then to present those strengths 
to their teammates, their team leader, and the rest of 
the organization. Our reasoning is twofold. First, as 
we’ve seen, people’s strengths generate their highest 
performance today and the greatest improvement in 
their performance tomorrow, and so deserve to be 
a central focus. Second, if we want to see frequent 

One of the most important tools in our redesigned 
performance management system is the “performance 
snapshot.” It lets us see performance quickly and reliably 
across the organization, freeing us to spend more time 
engaging with our people. Here’s how we created it.

1 THE CRITERIA
We looked for measures that met  
three criteria. To neutralize the 
idiosyncratic rater effect, we wanted  
raters to rate their own actions, 
rather than the qualities or behaviors 
of the ratee. To generate the 
necessary range, the questions had 
to be phrased in the extreme. And 
to avoid confusion, each one had to 
contain a single, easily understood 
concept. We chose one about 
pay, one about teamwork, one 
about poor performance, and one 
about promotion. Those categories 
may or may not be right for other 
organizations, but they work for us. 

2 THE RATER
We were looking for someone with 
vivid experience of the individual’s 
performance and whose subjective 
judgment we felt was important. We 
agreed that team leaders are closest 
to the performance of ratees and, by 
virtue of their roles, must exercise 
subjective judgment. We could have 
included functional managers, or 
even ratees’ peers, but we wanted to 
start with clarity and simplicity. 

3 TESTING 
We then tested that our questions 
would produce useful data. Validity 
testing focuses on their difficulty (as 
revealed by mean responses) and the 
range of responses (as revealed by 
standard deviations). We knew that 
if they consistently yielded a tight 
cluster of “strongly agree” responses, 
we wouldn’t get the differentiation 
we were looking for. Construct 
validity and criterion-related validity 
are also important. (That is, the 

questions should collectively test 
an underlying theory and make it 
possible to find correlations with 
outcomes measured in other ways, 
such as engagement surveys.) 

4 FREQUENCY
At Deloitte we live and work in a 
project structure, so it makes sense 
for us to produce a performance 
snapshot at the end of each project. 
For longer-term projects we’ve 
decided that quarterly is the best 
frequency. Our goal is to strike the 
right balance between tying the 
evaluation as tightly as possible to the 
experience of the performance and 
not overburdening our team leaders, 
lest survey fatigue yield poor data. 

5 TRANSPARENCY
We’re experimenting with this now. 
We want our snapshots to reveal  
the real-time “truth” of what 
our team leaders think, yet our 
experience tells us that if they know 
that team members will see every 
data point, they may be tempted 
to sugarcoat the results to avoid 
difficult conversations. We know 
that we’ll aggregate an individual’s 
snapshot scores into an annual 
composite. But what, exactly, should 
we share at year’s end? We want to 
err on the side of sharing more, not 
less—to aggregate snapshot scores 
not only for client work but also 
for internal projects, along with 
performance metrics such as hours 
and sales, in the context of a group 
of peers—so that we can give our 
people the richest possible view of 
where they stand. Time will tell how 
close to that ideal we can get. 

How Deloitte Built a Radically  
Simple Performance Measure
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(weekly!) use of our system, we have to think of it 
as a consumer technology—that is, designed to be 
simple, quick, and above all engaging to use. Many 
of the successful consumer technologies of the past 
several years (particularly social media) are sharing 
technologies, which suggests that most of us are 
consistently interested in ourselves—our own in-
sights, achievements, and impact. So we want this 
new system to provide a place for people to explore 
and share what is best about themselves.

Transparency
This is where we are today: We’ve defined three ob-
jectives at the root of performance management—to 
recognize, see, and fuel performance. We have three 
interlocking rituals to support them—the annual 
compensation decision, the quarterly or per-project 

performance snapshot, and the weekly 
check-in. And we’ve shifted from a 
batched focus on the past to a continual 
focus on the future, through regular eval-
uations and frequent check-ins. As we’ve 
tested each element of this design with 
ever-larger groups across Deloitte, we’ve 
seen that the change can be an evolution 
over time: Different business units can in-
troduce a strengths orientation first, then 
more-frequent conversations, then new 
ways of measuring, and finally new soft-
ware for monitoring performance. (See 
the exhibit “Performance Intelligence.”)

But one issue has surfaced again and 
again during this work, and that’s the  
issue of transparency. When an organiza-

tion knows something about us, and that knowledge 
is captured in a number, we often feel entitled to 
know it—to know where we stand. We suspect that 
this issue will need its own radical answer. 

In the first version of our design, we kept the  
results of performance snapshots from the team 
member. We did this because we knew from the 

past that when an evaluation is to be shared, the 
responses skew high—that is, they are sugarcoated. 
Because we wanted to capture unfiltered assess-
ments, we made the responses private. We worried 
that otherwise we might end up destroying the very 
truth we sought to reveal. 

But what, in fact, is that truth? What do we see 
when we try to quantify a person? In the world of 
sports, we have pages of statistics for each player; 
in medicine, a three-page report each time we get 
blood work done; in psychometric evaluations, a 
battery of tests and percentiles. At work, however, 
at least when it comes to quantifying performance, 
we try to express the infinite variety and nuance of 
a human being in a single number. 

Surely, however, a better understanding comes 
from conversations—with your team leader about 
how you’re doing, or between leaders as they con-
sider your compensation or your career. And these 
conversations are best served not by a single data 
point but by many. If we want to do our best to tell 
you where you stand, we must capture as much of 
your diversity as we can and then talk about it.

We haven’t resolved this issue yet, but here’s 
what we’re asking ourselves and testing: What’s the 
most detailed view of you that we can gather and 
share? How does that data support a conversation 
about your performance? How can we equip our 
leaders to have insightful conversations? Our ques-
tion now is not What is the simplest view of you? but 
What is the richest?

OVER THE past few years the debate about perfor-
mance management has been characterized as a de-
bate about ratings—whether or not they are fair, and 
whether or not they achieve their stated objectives. 
But perhaps the issue is different: not so much that 
ratings fail to convey what the organization knows 
about each person but that as presented, that knowl-
edge is sadly one-dimensional. In the end, it’s not 
the particular number we assign to a person that’s 
the problem; rather, it’s the fact that there is a single 
number. Ratings are a distillation of the truth—and 
up until now, one might argue, a necessary one. Yet 
we want our organizations to know us, and we want 
to know ourselves at work, and that can’t be com-
pressed into a single number. We now have the tech-
nology to go from a small data version of our people 
to a big data version of them. As we scale up our new 
approach across Deloitte, that’s the issue we want  
to solve next.  HBR Reprint R1504B

Our question now is not What  
is the simplest view of you? 
but What is the richest?
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BEFORE I BECAME a business school professor,  
I worked as a management consultant. One engage-
ment in particular had a profound influence on my 
career. The project involved working with the Asia-
based sales force of a global consumer products com-
pany. This company practiced “route sales,” which 
meant reps spent their days visiting mom-and-pop 
convenience stores, servicing accounts. One thing 
about the organization surprised me: Its sales man-
agers spent inordinate time listening to the reps 
complain about their compensation.

The complaints were based on what the reps saw 
as a myriad of problems. Their quotas were set too 
high, so they couldn’t possibly reach them. Or their 
territory was subpar, limiting their ability to sign 
new accounts. Sometimes the complaints focused 
on fairness: A rep who was hitting his quotas and 
making decent money would want a manager to do 
something about a “lazy” colleague who was earning 
outsize pay simply because he had a good territory. 
Imagine any conceivable complaint a salesperson 
might have about pay, and I guarantee that sales 
managers at my client’s company had heard it.

The reps weren’t the only ones obsessed with 
the compensation system. The company liked to 
play around with the system’s components to try to 
find better ways to motivate reps and boost revenue, 
or to increase the return on the money it spent pay-
ing salespeople—a large part of its marketing budget. 
This company’s sales comp system was fairly basic: 
Reps earned a salary and a commission of around 
1% of sales. The company worried that the system 
was too focused on outcomes and might over- or 
under-reward reps for factors outside their control. 
So it began basing compensation on their effort and 
behavior, not just on top-line sales. For instance, un-
der the new system, a portion of compensation was 
based on customer satisfaction surveys, the number 
of prospective accounts visited (even if they didn’t 
buy), and the retention of existing accounts.

Largely because of this consulting assignment, 
I became so curious about the best ways to com-
pensate salespeople that I began reading academic 
articles on the subject. Eventually I pursued a PhD 
in marketing at Yale, where I studied the theory and 
practice of how companies can and should manage 
and pay salespeople—research I now continue at 
Harvard Business School.

Although there are fewer academics studying 
sales force compensation and management than 

researching trendy marketing subjects, such as 
the use of social media or digital advertising, in the 
past decade it’s become a fast-moving field. While 
some of the basic theories established in the 1970s 
and 1980s still apply, academics have begun testing 
those theories using two methods new to this area 
of research: empirical analysis of companies’ sales 
and pay data, and field experiments in which re-
searchers apply various pay structures to different 
groups of salespeople and then compare the groups’ 
effort and output.

This new wave of research is already providing 
evidence that some standard compensation prac-
tices probably hurt sales. For instance, the research 
suggests that caps on commissions, which most 
large companies use, decrease high-performing 
reps’ motivation and effort. Likewise, the practice 
of “ratcheting” quotas (raising a salesperson’s an-
nual quota if he or she exceeded it the previous 
year) may hurt long-term results. Research based 
on field experiments (as opposed to the lab experi-
ments academics have been doing for many years) 
is also yielding new insight into how the timing 
and labeling of bonuses can affect salespeople’s 
motivation.

In this article I will take readers through the evo-
lution of this research and suggest the best ways 
to apply it. With luck, this knowledge not only will 
help companies think about better ways to com-
pensate salespeople, but also might mean that their 
managers spend fewer hours listening to them gripe 
about unfair pay.

The Dangers of Complex  
Compensation Systems
Researchers studying sales force compensation 
have long been guided by the principal-agent the-
ory. This theory, drawn from the field of economics, 
describes the problem that results from conflicting 
interests between a principal (a company, for in-
stance) and an agent hired by that principal (an em-
ployee). For example, a company wants an employ-
ee’s maximum output, but a salaried employee may 
be tempted to slack off and may be able to get away 
with it if the company can’t observe how hard the 
employee is working. Most incentive or variable pay 
schemes—including stock options for the C-suite—
are attempts to align the interests of principals and 
agents. Commission-based plans for salespeople are 
just one example.
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Salespeople were paid by commission for cen-
turies before economists began writing about the 
principal- agent problem. Companies chose this 
system for at least three reasons. First, it’s easy to 
measure the short-term output of a salesperson, un-
like that of most workers. Second, field reps have 
traditionally worked with little (if any) supervision; 
commission-based pay gives managers some con-
trol, making up for their inability to know if a rep is 
actually visiting clients or playing golf. Third, studies 
of personality type show that salespeople typically 
have a larger appetite for risk than other workers, so a 
pay plan that offers upside potential appeals to them.

During the 1980s several important pieces of re-
search influenced firms’ use of commission-based 
systems. One, by my Harvard colleague Rajiv Lal 
and several coauthors, explored how the level of 
uncertainty in an industry’s sales cycle should influ-
ence pay systems. They found that the more uncer-
tain a firm’s sales cycle, the more a salesperson’s pay 
should be based on a fixed salary; the less uncertain 
the cycle, the more pay should depend on commis-
sion. Consider Boeing, whose salespeople can spend 
years talking with an airline before it actually places 
an order for new 787s. A firm like that would struggle 
to retain reps if pay depended mostly on commis-
sions. In contrast, industries in which sales happen 
quickly and frequently (a door-to-door salesperson 
may have a chance to book revenue every hour) and 
in which sales correlate more directly with effort and 
so are less characterized by uncertainty, pay mostly 
(if not entirely) on commission. This research still 
drives how companies think about the mix between 
salaries and commissions.

Another important study, from the late 1980s, 
came from the economists Bengt Holmstrom and 
Paul Milgrom. In their very theoretical paper, which 
relies on a lot of assumptions, they found that a 

formula of straight-line commissions (in which 
salespeople earn commissions at the same rate no 
matter how much they sell) is generally the optimal 
way to pay reps. They argue that if you make a sales 
comp formula too complicated—with lots of bonuses 
or changes in commission structure triggered by 
hitting goals within a certain period—reps will find 
ways to game it. The most common method of doing 
that is to play with the timing of sales. If a salesper-
son needs to make a yearly quota, for instance, she 
might ask a friendly client to allow her to book a sale 
that would ordinarily be made in January during 
the final days of December instead (this is known as 

“pulling”); a rep who’s already hit quota, in contrast, 
might be tempted to “push” December sales into 
January to get a head start on the next year’s goal. 

While a very simple comp plan such as the one 
advocated by Holmstrom and Milgrom can be  
appealing (for one thing, it’s easier and less costly 

Idea in Brief
THE RESEARCH
In the past decade, researchers studying 
sales force compensation have been 
moving out of the lab into the field, doing 
empirical analysis of companies’ pay and 
sales data and conducting experiments 
with actual reps.

THE FINDINGS
Companies sell more when they remove 
caps on commissions; “ratcheting”—
raising a rep’s quota after a good year—
dampens motivation; and a pay system 
with multiple components (such as various 
kinds of bonuses and commissions) can 
engage a broad range of salespeople.

THE IMPLICATIONS 
Many companies use experiments to 
improve pricing, marketing, and website 
design. Because sales compensation 
is a large expense and sales force 
effectiveness is a primary revenue driver, 
companies should apply analytics and 
experimentation to find better ways to  
pay and motivate their salespeople, too.

To get the optimal work out 
of a particular salesperson, 
you should in theory design  
a compensation system 
tailored to that individual.
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to administer), many companies opt for something 
more complex. They do so in recognition that each 
salesperson is unique, with individual motivations 
and needs, so a system with multiple components 
may be more attractive to a broad group of reps. In 
fact, to get the optimal work out of a particular sales-
person, you should in theory design a compensa-
tion system tailored to that individual. For instance, 
some people are more motivated by cash, others by 
recognition, and still others by a noncash reward 
like a ski trip or a gift card. Some respond better to 
quarterly bonuses, while others are more produc-
tive if they focus on an annual quota. However, such 
an individualized plan would be extremely difficult 
and costly to administer, and companies fear the 

“watercooler effect”: Reps might share informa-
tion about their compensation with one another, 
which could raise concerns about fairness and lead 
to resentment. So for now, individualized plans  
remain uncommon. 

Concerns about fairness create other pressures 
when designing comp plans. For instance, compa-
nies realize that success in any field, including sales, 
involves a certain amount of luck. If a rep for a soft-
drink company has a territory in which a Walmart is 
opening, her sales (and commission) will increase, 
but she’s not responsible for the revenue jump—so 
in essence the company is paying her for being lucky. 
But when a salesperson’s compensation decreases 
owing to bad luck, he or she may get upset and leave 
the firm. That attrition can be a problem. So even 
though there are downsides to making a compensa-
tion system more complex, many companies have 
done so in the hope of appealing to different types of 

salespeople and limiting the impact of luck by utiliz-
ing caps or compensating people for inputs or effort 
(such as number of calls made) instead of simply for 
closing sales.

Using Real Company Data  
to Build Understanding
The big difference between earlier research on sales 
compensation and the research that’s come out in 
the past decade is that the latter is not based just on 
theories. Although companies tend to be very secre-
tive about their pay plans, researchers have begun 
persuading them to share data. And companies have 
been opening up to academics, partly because of the 
attention being given to big data; managers hope 
that allowing researchers to apply high-powered 
math and estimation techniques to their numbers 
will help them develop better tools to motivate 
their workforce. Indeed, these new empirical stud-
ies have revealed some surprises, but they have also 
confirmed some of what we already believed about 
the best ways to pay.

Tom Steenburgh, a professor at the University of 
Virginia’s Darden School of Business, published one 
of the first of these papers, in 2008. He persuaded a 
B2B firm selling office equipment to give him several 
years of sales and compensation information. This 
unique data set allowed Steenburgh to look at sales 
and pay data for individual salespeople and use it to 
make assumptions about how pay influences behav-
ior. The company had a complex compensation plan: 
Reps earned a salary, commissions, quarterly bo-
nuses based on hitting quotas, an additional yearly 
bonus, and an “overachievement” commission that 

How to Create a Sales Comp Plan
Sales compensation plans need to support a company’s strategy; motivate a broad range of performers; 
be fair and simple to explain and understand; and result in payouts that are within a company’s budget. 
Here are the steps sales managers must take to design a plan that meets those criteria.

 

STEP 1
SET THE  
PAY LEVEL 
This is crucial for 
attracting and 
retaining talent.

STEP 3  
DESIGN THE PLAN

Metrics
Most companies still 
pay salespeople a 
commission based on 
gross revenue, although 
some companies pay on 
the basis of profitability 
of sales.

Plan Type
Many companies 
supplement 
salary and 
commissions with 
bonuses based on 
exceeding quotas 
or reaching other 
goals.

Payout Curve
Caps on earnings 
limit the pay of top 
performers and flatten 
the payout curve (or 
make it “regressive”); 
accelerators or 
overachievement 
commissions ramp 
up the pay of top 
performers, creating a 

“progressive” structure.

STEP 2
BALANCE SALARY 
AND INCENTIVES 
The proportion of 
earnings that comes 
from salary and from 
incentives determines 
the riskiness of the 
plan. The proper 
balance varies by 
industry and is often 
based on the degree 
of certainty that a 
salesperson’s efforts 
will directly influence 
sales.

STEP 4
CHOOSE PAYOUT 
PERIODS 
Companies can set 
quotas and bonus 
structures to cover 
periods ranging from 
a single week to an 
entire year. Research 
shows that shorter 
payout periods help 
keep low performers 
motivated and 
engaged.

STEP 5
CONSIDER 
ADDITIONAL 
ELEMENTS 
Many companies 
use nonmonetary 
incentives, such 
as contests 
or recognition 
programs. 

SOURCE ADAPTED FROM THE POWER OF SALES ANALYTICS, BY ANDRIS A. ZOLTNERS, PRABHAKANT SINHA, AND SALLY E. LORIMER

58  Harvard Business Review April 2015

SPOTLIGHT INSPIRE YOUR SALES FORCE



kicked in once they passed certain sales goals. He 
focused on the issue of timing games: Was there evi-
dence that salespeople were pushing or pulling sales 
from one quarter to another to help them hit their 
quotas and earn incentive pay? That’s a really im-
portant question, because pushing and pulling don’t 
increase a firm’s revenue, and so paying salespeople 
extra for doing that is a waste.

Even though the salespeople in the study could 
receive (or miss out on) substantial bonuses for hit-
ting (or missing) quotas, Steenburgh found no evi-
dence of timing games. He concluded that the firm’s 
customers required sales to close according to their 
own needs (at the end of a quarter or a year, say) and 
that the firm’s managers were able to keep close 
enough tabs on the reps to prevent them from influ-
encing the timing of sales in a way that would boost 
their incentive payments. That finding was signifi-
cant, because quotas and bonuses are a large part of 
most sales compensation plans.

In 2011 Sanjog Misra, of UCLA, and Harikesh 
Nair, of Stanford, published a study that analyzed 
the sales comp plan of a Fortune 500 optical prod-
ucts company. In contrast with the firm Steenburgh 
studied, this company had a relatively simple plan: 
It paid a salary plus a standard commission on sales 
after achieving quota, and it capped how much a 
rep could earn in order to prevent windfalls from 
really big sales. Such caps are relatively common in 
large companies.

As they analyzed the data, Misra and Nair con-
cluded that the cap was hurting overall sales and that 
the company would be better off removing it. They 
also determined that many reps’ motivation was 
hurt by the firm’s practice of ratcheting. Setting and 
adjusting quotas is a very sensitive piece of the sales 
compensation formula, and there’s disagreement 
over ratcheting: Some feel that if you don’t adjust 
quotas, you’re making it too easy for reps to earn big 
commissions and bonuses, while others argue that 
if you raise a person’s quota after a very strong year, 
you’re effectively penalizing your top performers.

Misra and Nair estimated that if this firm removed 
the cap on sales reps’ earnings and eliminated quo-
tas, sales would increase by 8%. The company imple-
mented those recommendations, and the next year 
companywide revenue rose by 9%. 

A third empirical study of sales rep pay, on which 
I am the lead author, was published in Marketing 
Science in 2014. Like Steenburgh, we utilized data 

from a B2B office equipment supplier with a com-
plex compensation plan. We examined how the 
components of the plan affected various kinds of 
reps: high performers, low performers, and middle-
of-the-road performers.

We found that although the salary and straight 
commission affected the three groups in similar 
ways, the other components created different in-
centives that appealed to certain subsets of the sales 
force. For instance, overachievement commissions 
were important for keeping the highest performers 
motivated and engaged after they’d hit their quotas. 
Quarterly bonuses were most important for the lower 

Companies are sharing 
sales comp data with 
researchers in the hope of 
developing better tools to 
motivate the sales force. 

performers: Whereas the high performers could be 
effectively incentivized by a yearly quota and bonus, 
more-frequent goals helped keep lower perform-
ers on track. Some people compare the way people 
compensate a sales force to the way teachers moti-
vate students: Top students will do fine in a course in 
which the entire grade is determined by a final exam, 
but lower-performing students need frequent quiz-
zes and tests during the semester to motivate them 
to keep up. Our study showed that the same general 
rule applies to sales compensation.

