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Begin your own tradition.

“It takes 1200 steps to produce the components
of even our simplest self-winding movement.

As a family-owned watch company we can
ensure that it never becomes 1199

At Patek Philippe it takes more than 1200 steps to produce the parts of our simplest self-winding
movement. 40 to 60 steps to make a single wheel. Between 9 and 12 months of production for
the manufacture of a manually wound or self-winding watch.

Every part of a movement and all surfaces of each component are finished in compliance with the
best principles of traditional watch making. Even the finishing touches, like polishing the steel
wheel teeth and pinion leaves with wooden wheels, or countersinking the wheel holes, are inspired
by functional not just aesthetic objectives.

This investment in time and labour, and the determination to protect the integrity of every
timepiece is now exemplified by the Patek Philippe Seal.

This emblem of horological excellence is a quality benchmark that goes beyond any existing

standards of the Swiss watch industry. Uniquely, it applies to the completely assembled watch as
delivered to its, hopefully, very appreciative owner.

N

Thierry Stern
President, Patek Philippe

Patek Philippe Seal

patek.com
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It's not just luxury. It's smarter than that. Learn more about HD
the 2011 Lincoln MKX with MyLincoln Touch™ powered by SYNC® at U”D LINCOLN.COM


http://LINCOLN.COM
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HE MAKES
FORMULA ONE
HAPPEN
WITH ENERGY,
DRIVE AND VISION.
50 DO WE.

Bernie Ecclestone runs the world's most prestigious sport. One season,
five continents, 12 teams and over half a billion fans worldwide. It means
compromise is not an option, and it means that speed, teamwork and
precision are essential. That's why the man at the top demands the best.
And that's why he chose us to be the official logistics partner of F1,
ensuring that the entire sport is delivered across the globe.

www.dhl-brandworld.com/F1

=DESY

EXCELLENCE. SIMPLY DELIVERED. == A A G —
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INNOVATIVE compaNIES LIKE RIM SUCCGEED IN ONTARIO, CANADA.
YOU CAN CHECK THAT ON YOUR BLACKBERRY®smartphone.

The indispensable communications tool you hold in your hand is the product
of an Ontario-bred company. More than that, it’s the product of a province
that nurtures innovative minds — world-class universities flourish here, like the
University of Toronto and the University of Waterloo. Research in Motion got its
start in Ontario in 1984, so if your business thrives on innovation, it will thrive

in Ontario. THE WORLD WORKS HERE.

CANADA

investinontario.com/innovation

%Ontario Paid for by the Government of Ontario.

BlackBerry®, RIM®, Research In Motion®, SureType®, SurePress™ and related trademarks, names and logos are the
property of Research In Motion Limited and are registered and/or used in the U.S. and countries around the world.


http://investinontario.com/innovation

Harvard
Business
Review

November 2010

Ccontents

Cover Artist
Jeremy Lock
A platoon of Australian soldiers

wait for suppression fire and
smoke before advancing further.

June 26, 2007
Shoalwater Bay Training Area,
Camp Raspberry, Australia

About the

Spotlight Artist

Stacy Pearsall comes from a
long line of military men and
women. She enlisted at age
17, but before she signed on
the dotted line, she made
the U.S. Air Force guarantee
her a photography gig on
the front lines. In 2002, she
entered the Combat Camera
Squadron without much ex-
perience behind the camera.
Four tours later, her work
has been published widely
and her portfolio earned

her the National Press
Photographers Association’s
Photographer of the Year
Award.

Her combat shots capture
an uncanny immediacy and
raw emotion; they expose
the usually private feelings
of soldiers in action. After
being wounded by an IED
in Baqubah, Iraq, Pearsall
retired from service. She
now owns and directs the
Charleston Center for Pho-
tography, in South Carolina.

SPOTLIGHT ON LEADERSHIP LESSONS FROM THE M.ILITARY

66 Extreme Negotiations Business leaders trying to forge a tough deal can
learn a lot from skilled military negotiators who work in perilous situations. Jeff
Weiss, Aram Donigian, and Jonathan Hughes

76 “You Have to Lead from Everywhere” The national incident commander
for the Gulf oil spill discusses what it’s like to lead when an anxious nation is
watching in real time—and counting on success. An interview with Admiral Thad
Allen by Scott Berinato

_80 Which of These People Is Your Future CEO? The Different Ways Military
Experience Prepares Managers for Leadership Create value by finding the right
fit. Boris Groysberg, Andrew Hill, and Toby Johnson

_86 Four Lessons in Adaptive Leadership By teaching essential leadership
precepts in the context of intense military training exercises, personal
discussions with top leaders, and emotional visits to historic battlefields,
the military helps students internalize them. Michael Useem

ABOVE

Stacy Pearsall,
World of His own
September 27, 2005
Gulf of Tadjoura
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OLID. DISCIPLI

In the spirit of full disclosure, we may not
be your first choice of who to spend the
entire evening next to at a cocktail party. Not
that we aren’t charming conversationalists,
it's just that we tend to wear our doggedly
pragmatic leanings on our sleeve. Which,
to be sure, isn't what you would
expect from an investment firm.
Then again, we haven't exactly
done business the way that
everyone else has. Our process
has always been unapologetically deliberate
and decidedly unflashy. Our steadfast nature
dictates that we choose, at each decision
point, an investment path grounded in our
core tenets of conservative management

and prudent growth. As a matter of practice,

By way of comparison, this comb
is not nearly fine-toothed enough.

AND OTHER TITILL

we typically pore over hundreds of potential
financial products before finding just the
right ones for clients. That's just how we do
it. We cast a suspicious eye on excessive
exuberance, fads and next big things. Which
isn't to say the firm is risk-averse. It's just
that we discourage risking capital
(clients’ or our own) on market
trends that seem too good to last.
All the while keeping a sharp eye
out for the next market turn. But
the real value of our rigorous approach can
be seen in what Raymond James financial
advisors bring to their clients. It all started
with the firm’s founder, Bob James, who is
credited with being the father of financial

planning. He realized there was more to



NED. THOROUGH.
ATING ADJECTIVES.

a financial services
firm than simply just
financial transactions.
And he understood

that people needed

) a more thoughtful,
We have remained resolutely

suspicious of market fads. deliberate approach

to their financial affairs in total. And so
our unique culture of independence gives
our advisors the complete freedom to offer
objective, unbiased financial advice based
solely on the financial well-being of each
client. By building a one-on-one relationship
and taking the time to fully understand
your personal circumstances, our financial
advisors are able to meticulously tailor a long-

term plan that's exactly right for you. And as

WEALTH MANAGEMENT

BANKING

your personal situation and financial needs
evolve, your advisor will monitor, manage and
adapt your portfolio along with them. That
commitment to doing things the right way
defines everything we do. And so for nearly 50
years, our advisors have carefully and quietly
served clients differently. It's an approach
that can be validated in remarkable client
satisfaction and long-term relationships. Go

to lifewellplanned.com to learn more. It's time

to find out what a Raymond James financial

advisor can do for you. LIFE WELL PLANNED.

RAYMOND JAMES®

CAPITAL MARKETS


http://lifewellplanned.com
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THE BIG IDEA

The Next Scientific
Revolution

Powerful new computer tools can now “mash up”
vast amounts of data from many sources, pore
though the information, and unearth correlations
that lead to breakthrough insights. It just might be
the dawn of a new age of scientific discovery.

Tony Hey

Stress-Test Your Strategy:
The 7 Questions to Ask

Master this list, and you’ll keep your strategy
execution on track. Robert Simons

Finding Competitive
Advantage in Adversity

The entrepreneurs and innovators who make
the most of a tough business climate exploit
four counterintuitive domains of opportunity.
Bhaskar Chakravorti

Winning in the Green Frenzy
Engage in your industry’s debate about
sustainability now, or risk being assessed
against standards you can’t meet. Gregory
Unruh and Richard Ettenson

ﬁ HOWIDIDIT
Rohm and Haas’s Former CEO
On Pulling Off a Sweet Deal
In a Down Market
Dow Chemical was all set to buy Rohm and
Haas for $18 billion—and then the market
plunged. Raj Gupta

118 THE GLOBE

How to Conquer New
Markets with Old Skills

What the surprising success of Spain’s global
giants can teach us. Mauro F. Guillén and
Esteban Garcia-Canal

10 Harvard Business Review November 2010
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SLIDE SHOW
Classic moments
in buck-passing
history at hbr._

org/slideshows/

buck-passing

How did Gupta
keep the deal
alive?
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She’s a fan.

MANDARIN ORIENTAL

THE HOTEL GROUP

To find out why Hélene Grimaud is a fan visit www.mandarinoriental.com BANGKOK « BARCELONA « BOSTON * CHIANG MAI + GENEVA « HONG KONG * JAKARTA « KUALA LUMPUR * LAS VEGAS * LONDON * MACAU * MANILA
MIAMI « MUNICH « NEW YORK « PRAGUE * RIVIERA MAYA « SAN FRANCISCO * SANYA + SINGAPORE * TOKYO « WASHINGTON D.C.
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> You have the chance to power your own city.

How will you do it?

There are lots of ideas about how to meet a growing energy
demand. Here's a chance to try out a few of your own.

Energyville is an online game that lets you choose from a
wide range of energy sources to meet the demands of your
very own city. Alternatives. Renewables. Oil. Gas. What should
be developed? Is conservation the answer? What about
safequarding the environment? See the effect your choices
have, then share those results with others.

Energyville is a lot more than just a game. It's a chance to
better understand and discuss the energy challenges we all

face, then find the inspiration and know-how to solve them.

Put your ideas to work at willyoujoinus.com

a3
- .’ y

Energyville, from Chevron

An energy game developed by The Economist Group.

CHEVRON and the CHEVRON HALLMARK are registered trademarks of Chevron Intellectual Property LLC.
© 2010 Chevron Corporation. All rights reserved.
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24

From the Editor
Interaction

dea Watch

29 FIRST
Succeeding at Succession
Choosing the next CEO is an art—but new
data help board members approach the job
more methodically. PLUS How underdog
brands prevail, and the new era of corporate
takeovers

36 DEFEND YOUR RESEARCH
People Often Trust Eloquence

More Than Honesty
Smooth talkers get away with evasive

answers.

How will you pick your next Michelle Obama’s fashion choices

CEO? page29

107

create winners and losers page 38

Experience

127 MANAGING YOURSELF
What’s Your Personal Social Media
Strategy? How to use low-cost platforms to
build your brand, engage with stakeholders,
and learn from their feedback. Soumitra Dutta

134 CRUCIBLE

“Changing Gender on the Job

When Michael Wallent became Megan Wallent,
employees noticed a radical change in her
management style. Daniel McGinn

14 Harvard Business Review November 2010

average value

generated by
any public
appearance

When outsiders are
hired to lead healthy,
growing companies,

they underperform.”
page 29

38 VISION STATEMENT
How This First Lady

Moves Markets
How and why Michelle Obama creates value

42 STRATEGIC HUMOR

COLUMNS
44 Nitin Nohria

In the American Century, business growth
meant job growth. But this is the Global
Century.

46 SethGodin
What is both scarce and in demand? Things
that are difficult.

“Pm starting with me.” page 134

139 CASESTUDY

Play It Safe or Take a Stand?

A newly named CFO has been asked to medi-
ate a heated debate over a new product line.
Will choosing a side prove her leadership abil-
ity? Trish Gorman Clifford and Jay Barney

146 SYNTHESIS Reviews
149 EXECUTIVE SUMMARIES

152 LIFE’S WORK

oliver Sacks The neurologist and best-
selling author talks about career crossroads
and gaining people’s trust through empathy.

HBR.ORG
OLIVER SACKS
Read the
extended
interview at
_hbr.org/sacks.
BEST
PRACTICES
Learn how to
bounce back
from a negative
360-degree
review at blogs.

hbr.org/best-

practices.
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| HAD A
PRODUCT
CLIENTS HAD TO
SEE TO BELIEVE.

THANKS TO
FACE-TO-FACE
MEETINGS,
THEY DID.

-Morgen Newman, IdeaPaint co-founder

= ) &
( ARE YoU THiNKiNG M«
77\ \WHAT I'M THINKING: )

L

Morgen Newman and his college friends had a great
idea: dry erase paint. They just needed to get the
right partners to sell it. Now, thanks to British Airways,
IdeaPaint has distributors from India to Australia,

and business couldn't be better.

Last year at British Airways, we put hundreds of small
business owners in front of the people they needed to
see — for free. This year we're doing it again.

To find out more visit ba.com/facetoface.

T2 BRITISHAIRWAYS &

©2010 British Airways Plc.
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This Month

at hbr.org

More on Leadership
From the Military

In a special six-week blog series,
veteran business leaders and military
experts debate what companies and
executives can learn from 21st-century
wars. Go to hbr.org/spotlight/

military.

HBR IdeaCast

Former Coast Guard Admiral
Thad Allen, the national
incident commander for the
Gulf oil spill, discusses how

to lead in a complex, rapidly
changing crisis. And Allen
would know: He also managed
the response to the Haiti
earthquake and Hurricane

Katrina. Listen at_blogs.hbr.

org/ideacast/allen.

Free Webinar

On November 9 at 1:00 PM
EST, West Point’s Jeff Weiss
and Major Aram Donigian
share the tactics the military
uses to negotiate in extreme
situations. Learn how your
business can benefit at hbr.
org/webinars/extreme-

negotiations, or find the
archived event, and others,

at blogs.hbr.org/events.

16 Harvard Business Review November 2010

Daily Dose of
Management

The Management Tip

of the Day offers quick,
practical advice for your
pressing professional
challenges. Get useful
tips like “Three Ways to
Drive Real Change,” “How
to Make the Right Hiring
Decision,” and “Two
Rules for Successful
Presentations.” Sign up at
enewsletters.hbr.org or

on iTunes.

Free Chapter
Vikram Akula, the
founder and chairperson
of SKS Microfinance, has
brought together the best
of philanthropy and capi-
talism to help millions of
India’s poor. Register for a
free chapter from his new
book A Fistful of Rice at
hbr.org/chapters/akula.

Your Voices

“A poor idea
worked on by
the right people
is salvageable. A
good idea worked
on by the wrong

people is not.”
Posted by Kirill
Zdornyy in response
to “A Start-up Is Its

People” at_hbr.org.

Whitney Johnson,
a founding partner
of investment firm
Rose Park Advisors,
tells you how you
can get paid what
you’re worth at

Michael Schrage,

a research fellow at
MIT Sloan School’s
Center for Digital
Business, wonders,

“Do You Believe in

Self-lmprovement

Myths?” at

HBRin Your In-Box

Sign up for any of our 16
e-mail newsletters, ranging
from the Daily Stat to monthly
updates on core topics such
as technology and marketing,
at enewsletters.hbr.org.

HBRon Your iPhone
Want instant access to blogs,
interviews, and articles about
the latest management think-
ing? Download the iPhone
app HBR Today.

HBRIdeaCast

Use your workout or commut-
ing time to follow our weekly
IdeaCast—one of iTunes’ top
five business podcasts. Find
it (along with Harvard Busi-
ness Review Press audio-
books) at iTunes.

Ask. Answer. Engage.
At the HBR Answer Exchange,
you can pose questions about
workplace challenges, find so-
lutions, and offer others your
advice. Register at answers.

hbr.org.

PHOTOGRAPHY: MILITARY PHOTOS: STACY PEARSALL; ALLEN: AP PHOTOS/DAVE MARTIN
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Tops in Category:
The World’s
ost Admired

ompanies’ List

— Fortune® magazine

At Northern Trust we work closely with our clients to gain a keen understanding of their financial
needs. We then tailor a plan for them using a full suite of sophisticated strategies and solutions.
So while we're honored when Fortune magazine names us number one in our category, we
take even greater pride when the praise comes from our clienfs. We invite you to look ahead with
us by calling 866-803-5857 or visiting us at northerntrust.com/admired.

X %) Northern Trust

Wealth Management | Asset Management | Asset Servicing

Northern Trust banks are members FDIC. © 2010 Northern Trust Corporation
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From the Editor

This month’s Spotlight package
is illustrated by the award-
winning photographer Stacy
Pearsall, who is known for her
portrayals of soldiers in private
moments. She herself enlisted
at age 17.

ABOVE
Stacy Pearsall, Nap Time
September 4, 2005

18 Harvard Business Review November 2010

From the Battlefield
To the Boardroom

fthere’s one thingIlearned from

directing Time’s coverage of Amer-

ica’s post-9/11 wars, it’s this: Mili-
tary professionals, at least in our era,
are rarely cheerleaders for war. They
know well the risks involved and ap-
preciate the value, in lives and money
saved, of alternative approaches.

So, what can the rest of us learn
from our sober band of top military
men and women? In this month’s Spot-
light package we revisit a question that
has fascinated generations of thinkers:
What are the wartime leadership les-
sons that can be broadly applied to the
world of management?

Once upon a time the takeaways
might have focused on discipline, sac-
rifice, and team building. But our wars
in Iraq and Afghanistan have inspired
fresh thinking. The lessons from them
concern skills like adaptive leadership
and navigating uncertain, high-risk
situations. Here the military provides
amodel for business in several ways.
Leaders in both spheres must deal with
aworld of 24/7 information and public
scrutiny, cope with perpetual ambigu-
ity, and adjust to ever-changing goals.

One might think that a standoffin
Kandahar would have little relevance
for a CEO in Omaha or Oman. But in
our lead Spotlight piece, “Extreme
Negotiations,” Jeff Weiss, Aram Doni-
gian, and Jonathan Hughes show that
the talents needed to pacify a war-
zone neighborhood are ones all man-
agers would do well to deploy. Even in
alife-or-death situation, the authors

argue, the only way to negotiate suc-
cessfully is to use a reasoned, patient,
empathetic style. The same is true in
any high-stakes business situation.

Can former members of the military
translate what they’ve learned to a
business environment? Perfectly well,
say Boris Groysberg, Andrew Hill, and
Toby Johnson, the authors of “Which
of These People Is Your Future CEO?”
They find intriguing differences in style
and effectiveness, though, depending
on which branch of the armed forces
those leaders served in.

Most of the Spotlight examples
draw on U.S. military experiences, but
the findings have value for manag-
ers everywhere. From mid-October
through the end of November, we’ll
host a discussion online (hbr.org/
spotlight/military) that will include
ideas from all over the globe.