Our research also suggested that the firm would 
benefit if it shifted from quarterly bonuses to cu-
mulative quarterly bonuses. For example, say a 
salesperson is supposed to sell 300 units in the first 
quarter and 300 units in the second quarter. Under 
a regular quarterly plan, a salesperson who misses 
that number in the first quarter but sells 300 units in 
the second quarter will still get the second-quarter 
bonus. Under a cumulative system, the rep needs 
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to have cumulative (year-to-date) sales of 600 units 
to get the second-quarter bonus, regardless of his 
first-quarter performance. Cumulative quotas do a 
better job of keeping reps motivated during periods 
in which they’re showing poor results, because reps 
know that even if they’re going to miss their number, 
any sales they can squeeze out will help them reach 
their cumulative number for the next period. In fact, 
even before we made our recommendations to the 
company in our study, managers there decided to 
move to cumulative quotas. 

Out of the Lab, Into the Field
In addition to sharing sales and compensation data 
with academics, companies in the past several years 
have been allowing controlled, short-term field ex-
periments in which researchers adjust reps’ pay and 
measure the effects. Prior to the use of field experi-
ments, most academic experiments regarding sales 
force compensation took place in labs and involved 
volunteers (usually undergraduates) rather than real 
salespeople. Shifting from this artificial setting into 
actual companies helps make the results of these 
studies more practical and convincing.

As an example of one such experiment, consider 
recent work my colleague Das Narayandas and I 
did with a South Asian company that has a retail 
sales force for its consumer durable products. The 
company uses a simple system of linear commis-
sions—reps earn a fixed percentage of sales, with no 
quotas, bonuses, or overachievement commissions. 
Managers were interested in seeing how instituting 
bonuses would affect the reps’ performance, so over 
six months we tested various ways to frame and 
time bonuses—always comparing results against  
a control group.

For one of our experimental groups, we created 
a bonus that was payable at the end of the week if a 
rep sold six units. For another group, we framed the 
bonus differently, using the well-known concept of 

loss aversion, which posits that the pain people feel 
from a loss exceeds the happiness they feel from a 
gain. Instead of telling reps they would receive a bo-
nus if they sold six units, we told them they would 
receive a bonus unless they failed to sell at least six 
units. To test the concept even further, the com-
pany’s managers suggested another experiment in 
which we paid the bonuses at the beginning of the 
week and then had the reps return the money if they 
missed the goal. 

The results showed that all three types of bo-
nuses exerted similar effects and that in every case 
the group receiving the bonus generally outsold the 
control group. Loss aversion didn’t have much effect. 
We believe that’s partly because we were using cash, 
which is liquid and interchangeable; in the future 
we might experiment with noncash rewards, such 
as physical objects. 

We also tried to measure the impact on sales 
reps’ effort of cash payments that were framed as 
gifts (as opposed to bonuses). Whereas bonuses are 
viewed as transactional, research shows that fram-
ing something as a gift creates a particular form of 
goodwill between the giver and recipient. In our 
study we used cash but told employees it was a 
gift because there were no strings attached—they 
didn’t have to meet a quota to receive it. We found 
that the timing of a gift directly influences how reps 
respond: If you give the gift at the beginning of a pe-
riod, they view it as a reward for past performance 
and tend to slack off. If you tell them they will re-
ceive a gift at the end of a period, they work harder. 
We concluded that if companies want to encourage 
that kind of reciprocity, they need to pay careful  
attention to timing.

Other researchers are using field experiments to 
better understand how salespeople react to changes 
in payment schemes, but most of this work is so 
new that it hasn’t been published yet. One paper 
presented at a conference in 2014 showed that if 

One study found that timing matters:  
Sales reps work harder for the chance to earn  
a reward than they do after receiving one.
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salespeople receive cash incentives for passing tests 
about the product they are selling, they will sell 
more. (This is an example of sales compensation 
based on effort as opposed to results.) Another re-
cent field experiment found that sales reps valued 
noncash incentives (such as points that could be 
used for vacations or for items such as televisions) 
more than the actual monetary cost of the good the 
points could purchase. As more researchers and 
companies embrace the use of field experiments, 
sales managers will learn even more about the best 
ways to motivate their teams.

It Pays to Experiment
After spending a decade in academia studying sales 
force compensation, I sometimes wonder what 
would happen if I were transported back into my job 
as a management consultant. What would I tell sales 
force managers to do differently? 

Some of my advice would be straightforward:  
I would urge managers to remove the caps on com-
missions or, if they have to retain some ceiling for 
political reasons, to set it as high as possible. The 
research is clear on this point: Companies sell more 
when they eliminate thresholds at which salespeo-
ple’s marginal incentives are reduced. There might 
be problems if some reps’ earnings dramatically ex-
ceed their bosses’ or even rival a C-suite executive’s 
compensation, but the evidence shows that firms 
benefit when these arbitrary caps are removed.

I would tell sales managers to be extremely care-
ful in setting and adjusting quotas. For instance, the 
research clearly shows that ratcheting quotas is 
detrimental. It’s tempting to look at a sales rep who 
blows through her yearly number and conclude that 
the quota must be too low—and quotas do need to 
be adjusted from time to time. But in general it’s 
important to prevent reps from feeling that unfair-
ness or luck plays a part in compensation, and reset-
ting quotas can contribute to that perception. And if 
something outside the salesperson’s control—such 
as an economic downturn—made it more difficult 
to hit a goal, I would consider reducing the quota in 
the middle of the year. It’s important to keep quotas 
at the right level to properly motivate people.

On the basis of my own research, I would advo-
cate for a pay system with multiple components—
one that’s not overly complicated but has enough el-
ements (such as quarterly performance bonuses and 
overachievement bonuses) to keep high performers, 

low performers, and average performers motivated 
and engaged throughout the year.

Finally, I would urge my client companies to con-
sider experimenting with their pay systems. Over the 
past decade managers have become attuned to the 
value of experimentation (A/B testing, in particular); 
today many consumer goods companies experiment 
constantly to try to optimize pricing. There are im-
portant lessons to be learned from doing controlled 
experiments on sales reps’ pay, because the behav-
iors encouraged by changes in incentives can exert 
a large influence on a firm’s revenue, and because 
sales force compensation is a large cost that should 
be managed as efficiently as possible. Involving aca-
demic researchers in these experiments can be ben-
eficial: Having a trained researcher take the lead gen-
erally will result in a more controlled environment, 
a more scientific process, and more-robust findings. 
These studies also help the world at large, because 
research that improves how companies motivate 
salespeople will result in better and more-profitable 
businesses for employees and shareholders. 
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COMPANIES HAVE BECOME savvy customers, often de-
termining the solution they need, the supplier they 
want, and the price they’ll pay before a salesperson 
sets foot through the door. In this competitive envi-
ronment, the premium on finding, training, motivat-
ing, and retaining star salespeople has never been 
higher. That’s why U.S. businesses spend a whopping 
$800 billion annually on sales force compensation 
and another $15 billion on sales training. 

Yet companies currently rely on backward- 
looking methods to gauge the impact of this spend-
ing. Because firms measure only past sales perfor-
mance (using metrics such as revenue generated, 
unit sales, and conversion rates), they have limited 
insight into how a salesperson will do going forward 
and what types of training and incentives will be 
most effective. As a result, many firms overvalue 
their poor performers and undervalue their stars, 
misdirecting their sales force investments. 

Drawing on our 20 years of research on customer 
profitability, we have developed a novel method for 
measuring a salesperson’s future profitability to the 
firm. Further, we link future performance to specific 
types of training and incentives and show how op-
timizing those investments can dramatically boost 
revenue. To our knowledge, our work is the first  
to explicitly investigate the impact of training and 
incentives on a rep’s future performance.

Failing to forecast a salesperson’s future value 
can lead to costly misallocation of training and incen-
tive dollars. Worse, it can allow undervalued but top-
flight salespeople to slip through your fingers and 
into competitors’ arms—taking valuable customers 
with them. 

Gauging Future Value
To develop our method for measuring salesperson 
future value (SFV) and to determine its drivers, we 
collaborated with a Fortune 500 B2B software, hard-
ware, and services firm, which provided seven years 
of data on approximately 500 salespeople and their 
customers. This included data on each rep’s age, ap-
titude, tenure, and territory and his or her customers’ 
detailed purchase histories. It also included specifics 
on the type and duration of training and the mon-
etary and nonmonetary incentives each salesperson 
had received.

We define SFV as the net present value of future 
cash flows from a salesperson’s customers after ac-
counting for the costs of developing, motivating, 

and retaining the rep. To calculate an SFV, managers 
need to estimate the customer lifetime value (CLV) 
of the rep’s existing and prospective customers. (For 
more on CLV, see V. Kumar, Profitable Customer 
Engagement: Concept, Metrics, and Strategies, Sage 
Publications, 2013.)

Managers must then subtract the present value 
of the rep’s training and incentives, such as commis-
sions, to yield a measure of the rep’s expected future 
profits. (For details on calculating SFV, see our article 

“Measuring and Managing a Salesperson’s Future 
Value to the Firm,” Journal of Marketing Research, 
October 2014.) 

Comparing SFV for different time horizons al-
lows managers to optimize training and incentives 
to achieve short- and longer-term goals. In our re-
search, we forecast reps’ SFV at one year and three 
years. There are several reasons to stay within a 
three-year horizon, chief among them that the ac-
curacy of the CLV model deteriorates when we at-
tempt to predict customer behavior beyond three 
years. Particularly in dynamic business environ-
ments such as the high-tech B2B world of our study 
company, a three-year horizon is typical for mana-
gerial decision making, especially when it concerns 
the sales force.

Like most companies, the firm we worked with 
had been using revenue generated as the main met-
ric for valuing its salespeople. Reps who brought in 
the most money were considered “stars.” An SFV 
analysis, however, revealed that this blunt measure 
was neither an accurate gauge of a rep’s current 
worth nor a good indicator of his or her potential. 
(See the exhibit “A Rep’s Past Performance Doesn’t 
Predict Future Profits.”) 

To understand the relationship between future 
value and revenue, we first divided the sales force 
into deciles, according to revenue generated over a 
three-year period. Next, we calculated the SFV for 
the reps in each decile. As the exhibit shows, the 
firm had been dramatically undervaluing salespeo-
ple in the highest decile; those reps’ future value was 
found to be nearly double their value as measured by 
revenue alone. Meanwhile, reps in the bottom decile, 
who appeared to bring in lower but still substantial 
revenue, were badly overvalued—destined to cost 
the firm more than they generated. 

Between these highest and lowest performers, 
we noted a rapid drop-off in SFV by decile: From the 
third decile down, the backward-looking revenue 
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metric consistently overstated the reps’ true value 
to the firm. 

Investing in the Sales Force 
Most managers know that one size doesn’t fit all 
when it comes to teaching and motivating sales-
people. Targets, prizes, bonuses, public praise, and 
social pressure, for example, can all be effective in 
different measure, depending on the person and the 
circumstances. But training and incentive programs 
are often applied unscientifically, on the basis of best 
guesses about the relationship between past per-
formance, current programs, and future outcomes. 
Consequently, managers endlessly tinker with these 
plans—with predictably uneven results. 

What training and incentives will bring out the 
best in a high achiever or help a promising rep im-
prove? Our SFV analysis provides the starting point 
for finding an answer. After determining the future 
value of each salesperson in our study company, we 
correlated data on each rep’s prior training and in-
centives with his or her SFV to develop a picture of 
how those factors influence performance. 

To do this, we used a popular statistical tech-
nique called latent class segmentation, which can 
reveal hidden (or latent) subgroups within a larger 
population. In this case, the analysis allowed us to 
understand the factors that influence a salesper-
son’s future performance and group reps according 
to them. We gathered three years’ worth of data 
on the number of hours of two types of training 
each rep had received: task related, such as build-
ing product and customer knowledge; and growth 
related, such as developing leadership, team, and 
customer engagement skills. In addition, we col-
lected rep-level data on the value of monetary in-
centives received and the number of nonmonetary 
rewards—recognition such as commendations and 

plaques—the reps got. The analysis controlled for 
variables including tenure, market competitiveness, 
and territory, and it looked at both one-year and 
three-year effects. 

Our study identified strong associations be-
tween training types, incentives, and a rep’s future 
performance. On the basis of those findings, we 
were able to segment the firm’s salespeople into 
two broad classes: training-driven reps, whose SFV 
is influenced more by instruction and learning; and 
incentive-driven reps, who are motivated more by 
monetary and other rewards. 

This analysis allowed the firm to optimize each 
salesperson’s training and incentives according to 
his or her segment.

Optimizing Training
Most sales training is task related, focused on im-
proving knowledge and skills directly involved in 
selling. This includes teaching about the firm’s prod-
ucts and services, its industry and competitors, and 
its current and potential customers. It also covers 
time management and customer relationship man-
agement skills, including “people skills.”

Growth-related training enables reps to “learn 
how to learn,” helping them identify needed task- 
related skills and develop their repertoire of those 
skills. Growth training also focuses on leadership de-
velopment, negotiation strategies, and adaptability—
how to adjust selling strategies to fit the situation. 

During the first four years of our study period, 
all salespeople underwent basic, mandatory task 
and growth training. And they could opt in to addi-
tional training of either type. Thus we were able to 
determine reps’ average annual number of hours of 
both task and growth training, determine the cost 
for each rep, and gauge the impact of the training 
on performance. 

Idea in Brief
THE PROBLEM
Because firms measure only 
the past performance of their 
salespeople, they know little 
about how a salesperson will 
perform going forward. As 
a result, many firms overvalue 
their poor performers and 
undervalue their stars.

THE SOLUTION
Using statistical techniques 
to forecast a salesperson’s 
future value (SFV) and to link 
performance with the types of 
training and incentives each 
rep has received, it’s possible 
to identify who will be your 
highest-performing reps and to 
tailor training and incentives 
to maximize their performance.

THE OUTCOME
In one Fortune 500 B2B 
technology company, SFV 
calculations allowed the 
firm to reallocate training 
and incentive investments 
across reps, resulting in an 
8% increase in SFV across 
the sales force and a 4% 
increase in firm revenue.

OPTIMAL HOURS 
OF TRAINING  
TO MAXIMIZE  
FUTURE VALUE

17
INCENTIVE-DRIVEN REPS

29
TRAINING-DRIVEN REPS

PAYOFF FOR  
LONG-TERM 
TRAINING

$287
INCENTIVE-DRIVEN REPS

$296
TRAINING-DRIVEN REPS

ANNUALIZED AVERAGE 
SALESPERSON FUTURE  
VALUE OVER THREE YEARS

k77
 k
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Three findings emerged that have important 
managerial implications:

More isn’t necessarily better. We saw a clear 
positive correlation between both kinds of train-
ing and reps’ future value—but only up to a point. 
Because training is expensive and time-consuming, 
the cost of further training beyond a certain amount 
outweighs any incremental increase in a rep’s SFV. 
Knowing where that point lies for salespeople in 
each segment is critical.

In our study firm, we determined that the opti-
mal annual amount of instruction for reps in the 
training-driven segment is 29 hours—70% more than 
what’s best for incentive-driven reps. 

Time frame matters. By looking at SFV at both 
one year and three years, we were able to tease apart 
the effects of short-term and long-term training on 

reps’ future value. We found that training effects in 
general are greater in the long term. However, the 
impact of long-term training on SFV is much more 
pronounced among training-driven reps. 

One implication of this finding is that managers 
must be patient in evaluating the effects of training. 
Conclusions about efficacy based on a single year of 
performance (measured as SFV) could lead to some 
demonstrably wrong conclusions—for example, that 
a manager is seeing the maximum impact of training 
or that incentive-driven reps are more responsive to 
training than training-driven reps are, when, over a 
three-year period, the reverse is true.

Training types are mutually reinforcing. 
We found that growth-related training, which fo-
cuses on adaptive and problem-solving skills, can 
increase a rep’s future value in part by enhancing 
his or her ability to apply information and tactics 
developed in task-related training. It’s important for 
managers to consider this synergy when designing 
training schedules. For example, consider the case 
of a salesperson who has received the maximum 
recommended amount of task-related training. By 
providing additional growth-related training, the 
manager can improve the effectiveness of the ear-
lier instruction. As with training effects generally, 

A REP’S PAST PERFORMANCE  
DOESN’T PREDICT FUTURE PROFITS 
By looking not just at the revenue reps have generated 
but at their future profitability, you may find that  
your top performers are even more valuable than you 
thought—and your low performers even more costly.
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For both high- and 
low-performing 
sales reps in a B2B 
company, revenue 
generated was not 
a good indicator 
of expected 
future profitability, 
calculated using  
a special formula.
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we found that the benefits of the synergy between 
the two types is greater in the long term than in the 
short term. 

Optimizing Incentives
When it comes to extrinsic motivators, salespeople 
are no different than anyone else; they respond 
quickly and enthusiastically to monetary rewards 
and recognition.

We looked at the effects of compensation beyond 
a rep’s base pay (such as commissions) on SFV; and 
we investigated the impact of peer recognition, such 
as “salesperson of the month” plaques and public 
acknowledgement from peers. (We measured peer 
recognition as the annualized average number of 
times the rep was recognized in the firm through  
e-mail, newsletters, and awards.)

Unlike training, monetary rewards are more pow-
erful for all types of reps in the short term—although, 
not surprisingly, incentive-driven reps had a greater 
response to them than did training-driven reps. 
Likewise, we found that both groups responded 
positively to nonmonetary rewards in both the short 
and long term. Short-term effects were greater for 
both, and, again, incentive-driven reps were more 
responsive. 

Finally, we found that monetary and nonmon-
etary rewards have a greater impact on SFV when 
combined, an effect that we saw in both segments 
and in both the short and long term.

Redefining Sales Force Management
To apply these findings, managers must calculate 
each salesperson’s future value. Because SFV is based 
on the aggregated customer lifetime value (CLV) of 
the salesperson’s customers, firms that use advanced 
customer relationship management systems that cal-
culate CLV already have the required starting data.

With SFV metrics in hand, managers can then 
segment the sales force, identifying groups that 
are more or less sensitive to training, incentives, or 
other factors. For example, analysis might reveal 
micro segments that respond more to growth train-
ing than to task training, or more to peer recognition 
than to other types of rewards. With this segmenta-
tion, managers can then make data-driven decisions 
about investments in training and incentives, career 
development, and even hiring and firing.

Training and incentives investments. As 
we’ve shown, an overtrained salesperson may have 

a lower future value than an optimally trained one, 
given the cost and diminishing returns of training. 
Therefore, managers should determine each sales-
person’s sensitivity to different types of instruc-
tion and monitor both assigned and opt-in training  
accordingly—perhaps even establishing limits. 
Training decisions must also take into account man-
agers’ time frame goals: Training strategies that will 
maximize short-term performance may be different 
from those that lead to the best long-term outcomes. 

Likewise, managers must determine which 
salespeople will respond best to different types 
of incentives and adjust the incentive structure 
as needed. In the company we studied, managers 
made adjustments at the segment level. For exam-
ple, they tweaked the bonus and commission struc-
ture slightly for the incentive-driven reps in order 
to motivate them to meet high quotas. In addition, 
for this group, managers underscored the impor-
tance of nonmonetary incentives, suggesting that 
these might translate into future rewards, such as  
promotions or assignments to choice territories.

After completing its sales force segmentation 
and SFV analysis, the firm we studied increased its 
investment in training for its training-driven reps 
while reducing training and increasing rewards and 
recognition for incentive-driven reps. In the three 
years after implementing those changes, the firm 
achieved an 8% increase in SFV across the sales force.

In making decisions about which reps to invest 
in, sales managers have had to rely on backward-
looking and, often, subjective measures of a sales-
person’s performance. They’ve depended on previ-
ous performance evaluations, past revenue, and gut 
feel, all of which can be unreliable and, at worst, lead 
to costly bad decisions. Knowing how much profit 
a salesperson will likely generate over various time 
horizons, and what the cost of that profit will be in 
terms of training and compensation, makes these 
investment decisions more straightforward.

Our study firm used its analysis to prioritize in-
vestment in high-SFV reps. To that end, it increased 
those reps’ base pay, incentives, and benefits, and 
optimized their training; it reduced those invest-
ments in low-SFV reps. This reallocation of resources 
ultimately increased firm revenue by 4%. 

Career development and retention. Sales-
person segmentation and future value calcula-
tions allow managers not only to identify their best 
salespeople but also to understand why the profit 

BENEFITS OF 
SHORT-TERM 
INCENTIVES

IMPACT OF $1,000 
INCREASE IN INCENTIVES 
ON SALESPERSON FUTURE 
VALUE AFTER ONE YEAR

INCENTIVE-  
DRIVEN 
REPS

$1,876

$1,371
TRAINING-  
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potential of one is climbing while another’s is pla-
teauing or falling. Not all underperforming sales-
people should be cut loose, obviously. This is par-
ticularly relevant when a rep identified as having a 
high future value doesn’t live up to expectations; 
in many cases, our research suggests, such perfor-
mance problems may reflect misapplication of train-
ing and incentives. A rep may have great potential 
that can be reached only if she gets the right tools. 
The problem, in other words, is managerial. 

For example, an incentive-driven rep’s perfor-
mance may fall off if her manager overemphasizes 
training and underuses monetary and other rewards. 
Likewise, a training-driven rep may be losing his 
edge because management is providing too much 
task-related and not enough growth-related training. 

The firm we studied used segmentation and SFV 
analysis to make training and retention decisions 
on the basis of the relationship between a rep’s po-
tential and actual performance. Optimizing a rep’s 
training and incentives according to the model gen-
erally resulted in an improvement in sales. However, 
when a rep’s sales continued to fall short of expec-
tations despite careful attention to the model, the 
salesperson was let go.