Also, we interview Thad Allen, the
incident commander for the Deep-
water Horizon oil spill. In managing
that crisis, Allen drew on the wisdom

of civilian thinkers, many of whom,
including Peter Senge, Peter Drucker,
and Warren Bennis, have graced these
pages with their writing. Even under
extreme pressure, “you’re always
in a teachable moment,” Allen says.
“You’re mentoring without knowing it.”
Sound thinking comes from all corners.

Adi Ignatius, Editor in Chief
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Complexity p
an opportunity

and a threat
the same tim

CEO, Industrial Pg

Smarter business for a Smarter Planet:

Over 1,500 CEOs are tackling complexity
with creativity. See how they’re getting it done.

More volatile and complex than ever before, the business climate has forever changed. IBM found that 79%
of CEOs expect increased global complexity, yet only 49% feel prepared. But forward-thinking CEOs are
actually finding ways to capitalize on this. The findings are in the 2010 IBM Global CEO Study, the largest
study of its kind. From face-to-face conversations with over 1,500 CEOs—from companies of all sizes—
across 60 countries and 33 industries, IBM identifies four types of organizations and distinguishes what
successful ones have in common. Not only does the study give you access to executive-level thinking, it
serves as a roadmap for smarter, more creative leadership. A smarter business needs smarter thinking.
Let’s build a smarter planet.

Get Capitalizing on Complexity: Insights from the Global Chief Executive Officer Study
at ibm.com/ceostudy?. One in a series of C-suite studies.

vy

IBM, the IBM logo, ibm.com, Smarter Planet and the planet icon are trademarks of International Business Machines Corp., registered in many jurisdictions worldwide. Other product and service names
might be trademarks of TBM or other companies. A current list of IBM trademarks is available on the Web at www.ibm.com/legal/copytrade.shtml. © International Business Machines Corporation 2010.
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CEO, Japan

Smarter business for a Smarter Planet:

Do you know what your CEO is thinking?
Better yet, do you know what over 1,500 CEOs are thinking?

The partnership between ClOs and CEOs is more important than ever—and the better ClOs understand what’s
top of mind for CEOs, the better this partnership works. The 2070 IBM Global CEO Study: Implications for
the CIO reveals how over 1,500 leading CEOs are managing complexity with creativity, and offers insight into
how CIOs can help champion their initiatives. From deploying the latest solutions to applying analytics, this
whitepaper—based on the largest CEO study of its kind —will empower ClOs to partner with their CEO to
develop creative leadership, build operating dexterity, and ultimately drive business forward. A smarter
business needs smarter thinking. Let’s build a smarter planet.

Get the 2070 IBM Global CEO Study: Implications for the CIO now at_ibm.com/ciopaper4
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Innovate or Adapt?

The Challenge of New Markets

Whether it's the economy or the environment, one
thing is certain: The future of the world is inextricably
linked to the future of business. More than ever, we
need to find innovative solutions that can turn future

business challenges into opportunities.

By bringing leading experts in diverse fields to the
table, the Singapore Sessions explore the diverse
solutions that are possible for any given challenge
and offer unique insights into how we might answer
some of tomorrow’s challenges today.
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THE CHALLENGE: Should new products be developed in-market or
adapted to market? What can companies do to ensure that innovation
equates to better business? Your solution starts here_—

Scott Anthony is one of the experts

who will be leading this interactive
discussion around innovation
challenges. He is managing director
of Innosight Ventures, based in
Singapore, and author of The Silver
Lining: An Innovation Playbook for

Uncertain Times. Here, Scott shares an

overview of the innovation challenge.

When a company is looking to target a new
market, it often wonders whether it should simply adapt what it
sells in its existing markets or innovate from the “ground up.”
The answer, perhaps not surprisingly, is “it depends.”

It never has been more important to target new markets.
Continued economic pressure means today’s markets are
unlikely to be the source of blockbuster growth. Furthermore,
competitive advantage in established markets is increasingly
looking like a transitory notion. Just look at companies like
Microsoft. Ten years ago it was an unstoppable force; now it
has lost its luster to the Apples, Googles, and Facebooks of
the world.

When answering this question, it's important to recognize
that “innovation” goes well beyond the features and functions

of a company’s offering. For example, look at the four most
successful technology companies of the past decade —
Apple, Google, Netflix, and Amazon.com. What made all
these companies successful was a business model that
disrupted their respective markets.

The most important thing for companies to do is to really
understand the needs and structure of the new market they
are trying to target. If the needs bear a strong similarity to
needs in existing markets and there are robust distributors,
suppliers, and support mechanisms, then by all means
adapt away. If the needs are distinct and the structure is very
different, then companies need to innovate a new solution.

So many people say, “I have this great idea, what do | do
with it?” But great innovators say, “This is what this customer
in this segment needs to get done — how do | do it?” Jeff
Bezos at Amazon.com really gets this. He tells his people, we
can keep reinventing what we're good at, but if we know what
the customer needs and wants, we have to do that, no matter
how hard it is.

Sustaining real competitive advantage means thinking
differently and acting differently.

Singapore Sessions is a trademark of the Singapore Economic Development Board.

Visit SingaporeSessions.com.
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The High-Intensity
Entrepreneur
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The High-Intensity
Entrepreneur

HBR article by Anne S. Habiby and
Deirdre M. Coyle, Jr., September 2010

Habiby and Coyle, cofounders
with Michael Porter of the
AllWorld Network, predict
that “gazelles” —high-growth
companies in emerging

markets—will continue to generate unprecedented
economic value. In their study of hundreds of ventures
in the Middle East, Africa, and South Asia that had
grown rapidly from 2006 to 2008, the authors found
that “while the global economy contracted 2%, most
of these companies picked up their pace in 2009—in
the majority of cases, growing 20% to 50% faster than

they had in 2008.”

Building an entrepreneurial ecosystem
takes thousands of hours of research.
You must understand all of the disparate
pieces of the puzzle—every macro- and
micro-element that could challenge
your well-oiled machine. That includes
understanding things that cannot simply
be documented on a spreadsheet—both
the wider culture and the interpersonal

relationships of stakeholders within the
ecosystem.

Posted by Gary Whitehill, Founder, Whitehill
International

I don’t think that the Middle East can
create 80 million more jobs by 2020.

Manager, Al Fazal General Trading

How Millennials’ Sharing Habits

Can Benefit Organizations
HBR blog post by Andrew McAfee, August 2010

Experts predict that Gen Ys will

continue sharing socially as they age—
and their use of 2.0 tools like blogs, microblogs, and
social networking will indelibly affect the workplace.

Millennials’ sharing habits on social
networking sites are nothing more
than a refined and eloquent adap-
tation to more traditional forms of

24 Harvard Business Review November 2010

collaboration within the organization.
The key difference is that their conver-
sations and insights are not hidden in
boardrooms and behind office doors.

Posted by Madhu Gith, Business Development

Habiby and Coyle respond: Creating

80 million jobs will be tough, but we would
argue that the only part of the economy
creating jobs at a fast-enough pace is
fast-growth companies—and we need to
support these companies more. The Saudi
Fast Growth 100 created more than 30,000
jobs, for example, and the companies we
have seen in emerging markets throughout
the world scale up quickly—going from 20
to 200 and 200 to 2,000 jobs in a couple
of years. That is the type of job growth that
will make a difference.

Africa needs a good boost of entrepreneur-
ship. A colleague and I are looking to kick-
start angel investing in the southern region.
Any ideas would be welcome.

Posted by Guy Harris, Garden Route Greybeard
Angel Investors’ Venture Capital Fund

Habiby and Coyle respond: All types

of investment vehicles are important

for developing a robust entrepreneurial
ecosystem, including angel investing. Our
experience has shown us that investors’
rigid criteria often lead them to exclude
some of the best opportunities, and Africa
is a huge one.

Entrepreneurship could bring radical
change to countries like India and China.
The Indian government has several
schemes to help entrepreneurs grow and
bring prosperity to the country, but the

Digital natives are extremely self-aware
and comfortable with the transparency of
their actions within the social networks
they frequent.

Organizations are failing to recognize
the value of encouraging their battle-
hardened knowledge workers to par-
ticipate alongside younger employees in
these new environments. Today’s digital
natives are tomorrow’s leaders, and com-
panies need to support frameworks
to guide Gen Y’s sharing activities. First
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problem is corruption. Once that gets
sorted out, | think India’s economic
condition will change.

Posted by Nitin Srivastava, CEO, Velocity
Software Solutions

In many emerging markets there is a
distinct sense of “I can do better than this”
that spurs the entrepreneur to action. In
developed economies, you have more well-
paid corporate types, so fewer people are
willing to go it alone. I’'ve been in Vietnam
for 20 years, and entrepreneurship is
everywhere, despite the lack of formal
government support for start-ups. Digital
technology enables today’s entrepreneurs
in developing countries to have a much
greater impact.

Posted by Rick Yvanovich, Founder and CEO,
TRG International

Habiby and Coyle respond: There is
something to be said for entering a mar-
ket that offers undefended niches—which
emerging markets have in abundance. The
hypercompetitive, lower-margin markets
in the U.S. are hard to penetrate and not
as attractive to entrepreneurs. And you are
exactly right: Technology has had and will
continue to have a huge impact on

the success of entrepreneurs ii
in emerging markets.

and foremost, there needs to be a
clear distinction between personal
and professional sharing (whether
it’s articles, videos, or comments)
to allow Millennials to choose the
appropriate social network and
tools that will have the greatest
impact on their target audience.

I have narrated my own work on
LinkedIn and have been impressed
with the results. Asking work-

CONTINUED ON NEXT PAGE

One that would have
the fruit must climb
the tree.

—THOMAS FULLER

Challenging economic times present extraordinary opportunities and
incentives for companies to innovate. New markets and new business
models are taking shape, and those companies who respond effectively will
come out stronger than ever. At the MIT Sloan School of Management, we
provide organizations and individuals with the latest insights, strategies, and
tools to launch disruptive ideas, reach emerging markets, and develop new
sources of revenue. From product development to technology strategy to
managing change, our programs give you a leg up on the competition.
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The Creativity Crisis?

What Creativity Crisis?

HBR blog post by Michael Schrage, August 2010

In response to HBR’s video blog post “Po Bronson on the Crisis of Creativity
in American Business,” Schrage lashed out at “aspiring pundits” who assert
that American ingenuity is a thing of the past, writing, “Hard times haven’t
nicked, dented, or damaged this country’s creative core competence. To the
contrary, they’ve made more people more interested in being more creative.”

Schrage writes, “In markets, creativity—
and its value—is determined by consum-
ers.” The skill to evaluate choices among
creative solutions seems to be a real
challenge for many senior managers I've
worked with, some at companies known
for market innovation. Politics and “experi-
ence” seem to rule the day. These manag-
ers could learn something from the tech-
niques venture capitalists use to evaluate
proposals, adopting ways to encourage
creativity within their own organizations.

Posted by Ric Nelson, Vice President of Business
Development, RedCoat Publishing

Schrage responds: We could add
successful art collectors and movie
producers to your venture capitalist
suggestion; you need an eye for the
creative ecosystem, not just the talent
or the product.

The impact of teaching creativity in schools
from an early age is perhaps overrated.
Thousands of Indian graduates who moved

CONTINUED FROM PREVIOUS PAGE

related questions and providing advice to
others has led to the cultivation of new
partnerships that would not have been
possible if the conversation had occurred
inside the veiled confines of a boardroom
or corner office. Asking questions or pro-
viding advice is only half the battle in this
new work environment. Knowing where to
share valuable content or host a conver-
sation is the key to successfully extract-
ing value and tacit knowledge from your
participation on networking sites.

26 Harvard Business Review November 2010

to the U.S. for higher education after
passing out of a learn-by-rote academic
culture have been able to create new
businesses and new ideas.

Posted by Asit Gupta, Head of Strategic Planning,
DDB China

It’s enough to go to the movies to see how
low our creativity has sunk. When Avatar, a
recycled story (Pocahontas, Tarzan) almost
wins the Oscar for best picture, there is

not much to brag about concerning our
creativity.

Posted by Tamir Efron, Software Developer,
CanPay Software

Schrage responds: The Avatar story is as
recycled and predictable as you suggest;
however, the technical innovations

and alternate ecosystems are—to me—
examples of truly creative expression and
representation. The question I'm left with
is, Is it bad or “uncreative” when

a movie’s special effects are far ii
superior to its narrative?

The blurring of lines between social
groups and the explosion of niche net-
works has created confusion not only for
Millennials, but for anyone wanting to
establish credibility or share knowledge
with others in this new digital landscape.
Paul Bleier, Associate Consultant, Hay Group

Why Men Still Get More
Promotions Than Women

Why Men
still Get More
Promotions
Than Women

HBR article by Herminia Ibarra,

Nancy M. Carter, and Christine Silva,
September 2010

More women than men have
mentors, but mentoring does not
provide equal career benefits to men
and women. To succeed, women
need the kind of mentoring that
leads to advancement: sponsorship.

There is a gender gap in leadership, but the
reason for it isn’t lack of sponsorship; it’s
the skills we look for in leaders. Leader-
ship values are at the beginning stages of
a transformation. We are starting to see a
strong appreciation for trust, authenticity,
purpose, empathy, devotion, curiosity, and
mindfulness—and some argue that these
are crucial skills for tomorrow’s leaders.
They are also innate skills in women lead-
ers, which is why we will see the gender
gap reduced in the near future.

Posted by Dawna MacLean, Owner,
Dawna MacLean Consulting

Ibarra responds: We find little research
evidence that women, at least women who
choose business careers, have more of
these traits than men. What we do find is
that men who have these characteristics
are more likely to be promoted than women
who have the very same traits. Thus, we
need to rethink the mentoring programs
that were devised to solve the gender gap.
In our experience, large organizations are
much more uneasy about women’s power
than women are, and that is why

women need sponsors to get to ii
the top posts.
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Succeeding at Succession

For too long, boards have relied on rules of thumb and
conventional wisdom when picking CEOs. So we took
alook at the numbers—and found some surprises.

by James M. Citrin and Dayton Ogden

of Sarbanes-Oxley, and despite all the

work and worry it created for corpo-
rate directors, the new regulation did bring
about one unambiguously positive change:
It led boards to finally wrest control of CEO
succession away from incumbent chief ex-
ecutives, who often held too much power
over the process.

Today, corporate boards are more pro-
active about (and simply better at han-
dling) leadership succession, but they still
face a significant challenge in picking the

I t’s been eight years since the passage

right candidates. That’s partly because

succession decisions have been guided

by too little data and too much reliance on

rules of thumb, anecdotes, and even fads.
During the mid to late 1990s, for instance,
after Louis Gerstner’s brilliant turnaround

at IBM, boards tended to focus on big-
name outsiders as the CEO candidates of
choice. In the past decade, the sentiment

has shifted, and a procession of thinkers—
some of them writing in HBR—have argued

forcefully that internal candidates are the

better bet.

To give boards guidance based on real
evidence, Spencer Stuart conducted an
18-month study of the 300 CEO transi-
tions at S&P 500 companies that took
place from 2004 to 2008. (For more on our
methodology, see “How We Crunched the
Numbers.”)

The results contained several surprises.
Contrary to conventional wisdom, our
analysis showed that insiders and outsiders
have performed about the same—plenty of
each fell into the highest and lowest per-
formance categories. Whether a company
chose a CEO from inside or outside did
matter—but whether the choice turned out
to be wise depended mostly on the health
and competitive position of the company at
the time of succession.

Another surprising finding: Board mem-
bers who stepped in as CEO outperformed
all other types of candidates. Often a board
member is a last resort, someone who is
turned to in desperation when a company
can’t find other suitable candidates. But
in fact, directors-turned-CEOs represent a
strong blend of insider and outsider. They
have more company knowledge than a
pure outsider, but they don’t have the con-
straints of a pure insider when it comes to
making unpopular decisions or leading
painful changes. Having been on the board,
they have deep knowledge of a company’s
strategy, finances, and organization, and
just as important, they understand the dy-
namics and the expectations of the board.
And of course, some have already been
CEOs of other companies, which gives
them an advantage.

The worst-performing CEOs turned out
to be a group we call insider-outsiders—

November 2010 Harvard Business Review 29
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WHAT’S THE BEST
ROUTETO THETOP?

There are no hard-and-fast rules about
which types of candidates make the best
CEOs. But our analysis found some solid
trends. Among them: Board members
shouldn’t be a last resort, and “insider-
outsider” candidates (who are hired from
another company and apprentice under
the outgoing CEO before taking over) rarely
bring success.

.
Outstanding Performers
PERCENTAGE OF CEOS IN EACH CATEGORY RATED
OUTSTANDING ON THE BASIS OF COMPANY
PERFORMANCE AFTER SUCCESSION

DELTA AIRLINES Gerald Grinstein, a

former railroad CEO and Delta board
member, served from 2004 to 2007.

0%

In theory, insider-outsiders
should work really well, but
in practice they don’t. Their
apprentice role makes
them too deferential to the
incumbent CEO and too
invested in the status quo.

0%
INSIDERS ~ OUTSIDERS ~ BOARD INSIDER- FORMER
MEMBERS  OUTSIDERS  EXECUTIVES

Robert Iger, Disney

For years Michael Eisner resisted finding
a successor, but since Iger took over

in 2005, he’s led acquisitions of Pixar
and Marvel, embraced technology,

and renewed the firm’s commitment to
storytelling.

outsiders who are hired into a company
as president or chief operating officer and
promoted to CEO within 18 months. HR
directors have favored this approach, and
in theory it makes great sense: The candi-
date has a chance to get acclimated to the
culture, learn the company, and settle in
before ascending to the top job. But the
approach often sets the new leader up for
failure. The two-step succession process
requires the candidate to “audition” for
the top position while serving under the in-
cumbent CEO, and that tends to makes him
or her beholden to the current chief execu-
tive. What’s more, the sitting CEO remains
the primary conduit to the board—making
it more likely that the outside hire will play
things safe and be deferential to the status
quo. Ten insider-outsider CEOs were ap-
pointed between 2004 and 2008, and our
analysis found that none of them achieved
top-quartile performance.

Our research also found that many of
the criteria boards use to evaluate CEO can-
didates turn out to be unimportant in pre-
dicting performance. These include can-
didates’ ages, where they went to college
or grad school, what degrees they earned,
whether they needed to relocate or com-
mute to take the job, or whether they began

30 Harvard Business Review November 2010

William D. Perez, Wrigley

After stumbling as an outsider at Nike,
Perez became the first non-Wrigley
family member to lead the chewing gum
company. Within two years of becoming
CEO he negotiated Wrigley’s sale to Mars,
earning shareholders a 28% premium.

their career at a blue-chip company. Boards
should ignore those variables; they simply
don’t correlate with performance.

In our view, the most important factor
in determining which type of CEO candi-
date to select is the health of the company.
Insiders are best when the company is per-
forming well; outsiders do better when the
company is in crisis. This may be intuitive,
but when we’ve shown this data to board
members, they’re surprised by how com-
pelling the numbers are.

The leadership challenges presented
by a stable, growing company are funda-
mentally different from those faced by an
organization in trouble. Of the 300 transi-
tions we studied, 218 involved companies
that were stable or growing—and in that
situation, boards chose insiders more than
three-quarters of the time. Those insider
appointments, in turn, were three times
more likely to achieve outstanding per-
formance than the outsider appointments.
When outsiders were hired into healthy
companies, they were twice as likely as in-
siders to suffer poor performance.

Why do insiders do better at healthy
companies? For one thing, companies that
are doing well tend to attract strong talent
in the first place. They also have more re-

—

Charles R. Schwab, Charles Schwab
Like Steve Jobs, Howard Schultz, and
Michael Dell, Schwab is a founder who re-
turned as CEO when his company hit hard
times. From 2004 to 2008, he led a near-
perfect turnaround and groomed a new
successor.

sources to invest in management develop-
ment. High-performing companies often
develop cultures that make it difficult for
outsiders to fit in, partly owing to long-
time employees’ suspicion over whether
an outsider can adapt to company values.
The boards of healthy companies are more

apt to devote sustained time to the work of
leadership development and succession,
because they’re less busy putting out fires.

When a company is in crisis, however,
the data overwhelmingly show that out-
siders outperform insiders: The CEOs in our
study achieved outstanding performance
at three times the rate of insiders. That’s
because insiders are more likely to be cap-
tive to the culture that got the company
into trouble in the first place, while outsid-
ers bring a fresh perspective and have more
freedom—even permission—to implement
big changes.

Examples of how the health of the com-
pany should lead the board to look inside or
outside abound. At Disney, longtime exec-
utive Robert Iger succeeded Michael Eisner
in 2005. Despite the boardroom drama that
accompanied Eisner’s exit, Disney was fun-
damentally healthy, and as an insider Iger
has proved to be the perfect pick. His re-
dedication to storytelling, transformative
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Paasschen, former CEO of Coors,
had no hotel industry experience.

Solid Performers

PERCENTAGE OF CEOS IN EACH CATEGORY
RATED SOLID ON THE BASIS OF COMPANY
PERFORMANCE AFTER SUCCESSION

54%

INSIDERS OUTSIDERS

BOARD
MEMBERS

INSIDER-
OUTSIDERS

James McNerney, Boeing

He was CEO at 3M and a director at
Boeing when the airline manufacturer’s
chief resigned following a sex scandal.
McNerney took over in 2005, winning solid
reviews despite delays on the Dreamliner
787 program.

acquisitions of Pixar and Marvel, embrace
of technology, and strong team-building
skills have helped Disney outperform rivals
in a tough economic climate.

In contrast, consider Philip Schoonover
at Circuit City. Hired away from Best Buy in
2004, he served as merchandising chiefand
president before ascending to become Cir-
cuit City’s CEO in 2006. By then Circuit City
was in tough shape, with Best Buy and Wal-
Mart stealing market share, but Schoonover
failed to aggressively shift strategies. To
cut costs, he laid off 3,400 of the chain’s
highest-paid (and most experienced) sales
associates, a move that backfired as cus-
tomer service plummeted. He resigned in
late 2008 —and a few weeks later, Circuit
City filed for bankruptcy. For a company
that faced such profound challenges, the
fresh perspective of a true outsider may
have been a better choice.

CEO selection will always be part art,
part science. This data can help guide
boards’ choices. But the process also re-
lies on intuition—and even experienced
directors can make the wrong call. A few
years ago, our firm placed a CEO at a large
technology company. We did all our due
diligence and believed he was the per-
fect leader for the job. Soon after he was

HBR.ORG

SEARS Aylwin Lewis oversaw
the merger with K-Mart and
ran Sears until 2008.

Poor Performers

PERCENTAGE OF CEOS IN EACH CATEGORY RATED

POOR ON THE BASIS OF COMPANY PERFORMANCE
AFTER SUCCESSION

26"

When outsiders

are hired to lead
healthy, growing
companies, they
underperform—
partly because these

companies often 23%
have strong cultures
that are slow to ac-
cept newcomers.
FORMER INSIDERS
EXECUTIVES

John Mack, Morgan Stanley

Pushed out in 2001 by CEO Phil Purcell,
Mack returned in 2005 after Purcell’s
management style led to a talent exodus.
Mack, who retired in early 2010, steered

the bank through the financial crisis.

OUTSIDERS OARD

B INSIDER-
MEMBERS

OUTSIDERS

FORMER
EXECUTIVES

Philip Schoonover, Circuit City

He presided over the chain’s demise,
resigning six weeks before it filed for
bankruptcy. Most notable move: laying
off the chain’s most experienced sales
associates, which hurt customer service.

HOW WE CRUNCHED THE NUMBERS

e examined CEO transitions at S&P 500

companies from 2004 to 2008. Over this
time, 300 new CEOs were appointed. The CEOs
fell into five categories: insiders, outsiders,
board members, former executives brought
back to retake the helm, and insider-outsiders
(executives brought in as the number 2 and
then promoted within 18 months).

We began our assessment by looking at
more than 25 variables, including company
condition, industry sector, whether the new
leader was a first-time CEO, his or her func-
tional background, whether he or she had prior
public-company board experience, and how
many direct reports were replaced in the first
year of tenure.

We then evaluated the company’s perfor-
mance under the CEO on the basis of three
quantitative measures: shareholder returns
relative to peer companies and the overall mar-
ket, revenue growth, and profit growth. To gain
a qualitative sense of company performance
under the new CEO, we conducted interviews

brought in, however, he began speaking
disrespectfully about his predecessor. He
quickly launched a hit new product largely
developed under the former CEO’s watch
and then took a disproportionate amount
of credit for it. He performed very well for a
time, but he wasn’t able to get the company
to innovate or reignite its product develop-
ment pipeline. Within a couple of years, the
wheels fell off and he tendered his resigna-

and examined public information. Specifically,
we analyzed changes in the company’s reputa-
tion, evidence of innovation, and the board’s
evaluation of the CEO’s performance.

We then ranked the CEOs into four quar-
tiles: the top quartile of CEOs were “outstand-
ing,” the middle two were “solid,” and the
bottom-quartile CEOs were “poor.”

CEO TRANSITIONS
BY CATEGORY

198
INSIDER

OUTSIDER
- BOARD MEMBER
INSIDER-OUTSIDER

FORMER
EXECUTIVE

tion. It’s a sobering reminder that even as
boards have become far more engaged and
effective in succession issues, making the
right decision can still be very challenging
indeed. © HBR Reprint FI011A
| ¢

James M. Citrin coleads Spencer Stuart’s
North American board and CEO succession
practice. Dayton Ogden, formerly Spencer
Stuart’s CEO and chairman, now leads the firm’s
efforts in succession services.
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MARKETING by Anat Keinan, Jill Avery, and Neeru Paharia

Capitalizing on the Underdog Effect

veryone loves a scrappy underdog.
J.K. Rowling created an appealing
underdog character in Harry Pot-
ter. In the 2010 World Cup, teams such as
New Zealand and Uruguay, and the two
finalists—Spain and Netherlands—who had
never won before, inspired fans around the
world. And both Barack Obama and John
McCain positioned themselves as under-
dogs in the 2008 U.S. presidential election.
Brands, too, can profit from this posi-
tioning—in fact, stores are teeming with
underdog products. The label of Nantucket
Nectars informs us, for example, that its
creators started “with only a blender and
a dream,” and Clif Bar proclaims that its
founder once lived in a garage. Brewery

Underdog brands share a common narrative that
highlights the brand’s disadvantaged position,
which is overcome through sheer passion and de-
termination. Our research suggests that consum-
ers respond most favorably to brands that contain
both of these elements.
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Low HIGH

PASSION AND DETERMINATION
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Samuel Adams reminds us how small it
is compared with behemoth Anheuser-
Busch—while avoiding mention of how big
it is compared with most craft beer makers.

The biographies of underdog brands
share two important narrative components:
a disadvantaged position (they highlight a
company’s humble beginnings and portray
it as being “outgunned” by bigger, better-
resourced competitors) and a passion and
determination to triumph against the odds.

To understand what makes underdog
brands powerful, we devised online and
live experiments that looked at how con-
sumers’ self-image and circumstances af-
fect their reaction to underdog and top-dog
brands. We hypothesized that consumers
not only would prefer underdog brands but
would do so because they identified with
the brand’s underdog characteristics. Sub-
jects did in fact show a preference for the
underdogs, most dramatically in a study in-
volving chocolate. One brand had an under-
dog story: We described it as small and new,
competing against powerhouses like Lindt
and Godiva. The other brand had a top-dog
biography, characterized by experienced
founders and a big marketing budget. The
result: 71% of subjects chose the underdog
chocolate.

And the stronger a subject’s own “under-
dog disposition”—a sense of struggling in
tough circumstances—was, the greater his
or her preference for the underdog brand.
That may be why such biographies appeal
strongly to people in traditionally disad-

vantaged segments, such as women, blue
collar workers, and ethnic minorities. (This
effect held in subjects from both of the cul-
tures we studied—American and Singapor-
ean—though it was stronger in the former
because, we suspect, the triumph of the
underdog is so deeply embedded in the
American Myth.)

The stronger a person’s own
sense of struggling is, the
greater the preference for
the underdog brand.

Not every brand can benefit from an
underdog story. Some brands—Rolls-Royce,
for instance—derive much of their strength
from their top-dog lineage. Others, such as
hospitals, could run into trouble if consum-
ers perceived their disadvantaged position
as negatively affecting quality or safety. And
for brands like Microsoft that can’t credibly
claim underdog status, attempting to em-
ploy such a narrative could backfire badly.

But for brands with a plausible underdog
story to tell, the timing is good for rolling
it out. Even as the Great Recession wanes,
consumers continue to feel under siege.
Smart underdogs will turn the zeitgeist to
their advantage. © HBR Reprint F1011B

& Anat Keinan is an assistant professor at
Harvard Business School. Jill Avery is an

assistant professor of marketing at the Simmons

School of Management. Neeru Paharia is the

research director at the Edmond J. Safra Center
for Ethics at Harvard University.
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RESEARCH WATCH

nomics majors to become chief executives.

RESEARCH Follow HBR’s coverage of the latest
research

academic research._http://blogs.hbr.o

Economics isn’t a popular major: Just 1.6% of grads
earned a degree in the discipline in 2006. But ac-
cording to a 2010 study by Patricia M. Flynn and
Michael A. Quinn of Bentley University, economics
majors are disproportionately overrepresented among
S&P 500 CEOs—which suggests that, historically at
least, it’s the major that offers the best probability of
reaching the corner office. Business administration
majors, for instance, were only 39% as likely as eco-

LIKELIHOOD A PERSON WITH
THESE MAJORS BECAME CEO,
RELATIVE TO ECON MAJORS

ENGINEERING
BUSINESS
POLITICAL SCIENCE
MATHEMATICS
HISTORY

PHYSICAL SCIENCE
ACCOUNTING
COMPUTER SCIENCE
ENGLISH
SOCIOLOGY
BIOLOGY

HEALTH SCIENCES
PSYCHOLOGY

MERGERS & ACQUISITIONS by Guhan Subramanian

A New Era for Raiders

ompanies are stockpiling cash,
stock market valuations are down,
and private equity investors are sit-
ting on piles of uninvested capital. Clearly,
the economic conditions are right for a
new era of corporate takeovers. This time,
though, target companies’ boards may have
atougher time fending off corporate raiders.
That’s because the defensive game plan that
worked in the 1990s and 2000s is unlikely
to work today. The classic antiraider tac-
tic, the “poison pill,” is disappearing from
companies’ arsenals. And my research with
Steven Herscovici and Brian Barbetta of the
Analysis Group casts doubt on another line
of defense: states’ antitakeover laws.
Poison pills dramatically raise the cost of
unwanted acquisitions, giving target com-
pany directors the ability to veto offers from
hostile bidders, even if shareholders feel
otherwise. But now, after years of share-
holder pressure to do away with poison pills,
only 28% of S&P 1500 companies have them
at the ready, down from 54% in 2005.
Even without poison pills, most U.S.
companies have some measure of protec-

tion from corporate raiders through state
laws. By far the most important of these is
Section 203 of the corporate code of Dela-
ware, where more than half of U.S. public
companies are incorporated. Section 203
delays a hostile takeover by three years
unless the bidder buys 85% of the target’s
shares in a single tender offer. No bidder
wants to wait three years—an eternity in
the M&A world—before gaining full control
of the target. Instead, bidders usually nego-
tiate a friendly deal with the target board,
which then waives Section 203.

But our research shows that a strong
case can be made for invalidating Section
203. When Section 203 was enacted, in
1988, three federal courts upheld it against
constitutional challenges on the grounds
that the 85% escape hatch gave bidders
a “meaningful opportunity for success.”
However, not a single bidder has been able
to make use of the 85% “out” in the past 19
years, which suggests that the statute does
not give bidders a meaningful opportunity
for success. Furthermore, the original data
that the federal courts relied on in making

THE RISE AND DECLINE OF THE POISON PILL

The poison pill’s effectiveness as protection against hostile takeovers has waned in recent years.

1985
Delaware
Supreme Court
‘ validates the
“poison pill”
antitakeover
device

1989 Time
Warner decision
is interpreted to
validate target
boards’ right to
reject hostile bids
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2005 54% of S&P 1500 companies have poison pills

2003 oracle launches a
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their constitutional assessment were seri-
ously flawed. The bottom line: The empiri-
cal proposition that the federal courts used
touphold Section 203 is no longer valid—in
fact, it never was.

That means Section 203 is in play. And if
it were to be overturned, similar statutes in
32 other states—which along with Delaware
collectively cover 92% of all U.S. corpora-
tions—could be called into question.

Companies are taking notice: When
convenience-store giant Couche-Tard made
its $1.9 billion hostile bid for Casey’s Gen-
eral Stores earlier this year, for example, it
cited our study as the basis for its challenge
to Iowa’s antitakeover statute.

The days when companies could rely
on a poison pill and antitakeover statutes
to “just say no” to hostile bidders are long
gone. The next M&A era will most likely be
characterized by fewer artificial barriers
to takeovers. Targets will attempt to con-
trol the deal process—but in the end, they
will not be able to block an offer that their
shareholders want to accept. ©

HBR Reprint F1011C

Q Guhan Subramanian is the Joseph Flom
Professor of Law and Business at Harvard
Law School and the Douglas Weaver Professor of
Business Law at Harvard Business School.

2008 Versata “busts
through” Selectica’s
poison pill, the first
bidder to deliberately
cross the pill
threshold in 20 years

2010 Delaware
Chancery Court
dismantles a poison
pill for the first
time since the Time
Warner decisi

hostile bid to acquire People-
Soft; Delaware Chancery
Court considers requiring
PeopleSoft to eliminate its
poison pill

2007 38% of S&P 1500
companies have poison pills

2007 2008 2009

2009 28% of S&P 1500
companies have poison pills
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IDEA WATCH

Defend Your Research

HBR puts some surprising findings to the test

People Often Trust
Eloguence More
Than Honesty

The finding: People who dodge questions artfully are liked and
trusted more than people who respond to questions truthfully

but with less polish.

The study: Todd Rogers and Michael Norton showed subjects
different videos of a political debate. In the first, one of the can-
didates answered the question asked. In the second, he dodged
it by answering a similar question. In the third, he dodged it by
answering a completely different one. When the candidate an-
swered a similar question, subjects failed to notice the switch.
They also liked him better if he answered a similar question well
than if he answered the actual one less eloquently.

The challenge: Can style really trump substance? Todd Rogers
and Professor Norton, defend your research.

Rogers: In our study, subjects found the
candidate answering a similar but different
question just as trustworthy and likable

as when he answered the original ques-
tion. What’s more, after hearing an artful
dodge, subjects had much lower recall of
the question asked; in some of our studies,
less than half could remember it accurately.
If anything, that result is artificially high,
since when we asked them to recall the
question, we gave them four options, so
they had a 25% chance of guessing cor-
rectly. But the important finding is that the
audience didn’t penalize a speaker who
dodged a question well.

Norton: But you had to be good at it,

and you couldn’t be obvious. When the
candidate answered a completely differ-
ent question, he was penalized heavily
and rated less likable and trustworthy.

36 Harvard Business Review November 2010

Interestingly, people were much better
at recalling the actual question in those
cases.

After we did this research, we really
paid attention to the national elections.
We noticed how some politicians seemed
to have mastered this skill. Hillary Clinton
was phenomenal at dodging questions.
Looking back, Ronald Reagan was a master
dodger, too.

Rogers: Robert McNamara famously said,
“Never answer the question that is asked

of you. Answer the question that you wish

had been asked.” Our research suggests

that he was onto something.

HBR: Are there any other famous

dodgers?

Rogers: Well, Sarah Palin had a unique

approach. She was sort of intellectually

honest about dodging questions. She

QA

Todd Rogers is a senior
researcher at ideas42,
a think tank at Harvard,
and the founding
executive director of
the Analyst Institute.

Michael I. Norton is an
associate professor of
business administration
at Harvard Business
School.

basically stated her intention to answer

a different question than the one asked.
Couldn’t ratings be colored by, say, the
fact that the speaker reminds me of

an uncle | don’t like? Or maybe | rate
someone lower just because | disagree
with their position.

Rogers: It would be interesting to study
how factors like ideology affect our sen-
sitivity to dodged questions. Do we, for
example, forgive dodging more readily if
we agree with someone’s view, and penal-
ize it more if we disagree?

Norton: The ratings are affected by these
other factors. And that’s just the point.
Once we’re in an audience situation, many
social cues start competing for our atten-
tion. In these audiovisual presentations,
substance tends to get underweighted. To
put this in a business context: You can read
arésumé and then listen to a person talk
about their résumé, and have extremely
different reactions.

There’s something disturbing about all

of this. Aren’t question dodgers taking
advantage of people?