Profiling and recruitment. An exciting  
implication of SFV measurement is that it allows a 
firm to profile top performers in a given segment and 
then recruit and optimally train and motivate oth-
ers like them. To build such profiles, managers must 
collect demographic and psychographic data on the 
high-SFV reps. Our study company collected data 
on age and sales experience, and surveyed reps on 
their confidence on a dozen sales-related tasks, in-
cluding managing time, planning sales presentations,  
handling customer objections, and closing a sale. 

The company found that in general incentive- 
driven reps were older (over 35), had more expe-

rience (more than 10 years), and were more self- 
confident than training-driven reps. Training-driven 
reps tended to engage in more cross-selling and so 
sold a wider breadth of products, but their revenue 
per transaction was lower than that of the incentive-
driven reps. Finally, training-driven reps were more 
likely to sell to smaller but rapidly growing clients, 
while incentive-driven reps tended to attract larger 
and more stable customers.

Using such profiles, managers can adjust their 
hiring to recruit reps likely to have desired selling 
styles or capabilities.

AS SELLING becomes ever more complex, the role of 
the sales force as a source of competitive advantage 
grows. Here we’ve described how SFV calculations 
allow managers to improve sales force valuation and 
management, and be more strategic in hiring, firing, 
motivating, and training. Less obvious, but just as 
important, is the potential of SFV-focused man-
agement to streamline the sales force and improve 
organizational efficiency. By enhancing the perfor-
mance of high-profit-potential reps, shedding poor 
performers, and applying just the right amount and 
kind of training and incentives, managers can opti-
mize their resources and reduce systemwide costs. 
Measuring and managing the sales force according 
to future value metrics can deliver greater efficiency 
and profits and increase competitive advantage. 

HBR Reprint R1504D

THREE STEPS 
TO BOOST YOUR 
REPS’ FUTURE 
VALUE

1
MEASURE  
EACH REP’S SFV
(SALESPERSON  
FUTURE VALUE)
Calculate future profits 
from a salesperson’s 
customers and then 
subtract the cost  
of the rep’s training  
and incentives.

2
IDENTIFY THE 
DRIVERS OF SFV 
Use statistical techniques 
to quantify the effects of 
training and incentives 
on each rep’s future value.

3
SEGMENT AND 
MANAGE THE  
SALES FORCE 
Sort the sales force 
into training-driven and 
incentive-driven reps 
and tailor instruction and 
rewards for each type.

An analysis of reps’ future value allows 
managers to profile top performers 
and then recruit, train, and motivate 
others like them.
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I
Mark Roberge is the chief 
revenue officer of HubSpot, 
a Boston-based inbound 
marketing firm. This article is 
adapted from his book, The 
Sales Acceleration Formula 
(2015), with permission of its 
publisher, Wiley.

I WAS THE fourth employee hired at HubSpot.  
I’d met the two cofounders when we were all pur-
suing graduate degrees at MIT’s Sloan School of 
Management. They’re smart guys with a big 
mission: to help companies transform their mar-
keting by using online content to draw potential 
customers to their websites—a practice known as 

“inbound” marketing.
My job was to build the sales team. An engineer 

by training, I’d never worked in sales—I’d begun my 
career writing code. But my background proved to be 
more of an advantage than I’d expected. It led me to 
challenge many conventional notions of sales man-
agement, using the metrics-driven, process-oriented 
lens through which I’d been trained to see the world. 
For instance, instead of hiring by instinct, I meticu-
lously tracked data on sales, identified predictors of 
success, and looked for people whose traits and skills 
closely resembled those of our top sellers. Instead of 
training new recruits by having them tag along on a 
successful salesperson’s calls, I created a regimented 
training program that gave them firsthand experi-
ence with our technology and then taught them to 
systematically work leads. 

That approach worked well: Within seven years 
of its founding, HubSpot crossed the $100 million 
run-rate revenue mark and had acquired more  
than 10,000 customers in over 60 countries. In the 
fall of 2014 our company went public in an offering 
worth $125 million.
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When I look back on the various strategies I used 
to grow our sales force from zero to several hundred 
people, I realize that one of the biggest lessons I’ve 
learned involves the power of a compensation plan to 
motivate salespeople not only to sell more but to act 
in ways that support a start-up’s evolving business 
model and overall strategy.

Whether you’re a CEO or a VP of sales, the sales 
compensation plan is probably the most powerful 
tool you have. Most of the critical strategic shifts that 
HubSpot made as a business were executed through 
changes to the sales compensation plan. In this ar-
ticle I will look at how we did this and at the general 
principles you should keep in mind when designing 
your own firm’s plan.

they brought in. To protect the company if custom-
ers defected, we implemented a four-month claw-
back on commissions. This meant that if a customer 
jumped ship within the first four months, HubSpot 
took the entire commission back (deducting it from 
the salesperson’s earned commissions the next 
month). Once a customer had stayed on the platform 
for four months, the salesperson could keep the en-
tire commission even if the customer later canceled.

This plan was simple, clean, and hunting oriented. 
It worked well to accelerate the pace of new customer 
acquisition. In under six months our base shot up to 
1,000 customers, and our revenue hit $3 million. 

2The customer success and retention plan. 
With plenty of customers on board, we could 
now analyze how well the company was pro-

gressing toward “product/market fit”—the point at 
which product features and pricing are aligned with 
the market’s preferences. The biggest sign that the 
fit wasn’t perfect was a clear problem with customer 
retention. Among our early customers, the level of 
churn was unsustainable. This was not surprising. 
It’s rare that a start-up finds a fit on its first attempt 
with customers. That’s why a fast feedback cycle, 
proper diagnosis of the issues, and quick, disci-
plined iteration are necessary during this stage. At 
this point in a start-up’s evolution, it’s key to figure 
out who your best customers are and what steps will 
make them successful.

Looking for answers, we studied the data. At 
the time, each new customer was being assigned a 
postsale consultant, who would set our service up 
and train the customer’s staff in how to use it. Our 
first theory was that some of the postsale consul-
tants were doing a better job than others. If we could 
identify which consultants were most successful, we 
could dig into their processes, understand what they 
were doing differently, and introduce the best prac-
tices across the team. However, when we examined 
customer churn by postsale consultant, the levels 
were similar across the team. That particular theory 
didn’t check out. 

Next we analyzed customer churn rates by sales-
person. Eureka! Here was our answer. Across the or-
ganization, there was a more than 10-fold difference 
between the lowest and highest churn rates among 
salespeople. We did not have a customer onboard-
ing problem. We had a sales problem. Our customer 
retention was predicated on the types of customers 

The ideal plan is tailored  
to the company’s stage of growth.

Knowing What You  
Need and When
Business leaders often ask, “What’s the best sales 
compensation structure to use?” It’s a complicated 
question. The ideal plan is contextual—tailored to 
both the type of business and the stage of growth the 
company is in. Start-ups typically go through three 
key stages: customer acquisition, customer reten-
tion and success, and sustainable growth. In the first 
seven years at HubSpot, we used three different sales 
compensation plans, each of which was appropriate 
for the stage our business was in at the time. 

1The customer acquisition plan. HubSpot’s 
first compensation plan was oriented toward 

“hunting” new customers. When we put it in 
place, we had 100 customers and an annual run rate 
of barely $300,000. Like most start-ups at this stage 
of development, we needed to acquire customers 
quickly so that we could see how valuable our of-
fering actually was to them. We’d been pretty good 
at gathering feedback from potential customers as 
we’d developed our product—which is true of most 
new ventures—but the real test would be asking 
customers for money. 

The first plan paid salespeople a base salary and 
$2 up front for every $1 of monthly recurring revenue 
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the salespeople chose to target and the expectations 
they set with each new account. 

I immediately shared the analysis with the sales 
team, revealing each salesperson’s churn rate and 
how it compared with the team average. I educated 
the team on the importance of retention, both to our 
business and to our customers. I said that I would 
be adjusting the sales compensation plan, in order 
to align customer retention performance with com-
mission checks. 

Sure enough, the next quarter I followed through 
on my promise. I stack-ranked the sales team from 
the person with the best retention rate right down 
to the person with the worst rate. Then I segmented 
the team into quartiles. The top-performing quartile 
would earn $4 per $1 of monthly recurring revenue 
from then on. “Congratulations,” I said to this group. 

“I’m doubling your commission payments. Why? 
Because you bring in the best customers. Keep it up.” 

I moved on to the next quartile. “Good work,”  
I said. “You now earn $3 per $1 of monthly recurring 
revenue—a 50% increase above your previous rate.” 

“For the folks in the third quartile, there is no 
change. You will be paid the same rate of $2 per $1 of 
monthly recurring revenue.” 

I concluded with the most difficult message. “For 
the fourth and worst-performing quartile, your earn-
ings are cut to $1 per $1 of monthly recurring revenue. 
Why? Your customers are not succeeding. On aver-
age, they’re unprofitable for our company. More im-
portant, you are wasting our customers’ money by 
not setting proper expectations about how to suc-
ceed with our service. We have initiated training on 
better customer expectation setting. We need you to 
take that training seriously. We are here to help you 
through this skill development.” 

The combination of a different set of incentives 
and better training worked: Within six months, 

customer churn had dropped by 70%. Once again, 
a sales compensation plan had driven the results of 
the business. 

3 The sustainable growth plan. Thanks in 
part to plan two, HubSpot had quickly closed in 
on product/market fit. Unrealistic expectations 

set by sales were now almost never among the rea-
sons customers gave for quitting our service. Churn 
in general was far lower, and the reasons for cancella-
tions were not alarming. It was time for our start-up 
to focus on achieving faster, profitable growth—in 
other words, scaling up the business. To do that, we 
had to align the sales compensation accordingly. 

To ensure healthy growth, I needed to incorpo-
rate what we had already learned on our journey. I 
certainly wanted a strong incentive for the sales team 
to acquire new customers at a rapid clip. However, 
I needed to keep the team aligned with maximiz-
ing customer retention, since that would obviously  
offset acquisition costs and increase profitability. 

One important insight we’d had earlier was that 
it was important for the customer to be committed 
to adopting inbound marketing. Though it can trans-
form the way an organization gets its message to cus-
tomers, inbound marketing is not a turnkey solution. 
It takes work. Customers must understand that to 
succeed. We had already worked to get salespeople 
to set realistic expectations, but we now had to find a 
way to focus them on clients who would make a real 
investment (of time, energy, and money) in learning 
to use HubSpot’s service. How could I align the sales 
team with this goal in a clear and measurable way? 

The answer was advance-payment terms for new 
customers. When we looked at the data, we realized 
that our customers who paid month-to-month were 
less committed to the overall HubSpot service and 
were far more likely to defect. Those that prepaid 

Idea in Brief
THE CHALLENGE
A start-up often changes 
direction as it grows. As the 
strategy shifts, it’s critical that 
the employees who bring in 
the revenue—the sales force—
understand and behave in ways 
that support the new strategy. 
The sales compensation  
system can help ventures 
achieve that alignment.

THE PRESCRIPTION
Revise the incentive system 
to focus salespeople on new 
goals at each growth phase. 
The start-up HubSpot did this; 
it implemented a plan that 
encouraged rapid customer 
acquisition early on, but 
switched to a second plan to 
promote customer retention 
and then to a third geared for 
sustainable growth.

THE RESULT
Changes to the sales 
compensation plan helped 
HubSpot quickly grow its 
business to $100 million in 
annual revenue and acquire 
more than 10,000 customers 
in 60 countries.
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annually were more committed to the service and 
ultimately were more successful. (Of course, ad-
vance payments also had a positive impact on 
HubSpot’s cash flow—another factor that becomes 
important for a start-up as it reaches scale.)

As a result, our third plan was designed as fol-
lows: (1) Salespeople would earn $2 per $1 of monthly  
recurring revenue. (2) The commission would be paid 
out as follows: 50% on the customer’s first month’s 
payment, 25% on the sixth month’s payment, and 
25% on the 12th month’s payment.

So if a customer signed up paying month-to-
month, the salesperson would wait a full year to 
earn the last quarter of the commission for that cus-
tomer. However, if the customer paid a full year’s 
subscription in advance—a factor that was com-
pletely under the control of the salesperson—the 
entire commission would be earned immediately. 

Before this plan was put in place, the average 
prepayment commitment was 2.5 months. After the 
plan was rolled out, that average jumped to seven 
months. Customer churn was checked; in fact, reten-
tion improved. The new customers were profitable to 
HubSpot. Salespeople felt in control of their destiny. 
Mission accomplished. 

Before You Change the Comp Plan…
HubSpot is still a young and growing company, and 
we may have to adjust the sales compensation 
formula again as the business evolves. Drawing 

on what we’ve learned during our first eight years, 
my team has developed a few questions that we 
ask about any potential change: Is it simple? Is it 
aligned? And is it immediate?

Let me elaborate.
Simplicity. Salespeople should not need  

a spreadsheet to calculate their earnings. If too 
many variables are included, they may become con-
fused about which behaviors will lead to the larg-
est commission check. They might throw the plan 
aside and just go sell the way they know best. The 
opportunity to drive the desired behavior through 
the compensation plan is lost. Keep the plan simple. 
It should be extraordinarily clear which outcomes 
you are rewarding.

Alignment. Look ahead to the next year and 
ask yourself, “What is the most important goal 
the company needs to achieve? Customer count? 
Profitability? Customer success? Market share? New 
product distribution? New market penetration?” 
Once you’ve identified that goal, ask yourself, “How 
can the sales compensation plan be aligned with 
this objective?” Don’t underestimate the power of 
the compensation plan. You can tweak sales train-
ing, redesign marketing materials, attend customer 
conferences—you name it. Regardless of those ef-
forts, if the majority of your company’s revenue is 
generated by salespeople, properly aligning their 
compensation plan will have greater impact than 
anything else will.

Contests are almost as effective as 
compensation plans when it comes to 
motivating the sales team. Contests bring a 
fun, dynamic aspect to a sometimes mundane 
daily routine. They can be designed to promote 
desired behaviors and, unlike commission 
plans, can be temporary. They can even be 
used to build team culture.

For these reasons, I ran a sales contest at 
HubSpot almost every month, especially in the 
early years of team development. Here are my 
six best practices for sales contest design:

Align the contest with a  
short-term behavioral change. 
For example, fearing a summer 
slump, you may want to boost 
activity in June. This increase 
would be difficult to pull off 
through the commission plan, 
but holding an activity-based 
contest for one month would 
do the trick.

Make the contest team based. 
This approach has a remarkable 
effect on team culture, espe-
cially early on. For the first three 
years at HubSpot, every contest 
I ran was a team contest. I’d 
often see high- performing sales-
people help out teammates 
who were lagging, and the low 
performers would start working 
late to avoid letting their teams 
down. When I finally ran a con-
test based on individual perfor-
mance, I heard accusations of 
cheating and saw backstabbing 
behavior for the first time.  
We immediately returned to 
team contests.

Boosting Performance 
with Sales Contests 1 2
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Immediacy. When salespeople succeed, they 
should see it reflected in their paychecks immedi-
ately. When they fail, they should feel the pain in 
their paychecks immediately. Any delay between 
good (or bad) behavior and the related financial out-
come will decrease the impact of the plan.

Whenever I considered changing the compen-
sation plan, I always involved the sales team in the 
redesign. To kick things off, I usually held a “town 
meeting” with the team. After communicating the 
goals for the plan, I would open up the floor to struc-
tural ideas. The brainstorming would begin. As the 
meeting progressed, I would share some of the struc-
tures that were being considered and invite people 
to offer their feedback.

As a follow-up, I often created a page on the 
company wiki, reiterating the reasons for chang-
ing the plan, stating the goals, and describing some 
of the structures that were being considered. The 
conversation would then continue online with 
ideas and reactions. I responded to most com-
ments. This digital format allowed salespeople to 
catch up on and participate in the conversation 
when they had time.

Throughout the process, I was very explicit that 
the commission plan design was not a democratic 
process. It was critical that the salespeople did not 
confuse transparency and involvement with an invi-
tation to selfishly design the plan around their own 
needs. Most of them appreciated the openness, even 

when changes were not favorable to their individual 
situations. During the process the sales team con-
tributed some great ideas. Each commission plan 
change we made included at least one structural ele-
ment that had originated from a salesperson during 
our discussions. Because of this involvement, when 
a new plan was rolled out, the sales team would  
understand why the final structure had been chosen.

COMPENSATION IS just one of the tools I learned to 
use while scaling up HubSpot’s sales force. Our hir-
ing, training, and sales coaching programs have 
also been vital to our success. The common thread 
among them is that they rely on close analysis of 
what works and what doesn’t, rigorous use of data 
and metrics instead of intuition or improvisation, 
and systematically reducing what does work into a 
formula that can be replicated.

Am I recommending the same evolution of com-
pensation plans for every business? Absolutely 
not. The sales compensation plan should reflect 
the type of business you’re in and the stage of busi-
ness you’re at. The evolution of HubSpot’s plan 
illustrates this point and provides a real-world ex-
ample of the impact that a change in plan can have 
on business results. It also illustrates how, in an era 
when managers can access data on everything that 
happens inside their firms, successfully managing a 
sales force should be much less of an art and much 
more of a science.  HBR Reprint R1504E

Make the prize team based.
Choose a reward that the  
team experiences together: 
Rent a limo to take the winners 
to a casino. Buy them a golf 
outing. Send them sailing for 
a day. Making the prize team 
based maximizes the positive 
impact on culture. The winners 
return to the office with  
photos of the great time they 
had—together. People feel  
good about their colleagues.  
Teams feel motivated to win  
the following month.

Send out updated contest 
standings daily.  
At least once a day, publish 
the contest standings to the 
entire sales team (if not to the 
entire company), even if you 
have to compile and post them 
manually. This is such a critical 
execution point. Without daily 
updates, contest effectiveness 
will drop precipitously.

Choose the time frame wisely. 
The contest period needs to be 
long enough to bring about the 
desired behavioral change but 
short enough that salespeople 
stay engaged. A daily time 
frame is too short. Weeklong 
contests are on the briefer end 
of acceptable. A quarterly time 
frame is probably too long. 
Monthlong contests are ideal.

Avoid contest fever.
Don’t read this and implement 
five simultaneous contests. 
Overlapping contests will  
dilute one another. Run one 
contest at a time for a given 
group of salespeople.
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AS A YOUNG business school professor, Andris 
Zoltners became fascinated by two questions: 
How many salespeople does a company need, and 
how should it divide up their territories to balance 
workload and market potential—so as to maximize 
profits? To unearth the answers, he developed and 
applied complex math models, and in 1983 Zoltners, 
by then a professor at Northwestern University’s 
Kellogg School, had enough companies clamoring 
for his insights that he and a colleague, Prabha Sinha, 
founded ZS Associates. Today the firm is one of the 
world’s largest sales consultancies, with 3,500 em-
ployees, and Zoltners, now emeritus after 35 years 
on Northwestern’s faculty, is considered an author-
ity on the best ways to manage and pay a sales force. 
He has coauthored six books on the subject; the lat-
est, The Power of Sales Analytics, was published last 
summer. Zoltners recently spoke to HBR’s Daniel 
McGinn about why companies rely too heavily on 
compensation systems to drive results, why field 
managers are the key to a high-performing sales 
force, and what’s changed over the years he’s spent 
watching the field. Here are some edited highlights 
of that conversation: 

HBR: What are the most common mistakes compa-
nies make in compensating a sales force?
Zoltners: Too often they over- or underincentivize 
key products, resulting in misdirected sales force 
efforts—that’s a classic mistake. Or they underpay 
their top performers: You have to “feed the eagles.” 
Sometimes they overpay salespeople with good ter-
ritories—they pay for the territory and not the talent. 
Or companies set goals or quotas too low or too high. 
If they’re too low, people blow right through them 
and earn a big payday without having to work par-
ticularly hard, and once they’re accustomed to that 
level of pay it’s very difficult to wean them off it. On 
the other hand, if the quotas are too high, people will 
give up and stop working. They’ll put off sales to the 
next pay period, when the goal is lower. Companies 
have gotten better at quota setting over the past 30 
years, partly because better data for measuring terri-
tory potential is available. And they’ve improved at 
designing incentive plans because they can use ana-
lytics, and more expertise is available. With analytics 
you can start to estimate the consequences of what 
will happen if you change a plan, rather than guess-
ing. You can look not only at overall revenue but also 
at who gets helped and who gets hurt by changes. If 

your best performers will be hurt by a new plan, you 
want to know that before you implement it. 

Do sales leaders rely too much on compensation 
as a motivator? To give you some context, 85% of 
companies will change their sales compensation 
plan this year. They’re not just changing the quo-
tas—these are structural changes. So why do they 
do it? Some of them are entering new markets or in-
troducing new products, and they need to focus the 
sales team on new opportunities. Strategic oppor-
tunities must be addressed. But the reality is that 
while there are various drivers of sales success—
you can restructure the sales force, hire better reps, 
select different sales managers, offer more- effective 
coaching—many of them take a long time to have 
an effect. Though it’s only one driver, changing a 
compensation plan is relatively easy, and it can get 
quick results. It’s also an area where there’s always 
room for improvement—it’s hard to get right. When 
you create a plan, it’s almost impossible not to over-
pay some people and underpay others. And rest 
assured, the latter group will find out about it and 
argue for changes.

Should different reps have different pay plans?  
I have colleagues who argue that someday we’ll see 
customized individual comp plans, where salespeo-
ple will be able to choose the features and rewards 
they want. I’m not sure if I agree. The risk is that 
some salespeople will make the wrong choices and 
feel regret. The company also may pay out more 
than it needs to.

Do most companies have the right degree of “lever-
age,” or at-risk pay, in their incentive plans? Some 
companies don’t really understand how leveraged 
their plans are, because of “free sales”—sales that 
occur this year but are due to past effort in the 
territory. In many product categories, if you sell 
something one year, there’s a high probability you’ll 
make residual sales the next year without any ef-
fort. If a salesperson is paid a commission or bonus 
for free sales, we call that a “hidden salary,” since 
it’s an incentive paid for something that’s nearly 
automatic. Many companies don’t account for hid-
den salaries when they design their comp plans 
and set goals. A company may think that it’s paying 
salespeople 60% in salary and 40% in commissions, 
so people have strong incentives to sell. But if the 
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salespeople have a lot of free sales, they may really 
be earning 85% in salary and 15% in commissions, 
which is a lower incentive.

You’ve argued that many sales compensation plans 
are too complicated. Why do companies favor com-
plexity? That is a significant problem with many 
plans. I’ve seen plans that have different payments 
for as many as 28 different objectives. This happens 
because multiple market managers need to gain 
sales force attention for their brands. But people 
can’t focus on that many things—four or five goals 
are the maximum, and any feature that affects less 
than 15% of someone’s incentive pay is probably 
going to be ignored because it’s not meaningful. 
Some people argue that companies with a com-
plex sales process or lots of product offerings need 
a complex pay plan, but I don’t believe that’s true. 
IBM has a complex selling process and sells many 
complicated products and services. But its pay plan 
has three components, and you can describe it on 
one side of a business card. That’s the way a good 
plan should work.

Has the quality or attitude of the people going into 
sales changed during your years in the field? A 
sales force usually spans different generations with 
different job expectations. Millennials may want 
a higher quality of life and more meaning in their 

I’ve seen plans 
that have different 
payments for 
28 different 
objectives. 
Salespeople  
can’t focus on 
that many things.
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work. They expect to communicate electronically 
and constantly and crave frequent feedback on 
how they’re doing. Baby Boomers want to ensure 
a comfortable retirement. Those in the middle  
may be working for financial security. A success-
ful compensation plan needs to accommodate all 
those objectives.

Should companies base pay on activities, like num-
ber of calls made, instead of on sales? No. In most 
industries salespeople earn a good salary before the 
incentives kick in. That salary is paying for activ-
ity—for making the sales calls. Paying salespeople 
for performing the basic duties of the job is an ab-
dication of management; the manager is supposed 
to ensure that those activities are done. There are at 
least two more reasons not to pay for activity. First, 
it’s difficult to measure: People report it when it’s 
convenient and may mistake what they actually do. 
Second, tracking activity will motivate an increase 
in quantity but also trigger a decrease in quality. 

How big a problem is disintermediation, or the di-
minished role of salespeople in actually generating 
revenue? It’s a problem. We describe it using two 
concepts. The first is causality: If you can’t affect the 
outcome, you shouldn’t be rewarded for outcomes. 
Does an auto salesperson really cause you to buy a 
car, or is he just negotiating the discount and doing 
the paperwork, since you probably decided what to 
buy by reading websites before you walked into the 
showroom? The other is measurability—can you ac-
curately measure the sales and profit generated by a 
single salesperson? Particularly in B2B sales, where 
large sales teams service national accounts, it’s hard 
to measure the contribution of an individual. I have 
met salespeople who say they have no idea how 
their commission checks are calculated, because 
they’re part of a team and credit is divided up by 

an obtuse algorithm somewhere. For incentives to 
really work, you need to have individual causality 
and measurability, and in a lot of industries those 
are declining. There’s some argument that, as a re-
sult, companies need to cut back on incentive pay. 
So far most companies haven’t done that, because 
the incentives are built into the culture and firms 
are afraid that if they remove them, they’ll lose their 
best salespeople. 

Is globalization changing the way companies pay 
their salespeople? Some global companies want to 
use the same sales compensation plan around the 
world. I can’t imagine how that would work. You’re 
going to pay people in the United States, Thailand, 
Mexico, and Denmark the same way? The tax sys-
tems are completely different—in Scandinavia, in-
centive payments are taxed much higher than salary 
is, so people there would be penalized by a high-
incentive plan. China, India, and Latin America 
prefer higher-risk plans. That being said, it’s useful 
to have some global incentive- compensation guide-
lines and frameworks to help local teams make 
good choices about how they pay their salespeo-
ple—choices that reflect the needs and culture of 
their specific market but also are aligned with over-
all company business and compensation strategies 
and philosophies.

Over the past decade there’s been a lot of discus-
sion of changing sales methodologies—for instance, 
the shift from “solution selling” to “challenger 
selling.” Is that important? It’s all the same stuff—
it just gets packaged in a different way. I worry that 
some sales methods are too prescriptive—they 
want to come up with an approach you can use 
with every customer. Some sales leaders like a pre-
scribed approach because it allows them to control 
activity, but salespeople aren’t robots. My view  

It’s not all about incentives.  
You manage through culture.  
You manage through managers. 
Through hiring.
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is that customers are different, and salespeople 
need to understand each customer’s needs and be 
adaptive. It might be better if the industry would 
focus more on what really drives sales success—
broader issues like hiring and managing—instead 
of focusing on exactly what salespeople should say 
to close a deal. 

Why are field sales managers so important? Many 
firms move their best salespeople into sales man-
agement jobs, but the skills don’t necessarily 
translate. Managing someone is never easy. If I tell 
you that you’re doing a terrible job with this inter-
view, do you really want to hear it? Some people 
are responsive to criticism; others are defensive. 
Managers also have to work through a salesperson—
they can’t make the sale themselves—and that can 
be challenging. In sales it’s about me, what I do. In 
management it’s about you and how I can help you 
succeed. Good managers empower their people to 
do the selling. Also, sales managers who are pro-
moted from within are usually friends with the 
people they’re managing, which makes it harder. 
But the role is incredibly important. If you have a 
bad salesperson, it affects one territory. If you have 
a bad sales manager, it affects a whole district. 

A lot of your consulting work involves using math 
to optimize how companies sell, but it’s striking 
how much you talk about soft issues—especially 
culture—as a driver of results. That’s true—culture 
is really important. The best sales leaders shape 
culture by modeling behavior and telling stories.  
I once had the vice president of sales for a defibril-
lator company speak to my class at Northwestern. 
He showed up looking really tired. It turned out 
he’d spent all night riding around Chicago in an 
ambulance, because he wanted to see how cus-
tomers used his products. That illustrated his com-
mitment to listening to customers. Stories like that 
get around. Cultures are really about choices—the 
culture pushes you to do this or do that. The com-
pensation plan is a piece of the culture—it’s telling 
people what choices the company wants them to 
make. That being said, I think that sales analytics 
is important, and it’s getting more important in the 
age of big data.

How well do tech start-ups manage their sales 
forces? Many of them need help. A lot of them hire 

leaders who are very smart people but who have 
very little selling experience. They focus on doing 
everything very fast, and if it doesn’t work, you 
just fix it later. Leading a sales force requires un-
derstanding the sales system, and in new industries 
and new companies, there’s often too little of that. 
Fixing it later is very difficult to do well.

Some innovation experts point to salespeople 
as an important source of ideas. Do many com-
panies really use them in that way? Salespeople 
won’t play that role unless you have systems in 
place to capture that information. Generating ideas 
isn’t natural or inherent to what they do. But they  
do gather information, and companies should 
build procedures to find out what they’re hearing 
from customers. 

Is the number of salespeople going to decline be-
cause of technology and self-service? People have 
predicted that before, and they were wrong. We’re 
hearing those predictions again. The sales job will 
certainly change. Social media, e-mail, videocon-
ferencing, and webinars are all ways that compa-
nies are connecting with customers and prospects. 
There will be more telesales and inside sales jobs, 
and more national account or key account jobs. In 
many industries there may be less face-to-face 
selling. But on the seller’s side, there needs to be a 
captain, someone in charge of that interaction. That 
will remain the role of the salesperson. In business, 
nothing happens until a sale is made, and most 
jobs involve some form of selling. As a professor, 
I’m selling ideas. Selling is about being curious and 
trying to help people. It’s a role that shows up in 
unexpected places. I had a knee replacement, and 
there was a sales guy in the operating room, making 
sure the doctor used the right components. That’s a 
pretty critical job, isn’t it?

Final thoughts? You know, it’s not all about incen-
tives. You manage through culture. You manage 
through managers. You manage by sizing, structur-
ing, territory design, training, and hiring—there are 
many decisions that drive sales force effectiveness. 
There’s this idea that unless you put a quarter in, 
you’re not going to get anything out of someone—
that people are coin operated. We have to build a 
new paradigm. 
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It’s no secret that family 
businesses can struggle 
with governance, 
leadership transitions, 
and even survival. 
Consider a few high-profile examples: Banco Espírito 
Santo was rescued by the Portuguese government 
last year following the resignation of its CEO, the 
great-grandson of the bank’s founder, amid allega-
tions of financial improprieties. The Doosan Group, a 
South Korean conglomerate, was thrown into turmoil 
when the clan that runs it replaced one brother with 
another in the chief executive role. Fiat, the Italian 
auto group run by the heirs of Gianni Agnelli, went 
through five CEOs and three chairmen in two years 
before bringing in an outsider to lead it. And in the 
United States the New England grocery chain Market 
Basket faced employee protests and lost $583 mil-
lion in sales as two cousins—one a board member, 
the other the chief executive, both grandsons of the 
founder—publicly vied for control of the company. 

Although we’ve also heard numerous family-
enterprise success stories, cases of harmony, health, 
and longevity seem to be exceptions to the rule. 
According to the Family Business Institute, only 30% 
of these organizations last into a second generation, 
12% remain viable into a third, and 3% operate into 
the fourth generation or beyond. Even those that do 
continue often see their value decline significantly 
when power changes hands at the top. Joseph Fan, 
a professor at the Chinese University of Hong Kong, 
tracked the market performance of 214 family-run 
firms in Taiwan, Hong Kong, and Singapore; he 
found that on average their shares dropped by al-
most 60% in the eight years surrounding a change 
of CEO. Leaders of family companies acknowledge 
the problem. In a survey conducted by the Harvard 
Business School professor Boris Groysberg and the 
researcher Deborah Bell, directors of family business 

boards gave themselves much lower performance 
ratings than members of nonfamily boards, espe-
cially in the area of talent management. Fewer than 
10% said their companies were effective at attracting, 
hiring, retaining, or firing employees or at leveraging 
diversity in the workforce. 

And yet family-owned or -controlled businesses 
play a key role in the global economy. They account 
for an estimated 80% of companies worldwide and 
are the largest source of long-term employment in 
most countries. In the United States they employ 
60% of workers and create 78% of new jobs. These 
aren’t just mom-and-pop shops either: In one-third 
of S&P 500 companies, 40% of the 250 largest firms 
in France and Germany, and more than 60% of large 
corporations in East Asia and Latin America, family 
members own a significant share of the equity and 
can influence key decisions, particularly election of 
the chairman and the CEO.

Imagine the benefit, then, if more of these com-
panies mastered key people management, leader-
ship development, and succession practices. How? 
By learning from the best in their class: large family-
owned or family-controlled organizations that have 
prospered for decades, if not centuries.

With advice from Sabine Rau, a professor at King’s 
College in London, our firm, Egon Zehnder, part-
nered with Family Business Network International 
to analyze 50 of these leading family firms. Each had 
annual revenue above €500 million, and together 
they represented all major industries in the Americas, 
Europe, and Asia. Although we did find a few cases 
of subpar governance and undisciplined succession 
at the top, most of these companies offer valuable 
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lessons for unlocking great leadership in family busi-
nesses. Through our interviews with both family and 
nonfamily executives, we uncovered several best 
practices: The most successful family firms establish 
good governance as a baseline, preserve “family grav-
ity,” identify and develop both family and nonfamily 
talent, and bring discipline to top-level succession.

A Governance Baseline 
Family businesses cannot hope to manage internal 
talent (both family and nonfamily) or attract the 
best outsiders without establishing good governance 
practices that separate the family and the business 
and ensure oversight from a professional board. 
Even among the leading companies in our study, a 
quarter of the nonfamily executives we interviewed 
said they originally had governance-related concerns 
about joining a family business: uncertainty about 
levels of autonomy, hidden agendas, lack of dyna-
mism, and the potential for nepotism and irrational 
decisions. “What would have absolutely stopped me 
from coming,” said the CFO of a British investment 
trust, “would have been if I had a feeling that I could 
not be independent and the family was running the 
business rather than it being professionally run.” The 
CEO of a U.S. consumer business who also proceeded 
cautiously before signing on told us, “I was making 
sure there was a level playing field in terms of future 
possibilities, growth, and advancement.”

Only a small minority of the companies in our 
study had no advisory or supervisory board, but all 
those were entirely family-owned, and some were 
considering instituting a form of independent over-
sight in the future. Meanwhile, 94% of the surveyed 
firms were controlled by supervisory or advisory 
boards of about nine members, on average. Family 
representation on these boards averaged 46% in 
Europe, 28% in the Americas, and 26% in Asia, but a 

clear separation between family and business existed 
in most cases. “We have an official governance struc-
ture, and this codifies the boundaries,” reported the 
nonfamily CEO of a well-known consumer company 
in the UK. And the CEO of an American maker of high-
performance materials explained his firm’s explicit 
rules: “We have a supervisory board, and each branch 
of the family tree is allowed to send one member, un-
less the branch already has a member as part of man-
agement. For every family member on the board, one 
external, nonfamily member is also nominated.” 

Good governance is an obvious first hurdle for 
family businesses that want to hire and keep the best 
people and compete successfully over the long term. 
Committing to sound decision-making and manage-
ment practices is thus essential, whether a company 
is publicly traded, partly owned by professional in-
vestors (such as private equity firms), or completely 
under family ownership. 

“Family Gravity”
Although family businesses should match nonfam-
ily ones in their governance structures and oppor-
tunities for professional growth, they must also be 
careful not to lose what makes them special. We call 

Idea in Brief
THE PROBLEM
Family-owned and -controlled 
businesses play a critical  
role in the global economy. 
But as a result of poor talent 
management, many fail to 
thrive or even survive.

THE RESEARCH
In search of best practices, 
Egon Zehnder and Family 
Business Network International 
interviewed executives and 
studied recent leadership 
transitions at 50 leading family 
firms around the world.

THE SOLUTION
They found that top family-led 
companies do four key things: 
establish a baseline of good 
governance, preserve “family 
gravity,” identify future leaders 
from within and outside the 
family, and bring discipline to 
their CEO succession. 

Only 30% of family 
businesses last 
into the second 
generation; 12% are 
viable into the third. 
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this “family gravity,” and our research shows it’s an-
other critical factor in achieving long-term success. 

The firms we studied usually have one key 
family member (but up to three) standing at the 
center of the organization, like the sun in our so-
lar system. These people personify the corporate 
identity and align differing interests around clearly 
defined values and a common vision. They focus 
on the next generation, not the next quarter. They 
tend to embrace strategies that put customers and 
employees first and emphasize social responsibil-
ity. And they have strong personalities that draw 
talented people into their orbits and keep them 
there. One nonfamily CFO of a Japanese education 
company told us, “I decided to join because I fully 
respected [the family patriarch] from my heart.” 
The nonfamily CEO of a Swedish media business 
expressed similar sentiments: “I liked the family. 
They were somehow real people with personalities 
that were exciting to manage.” Other executives 
said, “My shareholders have faces” and “The beauty 
is that we think long term, about the legacy we will 
leave behind.” When a single family member (or 

a few who are completely in sync) maintains the 
right presence in a family business, recruitment,  
retention, and results clearly benefit. 

Finding Future Leaders
Companies with sound governance and gravity 
should have no trouble attracting managers—from 
within or outside the family. But how do you decide 
who is right for the highest-level positions in your 
firm? All talent, and especially family members, must 
be assessed on competencies, potential, and values. 

The competencies most frequently required for 
success at the top of any sizable business include 
strategic orientation, market insight, results orienta-
tion, customer impact, collaboration and influence, 
organizational development, team leadership, and 
change leadership. In family businesses you should 
also look for people who understand the company’s 
ownership dynamics, accept that responsibility 
for multiple generations comes with the job, and 
are able to manage social ventures and sustainable 
growth. Along with competencies, candidates must  
demonstrate potential—the capacity to change, 
learn, and grow into increasingly complex and chal-
lenging roles that we might not envision today. 

But in the family businesses we studied, values 
seem to be the acid test. When we reviewed the 
transcripts of our interviews, we found a 95% over-
lap in the language that each firm’s family members 
and nonfamily executives used to describe their 
corporate ethos: words such as respect, integrity, 
quality, humility, passion, modesty, and ambition. 

“We are working on the same page, in the same way, 
and he understands my commitment to bring the 
company forward,” the nonfamily CEO of a German 
retailer said, referring to the group CEO. The family 
chairwoman of a Chinese consumer company re-
ported, “We have the same values, the same vision. 
We trust each other.” 

Family members told us that when evaluating se-
nior executive candidates, they considered cultural 
fit above all else: “He did not have all the operational 
requirements the board had asked for on paper, but 
he had so much more!” said the family chairman of 
an Indian consumer business, describing his non-
family CEO. “He is the kind of person who just fits 
into our culture, and that is more important than 
the role spec.” The family chairman of an American 
beverage company echoed those sentiments: “We 
evaluate people on the basis of leadership qualities, 

THREE NONFAMILY CEO ARCHETYPES

A TRUE SUCCESSOR, WHO 
ACTIVELY PARTICIPATES 
IN SHAPING CORPORATE 
STRATEGY, WORKS AS  
AN EQUAL PARTNER TO  
THE LEADING FAMILY 
MEMBERS, AND, OVER  
TIME, REPLACES THEM 

COUNTERPARTS WILL 
CREATE THEIR OWN 
MOMENTUM AND DRIVE 
CHANGE IN A FAMILY 
BUSINESS WHILE ALSO 
HELPING TO MAINTAIN  
ITS VALUES AND  
SKILLFULLY MANAGE IT 

KEY TRAITS:  
INDEPENDENT, CONFIDENT, 
PROACTIVE, AMBITIOUS

A MANAGER WHO IS NEVER 
ON AN EVEN PLAYING 
FIELD WITH THE FAMILY 
BUT ADDS ENORMOUS 
VALUE BY EXECUTING ITS 
VISION IN AN EFFECTIVE, 
PROFESSIONAL MANNER

STEWARDS ARE IDEAL FOR 
BUSINESS OWNERS WHOSE 
PRIMARY CONCERN IS  
TO MAINTAIN THEIR  
LEGACY AND KEEP THE 
EXISTING OPERATIONS 
RUNNING SMOOTHLY 

KEY TRAITS:  
RESPECTFUL, FLEXIBLE, 
COOPERATIVE, 
COMMUNICATIVE

A LEADER WHO RUNS  
THE BUSINESS  
WITHIN A CAREFULLY 
CRAFTED FRAMEWORK  
OF GOVERNANCE 

GOVERNORS PRIORITIZE  
DAY-TO-DAY MANAGEMENT 
OVER PRESERVING THE 
FAMILY’S VALUES OR 
SPEARHEADING STRATEGIC 
MOVES. THE LEAST COMMON 
TYPE, THEY ARE USUALLY 
FOUND IN CONGLOMERATES 
AND COMPANIES HELD  
BY DISPERSED FAMILIES 
WITH LOW EQUITY 

KEY TRAITS:  
PRAGMATIC, OPERATIONAL, 
HARDWORKING

THE  
COUNTERPART

THE  
STEWARD

THE  
GOVERNOR
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which extend to the interaction with the family. 
That includes their values, which is very different 
from a résumé that says this person built up the 
Russian business.” 

With family executives, in whom cultural fit was 
more easily found, the key concern was develop-
ment. More than 40% of the companies in our study 
included members of the next generation on their 
boards and committees in order to nurture their 
business and management skills. Younger family 
members also held positions such as head of U.S. 
sales, China country manager, and adviser to the 
CEO, and they filled roles at various levels in corpo-
rate strategy, innovation, product management, and 
the family office. At one U.S. consumer company, the 
CEO, a family member, told us, “We very consciously 
develop family talent with two to six interns every 
year. The culture used to be, Go out and make it on 
your own, and come in with a track record. Now 
there is more encouragement to consider working 
for the company [from the start].”

The best family firms find their future leaders 
early and invest in them—whether they are cousins 
and grandchildren, existing nonfamily employees 
who show promise, or outsiders with no previous 
connection to the firm. Likely prospects are care-
fully brought up through the business so that when 
they’re ready for more-senior roles, the values and 
competencies match is a sure thing. “I prefer to hire 
and grow,” the family chairman of an Indian con-
sumer company told us. A top nonfamily executive 
at a Chinese business outlined his firm’s approach: 

“We created a corporate university sponsored by the 
family, not the company, and educated 100 people at 
MIT and Stanford to prepare them for management.”

Disciplined CEO Succession
The greatest threat to any large corporation is a failed 
CEO succession. In his analysis of once-great com-
panies in decline, Jim Collins, a leading business 
thinker, found that all but one had experienced a 
problematic transition at the top, and Joseph Fan’s 
research confirms the value destruction often seen 
in such scenarios. If there is one area in which most 
family businesses could stand to improve, this is 
it. Even among our exemplary sample, nearly 30% 
considered only a single candidate for their top suc-
cession, and about two-thirds didn’t follow a prop-
erly structured selection process. Instead, a leading 
family member intuitively chose the successor, who 

was then formally approved by the supervisory and 
management boards and introduced to the rest of 
the organization. Sometimes the decision came 
about through inspiration or chance: “[Our CEO 
first] worked with us on a consulting project,” said a 
family representative from an Indian consumer com-
pany. “Over that period of four months, I got to know 
him and his style really well.” In other cases, recom-
mendations were sought. At one Spanish company, a 
family member consulted a management professor 
he trusted and chose between the two people the 
professor recommended. At a Japanese consumer 
business, the board appointed a family member who 
had risen through the ranks. “He built up his career 
here and knows the daily operations and products 
very well,” a nonfamily director explained.