Norton: It’s troubling because we’d like to
think honesty would be rewarded, but in
fact, people who deftly sidestep ques-
tions are rewarded more than people who
answer honestly but ineloquently. A leader
could rationalize that it’s better to dodge
well, because his intentions are good and
he needs people to like and trust him. But
I'would say that if you’re trying to advance
a public discourse, you have a responsibil-
ity to not dodge questions.

Rogers: There are ways to counteract
these effects. A simple way to increase re-



ILLUSTRATION: JACOB THOMAS

HBR.ORG

ARTFUL DODGING: HOW AUDIENCES RESPOND

What will you do
about the health care
problem?
DIRECT ANSWER

“I'm glad you asked me
that. We need universal
health care in America.”

DELIVERED

care in America.”

LIKABILITY
RATING FROM
AUDIENCE
(OUT OF 6)

AUDIENCE THAT
RECALLED THE
QUESTION

call of questions and punish dodgersis to
post the question on the TV screen while
the person answers it. Unfortunately, the
networks don’t always do this well. They
may ask a question like “What will you do
to create jobs in the domestic manufactur-
ing sector?” and put “The Economy” as a
summary line on the screen. We speculate
that this enables dodging.

What other techniques can help us suss
out dodgers?

Norton: It’s important to recognize
transition devices. The first 10 words of an
answer are key to creating an artful dodge.
You’ll hear phrases like “That’s a good
question” or “I’'m glad you asked that.”
We think these help prime the listener to
accept what comes next as relevant, but
we still have to test that.

Rogers: We humans have finite atten-
tion. The more words there arein a
transition, the harder it is to make the
cognitive link between the question and
the answer. That’s the mechanism we
think underlies this.

Politicians need to be liked and trusted
to get elected. What if that doesn’t apply
to business leaders?

Norton: My sense is that politicians train
to do this more and may be innately

good at it, but it applies to business as
well. Think about the leader fielding
tough questions about layoffs. Or George
Clooney’s character in Up in the Air. He
flies around the country firing people.

What will you do about the
illegal drug use problem?

DODGE, ELOQUENTLY

“I'm glad you asked me that.
We need universal health

What will you do about the
health care problem?
DIRECT ANSWER,
INELOQUENTLY DELIVERED
“Uh, 'm glad, you, um, asked
me that. We, you know, need
universal health care in

America.” A

They say things to him like “How can
you fire me?” And he doesn’t answer
them. He dodges. He says, “This is an
opportunity for you.” He’s shifting the
conversation.

Where else could you take this research?
Rogers: One direction would be to look
at negotiations. If you hold valuable
information and don’t want to disclose
it, how do you avoid disclosure without
lying?

Norton: The next round might focus on
how to stop people from dodging your
questions. Whether you’re a manager or
an employee, it’s not easy to say, “You’re

Hillary Clinton was
phenomenal at dodging
questions. Ronald Reagan
was a master dodger, too.

changing the subject.” When is it wise to
call someone on it?
And how do you call them on it?
Norton: I test this when I’'m teaching with
the case method. I say, “I asked you this,
but you answered something else. Try it
again.” Now, I’m in a position of authority,
so it’s quite easy. What about the other
way around? People talk about speaking
truth to power. This would be learning
how you get power to speak truth. ©
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David Yermack is the Albert Fingerhut Professor of Finance
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J. CREW

How This First Lady
Moves Markets

Data by David Yermack; visualization by Open

Michelle Obama creates an unprecedented
amount of value for the companies that make
and sell the clothes she wears. HBR spoke to
Yermack to find out why.

The effect of Obama’s fashion
choices on stock prices is huge.
But is it causation or correlation?
The stock price gains of the com-
panies whose clothes she wore in
public appearances—29 brands

in all—are cumulative abnormal
returns. That is, the returns cannot
be attributed to normal market
variations.

Is the effect temporary? ISABEL TOLEDO
The stock price gains persist days
after the outfit is worn and in some
cases even trend slightly higher
nies that sell clothes that Obama
frequently wears, such as Saks,
have realized long-term gains. Her
husband’s approval rating appears average value ())
to have no effect on the returns. generated by 2 3 %)
L

with those generated by other appearance ABNORMAL RETURNS
brand endorsers? FOLLOWING 18 MAJOR
Few models or celebrities make PUBLIC APPEARANCES
the kind of impact on company
stock price that Michelle Obama
influence may be tied to the

, AVERAGE INCREASE
fact that consumers know she’s WHEN A COMPANY
not paid to wear what she does, ANNOUNCES A NEW
whereas they may subconsciously CELEBRITY ENDORSER
discount models’ endorsements as

three weeks later. Some compa-
How do the returns compare any pUblic
P INCREASE IN CUMULATIVE
(1)
. ar 0
does. The First Lady’s astonishing ®
inherently corrupt.

Have all First Ladies

had this effect?

No. Even fashion icons such as

France’s Carla Bruni-Sarkozy do B
not. Bruni-Sarkozy, like many o

First Ladies, dresses mainly in

one brand: Dior. Obama mixes total value created for 29
couture with items anyone can companies by Obama’s

buy at a mall—she famously wore ° °
J. Crew gloves while holding the Ward rObe Ch°|ces n 189

Lincoln Bible at the Inauguration. public appearances
Consumers flock to the stores,
and even if they don’t buy what
she wears, they often leave with
something else.

JIMMY CHOO
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The First Lady’s Fashion Choices
Create Winners and Losers

Companies that the First Lady didn’t choose (Yermack looked at
27 competitors, 21 of them U.S.-based) paid a penalty for being
left out. Following 18 major public appearances, nonchosen
companies lost about 0.4% in value. This appears to have been
redistributed to chosen firms, which gained more than 2%.

CUMULATIVE ABNORMAL RETURNS

P
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CHOSEN BY

2.0% / OBAMA
1.5% /
1.0% /

0.5%

BRANDS

0% BY OBAMA

-0.5%
DAY OF +1 +2 +3 +4
EVENT

The “First Lady Index” Beats the Market
During a European Trip

Stocks of the fashion and retail companies whose clothes were worn
by Obama on a one-week trip to Europe gained 16.3% on average,
easily outperforming the S&P 500, which posted a gain of 6.1%.
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The Tonight Show

10/27/08
, ' J. CREW

J. Crew stock value

prior to appearance  $16.24

10/28/08: $17.52 + 8%
10/31/08: $20.33 + 25%

State Dinner for Indian
Prime Minister

11/24/09 l
NAEEM KHAN
Yard

“It’s the gift that doesn’t stop
giving. My stuff is flying out
of stores.” Naeem Khan, 12 weeks
after Obama wore his dress. Wall
Street Journal, 2/18/10

Nobel Peace Prize
12/10/09

NINA RICCI “

CALVIN KLEIN

aggregate gains
over the two days following the appearance
for companies associated with this outfit,
specifically Phillips-Van Heusen, Richemont,
Macy’s, Nordstrom, Saks, and Dillard’s

By the Numbers

Yermack compiled a
database from website
reports of apparel worn
by the First Lady, and
then measured stock-
price changes for the
fashion and retail brands
mentioned to see how
publicizing her wardrobe
affected company

value. He controlled for
normal market variations,
reporting the abnormal
returns associated with
her wardrobe choices.

public appearances
from November 2008
to December 2009

245

items of apparel

29

public companies
observed, including:
Aeffe S.p.A.

Cie. Financiére Richemont
DSW

Gap

J. Crew

Kohl’s

Liz Claiborne

LVMH

Nike

PPR

Saks

Target

Urban Outfitters

Why her? Why now?

The unparalleled robustness
of the Michelle Obama
effect results from the
confluence of three factors:
her personal interest in
fashion, recognized by
consumers as authentic;
her position as First Lady
and the intangible value

it confers; and the power
of the social internet and
e-commerce. Descriptions
and images of what she’s
wearing spread across the
social internet in near-real
time, and consumers can
buy these fashions almost
instantly online. For the first
time in history, the cycle of
influence is immediate and
ubiquitous. ©
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Strategic Humor

As the representative of the
parent company, I’'m telling

you to get your hair out of your
eyes and sit up straight.

Does this suit
make me look

too eager?

Keep your eye on
Jim. He’s wearing his

Friday face, and it’s
only Wednesday.

“The more primitive a society, the more precise its
etiquette. Cannibalistic tribes, for example, have
created elaborate rituals around their feasts.”

A Conversation with Miss Manners, “In Praise of Boundaries,” Harvard Business Review, December 2003
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Nohria

Nitin Nohria is the dean
of Harvard Business School.

Wealth and Jobs:
The Broken Link

or most of the 20th century, a symbi-
F otic link existed between value cre-

ation and job creation. When busi-
nesses prospered, employment expanded
and communities thrived. This virtuous
circle was good for business and good for
society.

But now the relationship between value
creation and job creation is more tenuous.
In the United States, for example, the cor-
porate sector—judging from most compa-
nies’ earnings reports—is doing well, yet
people are struggling to find work. Perhaps
job creation will catch up with value cre-
ation, as confidence grows in the future of
the economy. But what if this is a symptom
of a deeper structural issue?

Two factors that once supported the link
between business growth and job growth
have fundamentally changed. Businesses in
the 20th century were both more industrial
and more local than they are today. To grow,
an industrial firm had to expand mass pro-
duction and mass distribution. An increase

44 Harvard Business Review November 2010

A hedge fund trading
billions of dollars needs far
fewer people than would a
traditional bank.

in the demand for products, whether cars,
washing machines, or TV sets, eventually
created additional jobs on the assembly line
and in the supply and distribution chain.

These jobs were local, and over time
they became well-paying middle-class jobs.
As aresult, in the U.S. for most of the 20th
century the rise of business coincided with
the rise of the middle class, creating confi-
dence in the system and establishing the
American Century.

Fast forward to today. When Google,
Facebook, or another of the amazing com-
panies that exemplify the new American
economy doublesin size, it doesn’t multiply
jobs the way fast-growing industrial firms
once did. A hedge fund trading billions of
dollars needs far fewer people than would
a traditional bank handling similar sums.
And often new jobs are going to a few

skilled, highly paid knowledge workers
rather than to many middle-class workers.
Moreover, business is no longer
local. Decent production capability
is distributed more widely in the
world and can be developed more
quickly, further weakening the link
between business growth and local
job growth. This is the Global Cen-
tury, in which jobs ignore borders
and move quickly to lower-cost
regions.
To be sure, both these changes benefit
society overall, enabling prosperity for far
more people around the globe. The rise of
amiddle class in India and China ultimately

produces many new customers for the likes
of Google and Facebook. But these benefits
will be realized in the long run. To people
worried about finding jobs now, the short
run is all that matters—and politicians look-
ing to get elected have no choice but to re-
spond to those short-term concerns.

The stakes are high. I don’t have the
answers, though government policies and
business practices that promote innova-
tion, entrepreneurship, and the formation
of skilled human capital seem essential.
Executives and politicians must find new
ways to link value creation and job creation.
Ifthey don’t, business leaders will continue
to lose legitimacy in society, especially if
they keep prospering while people around
them are struggling. Instead of a virtuous
circle, the relationship between business
and society will become a vicious circle.

When society is angry at business, the
risk that governments will enforce over-
reaching regulation is real. Moreover, that
anger distances citizens from the source of
answers to many of our most urgent issues.
None of the major problems confronting
the globe today—sustainability, health care,
poverty, financial-system repair—can be
solved unless business plays a significant
role. But to do that, business must restore
its stature and help to address the anxiety
about job creation. ©
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Godin

Seth Godin is an entrepreneur, a blogger, and
an author. His latest book is Linchpin: Are You
Indispensable? (Portfolio, 2010).

To Win, Create
What’s Scarce

arketers like to work on the de-
mand side—take what’s in de-
mand, make it cheaper, run a lot

of ads, make a profit. If you can increase
demand for what you already make, a lot of
problems take care of themselves. It’s the
promise of the typical marketing organi-
zation: Give us money, and we’ll increase
demand.

There’s an overlooked alternative,
though. If you can offer a scarce and cov-
eted good or service that others can’t, you
win. What is both scarce and in demand?
Things that are difficult: difficult to con-
ceive, to convey, to make. Sometimes dif-
ficult even, at first, to sell—maybe an un-
popular idea or a product that’s ahead of its
time. In fact, just about the only thing that
is not available in unlimited supply in an
ever more efficient, connected world is the
product of difficult work.
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Running a complex factory is no lon-
ger particularly difficult. There are people
across the globe able to do it more cheaply
than you. Opening another big-box store
ceased being difficult a while ago. Getting
a product made and shipping it out the
door? Not so difficult. Raising money? Not
difficult.

If you can offer a scarce and
coveted good or service that
others can’t, you win.

Commoditization doesn’t apply only to
making and selling cheap goods. Almost
everything they teach in business school is
easy to do. It’s easy to do the options pricing
model. It’s easy to analyze a spreadsheet,
too. Providing audit services isn’t difficult.
Neither is running a high-traffic website.

Amazon will do it for you for pennies on the
dollar. Even complicated computer graph-
ics effects aren’t particularly difficult—you
can make a bad werewolf movie cheaper
and more easily than ever before.

With a lack of difficulty comes more
choice, more variation, and, yes, lower
prices (lower margins, too). And so con-
sumers of every stripe are jaded. This puts
huge pressure on organizations, because
the race to the bottom demands that they
either do all this easy work faster or do it
cheaper than they did it yesterday. And
there’s not a lot of room to do either one.

The only refuge from the race to the bot-
tom? Difficult work. Your only alternative
is to create something scarce, something
valuable, something that people will pay
more for.

What’s difficult? Creating beauty is dif-
ficult, whether it’s the tangible beauty of
a brilliant innovation or the intangible es-
sence of exceptional leadership. Beauty
exists in an elegant and novel approach to
a problem. Maybe it’s captured in a simple
device that works intuitively, reliably, and
efficiently or in an effective solution—a

“beautiful” solution—to an organizational
dysfunction. And it exists in the act of con-
necting with and leading people.

Leading change is difficult. It’s difficult
to find, hire, and retain people who are ea-
ger and able to change the status quo. It’s
difficult to stick with a project that every-
one seems to dislike. It’s difficult to moti-
vate a team of people who have been lied
to or had their spirits dashed.

People who can do difficult work will
always be in demand. And yet our default
is to do the easy work, busywork, work
that requires activity, not real effort or guts.
That’s true of individuals, and it’s true of
companies. That’s because we see our role
as cranking out average stuff for average
people, pushing down price, and, at best,
marginally improving value. That used to
be the way to grow an organization.

No longer. The world will belong to
those who create something scarce, not
something cheap. The race to the top has
justbegun. © HBR Reprint FIO11F
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How | Did It. ..

Rohm and Haas's Former

CEO on Pulling Off a Sweet
Deal in a Down Market

by Raj Gupta

THE IDEA

The sale of Rohm and
Haas to the giant Dow
Chemical was forged at
a premium price in July
2008. The transaction
was unconditional. But
then the financial mar-
kets crashed. Here’s how
Rohm and Haas’s CEO
kept the deal alive.

hortly before Christmas 2008, I left
s my office at the specialty chemi-

cals company Rohm and Haas for
what I thought would be the last time. I
had spent much of the year leading up to
my long-planned retirement orchestrat-
ing the sale of the company—a deal with
its former rival Dow Chemical had been
forged in July 2008 —and there was little
left to do but hand over the reins. I had suc-
ceeded at one of the hardest goals I’d ever
been set: quietly negotiating a friendly sale
for $18 billion. All we still needed was the
Federal Trade Commission approval that,
per our agreement, would trigger the close
of the deal within 48 hours. AsIdrove away

from the office on December 18, a colleague
called to say that, as planned, my office had
been essentially demolished in preparation
for its new occupant. My assistant had been
reassigned to work with our COO. My work
with Rohm and Haas was finished.

But it nagged at me that I hadn’t heard
recently from Andrew Liveris, Dow’s chair-
man and CEO. Market conditions had wors-
ened globally, and the equity and credit
markets were in turmoil. Dow had been
expecting a large cash influx of $9.5 billion
from a proposed joint venture with Kuwait
Petroleum. On December 29 Kuwait can-
celed the venture. But our deal with Dow
was unconditional. And then I got the call.
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Time Line of the Deal: July 10, 2008, to April 1, 2009
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“Raj, you and I need to sit down and go
over where we are,” Liveris said. Because
I didn’t even have an office at Rohm and
Haas anymore, I had to arrange for tempo-
rary space at our Philadelphia headquar-
ters—and a temporary assistant. When we
met, Ilearned that Dow saw no way to get
the cash it needed elsewhere, given the
state of the financial markets and its own
deteriorating financial performance.

I organized an emergency conference
call to brief the directors on the situation.
We believed that our contract with Dow
was airtight. Our shareholders had ap-
proved the transaction in October by an
overwhelming majority. The board and I
had a fiduciary responsibility to complete
the deal.

Thad led the process from the beginning,
and the board was very clear that it was my
role to see it to an end—one way or another.
My personal credibility was on the line.

An Unexpected Request

In November 2007, representatives of the
Haas family trusts, which collectively
owned 32% of outstanding shares, had
asked me to explore disposing of all or most
of their holdings at a “full and fair” price
within 12 to 18 months. The timing and
nature of the request were surprising. Un-
til then the trusts had appeared to be very
happy with the level of their ownership
and the performance of the company. The
board and I, perhaps naively, believed that
aslongas John C. Haas, the 89-year-old son
of the founder, was alive, no such request
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would be made. We clearly did not read the
tea leaves.

Rohm and Haas had been a quiet but
steady business since its founding, in 1909.
Our performance had been strong, with an
average annual return to shareholders of
13.5% since 1949. For the past 30 years we
had increased our dividends by an average
of 10% a year. The majority of shares were
held by the family trusts, several large insti-
tutional shareholders, and employees. Iwas
only the sixth CEO in the company’s history.
In my 10 years as CEO, the board hadn’t
faced any big, difficult decisions until now.

Itook my leadership in the sale very per-
sonally, and I was determined to keep the
company whole and operating smoothly
during this extended period of uncertainty.
I spent months exploring options and strat-
egies with the board and our outside advis-
ers. In hindsight, the timing couldn’t have
been worse. The economy was starting to
weaken, and the request that we sell for all
cash at a premium price, though entirely
reasonable, limited our options. We identi-
fied just three companies as strategic buy-
ers—on the basis of their interest, their abil-
ity to finance a transaction of this size, and
the likely business synergies: BASF, with
headquarters in Germany; Dow, based in
Michigan; and DuPont, based in Delaware.

I'had layers of concern: What if potential
buyers didn’t show up? What if our discreet
outreach to potential buyers was inconclu-
sive, just as the economy was rapidly de-
teriorating? The worst possible outcome, I
thought, would be an aborted process; our

Dow reopens
talks with
Rohm and

Rohm and Haas files suit in Haas.

Delaware. A court date of

March 9 is set.

key stakeholders would doubt our strat-
egy and future at a time when we needed
steady support and performance.

Rohm and Haas’s success rested on
building relations for the medium to long
term. Our position was downstream in the
industry value chain; our customers relied
on the performance embedded in our sci-
ence and our commitment to ongoing tech-
nology support. Confidence in our future
was essential. A mishandled disclosure or
rumormongering would cause chaosamong
our employees and customers and risk de-
stroying the foundations of the enterprise.

T had invested a great deal of time and
effort in forming personal relationships
with many of my peers—in particular the
CEOs of BASF, Dow, and DuPont. The bur-
den was on me to deliver a buyer, so I ar-
ranged individual face-to-face meetings
with them to plant the seed. I told them
we recognized that financial conditions
were not as favorable as they could be, but
our board supported my outreach. If they
wanted to explore this opportunity, they’d
have to get back to me swiftly.

The Brewing Deal

Within a week Andrew Liveris called to say
he was ready to talk. He came to Philadel-
phia with an all-cash bid of $74 a share—in
the range of value our advisers had sug-
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gested. At that time our stock was trading
at $52 a share, and the highest it had ever
gone was $62. His offer was good for only
48 hours.

The board concluded that it was our
fiduciary duty to get in touch with BASF
and DuPont to see if they wanted to make
an offer. BASF’s CEO, Jiirgen Hambrecht,
returned my call within 15 minutes. “Raj,”
he said, “I was hoping you were calling me
to say that this whole process is off, given
what’s going on in the world.” But he prom-
ised to get back to me quickly, and he did—
with an offer of $70 a share, all cash, no con-
ditions except regulatory approval. DuPont,
however, let us know that its interest was
restricted to only part of our portfolio.

The brewing deal was so secret that
I virtually lived a double life for months.
Only the board, six people within the
company, and a few of our outside advisers

knew about it. I was the focal point for all
information and decisions. All our meetings
were held offsite and during off hours,
including many weekends.

We announced the deal with Dow on
July 10—at a final price of $78 a share—
and I’'m sure that every Rohm and Haas
employee in the world was in absolute
shock. The shareholders were delighted,
however, and the industry press called it
the “deal of the century.” From July into the
fall, the stress of seeing the deal through
took its toll on me. We worked hard to keep
employees, shareholders, and customers
well informed and comfortable about the
company’s future. But I was getting e-mails
at midnight: “Are you awake?” The answer
was always yes, 'm awake. There were 22
board meetings and dozens of phone calls
with the directors from the time we first
explored the idea of selling the company

until the deal closed. I knew it was crucial
that I present a calm face to my staff, but
I'was constantly worried.

In August, totally unexpectedly, I
learned that I had prostate cancer, which
added a new dimension to my stress. A low
point came when I passed out on a flight
to Germany and had to be admitted for
emergency care. I withdrew from day-to-
day operations to focus on my health and
had surgery a few months later. My sole
responsibility to the company remained
seeing the deal through.

When Liveris and I met in January 2009,
it was with just one key adviser each. He
laid out all his concerns and issues and
what he was trying to resolve. I could see
that he had a herculean task on his hands.

“Andrew;” I said, “I understand what you’re
dealing with, but you have to put yourself
in my situation. I need something to take
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How Did the Deal Work Out for Dow?

HBR.ORG

On July 10, 2008, when the
deal with Rohm and Haas was
announced, Dow’s share price
was around $35. The following
March, as Dow scrambled to
find alternatives to a collapsed
joint venture with Kuwait
Petroleum, it dipped to an
interday low of under $6.
Ultimately, Dow arranged
a bridge loan of more than $9
billion, sold a $3 billion equity

stake to Rohm and Haas’s two
major shareholders, and pro-
cured investments of $3 billion
from Berkshire Hathaway

and $1 billion from the Kuwait
Investment Authority.

The market waited to see if
that complex financing would
crush Dow under its weight.
But Dow paid off the bridge
loan ahead of schedule,
retired the debt to purchase

Rohm and Haas, and has
made a profit in every quarter
since. The acquisition “was

a pivotal point in the trans-
formation of Dow,” says a
company spokesperson. Dow’s
so-called performance busi-
nesses, which include the
majority of former Rohm and
Haas assets, accounted for
nearly two-thirds of its sales in
the second quarter of 2010.

By mid-September the compa-
ny’s shares hovered near $26.
The relationship between

the two CEOs survived the
ordeal as well. “A week after
the closing [Dow CEO Andrew
Liveris] sent me a case of
excellent Australian wine as a
thank-you,” Gupta says. “And
we continue to maintain cor-
dial relations.”

—Karen Dillon

to my board. I’d like to tell them that you
fully intend to close the deal but you need
more time. Give me a deadline, and we can
go public with an announcement that this
is the situation.” I offered to assist with the
Haas family trusts to get some kind of bridge
financing. Liveris didn’t want to pursue that.
Ultimately, he offered to let us know by June
whether Dow could do the deal or not.

On January 23 we got FTC approval for
the deal. According to the contract, Dow
had just two working days to close the
transaction. That was simply not going
to happen. Dow’s backup financing lines
would expire in June, but I believed that
the company had enough resources, given
time, to complete the deal under the
original terms. Nevertheless, we had to
protect our shareholders. With the board’s
approval, we filed suit in Delaware, asking
the court for an expedited hearing to
enforce our contract. Everyone was well
aware of the significance of that lawsuit: We
were essentially asking the court to decide
whether Dow—and implicitly any other
company—should be held to the terms of
a deal regardless of external conditions.
Our court date was set for March 9, and we
knew the world would be watching.

Our board sent a letter, which we
made public, to Dow’s board, urging it to
take control of the situation and honor
the contract. Speculation in the financial
press was intense: Would the transaction
close? If it didn’t, would our share price fall
dramatically? Would Dow be forced into
bankruptcy or have to sell valuable assets
to close the deal?

I spent this period explaining to Rohm
and Haas employees why we had to take
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this drastic action and why it was in their
best interests and our customers’ that
the deal go through. My energy went into
urging employees to stay calm, keeping the
board informed, and communicating with
key customers, the Haas family trusts, and
our large hedge fund shareholders.

On Wednesday, March 4, less than a
week before we were set to square off in
court, I received an e-mail from Andrew
Liveris. “Raj,” he wrote, “should we give
this onelast try?” We agreed to meet in New
York the next day, along with our respective
advisers. We also decided that each of us
would bring one highly respected board
member to help facilitate the process. Our
discussion focused on two key points:
how to obtain bridge equity sufficient to
reduce the debt financing required and
how to keep Dow’s credit rating from being
downgraded to junk status by Standard &
Poor’s and Moody’s.

Dow came up with some creative solu-
tions, including working out arrangements
with two of Rohm and Haas’s largest share-
holders, the Haas family trusts and Paul-
son & Co., to obtain the equity financing.
And we participated in calls with S&P and
Moody’s to persuade them that Dow’s situ-
ation warranted “investment grade” status.
This was all hastily done in the days before
our Monday court appointment. At 8 PM on
Sunday, Andrew called me and said, “Raj,
we’re making progress. We don’t have
all the answers yet, but can you go to the
judge and tell him that we are working on
it?” In court the next morning we asked the
judge for more time, and he said, “You can
have all the time you want.” I think he was
relieved.

By 4 PM that day Dow had arranged its
financing and we had an agreement, which
we asked the judge to read into the record.
The same day—one of the lowest points
of the year for the stock market—Dow’s
directors signed off on the deal. Up until
then I hadn’t been certain it would really
happen. Our stock had been trading down,
and at one point it went under $50 a share.
But in the end we got the $18 billion.

On March 31, I finally left Rohm and
Haas for the last time. The deal closed the
following day. I hadn’t allowed myself to
breathe a sigh of relief until that moment.
It was a bittersweet victory for me, because
I had invested so much of my time and
energy in building the organization and
managing for the long term that it was hard
toletit go. Itook solace in the fact that most
of the family trusts’ proceeds from the
sale were invested in charities right away.
There’s a sense, though, that the company
doesn’t exist anymore, which is sad for me.

But I concluded that I could move on
with my life—the retirement I had long
planned. I’'m not certain I could lucidly
recite that day’s events. Certainly I can’t
offer profound reflections on them. At the
time, I was focused on the misfortune of
having had to deal with this problem at the
end of my career. Now, with the benefit of
more than a year’s hindsight, I recognize
that we had a strong dose of good fortune,
too, which allowed us to achieve this nearly
impossible outcome. © HBR Reprint R1011A

Raj Gupta, the retired chairman and CEO

of Rohm and Haas, serves on the boards
of Hewlett-Packard, The Vanguard Group, Tyco
International, and Delphi Automotive. He is a
senior adviser to New Mountain Capital.
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A VISITOR WALKING the halls of Microsoft Research’s
campus in Redmond, Washington, today is likely to
overhear discussions not only about computer sci-
ence but about a surprising variety of other subjects,
from which way a galaxy rotates, to a new AIDS vac-
cine, to strategies for managing the planet’s precious
supply of fresh water.

What could these issues possibly have in com-
mon? And why would Microsoft—ostensibly a soft-
ware company—be involved with them? The simple
answer is data—vast amounts of data. So vast that
when we run the programs that analyze some of
the databases, the temperature of the building
that houses 10,000 microprocessors shoots up sev-
eral degrees. Today our computer scientists find
themselves in partnership with leading scientists
in a wide array of disciplines—astronomy, biology,
chemistry, hydrology, oceanography, physics, and
zoology, just to name a few—working on efforts such
as drug development, alternative energy, and health
care cost containment. And, yes, even commercial
software projects. We believe that a new generation
of powerful software tools, which support collabo-
ration and data exploration on an unprecedented
scale, are about to enable revolutionary discoveries
in these fields.

Tony Hey is the vice-president
of the External Research Divi-
sion of Microsoft Research and
the coeditor, along with Stew-
art Tansley and Kristin Tolle, of
The Fourth Paradigm: Data-
Intensive Scientific Discovery
(Microsoft Research, 2009).

For decades computer scientists have tried to
teach computers to think like human experts by em-
bedding in them complex rules of linguistics and rea-
soning. Up to now, most of those efforts have failed
to come close to generating the creative insights and
solutions that come naturally to the best scientists,
physicians, engineers, and marketers. The most
talented experts not only have a deep understand-
ing of data but also are able to see the possibilities

“between the columns”; they can find the nonobvi-
ous connections within or between disciplines that
make all the difference.

We have reached a point, however, where even
the experts are drowning in data. Digital informa-
tion is streaming in from all sorts of sensors, instru-
ments, and simulations, overwhelming our capacity
to organize, analyze, and store it. Moore’s Law has
for decades accurately predicted that the number of
transistors that could be placed on an integrated cir-
cuit would double every two years, and until recently,
this decrease in transistor size was accompanied by
increased microprocessor performance. To increase
performance today, we must program multiple
processors on multicore chips and exploit parallel-
ism. The multicore revolution has arrived just as we
face an exponential increase in data. That increase
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The Four
Paradigms
of Science

THEORY

Beginning in ancient
Greece and China, people
tried to explain their ob-
servations through natural
laws instead of supernatu-
ral causes.

EXPERIMENTATION
By the 17th century, sci-
entists like Isaac Newton
tried to make predictions
for new phenomena and
would verify hypotheses by
conducting experiments.

COMPUTATION
AND SIMULATION
The advent of high-
performance computers
in the latter half of the
20th century allowed sci-
entists to explore regimes
inaccessible to experi-
ment and theory, such as
climate modeling or galaxy
formation, by numerically
solving systems of equa-
tions on a large scale and
in fine detail.

DATA MINING

Using more-powerful
computers, scientists
begin with the data and
direct programs to mine
enormous databases for
relationships. In essence,
they use computers to dis-
cover the rules by studying
the data.

is not a challenge we can address with patches and
upgrades; we must rethink our whole approach to
data-intensive science. Which is why, several years
ago, our colleague and Turing Award winner, the
late Jim Gray, proposed what he called “the fourth
paradigm” for scientific exploration. Jim’s vision of
powerful new tools to analyze, visualize, mine, and
manipulate scientific data may represent the only
systematic hope we have for solving some of our
thorniest global challenges.

The first two paradigms for scientific exploration
and discovery, experiment and theory, have a long
history. The experimental method can be traced
back to ancient Greece and China, when people
tried to explain their observations through natural
rather than supernatural causes. Modern theoreti-
cal science originated with Isaac Newton in the 17th
century. After high-performance computers were de-
veloped in the latter half of the 20th century, Nobel
Prize winner Ken Wilson identified computation and
simulation as a third paradigm for scientific explora-
tion. Detailed computer simulations capable of solv-
ing equations on a massive scale allowed scientists
to explore fields of inquiry that were inaccessible to
experiment and theory, such as climate modeling or
galaxy formation.

The fourth paradigm also involves powerful com-
puters. But instead of developing programs based
on known rules, scientists begin with the data. They
direct programs to mine enormous databases look-
ing for relationships and correlations, in essence
using the programs to discover the rules. We con-
sider big data part of the solution, not the problem.
The fourth paradigm isn’t trying to replace scientists
or the other three methodologies, but it does require
adifferent set of skills. Without the ability to harness
sophisticated computer tools that manipulate data,
even the most highly trained expert would never
manage to unearth the insights that are now starting
to come into focus.

Saving Lives with “Machine Learning”

Let’s start with an example of the kind of thinking
that drives this type of research. In the 1980s my
colleague Eric Horvitz, while training at a Veterans
Administration hospital as part of his medical edu-
cation, observed a disturbing phenomenon. During
the holiday season, the hospital experienced a surge
in admissions for congestive heart failure. Each year,
some patients who had otherwise successfully man-
aged their health despite a weakened heart would
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reach a tipping point after a salty holiday meal. That
extra salt caused their bodies to retain additional
fluids, which would lead to lung congestion and
labored breathing—and often to a visit to the emer-
gency room.

Those post-turkey collapses were expensive
in every sense of the word. They could be fatal for
some patients—sometimes quite rapidly, sometimes
by causing a downward spiral of failing physiologi-
cal systems that took days to weeks. Other, luckier
patients were effectively stabilized, but most still
required a stay of a week or more that would typi-
cally cost the VA system $10,000 to $15,000 a patient.
(Today those bills would be far higher.)

More than two decades later, Eric and his col-
leagues at Microsoft Research have developed
analyses that can predict with impressive accuracy
whether a patient with congestive heart failure who
is released from the hospital will be readmitted
within 30 days. This feat is not based on program-
ming a computer to run through the queries a given
diagnostician would ask or on an overall estimate of
how many patients return. Rather, this insight comes
from what we call “machine learning,” a process by
which computer scientists direct a program to pore
through a huge database—in this instance, hundreds
of thousands of data points involving hundreds of
evidential variables of some 300,000 patients. The
machine is able to “learn” the profiles of those pa-
tients most likely to be readmitted by analyzing the
differences between cases for which it knows the
outcome. Using the program, doctors can then plug
in a new patient’s data profile to determine the prob-
ability of his or her “bouncing back” to the hospital.

In one sense we owe this project to a human
expert spotting a nonobvious connection: Eric not
only earned his MD but also has a PhD in computer
science, and he realized that machine-learning tech-
niques similar to the ones he and his team had used
to analyze Seattle traffic patterns could work for
this important health care challenge. In 2003 they
had developed methods of predicting traffic jams
by analyzing massive quantities of data, which in-
cluded information on the flow of traffic over high-
ways, weather reports, accidents, local events, and
other variables that had been gathered over several
years. The team’s new program compared data about
patients who were and were not readmitted, and un-
earthed relationships among subtle evidence in a
patient’s clinical history, diagnostic tests, and even
socioeconomic factors, such as whether the patient



Idea in Brief

Because of our ability to
collect and analyze vast
quantities of data, scien-
tists now have the poten-
tial to solve some of the
world’s biggest problems.
But until very recently, we
didn’t know how to com-
bine the right data sets

and see crucial patterns. and available.

The turning point: By utiliz-
ing 21st-century computing
power, human expertise, and a
systematic approach to storing
and mining information, scien-
tists are beginning to achieve
real breakthroughs. They’re also
opening the process up to other
experts—and even the public—by
making their data transparent
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A hope for the future: Today
researchers at Microsoft and
other organizations are using
these methods to attack prob-
lems in astronomy, oceanography,
health care, water management,
and climate change. These tools
also have the potential to bring
profound improvements to
business.

lived alone. This integration was not trivial: Informa-
tion on a patient’s living situation, for example, may
reside in a social worker’s report, not on a medical
chart. It is unlikely that a single clinician involved
in a patient’s care could ever process the volume of
variables sufficient to make a prediction like this.

The economic impact of this prediction tool
could be huge. If physicians or hospitals understand
a patient’s likelihood of being readmitted, they can
take the right preventive steps. As Eric explains: “For
chronic conditions like congestive heart disease, we
can design patient-specific discharge programs that
provide an effective mix of education and monitor-
ing, aimed at keeping the patients in stable, safe re-
gimes. Such programs can include visits or calls from
a nurse, or special scales that indicate dangerous
changes in a patient’s fluid balance and communi-
cate them to the doctor. If we can spend even $500 or
$1,000 on postdischarge programs for patients who
have the highest likelihood of being rehospitalized,
we can minimize readmissions and actually save
money while enhancing health outcomes.”

It’s no wonder that health insurers and hospital
chains are lining up to talk about this. And it doesn’t
take much imagination to list other types of busi-
nesses that could benefit from this kind of data-
intensive discovery as well.

On Wall Street, massive data-mining programs
are already tracking “sympathetic movements,” or
related trading patterns among different investment
vehicles. Hedge funds and large money managers
are placing millions of dollars in bets every day based
on these data-discovered relationships.

On the operational side of business, the pos-
sibilities are endless. Companies will be able to do
massive analyses of customers and business op-
portunities using programs that unearth patterns in
price, buying habits, geographic region, household
income, or myriad other data points. The large quan-

tities of available data on advertising effectiveness,
customer retention, employee retention, customer
satisfaction, and supply chain management will al-
low firms to make meaningful predictions about the
behavior of any given customer or employee and
the likelihood of gaps in service or supply. And more
and more, we find companies using data techniques
to spot irregularities in payments and receivables.
These programs can predict, for example, the rev-
enues that should be collected for a given list of de-
livered services. One health care provider we have
worked with in New Mexico discovered $10 million
in underpayments within the first six months of us-
ing such data-mining tools.