However, ample research shows that CEO ap-
pointments are far more successful when they follow 
a disciplined search involving multiple candidates. 
The best family businesses in our sample addressed 
CEO selection proactively and strategically (see the 
chart “A Disciplined Succession Process”). In the 
initial stage, the supervisory board appointed a for-
mal nominations committee to define the specifica-
tions for and conduct a broad internal and external 

A DISCIPLINED SUCCESSION PROCESS

PHASE 1 DISCUSSION AND COMMITMENT BY THE SHAREHOLDERS

Briefing on succession 
by owner family and/or 
the board, and analysis 
of possible scenarios

Shareholder workshop 
to strategize about the 
future and design the 
succession process

Creation of an ideal 
successor profile  
based on strategic 
goals, values, and 
desired competencies

PHASE 2 CANDIDATE SELECTION

Identification and 
evaluation of a long list 
of suitable internal and 
external candidates 

Short-listing and 
obtaining references 
for a select group of 
qualified candidates 

Agreement on one  
or two finalists  
and contract 
negotiations with  
the chosen successor

PHASE 3 INTEGRATION AND DEVELOPMENT OF THE SUCCESSOR

Establishment of an 
agenda for the first 
six to 12 months and 
selection of the top 
management team

After 12 months,  
360° feedback and,  
if needed, creation  
of a development plan 
to meet strategic  
and business targets 
after roughly two years

Discussion and decision 
about renewing  
the CEO’s contract 
when due
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search. This included outlining the ideal profile, de-
veloping a long list of candidates, and assessing all 
of them through behavioral interviews and refer-
ence checking. Next the committee selected a short 
list, agreed on a ranking, and presented it to the su-
pervisory and management board members, who  
chose a finalist. Finally, the family members and the 
independent directors approved the selected candi-
date, although in most cases they had an informal 
yet significant veto power. 

The former (nonfamily) CEO of a British con-
struction company told us, “The process was han-
dled very professionally. Initially, I was interviewed 
by HR and the third-generation family, then I had 
sessions with the leading family member, then with 
the brother, then with all five of the fourth genera-
tion together, and then I had one-on-one sessions 
with all the nonexecutive directors. All of them took 
references on me.” At the Swedish media company, 
the family chairman led a similarly comprehensive 
assessment process: “I decided that seven elected 
board members would each get some time to inter-
view [the prospective CEO], either by themselves or 
a few together. Then we compared notes and came 
to a conclusion.”

Most of the companies followed a clear hierar-
chy when considering candidates, giving preference 
to family first, internal talent second, and external 
executives third. We enthusiastically endorse that 
practice, provided that the right assessment and 
development processes are in place. In family busi-
nesses, where culture and personal relationships are 
critical, internal hires stand the best chance of suc-
cess. In the 50 firms we studied, 38% of CEOs were 
family members. Of those who weren’t, 54% were 

internal appointees and 46% external. In those cases, 
we found three basic types of executives. The sidebar 

“Three Nonfamily CEO Archetypes” describes them 
and their suitability for particular mandates.

Of course, the initial integration period can make 
or break any newly appointed executive. On the 
basis of our experience, we estimate that the right 
transitional support can cut the risk of a failed hire 
or promotion in half. Especially for nonfamily CEOs 
coming into family firms, major conflicts almost in-
evitably arise in this phase, as we heard from some 
of the executives we interviewed. “The owners say 
that I am responsible, but the next day they move 
into this field and make decisions, and sometimes 
they don’t even notice,” the managing director of a 
German business told us. “It is impossible to become 
part of their world,” said an executive from a different 
company. “I never got the feeling that it is my project.” 

To avoid these problems, family firms must en-
sure that new CEOs are given adequate time to get to 
know the organization and its key players as well as 
to meet and bond with important family members. 

“When we get someone in, we accompany him like 
a personal scout,” one family CEO explained. “A di-
rector or board member introduces him, helps him, 
and talks to him regularly. The know-how is trans-
ferred personally.” The family chairman of a Belgian 
food and beverage company described a similar ap-
proach: “He will have lots of contact with me, and I 
will make sure that I can show him what the family 
wants.” A thoughtful onboarding process, along with 
a professional, fair selection system, can help a CEO 
succession unfold smoothly and effectively, creating 
value for the company rather than destroying it. 

LEADERSHIP DECISIONS, particularly at the very top, 
can be a minefield for family businesses. But our 
research shows that companies can navigate safely 
and prosper for generations if they establish good 
governance as a baseline, preserve family gravity, 
identify and develop high-potential executives both 
within the family and outside it, and bring the right 
discipline to their CEO succession and integration 
processes. The payoffs are clear: Research by Ernst & 
Young, the Family Business Network, Credit Suisse, 
and others shows that large, long-standing, publicly 
traded family businesses grow faster than nonfam-
ily companies, are more resilient, and outperform 
market returns by several percentage points. 

HBR Reprint R1504G

The businesses we surveyed were among the top three in their 
respective geographic markets and industries, with at least 
50% of voting rights controlled by family members, most of 
whom were in the third or fourth generation. 
Seventy-seven percent of the European companies, 48% of those in Asia, and 
33% of those in the Americas were more than three-quarters owned by the 
family. In most cases, we interviewed at least one key family member and  
one key nonfamily executive, including 34 family chairmen, 12 nonfamily 
chairmen, 12 family CEOs, and 31 nonfamily CEOs. The interviews, conducted 
in person in the local language by Egon Zehnder consultants around the world, 
were audiotaped, translated into English, and coded. To analyze succession 
processes, we carefully reviewed the most recent change in top leadership, 
including the method of identifying the anointed person, the evaluation criteria, 
the family’s role in the process, family members’ perceptions of the successor, 
the successor’s view of the family, the first 100 days of integration, and 
communication with the new leader.

About the Research
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For more insights on 
family-run companies, 
read these articles at 
HBR.org.

“Avoid the Traps  
That Can Destroy  
Family Businesses”
George Stalk  
and Henry Foley

“What You Can Learn 
from Family Business”
Nicolas Kachaner, George 
Stalk, and Alain Bloch

“Generation to 
Generation: How  
to Save the  
Family Business”
Boris Groysberg  
and Deborah Bell

“Conflicts That Plague 
Family Businesses”
Harry Levinson
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The New Science of 
Sales Performance

In an era of winner-take-all and “grow or be irrelevant” markets, sales leadership 

is constantly faced with an uphill battle in driving sales performance. Sales 

organizations today face an array of obstacles on the way to meeting their revenue 

goals, including power shifts in the buyer-seller relationship; empowered customers 

now educate themselves about the value of a company’s offerings well before any 

contact with a sales representative. Meanwhile, sales leaders and their far-flung 

teams face increased scrutiny from the C-suite. 

Optimizing sales performance in today’s fast-paced, knowledge economy calls for a 

more rigorous and data-driven approach to foundational sales processes, including 

strategic planning, territory allocation, resource planning, and compensation 

management. At the heart of the challenge lies a complex analytical and modeling 

problem that involves lots of data spread across lots of rigid systems touching 

lots of people. This problem is further compounded as the critical knowledge is 

spread over teams, geographies, and in many cases, external supplier and partner 

ecosystems. However, the smallest improvement in sales has a big impact; if a 

500-person sales team with an average quota of $2 million can increase attainment 

from 80 to 82 percent, the result is an additional $20 million in sales.

Leading companies are moving away from spreadsheet-based sales planning 

approaches to more sophisticated tools to create sales plans that are data-driven 

and tie to their execution across their organizations. They can then adapt as they 

execute by optimizing their resource allocations to the areas that matter most. 

The result of this agile planning is that they are able to grow top-line revenue and 

maintain healthy margins while remaining nimble to react to changing market 

conditions and new competition.
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of sales reps are struggling to 
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identified insufficient revenue growth 
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enterprise sales organizations. 

anaplan.com/newscience

READ THE REPORT

THE PLANNING CLOUD

ADVERTISEMENT

http://anaplan.com/hub15
http://anaplan.com/newscience


Benjamin Edelman is 
an associate professor at 
Harvard Business School. 
He also advises numerous 
companies that rely on or 
compete with some of the 
platforms mentioned in this 
article, including Google.



How 
to 
Launch 
Your 
Digital 
Platform
A playbook for strategists 
by Benjamin EdelmanAD

RI
EA

N
 K

O
LE

RI
C

HBR.ORG

April 2015 Harvard Business Review 91

http://HBR.ORG


or online platform 
businesses, customer 
mobilization challenges 
loom large. The most 
successful platforms 
connect two or more 
types of users—
buyers and sellers 
on a shopping portal, 
travelers and hotel 
operators on a booking 
service—and a strong 
launch usually requires 
convincing early users 
to join even before the 
platform reaches scale.

Customers find Skype worth installing only if 
there are people on the platform to talk to. Who 
would join PayPal if there were no one to pay? Every 
platform starts out empty, making these worries 
particularly acute. For multisided platforms, which 
need not only many users, but many users of differ-
ent types, the risk is even greater. It’s not enough for 
a ride-sharing platform to have a large base of cus-
tomers who want to book taxis by smartphone. It 
also needs drivers willing to accept those bookings. 

Despite these challenges, the number of online 
platforms has spiked in recent years. It’s not hard 
to see why entrepreneurs are drawn to these busi-
nesses: They create significant value by enabling 
communication and commerce that might not oth-
erwise occur. They have modest operating costs 
because they don’t usually manufacture tangible 
goods or hold inventory. And network effects pro-
tect their position once established; users rarely 
leave a vibrant platform. 

I have been studying the dynamics of platform 
businesses for 10 years, and, with colleagues includ-
ing Peter Coles, Chris Dixon, Tom Eisenmann, and 
Andrei Hagiu, I have documented and analyzed case 
studies on dozens of platform sites and products. In 

the following pages, I draw from this research to 
offer a framework to help aspiring entrepreneurs 
make the right strategic decisions as they build their 
own platforms. The framework involves asking five 
basic questions:

Can I Attract a Large Group  
of Users at Once?
The first question entrepreneurs should ask is 
whether they can quickly attract a large group of us-
ers. Getting a mass sign-up at the outset can almost 
eliminate uncertainty about a platform’s prospects 
because it effectively builds critical scale into the 
platform’s network from day one. But in my experi-
ence, a new platform can do this only if at least one 
of two conditions is true: 

The company already has the users it needs 
on another platform. Consider Google’s 2003 
launch of the AdSense contextual advertising ser-
vice, the now-ubiquitous “Ads by Google” that ap-
pear on myriad websites. At the start, advertisers 
were hesitant to buy these placements. They wor-
ried that website publishers might click ads on their 
own sites (increasing the site’s revenue but deplet-
ing advertisers’ budgets) and that their ads might 
be placed on inappropriate sites (such as those with 
adult content). 

But advertisers had already joined Google’s pop-
ular AdWords platform, providing advertisement 
text and payment details in order to obtain search 
engine advertising. By enrolling these advertisers 
in AdSense, Google set the platform up for a suc-
cessful launch. With many advertisers, Google had 
relevant ads to place on most publishers’ sites, en-
suring high revenue to publishers. Of course, this ap-
proach raised legal questions: Could Google provide 
advertisers with a new service they hadn’t asked for? 
The company had written its contract to retain great 
discretion over where ads could be shown, and to 
date advertisers have not succeeded in challenging 
unwanted Google ad placements.

User data is publicly available. Consider 
Zillow’s early efforts to present profile pages 
for most houses in the United States, including 

“Zestimate” prices, information about neighbor-
hoods and school districts, and more. Zillow was 
able to gather this information from government 
records, circumventing the impossible task of so-
liciting information from property owners for a 
site that was, at the start, unproven. Zillow’s initial 

F
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information was good enough to attract consumer 
interest, at which point property owners happily 
contributed corrections, photos, and other informa-
tion. Indeed, real estate agents were soon willing 
to pay to show their advertisements in and around 
Zillow’s property listings. 

Zillow’s approach typifies a three-step process 
for launching an advertising-supported platform: 
(1) Collect data from public sources, and organize 
it to create a useful service that attracts consumers. 
(2) Encourage users to submit improved data directly 
to the platform. (3) Charge companies for preferred 
ad placement. Even Google’s widely used search 
engine is grounded in this approach. Initially, the 
company collected page contents by scraper; then it 
accepted structured data feeds from sites; and now 
it charges advertisers billions of dollars to appear 
adjacent to search results. It’s a proven path to suc-
cess—one that overcomes the mobilization barriers 
that initially challenge so many platforms.

Can I Offer Stand-Alone Value? 
If signing up large numbers of users is not feasible, 
platform businesses should look for ways of pro-
viding value to individual users even if no one else 
is on the platform. Consider the VCR in the 1980s. 
The challenge was that owning a VCR was useful 
to viewers only if they could get enough videocas-
settes to watch—and content owners would bother  
to make the tapes only if enough people had VCRs 
to watch them on. The problem was exacerbated by 
competition among incompatible formats. 

The VCR could have been a flop, but its recording 
capability came to the rescue. The device could tape 
television broadcasts—and this benefit didn’t re-
quire that anyone else own a VCR or that any studio 
offer content on videocassette. Thanks to the wide 
popularity of the recording function (its legality 

was confirmed in a 1984 Supreme Court decision), 
VCRs avoided the mobilization problems that hinder 
many multisided platforms. 

Creating stand-alone value can present difficul-
ties, of course, especially when extra features re-
quire costly hardware. But it’s easy to add function-
ality to a software program or an app. Suppose you 
find that your taxi-booking app is unpopular with 

Idea in Brief
THE CHALLENGE
Digital platforms are attractive 
businesses because they 
create significant value and 
network effects protect 
competitive advantage.  
But they face considerable 
start-up challenges. 

WHY IT HAPPENS 
Every platform is empty at 
the outset. And most require 
multiple types of users. It’s not 
enough that many people want 
to book taxis by smartphone, 
for instance. Drivers must 
also be willing to accept 
smartphone bookings. 

THE SOLUTION
To launch a platform 
successfully, consider quickly 
attracting a large group of 
users, offering features that 
provide value even if few users 
sign up, establishing credibility, 
and ensuring that the platform 
works with legacy systems.
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passengers because few drivers accept bookings 
through it. Perhaps the app can provide train and 
bus schedules too, or give phone numbers for tra-
ditional taxi dispatchers. With the right additional 
content, the app could attract enough passengers to 
make the platform appealing to drivers, who would 
then pay to be included. 

As you try to figure out what kind of stand-alone 
value to offer and which customers you should be 
offering it to, consider two strategies:

Start with an industry niche. A good approach 
for many platforms is to target customers in a rela-
tively narrow market where the platform can more 
readily gain traction. The Yelp review site now eval-
uates almost every small business in the U.S. (and 
many international businesses too), but initially it 
focused on a much smaller sector: ethnic food in San 

Francisco. With that base, the company attracted 
dedicated reviewers and interested readers. Word of 
mouth and participants’ travel facilitated growth—
first to covering other cities and then to reviewing 
sectors other than restaurants. As it grew, Yelp nat-
urally expanded from reviews to other functions, 
such as accepting reservations, forwarding online 
orders, and offering discounts. 

In a world focused on getting big fast, it’s all too 
easy to overreach. Having built a general-purpose  
review platform, Yelp could have tried publishing re-
views of all businesses everywhere from the outset. 
Instead, it stayed focused on a narrow sector until  
it had attracted devoted fans and higher-quality  
content, which paved the way for subsequent success. 

Find or build small social groups. For some 
platforms, success comes through identifying and 
serving the social needs of small groups. Two people 
can use Skype and immediately enjoy its free, high-
quality calls; they get these benefits even if no one 
else ever joins. Skype spread exactly this way—a 
student calling parents, far-flung friends staying in 
touch—with users often joining in pairs who call only 
each other. Of course, Skype becomes even better 
when most people have accounts. 

Skype expanded naturally because users were 
motivated to spread the word and encourage others 
to join in order to get the most out of the platform. 
But not all platforms are inherently social, so busi-
nesses may need to build that capability into the 
value proposition. Computer and video games, for 
example, are not necessarily a social activity; histor-
ically, gamers have played alone. Zynga reimagined 
online games as “games with friends.” In running an 
imaginary farm on Zynga, a player might run out of 
key supplies and need to borrow from a real-life ac-
quaintance playing the same game. Social features 
like this accelerated Zynga’s spread; having friends 
to call on helped people perform better, giving them 
an incentive to recruit more friends to the platform. 
Another approach to building in sociability is dis-
counter LivingSocial’s offering of a free restaurant 
meal, spa visit, or other local service if a customer 
can find three friends who will buy the same thing. 
The approach has helped expand the service while 
reducing the high marketing expenses that have 
strained competitors. 

These strategic choices are all largely within the 
control of a platform designer. As first envisioned, 
a platform might require thousands of diverse 
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users—hundreds of taxi drivers in every city, or a full 
suite of movies playable on a new device. But the 
right adjustment can make it attractive when used 
by just a few people—or even by a single person. 

How Will I Build Credibility  
with Customers? 
When there are competing platforms in your space, 
users need some reason to believe that your platform 
will be worth joining, especially if doing so involves  
a significant investment, as is the case with game 
consoles. To attract initial users, a new platform 
must satisfy those concerns by building credible  
expectations for its future success. 

The basic strategy for credibility building is to at-
tract a marquee platform contributor. Gaming con-
sole makers, for example, need to demonstrate that 
highly sought-after games will be available, so they 
often pay a well-known game developer to provide 
a given game on the console. In some cases, console 
makers have bought the developer outright: Once 
Microsoft acquired Halo, for example, there was no 
doubt that its eponymous game would be available 
on Xbox. For the greatest effect, the marquee con-
tributor’s participation should be exclusive. That’s 
why Microsoft pays some game developers a pre-
mium to provide their content on Xbox only. If de-
voted gamers want those games, they have to buy an 
Xbox console. 

Exclusivity with a marquee user can drive 
growth; however, a platform must compensate 
that user for the profit it could have made by join-
ing other platforms. The costs can be prohibitive, 
giving incumbents a big advantage. 

While the high costs of attracting such users 
may tempt platform businesses to build their own 
capabilities, there are downsides to relying too 
much on in-house development: Prospective us-
ers may see it as competition. For example, starting 
in 1984, Apple’s hardware lineup included print-
ers. Suddenly other printer manufacturers thought 
twice about making them for Macs, figuring (not un-
justifiably) that Apple was bound to give its own de-
vices some advantages. After weighing the modest 
printer profits against the risk of losing key partners, 
Apple exited the printer business in 1997.

How Should I Charge Users?
Building a vibrant network has always required 
making choices about how to charge users and 

which users to charge. But the functionality of digi-
tal platforms offers increased flexibility in making 
these choices, and platform entrepreneurs have 
more scope to challenge industry norms. Let’s 
look at how successful platforms have worked two  
important pricing levers: 

Pay-as-you-go. Offering pay-as-you-go pricing 
is a powerful way to reduce the risks of a platform 
for some types of users. Groupon, for example, 
could have sold advertising to restaurants on a flat-
fee basis, letting them reach all Groupon consumers 
in a city at one low price. Like the familiar print- 
advertising model, this would have yielded simple, 
predictable pricing. But it would also have created 
significant risks for restaurants—that Groupon’s con-
sumer sign-ups would fall short of expectations and 
that those who did sign up would be uninterested in 
a given restaurant’s offer. Instead, Groupon charged 
restaurants only when a consumer bought a voucher. 
This approach raised other problems but protected 
restaurants against the risks of low user counts and 
limited interest.

As the Groupon case illustrates, pay-as-you-go 
pricing is a feasible option in more and more cases 
because technology can easily capture and record 
individual transactions automatically. It would not 

AMASS A LARGE USER BASE
• Leverage existing user groups
• Use publicly available data as a substitute for one 

user group

OFFER STAND-ALONE VALUE
• Add a service that is useful even if few others join 

the platform

RECRUIT MARQUEE USERS
• Pay them to join
• Buy the marquee brand

REDUCE USERS’ RISKS
• Offer pay-as-you-go pricing
• Subsidize early users

ENSURE COMPATIBILITY WITH  
LEGACY SYSTEMS
• Offer just enough compatibility to attract new users
• Anticipate resistance from legacy systems

The Platform Builder’s Checklist
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have been feasible to equip an early fax machine 
with a counter that recorded how many pages were 
sent and received. Anyone renting a device with a 
by-the-page fee would have had a strong incentive to 
turn back the dial to reduce fees, and a tamper-proof 
counter would have added to the cost of an already-
expensive device. But today, platform operators have 
many ways to let users try the service before commit-
ting in full, making pay-as-you-go is a viable option 
for most platforms.

User subsidies. Whether it’s launching a cereal 
brand or opening a restaurant, marketers widely use 
discounts and promotions to encourage consumers 
to try new offerings. For platform businesses, subsi-
dies play an even more important role, because low 
usage at the outset often means that a platform’s 
early benefits are not great enough to outweigh the 
cost or hassle of joining. 

Lyft, the ride-sharing service, is a case in point. 
To attract drivers, Lyft could have offered them a 
higher fee per minute and per mile, but they prob-
ably would have been reluctant; with few early pas-
sengers, drivers would have worried that even at a 
higher rate, zero customers still equals zero dol-
lars. Instead, Lyft restructured compensation to 
early drivers: Rather than paying them for minutes 
worked and miles driven, it sometimes paid them 
simply to be on call in case passengers sought rides. 