The relevance of the old joke “only half of all ad-
vertising dollars are successful—we just don’t know
which half” will be imperiled by the new analytical
tools. An electronic entertainment company in the
Philippines is using Microsoft data-mining technol-
ogy to customize its sales pitches to individual cus-
tomers, based on extensive analysis of such factors
as past buying patterns, age, gender, financial profile,
and location. Almost immediately after implement-
ing this technique, the company saw its response rate
for offers for ringtones and other products double.

With all those business opportunities, some
ask why Microsoft Research is working on so many
global health and environmental projects. After all,
aren’t those projects that the Bill & Melinda Gates
Foundation might fund? Yes, but the reason Micro-
soft Research has several dozen computer scientists
working on them is that they involve some of the
most enormous data stores imaginable and consti-
tute an invaluable testing ground. We need to ex-
pand our own thinking and the capabilities of our
tools by working on the biggest problems out there,
which happen to be of immense importance to hu-
manity. Tackling these problems also opens more
opportunities for collaboration and experiments.

The estimated number of
agencies involved in manag-
ing California’s water supply.
Coordinating and analyzing
the data they generate can
make water management
more effective.
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MILLION

The amount one health
care provider discovered

in underpayments within
the first six months of using
deep-data-mining tools

New video and data tools will allow everyday
citizens to watch undersea events unfold and
even conduct their own experiments.

When there is a compelling incentive for experts in
different disciplines to work together and share data
in a transparent environment, we’re likely to make
the fastest progress. As Jim Gray used to say, astron-
omy data are valuable precisely because they have
no commercial value.

Plug-and-Play Ocean Research

One such ambitious environmental project involves
ocean science and is now under construction be-
neath the cool Pacific waters west of Washington
State and British Columbia. It’s impossible to over-
state the importance of the oceans, which cover 70%
of the Earth’s surface and make up the planet’s larg-
est ecosystem. The oceans drive weather systems;
are the source of powerful, still largely unpredict-
able hazards such as tsunamis and hurricanes; store
much more carbon than the atmosphere, vegetation,
and soil; and are a critical food source.

And yet, in many ways we understand more
about the surfaces of Mars and Venus than about the
seafloors. Water is opaque to the electromagnetic ra-
diation that allows us to explore the heavens; that’s
why the mainstays of our oceanographic research
have been submarines, ships, and satellites. That
is about to change. On a patch of the Pacific’s floor,
oceanographers involved with the U.S. National Sci-
ence Foundation’s $600 million Ocean Observatories
Initiative (OOI) have mapped out a network of nodes
that is designed to offer what my colleague Roger
Barga wryly calls “USB for the ocean.” OOI will lay
1,500 miles of cable to and around the patch, provid-
ing power, internet access, and the ability to record
and time-stamp data on phenomena scientists will
study with all sorts of devices, ranging from simple
temperature sensors to remote-controlled robots to
state-of-the-art gene sequencers.

The project aims to involve scientists from all
over the world. The ability to measure and analyze
natural processes—such as silt buildup or changes in
the density of microscopic organisms—is unprece-
dented. But the amount of information OOI will gen-
erate could swamp the effort if the data aren’t clev-
erly organized and stored. That’s why Roger and his
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team are using work-flow technology to manage the
data collected and are figuring out how to store data
in the shared computing cloud, so they don’t over-
whelm any one facility and so scientists, students,
and interested citizens everywhere can access them.
The team is working out the data standards that will
allow analysis programs to combine findings from
different experiments into one larger analysis. That’s
called “interoperability,” and it’s crucial to making
these scientific mashups work, because researchers
will want to combine and compare data generated
by predictive models in laboratories, as well as data
from other sources, with data from the OOI network
on the seafloor.

“This new era draws on the emergence, and
convergence, of many rapidly evolving new tech-
nologies,” Roger observes. The exploration will
be focused on finding correlations across ocean
events that will enhance our understanding of—and
perhaps our ability to predict—land, ocean, and at-
mospheric interactions. Scientists will be able to
measure such previously inaccessible underwater
phenomena as erupting volcanoes, major migration
patterns of sea life, earthquakes, and giant storms.
Real-time video and new data visualization tools will
allow students, educators, and the public at large to
watch these events unfold and, in some cases, even
conduct their own experiments. “The internet will
emerge as the most powerful oceanographic tool on
the planet,” Roger predicts.

001 is unleashing the creativity of oceanogra-
phers worldwide, who are developing new kinds of
instruments to plug into this undersea lab. One is a
washing-machine-size DNA sequencer designed to
operate unmanned and underwater. It will filter in
local creatures, capture and sample their DNA, and
then send the results to scientists on shore. That
ability alone is impressive. Layer on the ability to
merge the DNA information gathered with data
about pollution levels, acidity, ocean temperatures,
or the presence of migratory species that may affect
the food chain—all of which are collected by other
researchers—and we have the birth of a new era of
oceanographic science.



Is there a business dimension to all of this? Well,
for starters, imagine what might happen if a chem-
ist at an energy company who was developing spill
amelioration technology could consult a database on
these organisms’ DNA. He or she would be able to in-
stantly call up genetic profiles of the microorganisms
in the waters surrounding a spill and predict how
they were likely to interact with the chemicals or
solutions under consideration. Today’s scientists
grappling with the aftereffects of the massive deep-
water oil spill in the Gulf of Mexico do not have com-
prehensive baseline measures of the ocean’s health
and are relying instead on “downstream” indicators,
such as the health of fish. Other interoperability tools
refined for OOI could offer more prosaic, but no less
important, insights. For example, a retail marketing
executive sitting at a desk might receive a daily report
generated by a program that combs the data stream-
ing in from point-of-sale terminals throughout the
world in real time, flagging anomalous patterns of
sales and returns, and make connections that most
retailers would never think to look for.

Solutions for Disease and Droughts

One way the fourth paradigm achieves faster break-
throughs is by allowing the general population to

interact with databases and contribute knowledge

that will advance discoveries. In the Seattle traffic

effort, for example, volunteers with GPS devices

in their cars helped gather critical data about local

traffic routes simply by driving them. These meth-
ods were later extended to the task of predicting
flows on all streets in greater metropolitan areas and
now enable traffic-sensitive routing for 72 cities in

North America, available today in Bing Maps. (See

the sidebar “Crowdsourcing in the Heavens” for a
description of another effort that’s taking place in
astronomy.) Soon all sorts of citizen-scientists in dif-
ferent fields will likely use devices as simple as cell
phones or laptops to collect specialized information
and analyze it.

My research team has a project in India, for in-
stance, that allows nonmedical personnel in re-
mote areas to diagnose certain illnesses with the
help of cell phones. Using them, people dial into an
enormous database of medical information, fill in
answers to a set of questions, and receive valuable
diagnoses on the spot. This system could someday
be used to track and study the spread of diseases,
particularly infectious ones. With large numbers of
people performing quick diagnostics that feed into

HBR.ORG

Crowdsourcing in the Heavens

There’s already one field in which citizen-scientists
play a key role in guiding discovery: astronomy.

Most astronomy data today are
gathered by charge-coupled devices,
or CCDs—through robotic systems
that collect far more information
than the world’s roughly 10,000
professional astronomers could ever
evaluate in their lifetimes. However,
there are at least one million amateur
astronomers, who now have a way
to get in on the action and make real
contributions.

In 2007 a group of astronomers
wrote a web-based application
called Galaxy Zoo, which created a
clever, gamelike user interface for
a database of astronomical informa-
tion collected by the Sloan Digital Sky
Survey. It turns out that people can
do certain kinds of galaxy classifica-
tions visually that computers are not
yet very good at. So the project made
it fun for the public to participate
in the classifications, which also
helped the astronomers test a theory
that spiral galaxies tended to rotate
clockwise. Galaxy Zoo was launched
with a data set made up of a mil-
lion galaxies imaged with a robotic
telescope. Participants looked at the
images and classified the galaxies as
“right-handed” (meaning they rotated
clockwise) or “left-handed” (rotat-
ing counterclockwise). With so many
galaxies, the team thought that it

might take at least two years for the
site’s visitors to work through them
all. Within 24 hours of launch, how-
ever, the site was receiving 70,000
classifications an hour, and more
than 50 million classifications were
received by the project during its first
year, from almost 150,000 people.
The effort refuted the idea that most
spiral galaxies were right-handed. It
turns out that only half of them were.
Even more amazing, a Dutch school-
teacher participating in the project
found a strange galaxy that so baffled
astronomers it ended up getting the
attention of the Hubble telescope.

In 2008, Microsoft introduced
the WorldWide Telescope and gave
astronomers and the general public
access to interactive 3-D images of
the sky, planets, and galaxies. Visi-
tors can view the images through a
standard Explorer browser and visu-
alize the same data that professional
astronomers use. WWT incorporates
the Galaxy Zoo classifications and
allows every stargazer to call up the
actual coordinates of remote galaxies,
streaking comets, and spidery nebu-
lae. Visualization tools such as WWT
can actually transform scientists’
ability to gain insights from data,
sometimes with the help of ordinary
citizens. —I:H:
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Beyond Microsoft: How Other Tech Companies Help Advance Science

Computer scientists are
powering breakthroughs in
health care, climate change,
and other disciplines.

In early 2009 the Centers for Disease
Control and Prevention began hear-

ing reports of a severe flu outbreak in
Mexico. For help investigating them, it
turned to_Google.org, the tech company’s
philanthropic arm. Since November
2008, Google.org has run a project called
Flu Trends, which uses a sophisticated
algorithm to track aggregated flu-related
internet searches and estimate how the
illness is spreading through a population.
The Googlers didn’t have a flu-tracking
program for Mexico, but their engineers
quickly built an experimental model. The
results suggested this new illness—which
became the swine flu pandemic—was
widespread in Mexico but wasn’t nearly
as lethal as CDC researchers had origi-
nally feared. “In a pandemic, you want
as many reliable sources of information

as possible,” says Jacquelline Fuller, a
top executive at Google.org. “Flu Trends
can help health officials draw a picture of
what’s actually happening on the ground.”
Google now operates Flu Trends in 28
countries.

It’s an example of how companies be-
sides Microsoft are applying data technol-
ogy to scientific and social problems. At
Google.org, the early work focused mostly
on grant making. But now, Fuller says,

“we’ve realized that what we can bring to
these global challenges is our expertise in
technology and our strength in providing
information and data.” Among the organi-
zation’s projects: Earth Engine, which uses
satellite imagery and analytics to track de-
forestation, a key cause of climate change.
The group also uses technology to assist
in crises; after the earthquakes in Haiti
and Chile, for instance, Google worked
with the U.S. State Department to create
an online Person Finder database that
relatives could use to search for or post
information about missing loved ones.

While most of Google.org’s work is
altruistic, other companies see revenue
opportunities in this space. In 2008 IBM
launched its Smarter Planet initiative,
which CEO Sam Palmisano has identified
as a primary driver of IBM’s future growth.
Smarter Planet takes IBM’s expertise in
analytics and integration and applies
it to problems like traffic management
in Stockholm, water management in
Malta, and health care in China. (In one
application IBM created technology to
help doctors in Guang Dong Hospital
test the efficacy of traditional Chinese
treatments.) “This is a nice intersection of
some very tough societal issues that need
the strength and expertise of a company
like IBM, but has a nice commercial
aspect to it,” says Michael Valocchi, an
IBM vice president for Global Business
Services. And as more organizations
become adept at mixing technology and
science in new ways, the benefits will go
far beyond profits.

—Daniel McGinn

a database, public officials and health care work-
ers can see where outbreaks are occurring, how
fast they’re moving, and what kind of symptoms
are appearing. Machine learning can enter the loop
in real time, constantly comparing every new case
with every other case of this and other infectious
outbreaks—and looking for patterns that might aid
prevention efforts.

The stress this kind of ambitious project puts
on every aspect of current technology—processing
power; demand for parallel programmers; and data
storage, curation, and publishing—is enormous. Un-
less curation of the data is actually built into a proj-
ect’s design, for example, the scientists involved
usually try to figure it out ad hoc, which tends to
lead to brittle, local solutions that don’t scale up.
Scientists and policy makers, however, do not have
the luxury of waiting until everything is figured out
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before taking action on urgent problems such as cli-
mate change or water shortages or planning for hur-
ricanes or tsunamis.

Consider the plight of California, where the popu-
lation is projected to increase from about 38 million
today to more than 50 million by 2040. Says Jeff
Dozier, a professor in the School of Environmen-
tal Science and Management at the University of
California, Santa Barbara: “The availability of water
drives California’s economy. Historically, we’ve tried
to manage the supply of water to meet demand. We
may not be able to do that anymore. Everyone would
love a reliable, uniform supply, but that’s not what
nature gives us. We will need much better technol-
ogy to predict the amount of water we will have in
agiven year.”

Predicting water stores from snowpack is a much
more difficult problem than it might appear, Dozier
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explains. Satellites collect huge volumes of data on T h r

snowpack, but they are still insufficient because
they mainly reveal the snow’s surface characteris-
tics. To manage runoff, we need to know the “wa-
ter equivalent,” or the amount of water that would
result from snowmelt. We can estimate the water
equivalent from the weight of the snow, but that is
difficult to measure across large stretches of variable
terrain. The challenge: How do scientists combine
data from satellites and surface measurements with
information on economics and governance to bet-
ter estimate, calibrate, and manage water supplies?
In California alone, there are at least 400 different
agencies that manage water. Microsoft is working
with scientists at the University of California, Berke-
ley, and the Lawrence Berkeley National Laboratory
to acquire and curate historic hydrologic data so
that they can be used more effectively with data
from new sensor networks to create better predic-
tion models.

In another urgent arena, Microsoft’s David Heck-
erman, another MD with a PhD in computer science,
is using data-intensive scientific discovery in the
fight against the human immunodeficiency virus.

“In several years in a single patient, HIV mutates
about as much as the influenza virus has mutated
in its known history,” he explains. That’s why de-
veloping a vaccine to thwart it has been so difficult.
Moreover, the mutations seen in one individual are
quite different from those seen in another, thanks
to variability in human immune systems. David and
his team are analyzing data about individual viral
mutations in thousands of subjects, trying to zero in
on the elements of the virus that are vulnerable to
attack by the immune system. By creating a vaccine
that can trigger a person’s own immune system to
attack those elements, they hope to stop the virus
in its tracks. He and his Harvard collaborator Bruce
Walker expect to begin testing the first vaccine based
on this work soon.

Shifting Gears—and Standards

Endeavors like vaccine development or fields like
human genomics involve a limited number of dis-
ciplines but absolutely enormous amounts of data
unique to each individual. In efforts to better char-
acterize an environmental phenomenon like ocean
processes or climate change, it’s not only the vol-
ume of data about any one factor but the number of
disciplines and data sources that is daunting. Com-
prehensive calculations of warming trends might

ough data analysis, scientists

are zeroing in on a way to stop

HIV in its tracks.

require factoring in measurements of radiant heat
reflected from polar ice sheets, wasting of floating
ice shelves caused by small increases in ocean tem-
perature, the health of mangrove forests in tropi-
cal climates, global insect-hatching trends, climate
changes captured in tree rings, CO, levels preserved
in stored ice cores—and more. Creating standards for
collecting, storing, and mashing together such data
will become increasingly important as scientists de-
ploy more and more sensors.

Critically, too, most of us believe scientific pub-
lishing will change dramatically in the future. We
foresee the end product today—papers that discuss
an experiment and its findings and just refer to data
sets—morphing into a wrapper for the data them-
selves, which other researchers will be able to ac-
cess directly over the internet, probe with their own
questions, or even mash into their own data sets in
creative ways that yield insights the first researcher
might never have dreamed of. The goal, as Jim Gray
put it so well, is “a world in which all of the science
literature is online, all of the science data are online
and they interoperate with each other. Lots of new
tools are needed to make this happen.”

While the realization of this goal would mean
positive changes for society and the planet, the
fourth paradigm also will inevitably create great
business opportunities. For example, David Heck-
erman’s genomic analysis of HIV is just one small
piece of the much bigger agenda of personalized
medicine. The pharmaceutical industry is betting
that finding out which drugs are most effective for
someone with a particular genetic profile will bring
a whole new dimension to drug design. Microsoft’s
Health Solutions Group is integrating medical rec-
ords and images as a first step in providing a set of
smart tools to help the pharmaceutical industry ful-
fill this vision.

All scientific disciplines, including computer
science, need to collaborate to realize the power of
the fourth paradigm and solve important problems
for humanity. The answers are hiding amid vast
mountains of numbers—and it’s within our reach to
find them. © HBR Reprint R1011B

$500

$15,000

The cost of monitoring a
patient that data-driven
techniques predict will be
rehospitalized, versus the
potential cost of treating
a readmitted patient

November 2010 Harvard Business Review 63


http://HBR.ORG

’ —— N *\
Wouaan i OV
A A 7108) \O" ¢_0“> .’m

S

ol PR

e -y

€ Fact: the Gulf's Q |

P most transparent
k_"nancial regulation®
__ 9re in Bghrain- __

The World Economic Forum has declared Bahrain the Gulf's most sophisticated financial centre. Is it also the biggest?

business fmmdé/ - BAHRAIN

Clearly. Find out more at bahrain.com



http://www.bahrain.com

HBR.ORG

Spotlight 66 76 80

Extreme “You Have to Lead Which of These
Negotiations From Everywhere” People Is Your

by Jeff Weiss, Aram An interview with Future CEO? by Boris
Donigian, and Admiral Thad Allen Groysberg, Andrew Hill,
Jonathan Hughes and Toby Johnson

Leadership Lessons 86

From the Military — #=

Military work is risky, pressured, and fast-changing. It calls for
seemingly contradictory capabilities: absolute clarity about the
mission at a high level, extraordinary adaptability on the ground,
and a knack for managing complex, technically precise systems.
These are the same skills that companies today need to prevail

in a climate of intense economic uncertainty.

ARTWORK Stacy Pearsall, Dark Sky
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o

November 2010 Harvard Business Review 65


http://HBR.ORG

SPOTLIGHT ON LEADERSHIP LESSONS FROM THE MILITARY

Spotlight

What U.S. soldiers in Afghanistan have learned
about the art of managing high-risk, high-
stakes situations by Jeff Weiss, Aram Donigian,
and Jonathan Hughes



HBR.ORG



http://HBR.ORG
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IMPLEMENTING
STRATEGY

Get the
Big Picture

AVOID

Assuming you have all
the facts: “Look, it’s
obvious that....”

Assuming the other side
is biased—but you’re not

Assuming the other
side’s motivations and
intentions are obvious—
and probably nefarious

INSTEAD

Be curious: “Help me
understand how you see
the situation.”

Be humble: “What do |
have wrong?”

Be open-minded: “Is
there another way to
explain this?”

It’s often not easy to “get to yes,” particularly given the pace of
business and the structure of organizations today. CEOs and
other senior executives are under extreme time pressure,
managing complex, high-stakes conversations across functional
areas and divisions, with alliance partners and critical suppliers,
and with customers and regulators. Many report feeling that

they are constantly in negotiation mode—trying to
gain approval for deals in which hundreds of mil-
lions (and sometimes billions) of dollars are at stake,
in the shortest possible time frames, from people
who may hold the company’s (and even the leader’s
own) future in their hands. To these executives, ne-
gotiation isn’t just about transactions anymore; it’s
about adapting to rapidly changing information and
circumstances.

U.S. military officers around the globe confront
this sort of challenge every day—patrolling in hot
spots like Afghanistan and Iraq, attempting to per-
suade wary local leaders to share valuable infor-
mation while simultaneously trying to distinguish
friend from foe, balancing the need to protect their
troops with the need to build indigenous support for
America’s regional and global interests.

The business and military contexts are quite dif-
ferent, but leaders in both face negotiations in which
the traps are many and good advice is scarce. We call
these “dangerous negotiations” —meaning not that
they are necessarily aimed at solving an immediate
life-and-death crisis but that the stakes involved put
intense pressure on a leader.

Clearly, the danger for a business leader who is
trying to reach an agreement with a single-source
supplier, close a multibillion-dollar deal with a tar-
get company before its stock dives any further, or
renegotiate prices with a dissatisfied customer dif-
fers from that for a soldier negotiating with villagers
for intelligence on the source of rocket attacks. But
the perception of danger prompts business and mili-
tary leaders to resort to the same kinds of behavior.
Both commonly feel pressure to make rapid progress,
project strength and control (especially when they
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have neither), rely on coercion rather than collabora-
tion, trade resources for cooperation rather than get
genuine buy-in, and offer unilateral concessions to
mitigate possible threats.

U.S. military officers serving in Afghanistan have
found themselves trying to hold these pressures at
bay while engaging, often daily, in dangerous nego-
tiations. Over the past six years or so, we’ve studied
how they resolve conflict and influence others in sit-
uations where the levels of risk and uncertainty are
off the charts. We find that the most skilled among
them rely on five highly effective strategies: (1) un-
derstand the big picture, (2) uncover hidden agendas
and collaborate with the other side, (3) get genuine
buy-in, (4) build relationships that are based on
trust rather than fear, and (5) pay attention to pro-
cess as well as desired outcomes. These strategies,
used in combination, are characteristic of effective
in extremis negotiators, to adapt a term from Colo-
nel Thomas Kolditz, a professor at the U.S. Military
Academy at West Point and the author of In Extremis
Leadership.

Negotiation behaviors tend to be deeply in-
grained and are often reactive rather than deliber-
ate, especially in dangerous situations. These five
strategies can help business negotiators not only to
respond quickly at the bargaining table but also to
reshape their thinking ahead of the deal. Let’s take
a closer look at each of them and how they’ve been
implemented by officers in Afghanistan.

STRATEGY 1
Get the Big Picture

Start by soliciting the other person’s or
group’s point of view. Use what you learn to



Idea in Brief

EXTREME NEGOTIATIONS HBR.ORG

Business leaders today
report feeling that they

must constantly negotiate to
extract complex agreements
from people with power over
industries or individual careers.
Sensing that they’re in contin-
ual danger makes them want to
act fast, project control (even
when they don’t have any), rely
on coercion, and defuse ten-
sion at any cost.

The end result may be a
compromise that fails to
address the real problem

or opportunity, increased
resistance from the other side
that makes agreement impos-
sible, resentment that sours
future negotiations, a failure to
develop relationships based on
mutual respect and trust, or an
agreement that creates enor-
mous exposure to future risk.

To avoid these dangers, ex-
ecutives can apply the same
strategies used by well-
trained military officers in hot
spots like Afghanistan and Iraq.
Those in extremis negotiators
solicit others’ points of view,
propose multiple solutions and
invite their counterparts to cri-
tique them, use facts and prin-
ciples of fairness to persuade
the other side, systematically

build trust and commitments
over time, and take steps to re-
shape the negotiation process
as well as the outcome.

shape the objectives of the negotiation and
to determine how you’ll achieve them.
Negotiators in dangerous situations try to act fast to
reduce the perceived level of threat. They often dive
into discussions before they’ve fully assessed the
situation, reacting to assumptions and gut feelings—
and they tend not to test or revisit those assumptions.
So business and military leaders alike end up nego-
tiating on the basis of incomplete or incorrect infor-
mation—which often leads to conflict, impasse, or a
solution that addresses only part of the problem or
opportunity. But in fact they usually have more time
than they realize to talk, consider, and respond.

When Taliban fighters set fire to an Afghan sup-
ply truck less than two miles from his combat out-
post, Sergeant First Class Michael Himmel (his and
all other officers’ names have been changed, as have
thelocations in which the incidents described in this
article occurred) knew that an immediate response
was required. But all U.S. units were on patrol, so
he decided this was a good opportunity for the Af-
ghan National Police to handle a crisis situation on
their own. (Himmel’s platoon had been training and
patrolling with the ANP for six months.) The ANP
chief, a 55-year-old local man with 30 years of police
experience, immediately pushed back. He tried to
express his concern about performing a solo mission
and requested support. “My men are inadequately
prepared,” he said—indirectly blaming Himmel for
this state of affairs. The sergeant, who was locked
into the assumptions he’d made about the chief and
his team, ignored the request and insisted that all
they lacked was “courage and a commitment to hard
work.” The chief of course felt disrespected. Eventu-
ally he sent a poorly equipped team to investigate
the fire. Not surprisingly, the men came back with
little information.

First Lieutenant Daniel Dubay handled a similar
negotiation much differently. While on patrol near

the village of Azrow, Dubay’s platoon came under at-
tack from two buildings about 200 yards away. After
45 minutes of fighting, the anticoalition forces dis-
appeared into nearby galats (fortified shelters). The
platoon went into assessment mode, checking for in-
juries among the citizens. Dubay and a squad moved
to the building that most of the shots had come from.
They discovered 25 women and children huddled in
a small room. Without entering the room, Dubay ex-
plained through an interpreter that his platoon had
just been fired on and he was looking for informa-
tion that might help identify the insurgents who had
been in the compound.

“There are no bad guys here—no one was firing at
you,” one woman barked, her voice shaking a bit.

Dubay needed information fast. He could have
obeyed his instincts and started making harsh de-
mands. But he recognized the women’s fear—and
his own—and decided to slow things down, test his
assumption that the women were collaborating with
the enemy, and change his approach to getting the
intelligence he needed.

He took off his dark glasses, slung his weapon
onto his back, and knelt just outside the room. He
reassured the women that their homes were now
secured by both Afghan and American forces and
said he just wanted to understand why they were
all clustered in this one room. Over the next 15 or 20
minutes he talked softly, acknowledging their fright
at being caught in the middle of a firefight. Finally,
one woman came forward and spoke about the men
who had herded them all into this room and then
taken up positions. Dubay thanked her. Another
woman spoke up. The men were not Afghan, she
said; they looked like foreign fighters. Three or four
other women offered more details.

Dubay took notes and amended his objective: He
would not only gather the information he needed
about this particular situation but also develop an
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ARTWORK

Stacy Pearsall
Before the Fight
February 16, 2007
Buhriz, Iraq

IMPLEMENTING
STRATEGY

Uncover and
Collaborate

AVOID

Making open-ended
offers: “What do you
want?”

Making unilateral offers:

“I'd be willing to....”

Simply agreeing to
(or refusing) the other
side’s demands

INSTEAD

Ask “Why is that impor-
tant to you?”

Propose solutions

for critique: “Here’s a
possibility—what might
be wrong with it?”

A threatening situation makes
people want to look strong and more
in control than they probably are.

ongoing relationship with these women to get infor-
mation in the future. He gave them a card providing
the phone number of the district center; promised
to check in on them two days later, when his platoon
would be on patrol in that village again; and asked
that they share information with him as they dis-
covered it. He established mutual respect with the
people of Azrow—a relationship that paid off in the
months that followed.

STRATEGY 2

Uncover and Collaborate

Learn the other party’s motivations and
concerns. Propose multiple solutions and
invite your counterparts to improve on them.
As well as pressuring people to act fast, a threaten-
ing situation makes them want to look strong and
more in control than they probably are. In this state
of mind, negotiators tend to stake out extreme posi-
tions and make aggressive demands. Unfortunately,
that almost always triggers or exacerbates resistance
from the other side. Discussions become conten-
tious and inefficient, and both parties run the risk of
astalemate.
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Captain Chris Caldwell received intelligence that
the soldiers in his company had inflicted casualties
on the enemy. He knew there was only one Afghan
medical center in the area equipped to treat the
wounded. Seeking to assert his company’s control in
the region, Caldwell went to the center to interview
adoctor who was known to be a Taliban sympathizer.
After being denied permission to enter, Caldwell
forced his way into the facility, found evidence that
the enemy combatants were being treated, and de-
tained the doctor for questioning.

When they heard about Caldwell’s actions, the
village elders paid an angry visit to the captain. He
defended himself, stating that he would respond dif-
ferently in the future only if the locals began work-
ing with, not against, his troops. The elders argued
in turn that the villagers would cooperate only when
they were given an incentive—that is, when they
were shown respect. One such sign, they said, would
be a big boost in reconstruction dollars. Caldwell
told them that if they wanted anything from him,
they would have to give him information about the
wounded people at the clinic. This enraged the el-
ders, and the negotiation spiraled out of control.
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The skilled in extremis negotiator focuses on turn-
ing negotiation into side-by-side problem solving
rather than a test of wills. Captain Andrew Williams,
an artillery battery commander in Ghazni, received
a report that his soldiers had seen an improvised
explosive device being placed along a roadside. He
instructed them not to use force but to monitor the
site and identify the men who were planting IEDs.
(His team would eventually remove and detonate
the devices in a controlled environment.) Once he
had this information in hand, Williams went to the
village where the men lived, gathered the elders, and
told them he wanted IED placements in the area to
stop. The elders said that as long as they received
money in return, they would make sure the villagers
complied.

Given the time and safety pressures he was feel-
ing, Williams was tempted to ask, “How much?”
Instead he asked, “Why?” He explained that he
couldn’t offer the elders anything unless he under-
stood what they were trying to achieve. Eventually
they told him they would need to pay for informa-
tion about who was responsible for planting IEDs—
and money was obviously in short supply. They also
wanted to give some of the money to the village, to
preserve their status and prove that they weren’t just
informants.

Williams made a reasoned counteroffer: His men
would do the work of identifying the culprits, and
the elders would be responsible for taking them
to the nearest American combat outpost. Seeking to
draw the elders out and engage them as partners, he
asked, “What would be wrong with this idea?”

Surprisingly, the elders liked the plan but ex-
pressed concern that the captured men were not
extremists, just short on cash and trying to support
their families. Williams said that if the elders took
the men to the combat outpost and let the Ameri-
cans enter their names into a database, then they
could take the men back to the village. He added
that this would help them build prestige with the
villagers, because they’d be handling the situation
themselves. The elders agreed. Two days later they
arrived with the wanted men, whose names were en-
tered into the database. The men were warned about
future actions and allowed to return to the village
and their families.

Before long, record numbers of weapons caches
were being turned in, and locals were warning sol-
diers on patrol about IEDs that lay ahead and volun-
tarily reporting information on mortar launch sites.

STRATEGY 3

Elicit Genuine Buy-In

Use facts and the principles of fairness,
rather than brute force, to persuade

others. Arm them with ways to defend their
decisions to their critics, and create useful
precedents for future negotiations.

Danger often tempts negotiators to play hardball,
using coercion to make deals. That typically engen-
ders resentment and leads to future conflict, mak-
ing follow-on negotiations much more difficult. Of
course, a hostile takeover isn’t quite the same as an
armed standoff. But the terms presented can be simi-
larly stark or shocking.

Captain Kyle Lauers’s first mission in Afghanistan
was simple on its face: Capture or kill Wahid Salat, a
Taliban leader who was staying in a nearby village.
But he felt tremendous pressure to get his 130 sol-
diers in and out safely. The main challenge would be
negotiating with the local police chief and the village
elder for help in securing the building where Salat
was staying. When Lauers asked the police chief to
apprehend Salat, the chief flatly refused.

“We need to move now,” Lauers told the chief. “If
you won’t help, I can’t be responsible for what hap-
pens.” The chief said nothing. Lauers ordered his
platoon to cordon off the building. As shots rang out,
he spotted the village elder approaching from across
the street, clearly angry and confused. The elder
began to shout at Lauers just as the platoon leader
reported over the radio that the suspect and three
bodyguards had been killed. The elder demanded
to know why Lauers’s company had entered the vil-
lage and started shooting without any ANP support
or discussions with the elder. Lauers explained that
the police chief had refused to cooperate. The elder
immediately turned the blame back on Lauers and
demanded money for damages. Lauers replied that
since the Taliban were responsible for the damages,
the elder could get reparation from them. He then
left to check on his men.

Over the next 11 months this village continued to
be a problem for Lauers’s company. Regular mortar
attacks were staged from the vicinity. Whenever of-
ficers wanted information from anyone in the village,
they had to pay in either money or supplies—and
even then they were often given the wrong names,
places, or dates. Threats and force have their place,
especially in certain military situations. In this case,
however, Lauers’s negotiation strategy compro-
mised both his near and his long-term objectives.

IMPLEMENTING
STRATEGY

Elicit Genuine
Buy-In

AVOID

Threats: “You'd better
agree, or else....”

Arbitrariness: “l want it
because | want it.”

Close-mindedness:
“Under no circumstances

will | agree to—or

even consider—that

proposal.”

INSTEAD

Appeal to fairness:
“What should we do?”

Appeal to logic and
legitimacy: “I think
this makes sense,
because....”

Consider constituent
perspectives: “How
can each of us explain
this agreement to
colleagues?”
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IMPLEMENTING
STRATEGY

Build Trust First

AVOID

Trying to “buy” a good
relationship

Offering concessions to
repair breaches of trust,
whether actual or only
perceived

INSTEAD

Explore how a break-
down in trust may have
occurred and how to
remedy it.

Make concessions only
if they are a legitimate
way to compensate for
losses owing to your
nonperformance or
broken commitments.

Treat counterparts with
respect, and act in ways
that will command
theirs.

Oftfering to trade resources for help
almost always invites extortion and
breeds disrespect or even contempt.

The effective in extremis negotiator recognizes
that his objectives will almost always be better
achieved if he elicits true buy-in rather than grudg-
ing compliance from the other side. Upon his arrival
in Afghanistan, Captain John Chang found that his
company’s Afghan National Army counterparts were
regularly using threats, especially in dangerous or
high-stakes contexts, to change the local popula-
tion’s behavior. Chang knew enough about both Af-
ghan culture and the Koran to understand the value
the locals put on respectful treatment. He decided
that if he could change the way his soldiers inter-
acted with the ANA, he could affect how the ANA
worked with the villagers. He invited ANA soldiers
to move into the Americans’ combat outpost. The
two units began to eat, train, plan, patrol, and relax
together, resulting in a true partnership. Within a
month the ANA was serving as an advocate for the
U.S.-led mission, explaining to village elders that the
Americans were guests in their country—operating
to help people at the request of the Afghan govern-
ment—and reminding them of the cultural impor-
tance of hospitality in Afghanistan.

When violence later erupted in the area, a prece-
dent had been set. Rather than make threats, Captain
Changand his ANA counterpart solicited recommen-
dations from the village elders about how to provide
better security in the valley and asked what justifica-
tions the elders would need to defend any pacts the
U.S. and ANA forces made. The elders voiced their
objections to coalition forces’ searching homes, de-
taining people in the middle of the night, and ran-
domly stopping and searching vehicles. They talked
about being afraid to hunt or to let livestock graze
in the mountains, where U.S. forces were shooting
artillery. Any negotiated agreement about reduc-
ing the violence, they advised, would have to show
respect for personal liberties and local laws. Most
important, it should look like an ANA—not a U.S.—
solution. Chang and his ANA counterpart crafted an
agreement that the elders could defend to the popu-
lace, and Taliban recruitment in the area dropped
significantly.
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STRATEGY 4

Build Trust First

Deal with relationship issues head-on.

Make incremental commitments to
encourage trust and cooperation.

When stakes and risks are at their highest, business
and military leaders are often tempted to take the
quick and easy path of trading resources for help.
After all, a dangerous situation doesn’t provide the
time to develop a good working relationship or to fix
whatever stands in the way of one. But making sub-
stantive concessions almost always invites extortion
and breeds disrespect or outright contempt.

Military officers frequently fall prey to the con-
cession trap. Farrukh, an Afghan, had opened a girls’
school outside Baraki and was continually harassed
by local Taliban leaders. Intelligence officers discov-
ered that a known insurgent had made a call to Far-
rukh’s cell phone. They seized the phone and found
that Farrukh had received calls from several other
Taliban leaders. They arrested him, and Farrukh
served 12 months in a detention center, waiting for a
hearing. Eventually he got his time in court and was
found not guilty. But in the meantime, his school
had been closed, his reputation had been severely
damaged, and he had suffered considerable physical
hardship. He had to be compensated.

The Army officer in charge offered a sum of
money for lost wages. Farrukh wanted more: an
explanation for his arrest and detention, and proce-
dures that could be put in place to avoid such mis-
understandings in the future. The officer simply
threw in an additional sum for his pain and suffering
and sent him on his way, barely offering an apology.
Farrukh—who was a leader in his village and had a
long history of working with Western peacekeeping
forces—left with $12,000 in his pocket, but he vowed
never to trust an American again. Worse yet, as he
told his story to others, their distrust grew, making it
difficult for U.S. officers to get any sort of useful intel-
ligence or active cooperation from the villagers.