At the same time, Lyft stimulated passenger in-
terest through generous promotions—in some cities, 
it offered five free rides to anyone who joined early. 
Notably, the two promotions reinforced each other: 
Having already paid drivers to be on call, Lyft could 
provide free rides to promote the service at no addi-
tional cost. Subsidizing both sides of a platform like 
this implies significant expenditures, which con-
sume a platform’s capital. But once a platform gains 
scale, users’ desire to connect to others (for example, 
drivers’ interest in reaching riders) should reduce the 
need for subsidies. 

Even when they have scaled up, however, plat-
forms often continue to subsidize one type of user in 
order to attract more of that type, because the plat-
form can then charge higher fees to other, more lu-
crative types. Google, for example, provides free ser-
vices including search, e-mail, and maps in order to 
attract more consumers, allowing it to charge higher 
fees for ad placements to another side of the mar-
ket: advertisers. (For details on perpetual one-sided 
subsidies, see Thomas Eisenmann, Geoffrey Parker, 

and Marshall Van Alstyne, “Strategies for Two-Sided 
Markets,” HBR, October 2006.)

Can I Make My Platform  
Compatible with Legacy Systems?
Few platforms create entirely new networks. 
Typically, users migrate to a new platform from 
some prior system. Building in compatibility with 
legacy systems is often key to a successful launch, 
though it may involve marrying yourself to out-
dated technology. 

Consider the launch of Paytrust, the online bill-
payment service, in 1998. Paytrust sought to let cus-
tomers log on to a secure site, see their bills, and click 
to authorize payment, thereby avoiding the need for 
paper, envelopes, or stamps. As initially envisioned, 
Paytrust’s strategy involved recruiting major billers 
to send bills and receive payments electronically. 
This approach would obviously have reduced billers’ 
costs for paper and postage, but it was unrealistic to 
ask, say, Comcast or Verizon to connect its systems to 
an unproven start-up that at the outset had no users. 

Instead, Paytrust encouraged customers to up-
date their billing addresses so that their bills would 
be sent directly to Paytrust, which scanned each bill 
and posted it to the corresponding person’s account. 
Meanwhile, with information about a customer’s 
bank account, Paytrust could write checks on the 
customer’s behalf. Thus, Paytrust made itself com-
patible with billers’ legacy systems, so the service 
was useful to consumers even before billers “signed 
up.” With a viable product to attract consumers, 
Paytrust’s pitch to billers was much more appeal-
ing, and billers were soon able to justify digital data 
transfers that eliminated paper and scanning.

Today, platforms typically rely on interoperabil-
ity, data conversions, and information synchroniza-
tion to reduce the costs of switching. For example, a 
new Gmail user often has an existing e-mail account 
that will continue to receive messages. Google’s 
MailFetcher feature pulls those messages into Gmail, 
thereby reducing the barrier to switching. 

Compatibility doesn’t have to be perfect—just 
good enough. Consider smartphone apps. At its 
launch, in 2007, Apple’s category-defining iPhone 
had no capacity for users to install apps from third 
parties. (Apple added the App Store and third-party 
apps more than a year later.) The company provided 
selected tools through preinstalled apps, but initially 
users could not add programs from anyone else. 
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However, the iPhone’s web browser allowed 
users to access web-based applications. Although 
those apps, designed for use on a desktop, did not 
fully exploit the iPhone’s capabilities, there was 
enough user interest to demonstrate an opportu-
nity. Rapid iPhone adoption soon motivated devel-
opers to write native apps that took advantage of the  
device’s full capabilities. 

Many platforms now offer this kind of imper-
fect compatibility: It attracts new users and then 
gives them an incentive to switch more fully to the 
platform. Users can run DOS apps on Windows, but 
they lose key Windows benefits (such as shared clip-
board and device drivers). Blu-ray devices can play 
standard- quality DVDs, but without the improved 
quality that is Blu-ray’s main selling point. It’s a deli-
cate balance: Platforms must offer enough compati-
bility to showcase potential benefits, yet not so much 
that users delay switching to reap those benefits. 

Of course, not every business welcomes com-
patibility. If the owners of incumbent systems feel 
threatened by a new entrant, they will attempt to 
block compatibility. Consider RealNetworks’ 2004 
launch of Harmony, a digital music subscription 
service and player that would compete with Apple 
iTunes. As an incentive to customers who had al-
ready bought iTunes files, Real provided a converter 
that let iTunes files play on Real devices. It was a 
clever hack and positioned Harmony to take off. But 
Apple quickly changed its file formats to block Real’s 
converter. Facing ongoing format changes and the 
threat of litigation, Real was forced to withdraw 
efforts at compatibility. For this and other reasons, 
Harmony ultimately flopped. (Antitrust litigation 
that challenges Apple’s tactics as unlawfully ex-
tending its dominance from devices to media sales 
is ongoing.)

Google similarly sought to block data synchroni-
zation for its AdWords platform. From 2006 to 2013, 
Google banned the creation of tools to help advertis-
ers copy their campaigns from AdWords into com-
peting search engines like Microsoft Bing and Yahoo. 
Only when competition regulators challenged the 
practice (after I flagged it in 2008 testimony) did 
Google lift the restriction—a move that now enables 
one-click copying to other ad platforms.

FOR NUMEROUS online services and other plat-
forms, launch is both the most exciting moment 
and the most difficult. Platforms usually provide 

exceptional value to multiple types of users—if the 
platforms are widely adopted. Yet at the outset they 
are not used at all, and every prospective user rea-
sonably fears wasting time and resources signing up 
for a service that may fail to gain traction. At first the 
problem may seem as insurmountable as solving 
the chicken and the egg puzzle. But by using these 
strategies, entrepreneurs can improve their odds of 
a successful launch.  HBR Reprint R1504H

HBR: WHAT WAS PAYTRUST OFFERING?
McLaughlin: We enabled customers to 
receive and pay household bills online—
quite a thing in 1998. Customers would tell 
companies to send their bills to Paytrust. 
We’d convert the paper bills to genuine 
electronic bills—not simple PDFs—and then 
alert the customers by e-mail that they had 
a bill, which they could view on our site and 
pay from anywhere. We also offered other 
functionality, like custom alerts, automatic 
payment rules, and payment history. 
Essentially, we did away with the old process 
of receiving a bill by mail, tearing off a stub, 
attaching a check, and mailing it to the 
biller, who would then need to get the check 
converted into electronic money. 

WHO WERE YOUR FIRST CUSTOMERS?
Back then, many people were uncomfortable 
with the internet, let alone using it to 
pay bills. In fact, when people started 
using Paytrust, they’d make payments 
to themselves first to see if it worked. So 
we focused our marketing on frequent 
e-mail users and people with at least one 
e-commerce transaction to their name. We 
also looked for people who traveled a lot, 
or who had second homes, because they 
risked not receiving paper bills on time. We 
focused on urban areas, where many people 
pay the same companies, which made bill 
conversion easier. We soon saw customer 
groups forming by themselves. Parents, for 

instance, would use Paytrust to pay their 
college kids’ bills. 

WHAT WAS YOUR VALUE PROPOSITION  
TO BILLING COMPANIES?
We offered a way to move to a completely 
paper-free billing process, connect with 
their customers online, and dramatically 
reduce their costs of billing and collection. 
An e-bill is a lot better as a customer touch 
point than a paper document. You can better 
understand your customers and easily offer 
additional products and services. 

WHAT WAS YOUR REVENUE MODEL?
We offered free trials. Once people got 
used to the system, they converted to 
paying a monthly subscription fee of $7.95 
pretty willingly. When we raised the price 
to $10.95, we didn’t lose many customers. 
As we built up our payer base, more 
companies wanted to partner with us in a 
complete e-billing and e-payment system, 
which attracted yet more payers. Banks 
began licensing our technology for their 
own bill-payment services. We sold the 
company to a bank and payment processor, 
which licenses the consumer service to 
Intuit. The service is flourishing, and I still 
use it to pay my own bills. 

Ed McLaughlin, a cofounder and the former 
CEO of Paytrust, is currently the chief 
emerging payments officer at MasterCard. 

AMERICA’S FIRST E-BILLING SYSTEM 
An Interview with Paytrust Cofounder Ed McLaughlin
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Keep an eye on the future
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WANTED: CEO MENTOR  
In search of a seasoned 
executive with 10–15 
years’ experience lead-
ing a large corporation  
and a desire to pass on  
lessons learned. Must 
be willing to speak and 
meet regularly, share 
personal stories, and  
offer candid advice.  
Discretion imperative.
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Managing 
Yourself
CEOs Need 
Mentors Too
Research reveals the type of advice top executives require  
and how they get it. by Suzanne de Janasz and Maury Peiperl

In 2010, when David Nish was 
promoted from CFO to CEO at 
Standard Life, he knew the scale  

of the challenge his company faced. 
The 185-year-old giant had just  
embarked on a sweeping transforma-
tion from an insurer to a long-term 
savings and investment company. 
Nish also knew that as the person 
leading the change, he would be 
tested by decisions and management 
situations he hadn’t encountered in 
the past. Certain that he could benefit 
from the perspective of someone 
who had been down similar roads 
before, Nish turned to a somewhat 
unusual adviser: Niall FitzGerald,  
a former chairman of Unilever. 

The mentoring relationship they 
subsequently established is illustra-
tive of those we have studied in our 
research—a two-year inquiry into an 
emerging way in which new CEOs 
in large organizations gain access to 
seasoned counsel and feedback. We 
found dozens of executives who were 
accelerating their learning by engag-
ing the services of high-profile veteran 
leaders from outside their companies. 
To learn more about this growing but 
as yet undocumented phenomenon, 
we interviewed 15 chairman mentors 
and 25 protégés—CEOs, CEO desig-
nates, and CFOs.  (Chairman Mentors 
International facilitated access to 
many of the study participants.)

On the basis of what we heard, we 
are convinced that more CEOs should 
connect with mentors rather than 
assume that theirs is a burden to be 
shouldered alone. But we also discov-
ered aspects of such arrangements 
that make them trickier than the 
mentoring that takes place at lower 
organizational levels. At the CEO 
level, special considerations must go 
into making a match between mentor 
and mentee, structuring their ses-
sions to deliver the intended benefits, 
and prioritizing the process so that  M
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it isn’t crowded out by other 
demands. By sharing what we’ve 
learned about these issues, we hope 
to pave the way for more use of this 
highly efficient learning model.

Lonely Learning at the Top
Down in the ranks, mentoring has 
become very popular in modern com-
panies; many of them set up formal 
arrangements whereby “old hands” 
help novices learn the ropes. In this 
way they facilitate the acculturation, 
performance, and career progress 
of new entrants, high potentials, 
and minority populations who lack 
enough obvious role models. These 
efforts resemble the age-old practice 
of apprenticeship: observation of 
the master, execution with supervi-
sion and feedback, gradual accretion 
of tacit knowledge, and eventual 
attainment of mastery. The invest-
ments tend to pay off well. Research 
on junior to midlevel professionals 
shows that such programs enable 
them to advance more quickly, earn 
higher salaries, and gain more 
satisfaction in their jobs and lives 
than people without mentors do. For 
employers, the benefits are not only 
higher performance but also greater 
success in attracting, developing, and 
retaining talent. 

Most CEOs of large organizations 
have had the benefit of mentoring—
and other developmental activities 
such as stretch job assignments and 
leadership programs—during their 
careers. But their arrival at the top 
suddenly narrows the available and 
appropriate options. Gavin Patterson, 
who was promoted to chief execu-
tive of the telecommunications giant 
BT Group in 2013, told us that his 
company would have been “happy 
to send me to a top management 
program at Harvard,” but he couldn’t 
afford to be absent so long. “If you 
are one of the top 10 people in the 

business,” he noted, “the possibility 
of being away for three months is 
practically zero.”

Yet CEOs must keep raising their 
game—and having their thinking 
usefully challenged—for the good 
of their organizations. They must 
routinely make decisions concern-
ing matters they’ve never before 
tackled. When have they ever had 
to spearhead a takeover—or defend 
against one? Resolve a crisis as the 
public face of the company? Deal 
with a board of powerful directors 
with divergent opinions? These 
demands require new talents. In the 
words of one well-known executive 
coach, “What got you here won’t get 
you there.” 

In such high-stakes situations, 
CEOs need wise mentoring. That’s 
not the same as coaching. Although 
executive coaches are often superb 
at providing feedback and closing 
gaps in specific managerial skills, 
precious few have actually worked in 
equivalent roles themselves. Mentors, 
by contrast, are role models who have 

“been there and done that.” They can 
offer timely, context-specific counsel 
drawn from experience; wisdom; 
and networks that are highly relevant 
to the problems to be solved. And 
unlike company-managed mentoring 
programs, CEO mentoring is driven 
by the mentee, reflecting a level of 
customization rarely provided to 
people in the ranks.

When CEOs get this kind of 
support, good outcomes follow. We 
surveyed 45 CEOs who have formal 
mentoring arrangements, and 71% 
said they were certain that company 
performance had improved as a 
result. Strong majorities reported that 
they were making better decisions 
(69%) and more capably fulfilling 
stakeholder expectations (76%). 
More than anything else, these CEOs 
credited mentors with helping them 

Three Heads Are 
Better Than Two 

hat could be more valuable to a 
CEO than having an experienced 

and trusted external mentor? 
Perhaps having two. When Paul 

Geddes became the chief executive 
of Royal Bank of Scotland’s insurance division, in 
2009, he sought the counsel of two prominent board 
chairmen, each of whom had led a large business over 
three or four decades. 

Likewise, Gavin Patterson, the CEO of BT Group 
since September 2013, started meeting with both 
Niall FitzGerald (a former chairman of Unilever) and 
David Simon (a former chairman of British Petroleum) 
after his promotion to chief executive of BT’s retail 
business, in 2008. 

The practice may strike some observers as an 
invitation to confusion. But these executives recognize 
that even the smartest mentor has blind spots—some 
of which can overlap with a mentee’s. They also know 
that having two mentors increases the likelihood of 
hearing from someone who has dealt with similar 
complex and novel challenges. 

The more diverse the challenges, the greater the 
benefit of multiple mentors. One CEO we interviewed, 
the head of a UK utility, summed up his view: “The two-
mentor model is the ideal model. If offered twice the 
time with one of them, I wouldn’t swap.”

avoid costly mistakes and become 
proficient in their roles faster (84%). 
Patterson spoke for many when he 
called mentoring “a more practical 
way to develop.” 

Making the Match
Given the clear benefits of mentor-
ing for developing CEOs, why is the 
practice not already ubiquitous? The 
single biggest obstacle is the difficulty, 
and sometimes awkwardness, of 
making a match between mentor and 
mentee—assuming that the CEO is 
not already lucky (or savvy) enough 
to have gained informal access to  
a valued adviser. 

Sometimes it’s the CEO’s boss, 
the chairman of the board, who puts 
the wheels in motion. In 2009 Paul 
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Geddes was the head of RBS Group’s 
insurance division and a potential 
successor to the CEO. But when 
European regulators required RBS to 
spin off the insurance business, he 
had a short time to prepare for an IPO. 
He recalls, “I had a lot to prove, and a 
lot to learn very quickly.” Geddes was 
introduced to the idea of a mentor by 
a board chairman who had himself 
been part of a mentoring process. 

However, an interesting alterna-
tive to colleagues as connectors 
is emerging: high-level external 
consultants who play an intermedi-
ary role. These professional “match-
makers” use their networks and 
their insights into personality, often 
gained through executive recruiting, 
to set up meetings between previ-
ously unacquainted business leaders. 
Typically a first meeting is followed 
by a series of conversations, allowing 
both parties to assess the potential for 
good outcomes from the relationship. 
(Contrast this with what often hap-
pens at lower organizational levels, 
where mentors are simply assigned  
to mentees.)

The mentors in our study were 
all former CEOs themselves and 
unaffiliated with their mentees’ 
organizations. This profile satisfies 
three needs: the need for relevant 
experience, the need for a broad 
perspective, and the importance of 
complete trust. 

“Relevant experience” usually 
means the mentor has sat in the hot 
seat as the CEO of a large, complex 
enterprise and visibly succeeded. 
Geddes talked about the need for 
mentors who were “10 to 15 years 
ahead” of their mentees. Many of 
those in our study were semiretired 
and serving on multiple boards. 

A broad perspective, too, gener-
ally comes from the outside. You 
want mentors who not only think 
differently but also understand 

how the company is regarded in the 
marketplace. Take Nokia, once the 
mobile phone market leader, which 
found itself in a precipitous slide as 
Apple and Samsung claimed increas-
ing market share. In 2010 Stephen 
Elop—a former Microsoft executive—
was brought in to turn the company 
around. At the suggestion of his 
chairman, he began meeting with 
Peter Sutherland, a former chairman 
of BP and the chairman of Goldman 
Sachs International. Sutherland’s 
help was on a purely personal basis, 
and Elop, a Canadian, found him 
invaluable in many ways, including 
as a guide to the unfamiliar dynam-
ics of European board governance. 
Moreover, Sutherland could offer an 
objective view as to whether Elop’s 
new strategy was building positive 
momentum. (In September 2013 
Nokia announced the sale of its key 
assets to Microsoft at a significant 
premium to shareholders.) 

Finally, the absolute necessity 
of trust in a mentoring relationship 
drives CEOs to seek counsel from 
experienced outsiders. As Peter 
Lynas, the CFO of BAE Systems, told 
us, “Only a certain level of issues can 
be raised with an internal mentor.” 
For some chief executives it is simply 
too risky to expose gaps in knowl-
edge and experience to a chairman 
or a member of the board. Martine 
Verluyten learned from mentors 
when she was the group finance  
director of Umicore SA and found 
that it was “most effective when  
I was trying to show my strengths 
and weaknesses, as opposed to  
trying to put up a front.” 

Speaking from the other side of 
the table, Roger Carr (currently the 
chairman of BAE Systems and one of 
Paul Geddes’s two mentors) stressed 
the importance of “being able to talk 
to someone in confidence who is not 
a stakeholder or a paymaster.” 

Making It Work
In the strongest CEO mentoring 
relationships we studied, clear rules 
of engagement ensure that both  
parties commit to total confiden-
tiality (even when a CEO’s boss 
contacts the mentor to ask how his 
charge is doing). This emboldens 
mentees to disclose without fear of 
repercussions. Beyond that, interac-
tions are designed to deliver what 
both see as the aim: helping the CEO 
traverse the learning curve more 
quickly and perform role functions 
more effectively. 

Related to these rules of engage-
ment is the expectation that both 
parties will prioritize and prepare for 
meetings that are set and organized 
by the mentee. It’s never easy to 
carve out time on a CEO’s calendar. 
But to engage in the kind of mentor-
ing described here and stick with it, 
the executive must make it a part of 
his or her workflow. Sessions should 
have formal agendas, defined by the 
problems currently confronting the 
CEO and shared far enough in ad-
vance to allow mentors to reflect on 
their experience. Geddes described 
an approach that was “structured, 
driven by me, irrespective of topic,” 
and “felt like a live business process.” 

Regular sessions—fairly long but 
fairly infrequent—are a must. Putting 
dates on the calendar allows the CEO 
to set aside some thorny issues that 
might otherwise be a nagging distrac-
tion, knowing they will be thought-
fully addressed in due course. Robert 
Swannell, the chairman of Marks & 
Spencer, describes why he chose this 
kind of mentoring arrangement for a 
new CEO: “We wanted it to be a for-
mal program where people knew we 
were spending money on it, it would 
be taken seriously, and there would 
be a certain rigor to it.”

Finally, and despite such a 
disciplined structure, the mode of 

Teams that joke and laugh together in meetings tend  
to perform better, says a German study. One caution, though:  
This does not hold true for occasional one-off witticisms.

“HOW FUN ARE YOUR MEETINGS? INVESTIGATING THE RELATIONSHIP BETWEEN  
HUMOR PATTERNS IN TEAM INTERACTIONS AND TEAM PERFORMANCE,”  
BY NALE LEHMANN-WILLENBROCK AND JOSEPH A. ALLEN

EXPERIENCE

102  Harvard Business Review April 2015



knowledge sharing generally pre-
ferred by both parties is storytelling. 
Most mentors told us that they shared 
specific and relevant examples from 
their own careers—including not only 
triumphs but also poor decisions that 
resulted in bad press, tarnished repu-
tations, employee layoffs, or share 
price declines. 

“The common thread would be 
genuine advice based on true-life 
experience,” Carr concluded, think-
ing about the mentoring he had 
provided to a number of executives. 

“The credibility of what I say is rooted 
in the visibility of what I have done, 
over a long time.” 

Plenty of research demonstrates 
the power of stories to advance 
learning and development. Because 
they evoke emotion and empathy, 
they prove far more memorable than 
other forms of information and idea 
sharing. By presenting a chronologi-
cal series of events, decisions, and 
consequences, they suggest lessons 
without asserting them aggressively. 
They are always about someone 
other than the listener, so they create 
psychologically safe spaces in which 
to ponder “What would I do?” Thus 
a session that might have felt like an 
interrogation or a lecture becomes a 

productive dialogue. Gavin Patterson 
put it this way: “The mentoring was 
about codevelopment in situ, not 
about preparation. Having the prob-
lems in front of you and sharing them 
with an experienced mentor is really 
where the value comes.”

Most interesting to us was the 
psychological boost that mentors’ 
war stories seemed to give new CEOs. 
David Nish told us, “The storytelling 
my mentor gave me was way beyond 
expectations. It’s about believing 
I’m unlimited…and I try to give my 
people the same—the belief that they 
can do anything.” 

Similar sentiments came from 
Chris Jones, the chief executive 
of Welsh Water, who described a 
mentor’s habit of sharing what had 
worked well elsewhere and then 
probing to find how the problem 
at hand was similar or dissimilar: 

“Talking these issues through with 
someone who has experienced simi-
lar challenges in their own past helps 
to give me a great deal of confidence.”

Teaching Top Dogs  
New Tricks
David Nish has little doubt that the 
mentoring he has received from 
Niall FitzGerald has made a very real 

difference to his performance—and 
Standard Life’s. Without testing his 
ideas against this seasoned leader’s 
experience, he would have found it 
harder to assert a bold strategic refo-
cus, to tear down the walls of a stodgy 
hierarchy, and to put new emphasis 
on performance management, talent 
management, cost effectiveness, and 
investments in growth. Standard 
Life’s share price is at a record high. 
Over the course of three years it 
returned £1.2 billion to shareholders 
and doubled its market capitalization. 
The company is now seen as a leader 
in its industry. Other CEOs in our 
study, and their organizations, have 
had similar success. 

Not every CEO has had the benefit 
of such a valuable mentor. But for the 
good of their organizations, perhaps 
more of them should. When business 
leaders fail to decide and act wisely, 
their companies suffer. With the 
right mentoring at the top, everyone 
stands to gain.  
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What’s in It for 
the Mentor?

In this article we’ve highlighted the 
benefits that CEOs derive from 
top-level mentoring relationships. 
But what makes them valuable to 
mentors—especially those who 

are eminent and easily able to fill their 
time with other important activities?  
In-depth interviews with 15 mentors  
revealed the answers:

Sense of impact. Our survey of 
mentees and mentors shows that they 
seek different elements in a match. 

Mentees consider reputation, capabilities 
relevant to their needs, and compatibility 
of styles. Mentors try to evaluate openness 
to learning and potential for success. They 
have wisdom to share, and they don’t want 
to waste it on people who won’t put it to 
use. Said another way, they are motivated 
by the opportunity to have an impact. 

Personal learning. Mentors also 
consider whether a mentee has 
knowledge, skills, and abilities from 
which they can learn. They appreciate 
industry, career, cultural, geographic, and 
generational experiences that are different 
from their own, and enjoy connecting 
with a new generation of leaders. Niall 

FitzGerald, a former chairman of Unilever, 
says that mentoring “keeps me abreast 
of what is currently challenging CEOs” 
and allows him to apply their thinking to 
new problems, opening the door to future 
opportunities and learning. 

Fees for service. In many cases an 
external mentor receives a contractual 
fee for the engagement, but it typically 
represents a small fraction of his or her 
income, let alone net worth. A number 
of our study subjects told us they would 
continue to mentor even if they weren’t 
paid. The contractual relationship merely 
focuses both parties on making the most 
of the experience.
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Case Study 
Can a  
Work-at-Home 
Policy  
Hurt Morale?
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Amrita Trivedi couldn’t help 
overhearing the heated argu-
ment outside her office door. 

As general manager of the India office 
of KGDV, a global knowledge process 
outsourcing (KPO) company, she had 
always encouraged healthy debate 
on her team, but she was surprised 
that her head of human resources, 
Vijay Nayak, and her top project man-
ager, Matt Parker, would be going at it 
in the hallway. 

“It’s a benefit they earned, Vijay!” 
Matt said. “And they’re hard workers. 
It’s not like we’re just picking our 
favorites and sending them home to 
watch TV and bake cookies.” 

“But we’re creating a 
two-tier system,” Vijay 
responded. “The peo-
ple left in the office 
are feeling demoral-
ized. They want to 
work at home too. 
And they don’t see 
why they can’t.”

“They can when they earn it!” Matt 
practically shouted. 

Amrita opened the door. “Vijay,” 
she said, “are you ready for our meet-
ing?” Matt sheepishly excused himself 
and walked away. 

“What was that all about?” Amrita 
asked as she and Vijay sat down. 

“Matt’s work-at-homers,” he said. 
With headquarters in New Jersey 

and another office in Manila, KGDV 
offered a range of services, including 
market and legal research, but its  
largest and fastest-growing business 
was for the publishing industry— 
converting, indexing, and abstract-
ing journal articles, which its clients, 

mostly U.S.-based publishers, 
then sold to libraries, research 

institutions, and individual 
subscribers. Like many  
KPO companies, it com-
pensated employees on the 
basis of their output. The 

more they accomplished, 
the more they earned—and 

in the case of the library project Matt 
ran, the more likely it was they’d be 
permitted to work remotely. 

But Vijay wasn’t happy with how 
things were going. “We’re facing a po-
tentially disastrous situation,” he said.

“What do you mean?” Amrita 
asked. “Matt’s reports show huge 
jumps in productivity. He told me last  
week that he wants to get even more 
people into the program. And I’ve 
heard only good things about the 
work-at-home employees.”

“That’s the problem,” said Vijay. 
“You only hear positive things about 

them. Meanwhile, the hundreds of 
employees who work in the office feel 
at a disadvantage. Even if they stay 
late and work hard, they can’t seem to 
produce as much as their counterparts 
who work remotely. The productivity 
gap keeps widening, which means 
the compensation gap does too. I’m 
afraid we’re going to start to lose them. 
Maybe in droves.”

“Wait. Six months ago you and Matt 
both sat right here singing the praises 
of this program.”

This was true. A little over a year 
earlier, the library project had been 
growing so fast that the company was 
running out of office space for neces-
sary new hires. Matt had convinced 
Vijay that they could accommodate 
more employees over the long run if 
some people worked from home. A 
similar program had been successful 
in KGDV’s Manila office, so Amrita 
had approved a test run. 

Matt had worked with Vijay to 
identify 20 willing candidates from 
the top 25% of performers on his 
team and had set them up with the 
technology and support they needed 
to do their jobs remotely. There had 
been some hiccups at the beginning, 
mostly around tech issues, but they’d 
been resolved within the first month. 
By the two-month mark, the remote 
workers were generating almost M
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double the normal output. So Amrita 
had agreed to let Matt move 25 more 
employees into the program. Four 
months later they’d increased the 
number to 75 and filled the vacated 
workstations with new hires, upping 
head count without adding infra-
structure costs. Now Matt had 100 
people working from home.

“I was fully on board, but that was 
before I saw the side effects,” Vijay ex-
plained. “Every time a top performer 
is transferred into the program, the 
shoulders of those left behind slump 
a little lower. And my team is fielding 
lots of complaints.” 

“You know headquarters expects 
us to grow the library project by 25% 
this fiscal year,” Amrita said. “The 
demand just keeps increasing.” In 
fact, she was scheduled to present 
the expansion plans at the quarterly 
meeting the following week. “We’re 
at 98% capacity in this building. To 
meet the numbers New Jersey is 
throwing around, we’d need to move 
at least another 200—maybe 300—
employees to home offices and fill 
their seats here.”

“I know. But if morale continues 
to slip, we’re going to have a whole 
different set of empty seats to fill. 
Honestly, Amrita, Matt isn’t seeing 
the big picture. I really think we 
should take time to fully evaluate the 
program before we expand it again.” 

“From what I heard through the 
door, Matt adamantly disagrees with 
that,” she replied. 

“Of course he does,” Vijay said. 

Will the Tide Turn?
Late that evening Amrita was headed 
down to the gym in the basement of 
the office when she ran into Matt.

“I’ve been looking for you,” she said.
Matt’s face flushed. “I’m sorry 

about earlier.”
“That’s OK. Do you have time to 

talk about it now?”

“Here?”
“Why not? I think we’re the last 

ones in the office.” They sat down  
on the steps. 

“I know Vijay is concerned about 
retention, but I think he’s being too 
cautious,” Matt said. “You’ve seen 
how much more efficient it is to have 
employees at home. Our output is up, 
and we’re saving money at the same 
time. And so far, it’s helped with at-
trition, not hurt. Our rate is down by 
5%, which is outstanding. People see 
the opportunity to work from home 
as a huge benefit.”

“But Vijay thinks the tide is going 
to turn. If the people who are stuck 
at the office feel like second-class 
citizens who can’t ever reach the 
work-from-home goal, why wouldn’t 
they leave?”

“He’s giving a lot of weight to the 
comments of one or two disgruntled 
people—people, I don’t need to re-
mind you, who aren’t top performers. 
If they can’t reach a level of produc-
tivity that qualifies them to work at 

HBR’s fictionalized 
case studies 
present problems 
faced by leaders 
in real companies 
and offer solutions 
from experts. This 
one is based on 
the Ivey Business 
School case 

“Work from Home: 
Curse or Boon?” 
(W13168-PDF-
ENG), by Ashok 
K. Mishra and 
Sangeeta Shah 
Bharadwaj, which 
is available at 
HBR.org.

home, then maybe they’re not suited 
for this.”

“You’re saying it’s OK if we lose 
some of your office-based people?” 
she asked, surprised.

“No, of course not. But I don’t see 
the widespread dissatisfaction Vijay’s 
describing. My job is to run this 
project profitably with high quality, 
and I’m meeting those objectives. 
What else can I do?” 

Amrita thought about her upcom-
ing presentation and the growth that 
the executive team was looking for. 

“Just show me that Vijay is wrong.”

From the Horse’s Mouth
Later that week Matt knocked on 
Amrita’s office door and asked to 
come in. He had Nisha and Amal,  
two library-project team members, 
with him. 

“I wanted you to meet a couple of 
my stars,” he said. He explained that 
Nisha had been in the first wave of 
employees to start working at home, 
and she loved it.

“I come into the office once or 
twice a month for meetings, but 
mostly I get to make my own hours,” 
Nisha told Amrita. “If I feel tired, I go 
for a walk. If I feel energetic at 3 AM,  
I work then. This is the happiest I’ve 
been at a job in a long time.” 

“Nisha’s been our top producer for 
the past six months,” Matt said. 

Then it was Amal’s turn. Matt 
explained that Amal had been hired 
only two months earlier, so he wasn’t 
yet eligible to work at home, but he 
was trying hard to increase his output. 

“It’s a big part of why I came here,” 
Amal explained. “Most of the other 
jobs I considered were entirely office-
based and would have meant a long 
commute. It takes me 45 minutes 
to get here, but at least I know I may 
not have to do that forever. I wanted 
more freedom.” 

WHAT DREW YOU TO THIS STORY?
Typically, conflict in outsourcing companies is between 
delivery and sales teams; here it was between 
operations and HR. Also, output-based pricing makes 
performance easy to measure, but this company 
wondered if the numbers were misleading.

WHAT ISSUES DO YOUR STUDENTS DEBATE?
Normally, two groups form: students who give highest 
priority to meeting targets, contributing to revenue, 
and growing the company, and therefore support 
the project manager; and students who focus on the 
unusually high performance of the work-at-home 
employees and whether they might be cheating.

WHAT KEY LESSON DO YOU HOPE THEY’LL 
TAKE AWAY?
Work-at-home policies don’t always increase employee 
satisfaction and improve productivity. They bring up 
challenges for operations, HR, and other functions. The 
concerns of all these constituents must be considered.

Case Study  
Teaching Notes

Sangeeta Shah Bharadwaj teaches the case on which this one is 
based in her Strategic Outsourcing of Business Processes class. 
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If Amrita hadn’t known Matt better, 
she would’ve thought he’d scripted 
their lines. But he was too straightfor-
ward for that. 

“I really appreciate your coming in—
especially you, Nisha,” she said.

“No problem—I was in for a training 
anyway,” Nisha replied. 

After the two employees left, 
Matt asked Amrita what she thought. 

“I wanted you to hear it from the 
horse’s mouth,” he said.

“They were persuasive, but they’re 
just two of 500 employees, Matt. If 
unhappy employees were as willing 
to talk to the boss, I’m sure Vijay 
could get two of them in here too. 
Why don’t the three of us sit down 
and hash this out? I’m sick of hearing 
it from both sides, and I need to fig-
ure out what I’m going to say in that 
meeting next week.” 

About Survival
They met that afternoon in a fourth-
floor conference room that looked 
out on the city. Amrita reiterated that 
she would have to make a recom-
mendation to the executive team; if 
its growth plans were at risk, she said, 
she needed to tell the team that. 

Matt got right to the point. “This is 
about the India office surviving. Our 
customers have more work than we 
can handle right now, and if we turn 
them away—‘Sorry, we don’t have 
the capacity, the infrastructure, the 
people’—they’ll go to our competitors. 
There are too many KPO companies 
in India—more every day—for us to be 
turning down work.”

“But we need to grow smartly,” 
Vijay said. “And this program has 
expanded very quickly. We should 
pause and take stock of where we are 
before we push it further.”

“Didn’t you hear what I just said?” 
Matt retorted. “The ship is leaving, 
and KGDV needs to be on it. We’re 
turning money away right now, and 

we stand to lose some of our biggest 
clients.” 

“What about adding more in-office 
employees 20 or so at a time? We 
could grow the project more slowly,” 
Vijay asked. 

“Where are they going to sit? 
Should we start putting two to a desk? 
Assign half our people to the grave-
yard shift? Or spend a year and more 
than a million dollars building a new 
facility—and turning down business 
in the meantime?” 

Amrita looked at Vijay and 
shrugged. “He’s got a point.”

“But this experiment is 
just a year old,” Vijay said. 

“If we double down on it now, 
before we know how it works 
over the long term, we’re taking 
a huge risk. The output increase and 
cost savings have been impressive, of 
course. But they’re short-term results. 
We don’t know if those people will be 
as productive next year and beyond. 
And it’s hurting our employee devel-
opment. We thought this program 
would create healthy competition, 
but it has created two classes. The 
good performers get even better, and 
the poor performers get worse.”

“You’re hearing more complaints?” 
Amrita asked.

“Yes.”
Amrita caught Matt rolling his 

eyes. “If they want to work at home 
so badly, let them,” he said. “I don’t 
see why more employees can’t take 
advantage of the program. Let’s lower 
the output threshold and free up even 
more desks. We’ve got the proof—not 
just in our own numbers, but in 
Manila’s, and in all the research out 
there. People are more productive at 
home. Period. This is the future, Vijay: 
the office-less company.”

Vijay shook his head. “That’s 
not realistic. Sure, many Indian 
companies let employees work from 
home, but just one or two days a 

week. The remote employees on the 
library project are almost never here. 
We have no connection to them. We 
don’t even know how they manage 
to do so much in so little time.”

“You think they’re cheating?” Matt 
was getting angry again.

“No, that’s not what I’m saying,” 
Vijay replied. “If we can’t see them, 
work side-by-side with them, then 
we don’t know what it is that they’re 
doing so well. We can’t capture their 

best practices and share 
them with others. There’s 

a business benefit to 
having people together 
in the same build-

ing, and I fear we’re 
not reaping it. Instead 

we’re sending our best and 
brightest home to work in a vacuum. 
There’s no cohesion if everyone is 
spread out in his or her own corner 
of the city.” 

Matt was quiet for a moment. 
Then he said, “Amrita, you met 
Nisha. She comes in for trainings and 
meetings. It’s not like she’s a faceless 
number. She’s a valuable employee.”

“But for every Nisha you bring in 
here, I can show you someone who’s 
frustrated and increasingly disen-
gaged by being stuck in the office,” 
Vijay countered. He turned to Amrita. 

“I strongly feel that we should slow 
this program down.”

Matt turned to her too. “Amrita, 
I respect Vijay’s feelings. But the 
numbers clearly say we should be 
moving full steam ahead.” 
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AMRITA NEEDS to proceed cau-
tiously. Before expanding to the 
degree that Matt suggests, she 
should test the program in a similar 
project. That will give her a better 
understanding of what’s work-
ing and what isn’t so that she can 
increase capacity without creating 
a risky situation.

Vijay’s mindset—that employees 
should be treated equitably, or at 
least have an opportunity to make 
the same money their colleagues 
do—is common in the developing  
world. Traditionally, people at 

handsomely can be a smart ap-
proach. In the software industry, for 
example, one developer may get 
$30,000, while another with the 
same education and experience gets 
$100,000—because he’s a genius at 
what he does and therefore much 
more valuable to the company. 

This case is loosely based on my 
experience at one of Innodata’s 
offices. Like Vijay at KGDV, we had 
three concerns about our work-
at-home program: equity, being 
disconnected from employees, and 
sustainability of results. But we  
addressed each of them. 

In response to complaints about 
equitable pay, we gave our in-house 
employees productivity training (on 
company time), which helped many 
of them improve enough to be eli-
gible for the work-at-home program. 

To avoid disconnection from our 
work-at-homers, we left one-sixth 
of their seats in the office vacant so 
that they could come in on rotation 
for updates, trainings, and meetings  
with their managers. 

As for the sustainability of results, 
we monitored productivity—and we 
did see occasional dips for indi-
viduals but not for the program as a 
whole. Some of our top performers 
had days when they didn’t produce 
as much owing to a temporary situ-
ation, such as a family commitment. 
So we asked all of them to keep us 
informed about when they might 
have trouble matching their previous 
numbers; that has helped us to  
better predict results. 

Amrita should also remember 
that not everyone wants to work 
from home. We were surprised 
to discover that although about 
half our employees were eager to 
take advantage of the program, 
the other half weren’t interested 
because they would miss the social 
atmosphere of the office. 

The Experts Respond

Amrita should remember that 
not everyone wants to work 
from home.

Vijay’s worries are not reason 
enough for Amrita to pull the plug 
or even to stall the program. Her 
aim is to get more work done with 
the same number of seats, and 
that’s what the work-at-home 
program is delivering. But she 
needs further evidence that it can 
be implemented more broadly. So 
expansion should happen slowly, 
with help from Matt and Vijay.

Comments from the  
HBR.org community

A More Equitable Approach
Using working at home as a reward 
fuels resentment, negativity, and a 
class system, leading to low morale 
and lower productivity. The program 
should be a benefit available to and 
voluntary for all workers.
Rachana Nair, senior project manager, 
Alcatel-Lucent

A Strain on Collaboration 
As one who has transitioned to 
working remotely an ocean away,  
I can attest that collaboration and 
learning from others is now more 
challenging. But I love working from 
home. If I were close enough to the 
office, I’d visit regularly to build  
relationships and learn new skills. 
Angela Scott, senior supply planner,  
HAVI Global Solutions 

Diminishing Returns
If the productivity gains provided 
by the work-at-home program 
outweigh the costs of new infra-
structure, that’s the way to go. But 
I’d suggest slow expansion. The law 
of diminishing returns will kick in 
sooner rather than later.
Vikrant Rai, manager,  
content and community, Adobe

roughly equal skill levels are 
grouped into a compensation band, 
and huge pay discrepancies within 
that group are not allowed. You 
certainly wouldn’t see one person 
making twice as much as another in 
the same skill group. But this view is 
shifting, particularly in the knowl-
edge-processing and technology in-
dustries. Now many companies are 
realizing that paying star employees 
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leaders in best practices. Team 
leaders decide how and when to 
bring people together. Many of our 
distributed groups meet face-to-
face once or twice a week; those 
who are more geographically 
dispersed may videoconference on 
a weekly basis and meet in person 
once or twice a year. 

Matt has already done some of 
these things, such as establishing 
clear performance qualifications, 
but clarity about the rules and 
norms is critical. Amrita and Vijay 
should help him communicate more 
broadly about who is eligible for 
the program, how they qualify, and 
why. Transparency is the only way 

to guarantee that employees will 
perceive the program as fair. 

Josh Blair is the  
chief corporate officer  
at TELUS.

AS THE general manager of the 
India office, Amrita has a primary 
objective: to facilitate the growth 
that headquarters wants to achieve. 
She can do that through the work-
at-home program, and she should 
definitely expand it.

Matt makes a compelling 
argument: Productivity is up, and 
retention is improving. He has the 
necessary evidence, but I don’t 
agree that Amrita should leave him 
alone to continue down the same 
path. In fact, this success shouldn’t 
be limited to the library project, 
which was essentially a pilot (with 
the experience of the Manila office 
as backup). Now it’s time for Amrita 
to take ownership of the program 
and figure out how it can be ex-
panded throughout the India office, 
while thoughtfully addressing the 
flaws Vijay has pointed out. Once 
it’s been proven to work in India, it 
can be tested in and expanded to 
New Jersey. 

That’s what we did at TELUS. Nine 
years ago we experimented with 
a work-at-home program in one 
division, tweaked it on the basis of 
what we learned, and then rolled 
it out to all our major locations 
across Canada. Currently 65% 
of our roughly 30,000 Canadian 

employees work at home either full-
time or part-time. 

And we couldn’t be more pleased. 
We’ve lowered our real estate 
costs by some $50 million annu-
ally, advanced toward our goal of 
reducing our carbon footprint by 
25% by 2020, and made employees 
who want more freedom very happy. 
Some want to skip long commutes  
in cities such as Toronto and 
Vancouver; others have a personal 
interest in lessening their impact on 
climate change. Still others enjoy 
how much more productive they are 
in a quieter environment. 

That’s not to say that Vijay’s 
concerns aren’t legitimate. They are, 
and they should be addressed. It’s 
not surprising that people in the 
office are envious of their col-
leagues who are permitted to work 
from home. When we launched 
our program, there were similar 
worries about fairness. But Amrita 
should be able to address this by 
taking a step back and looking at 
the program as a whole. 

The first question she needs to 
answer is, Which roles can or can-
not be performed from home? At 
TELUS, for example, employees who 
serve customers in stores obviously 
can’t take advantage of the program. 
(However, they can progress to 
roles that would allow them to.) The 
second question is, How does one 
qualify? Here, Amrita should make 
the criteria black-and-white: As 
long as employees meet their per-
formance objectives, they may work 
from home. TELUS team members 
know that they will be pulled back 
into the office if they aren’t perform-
ing to expectations. It’s rare, but it 
does happen.

Vijay is also right to care about 
maintaining camaraderie and 
collaboration. This is essential. To 
address it at TELUS, we train our 

Transparency is the only 
way to guarantee that the 
program is perceived as fair.

If Amrita isn’t fully convinced, or 
if Vijay’s concerns persist, she might 
consider bringing in an external 
reviewer—a local business school 
professor, or a consultant—to 
evaluate the program and give her 
suggestions. In 2013 we worked with 
Ivey Business School to assess our 
program. It got rave reviews, but we 
also learned how we could further 
enhance it. 

Matt has done a great job; now 
it’s time for Amrita to take over and 
make sure that the right support is 
in place for an office-wide program. 
If she does, she could not only meet 
her bosses’ expectations for the li-
brary project but exceed them. That 
may be the home run she needs. 
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Synthesis 
This Is Your 
Brain on 
Cool
by Kevin Evers

Steven Quartz, a coauthor with 
Anette Asp of the newly released 
Cool, began investigating this topic 
with an experiment in his neurosci-
ence lab at the California Institute 
of Technology. He asked a group of 
design students to rate a variety of 
images—cars, clothes, bottled water, 
logos, celebrities, you name it—as 
cool or uncool, and then showed the 
same images to another set of aspir-
ing designers while scanning their 
brains with an fMRI machine. The 
scans showed that when the second 
group of students saw an image that 
had, without their knowledge, been 
deemed cool—a photo of Mick Jagger, 
for example, or an offbeat brand sym-
bol—their medial prefrontal cortexes 
went into overdrive. This front sec-
tion of the brain handles tasks such 
as daydreaming, planning, and, most 
of all, self-reflection—that is, it plays 
a crucial role in helping us shape our 
identities. Cool products make us feel 
better about ourselves. 

Quartz and Asp acknowledge 
that cool is subjective, of course. 
Millennials may use Netflix to  
raise a middle finger to Big Cable  
conglomerates; a hipster may drive  

I’m obsessed with The Criterion 
Collection, a boutique home-video 
label that specializes in American 

and foreign classics. It’s a go-to brand 
for film buffs like me, because it loads 
its Blu-rays and boxed sets with inter-
views, documentaries, and behind-
the-scenes footage and packages 
them all with gorgeous cover images 
designed by great illustrators and art 
directors. Criterions are a marvel to 
behold—and I proudly display the 40 
or so I own on the bookshelf in my 
living room. Simply put, they make 
me feel cool. 

I know people who get the same 
buzz from owning the latest iPhone, 
neon-green Nike gear, distressed-
leather boots, or framed prints of 
Chuck Close paintings. But why? 
Anticonsumption pundits have long 
told us that “cool” is just a manipu-
lative notion companies use to 
separate us from our cash. Marketers 
create the images; we buy into them. 
But the authors of two recent books 
suggest that more is at play than suc-
cumbing to ads, self-indulgence, or 
keeping up with the Joneses. We seek 
cool for the confidence and social 
connection it offers. M
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Decoding the 
New Consumer 
Mind: How and 
Why We Shop 
and Buy
Kit Yarrow
Jossey-Bass, 2014 

“ What makes modern 
consumption such a 
powerful force in our 
lives is that it builds 
on desires and motives 
that are etched very 
deep into our brains.  
In other words, it is 
part of our nature  
to consume.” 
Steven Quartz and  
Anette Asp, Cool

Kevin Evers is an assistant editor  
at Harvard Business Review.

us want to connect with others—to 
feel that we’re rebels, yes, but that 
we have partners. And because our 
culture has splintered into millions 
of micro- niches, styles, and lifestyles, 
this desire to find like-minded souls 
who share our tastes and values 
has grown tenfold. I’m a case in 
point. Although I collect Criterion 
films to reinforce my outside-the-
mainstream, art-over-commerce 
sensibilities, when I see one on 
someone else’s bookshelf, I instantly 
feel part of an exclusive club, secret 
handshake and all. 

These arguments may sound a bit 
idealistic: What’s cool? You decide—
and then watch it enhance your well-
being and relationships. But in an 
era when technology gives us access 
to so many different products and 
services—and constantly bombards 
us with ads for them—why not use 
cool as a signal to guide you through 
the noise? Buy what seems innova-
tive and fashionable to you, feel 
like a better version of yourself, and 
strengthen your social connections 
as a result. 

That argument jibes with the ex-
perience of Kit Yarrow, a clinical psy-
chologist who conducted interviews 
and shop-alongs with consumers for 
her book Decoding the New Consumer 
Mind. She says we’re attracted to 
products we consider cool (or a good 
bargain) because they offer a “plus-
one” incentive. When you buy a pair 
of TOMS shoes, or use a car service 
like Uber, or order meal ingredients 
through Plated (if these things strike 
your fancy), you feel more than satis-
faction. You feel happier about your-
self. Yarrow isn’t sure that this is an 
entirely good thing. She believes that 
we’re using shopping as a quick fix to 
counter the social isolation brought 
on by the Great Recession, an overreli-
ance on technology, antidepressants, 
the proliferation of self-help literature, 
and other dispiriting macro forces, to 
which she devotes a huge chunk of 
her book. But she does concede that, 
whether it’s a helpful coping mecha-
nism or not, our consumption of cool 
can have psychological benefits. 

Quartz and Asp certainly believe 
that this quest can lead us to mean-
ingful social experiences. Cool isn’t 
just catnip for our egos; it makes 

a Ford pickup truck to protest  
a market saturated with foreign-

made cars; a sales rep may carry 
a Fendi bag to show disdain for 
mass-produced purses made of faux 
leather. Indeed, if the second group 
of students in the experiment had 
been engineers rather than designers, 
perhaps very different images would 
have lit up their brains. So cool isn’t 
a definable thing; it’s more a state 
of mind. If something boosts your 
self-esteem and reflects a stance you 
want to communicate to the world, 
it’s cool.

DANIEL LUBETZKY: WHAT I’M READING
The Billionaire Who Wasn’t, by Conor O’Clery (PublicAffairs, 2007)

“Chuck Feeney, who built Duty Free Shoppers, quietly gave everything away,  
anonymously. His journey holds great lessons for aspiring entrepreneurs.”
Daniel Lubetzky is the founder and CEO of KIND Healthy Snacks and the author of Do the KIND Thing  
(Ballantine, 2015).

Cool: How the 
Brain’s Hidden 
Quest for Cool 
Drives Our 
Economy and 
Shapes Our 
World
Steven Quartz  
and Anette Asp
Farrar, Straus and 
Giroux, 2015 
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Much of what we believe about 
the best ways to compensate and 
motivate the sales force is based on 
theory and lab experiments. But in 
the past decade, researchers have 
been moving out of the lab and 
into the field, analyzing companies’ 
sales and pay data, and conducting 
experiments involving actual 
salespeople. The findings from this 
new wave of research support some 
current compensation practices but 
call others into question. 

For example, studies clearly show 
that caps on commissions hurt sales. 
If managers must retain a cap, they 
should set it as high as possible to 
avoid reducing reps’ incentives. 

Although overly complicated 
compensation systems have their 
downsides, research has found 
that a system needs to include 
enough elements (such as quarterly 
performance and overachievement 
bonuses) to keep high performers, 
low performers, and average 
performers engaged throughout 
the year.

Managers should be careful in 
setting and adjusting quotas. For 
instance, studies show that ratchet-
ing (raising a salesperson’s annual 
quota if he or she exceeded it the 
previous year) dampens motivation. 

The research also suggests that 
it’s important to pay attention to 
the timing of bonuses: A reward 
given at the end of a period is 
more motivating than one given  
at the beginning. 

HBR Reprint R1504C

U.S. businesses spend $800 billion  
annually on sales force compensa-
tion and another $15 billion on 
sales training. Yet the backward-
looking metrics they rely on (such 
as revenue generated) to gauge 
the impact of this spending 
provide limited insight into how a 
salesperson will do going forward 
and what types of training and 
incentives will be most effective. 
As a result, many companies 
misallocate sales force investments. 

The authors worked with data 
from a Fortune 500 B2B software, 
hardware, and services firm to 
develop a method for measuring 
reps’ future profitability. The metric, 
salesperson future value (SFV), is 
the net present value of future cash 
flows from a salesperson’s existing 
and prospective customers minus 
the costs of developing, motivating, 
and retaining the rep. The SFV 
analysis revealed that the firm had 
been overvaluing poor performers 
and undervaluing stars. 

Using the SFV calculations and 
data on each rep’s prior training and 
incentives, the authors segmented 
reps according to whether they 
were motivated more by training or 
by various incentives. The firm then 
increased training for some reps and 
increased incentives for others, thus 
achieving an 8% increase in SFV 
across the sales force. The firm also 
increased its investments in high-
SFV reps and reduced investments 
in low-SFV reps—a reallocation of 
resources that increased the firm’s 
revenue by 4%. 

HBR Reprint R1504D

When Mark Roberge joined HubSpot 
as its fourth employee, he had 
no sales experience but still was 
charged with building the sales 
team. His background proved to 
be an advantage, however: With 
his engineering training, Roberge 
brought an analytic rigor to the 
task. And he quickly realized that 
the sales compensation plan could 
motivate salespeople not only to 
sell more but also to behave in 
ways that advanced the start-up’s 
evolving strategy. Each time the 
firm entered a new stage of growth, 
Roberge revised the comp plan to 
support its changing priorities: 

Customer acquisition. Early on, 
HubSpot needed to bring in lots 
of customers and see how well its 
offer was working. So it rewarded 
salespeople for customers who 
stayed at least four months, and 
soon grew to 1,000 customers.

Customer success and 
retention. In the second phase, 
HubSpot focused on ensuring that 
its product fit the market. Realizing 
that many customers were jumping 
ship because they’d been given the 
wrong expectations, Roberge began 
tying commission rates to the rate 
of customer retention.

Sustainable growth. After it 
fixed retention, HubSpot saw that its 
service worked best for customers 
who made a commitment to it. 
So the firm’s third plan rewarded 
salespeople for customers who 
signed up for a full year at a time. 

The continual adaptation paid 
off: In seven years HubSpot hit 
$100 million in sales.

HBR Reprint R1504E

For more than three decades, 
Andris Zoltners, now an emeritus 
professor at Northwestern, has 
been studying the best ways to 
organize and pay salespeople.  
The pioneer of sales analytics,  
he is the founder of one of the 
world’s largest sales consulting 
firms and the author of six books  
on sales management. In this 
interview, he shares some of his 
insights with HBR.

Companies make several 
common mistakes with sales 
compensation, Zoltners notes: over- 
or underincentivizing key products, 
setting quotas too high or too low, 
and underpaying top performers 
or overpaying people with good 
territories. Companies often get the 
proportion of incentive pay wrong, 
too, because they fail to account 
for “free sales”—residual sales they 
get nearly automatically. They may 
think they’re paying 60% in salary 
and 40% in commissions, but if 
their salespeople have a lot of free 
sales, commissions could be closer 
to 15%. Overly complicated plans 
are also a problem. Some plans 
have different payments for dozens 
of objectives. That’s too much; 
salespeople can focus on only four 
or five goals at most.

Yet a bigger issue may be an 
overreliance on compensation in 
the first place, Zoltners suggests. 
There are other drivers of sales 
success—the people you hire, their 
managers, the design of territories. 
And while analytics are a useful tool, 
culture may prove to be an even 
better one.
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Inspire Your Sales Force
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Companies fiddle with their sales comp plans 
continually, but the underlying logic hasn’t 
changed in years. Until now. Managers—and 
researchers—have access to so much new data 
that best practices are, at long last, shifting. 
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According to the Family Business Institute,  
only 30% of family businesses last into the 
second generation, 12% remain viable into the 
third, and 3% operate into the fourth generation 
or beyond. Those that do continue often see 
their value decline significantly as a result of 
mismanaged succession.

The authors, all associates of the global 
executive search firm Egon Zehnder, partnered 
with Family Business Network International to 
analyze 50 leading family firms. Through inter-
views with both family and nonfamily executives, 
they discovered that the most successful of 
these companies do four things well: (1) They  
establish good governance practices that 
separate the family and the business and ensure 
oversight from a professional board. (2) They are 
careful not to lose what makes them special— 
a quality the authors call “family gravity.” 
(3) They assess future leaders on alignment with 
company values as well as on competencies. 
(4) They follow a disciplined selection process 
when considering candidates for the top post, 
and take care to provide meaningful support 
during the integration process.
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The ubiquity of internet access has caused a 
sharp rise in the number of businesses offering 
platforms that connect users for communication 
or commerce. Entrepreneurs are particularly 
drawn to these platforms because they create 
significant value and have modest operating costs, 
and network effects protect their position once 
established—users rarely leave a vibrant platform. 

But these businesses also raise significant 
start-up challenges. Every platform starts out 
empty. Platforms need to immediately attract not 
only many users but multiple types of users. For 
example, it’s not enough that many customers 
want to book taxis by smartphone. Drivers must 
also be willing to accept smartphone bookings. 

Harvard Business School professor Ben 
Edelman has been studying the dynamics of 
platform businesses and strategies for launching 
them for 10 years. In this article he draws 
on research on dozens of platform sites and 
products to offer a framework for building a 
successful platform business. It involves asking 
five basic questions: 
• Can I attract a large group of users at once? 
• Can I offer stand-alone value to users? 
• How can I build credibility with customers? 
• How should I charge users? 
•  Should my platform be compatible with  

legacy systems?
HBR Reprint R1504H

LEADERSHIP

Leadership Lessons from  
Great Family Businesses 
Claudio Fernández-Aráoz, Sonny Iqbal,  
and Jörg Ritter | page 82
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Benjamin Edelman | page 90
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How 
to 
Launch 
Your 
Digital 
Platform
A playbook for strategists 
by Benjamin Edelman

Features

In the family businesses  
we studied, values  
seem to be the acid test.

Like many other companies, Deloitte realized 
that its system for evaluating the work of 
employees—and then training them, promot-
ing them, and paying them accordingly—was 
increasingly out of step with its objectives.  
It searched for something nimbler, real-time, 
and more individualized—something squarely 
focused on fueling performance in the future 
rather than assessing it in the past. The new 
system will have no cascading objectives, no 
once-a-year reviews, and no 360-degree-
feedback tools. Its hallmarks are speed, agil-
ity, one-size-fits-one, and constant learning, 
all underpinned by a new way of collecting 
reliable performance data.

To arrive at this design, Deloitte drew on 
three pieces of evidence: a simple counting 
of hours, a review of research in the science 
of ratings, and a carefully controlled study of 
its own organization. It discovered that the 
organization was spending close to 2 million 
hours a year on performance management, 
and that “idiosyncratic rater effects” led 
to ratings that revealed more about team 
leaders than about the people they were 
rating. From an empirical study of its own 
high-performing teams, the company learned 
that three items correlated best with high 
performance for a team: “My coworkers 
are committed to doing quality work,” “The 
mission of our company inspires me,” and  

“I have the chance to use my strengths 
every day.” Of these, the third was the most 
powerful across the organization. 

With all this evidence in hand, the 
company set about designing a radical new 
performance management system, which  
the authors describe in this article.
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Reinventing Performance 
Management
Marcus Buckingham and  
Ashley Goodall | page 40

Reinventing 
Performance 
Management

HOW ONE COMPANY IS 
RETHINKING PEER FEEDBACK 
AND THE ANNUAL REVIEW, 
AND TRYING TO DESIGN A 
SYSTEM TO FUEL IMPROVEMENT
by Marcus Buckingham and Ashley Goodall
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The Big IdeaThe Big Idea
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Managing Yourself

The authors have conducted 
a two-year study of how new 
CEOs in large organizations gain 
access to seasoned counsel 
and feedback. Although these 
leaders have usually experienced 
mentoring earlier in their 
careers, arrival at the top 
suddenly narrows the available 
and appropriate options. To 
keep raising their game—and 
having their thinking usefully 
challenged—CEOs need wise 
mentoring. They’re finding it, 
the authors learned, by turning 
to high-profile veteran leaders 
from outside their companies. 
But these arrangements have 
some tricky aspects: Special 
considerations must go into 
matching mentor and mentee, 
structuring their sessions to 
deliver the intended benefits, 
and prioritizing the process so 

that it isn’t crowded out by other 
demands. Total confidentiality 
is an absolute necessity—as 
are regular meetings—and 
storytelling is the mode of 
knowledge sharing both parties 
usually prefer. “Most interesting 
to us,” the authors write, “was 
the psychological boost that 
mentors’ war stories seemed to 
give new CEOs.”
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Managing 
Yourself
CEOs Need 
Mentors Too
Research reveals the type of advice top executives require  
and how they get it. by Suzanne de Janasz and Maury Peiperl

I
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Mindful of his 
company’s long history 
of sensitivity to the 
environmental or health 
effects of the chemicals 
in its products, the 
author decided to 
risk losing sales by 
reformulating Saran 
Wrap. SC Johnson 

had acquired it from Dow in 1998, and the 
product’s superior microwavability and 
impenetrable barrier to odor made it the 
market leader for decades. Polyvinylidene 
chloride (PVDC) was responsible for both 
those unique differentiators. When the U.S. 
Food and Drug Administration, environmental 
groups, and consumers began to express 
concern over the use of polyvinyl chloride 
(PVC), the difference between PVC and PVDC 
got lost in the discussion.

Nevertheless, the company was concerned 
as well, because it used PVCs in some of its 
external packaging. It launched a process 
called Greenlist to help it reevaluate their 
inclusion. Since then Greenlist has been 
rigorously updated to sort ingredients 
according to category and rank them for 
impact on human and environmental health. 
The company has removed potentially 
hazardous products many times—and taken 
whatever hit accompanied each instance. 

It could have simply eliminated PVCs 
from the product packaging and left Saran 
Wrap as it was. Instead it pledged to stop 
selling wraps that contained chlorine of any 
kind, including PVDCs, by 2004. A dedicated 
research, development, and engineering 
team was assigned to try to re-create Saran 
Wrap without PVDCs within a year. But 
preserving its unique characteristics proved 
impossible, and this once iconic product 
became an also-ran.
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The Idea
Four generations of 
company leaders before 
him established the 
values that Fisk Johnson 
still relies on today: 
Trustworthiness is the 
most important quality  
a company can have,  
and it must be earned. 
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Life’s Work
After losing to IBM’s Deep Blue, 
you tried computer-assisted 
chess. What’s the key to effec-
tive collaboration between  
man and machine? Everybody 
has access to the same comput-
ers. So I think the brute force  
of calculation isn’t enough— 
human intuition is an integral 
part of successful decision 
making too. Young players need 
to hear the greats of the past 
explain the nature of the game, 
the rationale of openings, the 
ideas behind the moves. They 
can’t learn by just looking  
at a screen. 

What other advice do you give  
the people you coach?  
There’s this conventional  
wisdom that it’s possible to  
give universal advice—a tip.  
But we’re all different. 
Something that works for you 
may be counterproductive for 
me. So you have to understand 
who you are, know what you’re 
capable of and what you’re  
not, and then try to construct  
a game—or a deal or a cam-
paign—in which your superior 
qualities will be factors and 
your disadvantages will not 
be displayed. Some of us are 
more aggressive; some more 
defensive. At the end of the day 
your key decisions will be made 
under time pressure, which 
means you’ll act on your gut 
feelings. At the climax you don’t 
go against your nature. So make 
sure to play your own game.

Your opposition to Putin has 
left you in exile. Why do you 
persist? I’m critical of any 
dictatorship, and his is the  
most dangerous: one man who 
wants to stay in power forever, 
has nuclear weapons, and  
is staking his popularity on 
foreign aggression.  
  HBR Reprint R1504L

HBR: What can leaders learn 
from the best chess players?
Kasparov: In chess, business, 
politics, we make decisions. 
Some are good, some not so 
good. The way to improve is 
to look back and analyze them. 
Many people think that if some-
thing worked yesterday and is 
still working today, it will work 
tomorrow.  That’s wrong, be-
cause people on the losing side 
will come up with a new strategy. 
I stayed on top for 20 years 
because I knew that even if you 
win, there are things to learn.

What helped you more—natu-
ral aptitude or practice and 
preparation? Without aptitude, 
you wouldn’t go anywhere.  
But working hard is also part  
of talent. Always trying to be at 
the cutting edge of chess was 
important to me.

Garry Kasparov was the world’s top 
chess player for 20 years. Trained in  
the Soviet system, he’s become a mentor 
to younger players, an ardent promoter  
of the sport, and a vocal critic of 
corruption in both the World Chess 
Federation and the Russian government.  
Interviewed by Alison Beard

Hear the complete 
interview online at  
HBR.org. 
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THE ULTIMATE FEAT IN FINE WATCHMAKING, THE “POINÇON DE GENÈVE” CERTIFIED 

ROTONDE DE CARTIER GRANDE COMPLICATION SKELETON IS THE EMBODIMENT OF 

THE EXCEPTIONAL EXPERTISE OF CARTIER’S MASTER WATCHMAKERS. THE WATCH BLENDS 

THE FLYING TOURBILLON, PERPETUAL CALENDAR AND MINUTE REPEATER COMPLICATIONS 

IN AN EXTRA-FLAT MOVEMENT. ESTABLISHED IN 1847, CARTIER CREATES EXCEPTIONAL 

WATCHES THAT COMBINE DARING DESIGN AND WATCHMAKING SAVOIR-FAIRE.

http://WWW.CARTIER.US