Skilled in extremis negotiators never make arbi-
trary concessions in an effort to buy goodwill. In-



stead they build trust over time through incremental
and reciprocal commitments. Captain Aaron Davis
was deployed to Khost Province with orders to settle
“quickly and finally” several long-standing disputes
with local leaders. Within a week of his arrival Davis
headed out to a village where a man named Haji Said
Ullah owned what had once been a lucrative gas sta-
tion. Ullah’s business had all but dried up two years
earlier, when U.S. forces closed a road to secure a
newly built airfield, preventing people from getting
to his pump. For two years, various Army officers
had promised Ullah both compensation and aid
in finding his brother, who he suspected had been
kidnapped by Taliban forces. None of their promises
had been kept. No wonder, then, that Ullah greeted
Davis with disdain—and a demand for more money.
Davis resisted the temptation to throw cash at the
problem; this was, at its core, a relationship issue.
Davis visited Ullah several times, listening to his
angry tales and asking questions. At no point did he
offer compensation. He did, however, tell Ullah that
he would look into what had happened and return
within three days. The two men sat down for tea
three days later, and the captain offered apologies
for what Ullah had been through and updates on
what he had learned. He asked for Ullah’s help in
figuring out how to repair the relationship and, ul-
timately, rebuild trust with other local leaders. The
men talked about ways to get information concern-
ing Ullah’s brother, how to improve communication
between U.S. forces and villagers, and how to make
the population more secure. Only then did Davis
turn back to the question of compensation, sharing
his estimate of Ullah’s business losses as judged by
local standards. (It was a basic calculation, but no
one else had bothered to doit.) Ullah considered the
numbers and within a few minutes agreed to what
he deemed a fair figure—a small fraction of what
he’d initially demanded.

STRATEGY 5

Focus on Process

Consciously change the game by not

reacting to the other side. Take steps to
shape the negotiation process as well as

the outcome.

In negotiations that they perceive to be dangerous,
executives and officers naturally want to avoid harm
to themselves or their constituents. Together with
the inevitable need to act quickly, that creates pres-
sure for them to give in on critical issues—not a good

EXTREME NEGOTIATIONS HBR.ORG

Training Officers to Negotiate

Why do military officers

need to negotiate?

For those in Iraq and Afghanistan,
the nature of the job has changed.
In a 2005 briefing at West Point, one
division commander outlined a day
in Baghdad for his lieutenants: going
on patrol at 0700, helping set up

a local market at 09oo, working to
restore power to a city block at 1200,
attending a town council meeting

at 1800, and conducting a raid on

a suspected insurgent’s residence

at 0100. Each of these missions
involved some type of negotiation.

Why don’t demands and

threats work just as well?
Sometimes they do; and sometimes
they are necessary. But these officers
face increasingly complex situations
involving multiple parties, issues,
and cultures. The stakes can be life
and death, physical security, critical
scarce resources, or political capital.
In July 2010 General David Petraeus
reminded our forces in Afghanistan
to focus on the decisive human ele-
ment. That keeps military leaders at
all levels mentally agile and adapt-
able—not just skilled with weapons
and combat protocol.

How do you train in extremis
negotiators?

At West Point we focus on applied
practice. For instance, the course

Negotiation for Leaders presents
case studies for discussion. Each
class introduces a bargaining
strategy applicable to the case at
hand. We systematically review the
approach cadets took to each case
study—looking hard at how and why
they made the choices they did.

We also do one-on-one coaching
to help officers examine their own
tactics, using probing questions such
as: How did you react when your
counterpart made a threat? Why did
you react that way—what was your
goal? What response did you expect?
Given the outcome, would you
change your approach in the future?
If so, how and why?

Interactions with superiors provide
further learning. If a commander
asks a negotiating officer if he got
the other side to back down or if he
kept it “happy,” the officer probably
won’t develop the strategic thought
process and skills in extremis nego-
tiators need. But if the commander
asks how well the officer understood
and addressed the other side’s con-
cerns and motivations, or whether
the outcome sets a good and easily
explained precedent for others, the
officer is likely to begin thinking stra-
tegically about negotiations.

Business executives, too, can use
these methods to develop the nego-
tiating skills of their organizations’
leaders.
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IMPLEMENTING
STRATEGY

Focus on Process

AVOID

Acting without gauging
how your actions will be
perceived and what the
response will be

Ignoring the conse-
quences of a given ac-
tion for future as well as
current negotiations

INSTEAD

Talk not just about the
issues but about the
negotiation process:

“We seem to be at an
impasse; perhaps we
should spend some
more time exploring our
respective objectives
and constraints.”

Slow down the pace:
“I'm not ready to agree,
but I'd prefer not to
walk away either. I think
this warrants further
exploration.”

Issue warnings without
making threats: “Un-
less you’re willing to
work with me toward

a mutually acceptable
outcome, | can’t afford
to spend more time
negotiating.”

Giving in on critical issues may
create an exposure to risk far beyond
the immediate threat.

idea. The resulting agreement may create an expo-
sure torisk far beyond the immediate threat.

First Lieutenant Matthew Frye and his platoon
had been under rocket attack for eight straight days,
at about the same time each day, at the forward op-
erating base where they were stationed. On the ninth
day, while his platoon was patrolling, Frye received
word that insurgents were preparing another attack
on the base and that his group should investigate the
vicinity where earlier attacks had originated. He felt
intense pressure to quickly determine the current
location, description, and disposition of the enemy.
After all, one of the last rockets launched had landed
only about 400 yards from his tent.

Once in the vicinity, Frye sought information
from the elders and asked what they wanted in ex-
change for giving him the insurgents’ names. Not
surprisingly, they requested a great deal—primarily
in the form of food, water, and clothing. Frye prom-
ised to provide this humanitarian assistance, but
when he asked for information in return, the elders
denied knowing anything about the insurgents.
Wanting to protect his men, Frye made further of-
fers: emergency relief funds and assistance from his
soldiers on a well project. The elders accepted but
again were mum. Realizing that he was being taken,
Frye said his promises had been contingent on re-
ceiving information. The elders were angry that he
was backing away from his commitments and sug-
gested that Frye and his men should be extra careful
when they headed back to their base.

Feeling threatened and nervous, Frye agreed to
fulfill the one-sided bargain and said he hoped the
elders would be a little more cooperative the next
time. He came away with neither the information
he needed nor a good working relationship with the
elders. Intelligence later confirmed that the enemy
had watched the Americans throughout their visit to
the village—so he had created even more danger for
his platoon.

Frye’s first mistake, of course, was believing that
he had only two options: to refuse the elders’ de-
mands, in which case he and his men would remain
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in danger, or to simply capitulate and hope for the
best. He should have stepped back from the issues
immediately at hand, analyzed the elders’ tactics,
and considered how to shape the negotiation pro-
cess to his advantage.

On his first patrol in Kunduz, First Lieutenant
Billy Gardner was leading his platoon through a
bazaar when he was approached by five men. The
men, who represented apple farmers in the local
agricultural cooperative, were angry that a previous
American unit had given the district several million
dollars to purchase land for the expansion of its for-
ward operating base. The person the district subgov-
ernor had paid was not the legal landowner, and the
men demanded that they and their fellow farmers
be compensated immediately. A crowd gathered,
the men began making threats, and when Gardner
did not respond, they demanded even more in com-
pensation. They tried to involve Gardner’s squad
members in the negotiation, angrily directing some
of their demands to one while being extremely so-
licitous of another.

Gardner recognized their divide-and-conquer
ploy. He refused to respond to it, and he refused to
compromise. If he did either, he would be reward-
ing negotiating behaviors that he wanted no part of.
Instead, Gardner set about changing the nature of
the conversation. He sat down, greeted the men in
Pashto, took off his helmet, put down his rifle, and
listened attentively. He spoke slowly and quietly. In
no time, the farmers’ body language changed and
their shouting diminished. In fact, they were strain-
ing to hear Gardner. He began asking questions in a
manner that was both respectful (he didn’t insist on
his point of view) and commanding. He assumed the
natural demeanor of a judge—one seeking to impar-
tially determine the appropriate course of action and
having the authority to do so.

Gardner asked the men about the nature of their
business arrangements, their crops, whom they
represented, and how the land sale had directly af-
fected them. Apples were the mainstay of the local
economy, he learned. The men were not opposed to
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selling the land, but they wanted to be recognized as
the lawful owners of the parcels in question. Gardner
began to propose some possible solutions. Had they
approached the provincial subgovernor about their
grievance? he asked. Or taken it to the subdistrict
shura (council)? They said they had not: They didn’t
trust the subgovernor, and they thought the shura
was ineffective.

Gardner listened without definitively answering
when new demands—by now framed as requests for
assistance—were put forth. He began to recognize
that the cooperative represented a form of stable civil
government; here was an opportunity to strengthen
democratic practices and institutions. Gardner ex-
plained to the men that once the issues had formally
been brought to the subgovernor, the Americans
would be better able to help. The farmers ultimately
agreed to try what he suggested—especially if he
would continue to provide them with advice, which
he agreed to do. What had begun as an impromptu,
tense situation characterized by aggressive behavior
evolved into hours of talking, an invitation to stay for
lunch, and a conversation that eventually shifted to
the farmers’ sharing what they knew about recent
insurgent activity in the area.

Jeff Weiss and
Aram Donigian will discuss
extreme negotiations in
a free webinar on Novem-
ber 9, 2010, from 1 to
2 PM EST. To join in, sign

up at_hbr.org./webinars/

extreme-negotiations.

PERHAPS THE most important lesson the in extremis
negotiator has to teach both executives and mili-
tary officers is that in the very context where one
feels the most pressure to act fast and stake out an
unwavering position, it is best to do neither. Con-
trol and power can be asserted most effectively by
slowing down the pace of the negotiation, actively
leading counterparts into a constructive dialogue,
and demonstrating genuine openness to others’
perspectives. That isn’t giving in. It is being strate-
gic rather than reactive. It’s thinking several moves
ahead about how your actions might be perceived.
And it’s making tactical choices that elicit construc-
tive responses and advance your true objectives. ©
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! Jeff Weiss (jweiss@vantagepartners.com) is an

= adjunct professor at the U.S. Military Academy at
West Point and a partner at Vantage Partners, a Boston-
based consultancy specializing in corporate negotiations
and relationship management, where he focuses on sales
negotiations and strategic alliances. Aram Donigian
(aram.donigian@usma.edu), a major in the U.S. Army, is
an assistant professor at West Point, where he codirects
the Negotiation Project. Jonathan Hughes (jhughes@
vantagepartners.com) is a partner at Vantage Partners,
specializing in supply chain management, strategic
alliances, and change management.

“There’s one piece of pie left. I'll share it with you if you agree, in principle, that it’s mine.”
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Spotlight

“You Have to Lead
From Everywhere”

When faced with a complex, fast-moving crisis, HER: You get the call: We want you to be the
leaders must Constantly adapt their mental commander of the oil spill response. Is your first

thought to approach it as a military operation?

(11 M »
mode.,-ls and create a “unity of effort, says. Allen: You can't. In the military you have total
Admiral Thad Allen, USCG (Ret.), the national unity of command. As soon as recruits go into boot
incident commander for the Deepwater Horizon camp or service, they have to memorize their chain
. . . . f d, fi h 1 1 hy
oil spill. Allen, an admirer of Warren Bennis and ~ © commanc. tom themseves cea’ onup o the

president. In what Iwould call a “whole of govern-

Peter Drucker, Spoke with HBR’s Scott Berinato ment response”—to a hurricane, an oil spill, no
about the challenges of leading when an anxious ~ matter whatitis—that chain of command doesn't

. . . exist. You have to aggregate everybody’s capabilities
nation Is counti ng on success. to achieve a single purpose, taking into account the

fact that they have distinct authorities and respon-
sibilities. That’s creating unity of effort rather than
unity of command, and it’s a much more complex
management challenge.

PHOTOGRAPHY: AP PHOTOS/DAVE MARTIN
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AT LEFT U.S. Coast Guard Admiral Thad Allen in Mobile,
Alabama, following an air tour of Dauphin Island and the
Alabama coast, June 5, 2010

Did you come to the oil spill with a template for
how you’d manage the situation, based on your
experience in previous crises?

Yes and no. My first oil spill response was in 1980.
A barge full of 3 million gallons of heating oil ran
aground in a wildlife refuge on the central Jer-
sey shoreline, where I was the local Coast Guard
commander. So I've done these before. And the
structure for the Deepwater Horizon response—
the authority, obligations, and ability to use money
and resources—was dictated by the Qil Pollution
Act of 1990.

But the expectations of the country were well
beyond what’s required or even allowed by law.
The challenge of creating unity of effort involves
dealing with issues that you’re not statutorily al-
lowed to pay for, but that still need to be done for
the public. In the Gulf we had to deal with things
like seafood safety and behavioral health prob-
lems; there were socioeconomic issues in play that
were never anticipated by the response doctrine.
Those were the problems that required the most
leadership.

What about the challenges of working with a
private company—in this case, BP—that’s deeply
invested in image and damage control?

Our biggest challenge in dealing with BP was that
the public did not understand how the company

If you’re not visible to your people
out on the boats in 110-degree
heat, you’re not a credible leader.

responsible for the event could play such a large
role in the response. But because they’re going to
have to write checks for buying booms, buying
skimmers, to catering companies, and all that other
kind of stuff, they have to be on location with you if
you’re going to be effective. We’re used to working
that way—it’s how the U.S. has organized oil spill
responses for 20-plus years—but I don’t think that
was well understood by the public or a lot of the
political leadership.

When you’re dealing with the competing interests
of government entities, businesses, and an anxious
public, how do you go about creating unity of
effort?

I’'m a big fan of Peter Senge, at MIT, who talks about
learning organizations and the use of mental mod-
els. You have to understand at a very large, macro
level what the problem is that you’re dealing with
and what needs to be done to achieve the effects
you want—and you have to be able to communicate
that. You also have to create a set of shared values
that everybody involved can subscribe to.

For example, with Hurricane Katrina it was clear
to me after about 24 hours in New Orleans that we
weren’t dealing only with a natural disaster. Had
the levees not collapsed, ground zero for Hurricane
Katrina would have been Bay St. Louis and Wave-
land, Mississippi, which basically got wiped off the
map. But when the levees were breached and New
Orleans flooded, it became a different event, and
I’'m not sure we recognized that as a nation. We
were still treating the entire issue as if it were just a
hurricane. Under the hurricane response model, re-
sources are provided to a local government, which
applies them and runs the response. But we had lost
continuity of government: There was no functional
local government that could take the resources and
apply them to the mission.

So the mental model became more like the
response to a weapon of mass effect. When I real-
ized that, things started happening. I sat down with
Russel Honoré, who was leading the military forces
down there, and we divided the city into sectors
and assigned each sector to one of his units. We fo-
cused on providing security and creating the capac-
ity of local government to do its job—dewater the
city, do the house-to-house searches, and so forth.

Is what you’re describing the decision to go “off
book” and depart from protocol—a move that
has been lauded as helping to turn the tide of
the Katrina response?

Yes. There were times when we needed immedi-
ate action, and I went off book and gave some
direct orders, which is not normally done under
the hurricane response model. But the fact that
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With social media and the 24-
hour news cycle, there will never
again be a major disaster that
won’t involve public participation.

ABOVE RIGHT Allen near
the Louisiana coast,
September 14, 2010

we’d changed mental models to a different kind of
disaster made us all understand we couldn’t rely on
standard hurricane response.

Do you go so far as to create a mission statement
to achieve unity of effort?
Actually, for the oil spill 1 did.

But not for Katrina?

The challenge of putting together a response with-
out continuity of government required me to take a
little different tack. I got to New Orleans on the fifth
of September—Labor Day, a week after the storm
came ashore. Friday, the ninth, I was called to Baton
Rouge and was told by [Department of Homeland
Security] Secretary [Michael] Chertoff that I would
be relieving Mike Brown, and we had a press confer-
ence. A very difficult thing to do.

When the press conference was over, I was in
the huge command post in Baton Rouge, which was
this Dillard’s [department store] warehouse that we
had taken over, and we had about 4,000 people as-
signed to this place. My military aide asked, “What
do you want to do?” I said, “I want to have an all-
hands meeting.” She looked at me like I was crazy,
because there wasn’t a place in the building where
we could put 4,000 people. Isaid, “Well, find the
biggest open space you can and get as many people
there as you can.” And we found a space on the bot-
tom floor and crowded about 2,000 people into it.

I got up on a desk, with aloudspeaker, and told
everybody that I was giving one order: They were to
treat anybody they came into contact with who had
been affected by the storm like a member of their
own family. Their mother, father, brother, sister,
whatever. And I said, “If you do that, two things
are going to happen. Number one, if you make a
mistake, you’re going to err on the side of doing too
much, and that’s okay. Number two, if somebody
has a problem with what you’ve done, their prob-
lem’s not with you; their problem’s with me.”

AfterIsaid that, a cheer broke out, because there
had been so much stress from the pressure that had
been exerted on the response and the perception
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that it wasn’t going well. Just a simple set of core
values—a North Star to steer by—was, I think, what
they were looking for.

When you’re on location in a crisis, you can get a
nuanced view of what’s happening on the ground.
When you lead from headquarters or an incident
response center, you’ve got the whole picture. In
major crises like the oil spill, do you feel it’s more
important to lead from the front or from the back?
Ithink you have to lead from everywhere. A typical
week during this oil spill has had me split my time
50/50 between Washington and downrange in the
Gulf. You’ve got to be present with members of Con-
gress, the administration, the media. You’ve got to
talk to people and brief the White House press corps
here in Washington. At the same time, if you’re

not visible to your people out on the boats who are
trying to pull a boom in Barataria Bay in 110-degree
heat, then you’re not a credible leader, because you
don’t understand what they’re going through. You
have to manage your schedule to make sure that
you’re where you need to be, and come back on a
routine basis to reinforce what you’re trying to do.

With every new crisis response you’ve led, the
amount of publicly available real-time information
has increased. Every citizen could access live video
footage of BP’s leaking well 24/7. Has this affected
how you lead?

Social media and the 24-hour news cycle are part of
a fundamental change in our sociological structure.
John Holdren, who’s the science and technology
adviser to the president, says that there are three
ways to deal with climate change: Adapt, man-

age, or suffer. I believe that what’s happening with
information is no less profound and challenging,
and therefore the same options apply. We all have
to understand that there will never again be a major
event in this country that won’t involve public par-
ticipation. And the public participation will happen
whether it’s managed or not. We’ve chosen to try to
adapt and manage. Before the oil spill, I had already
started blogging and tweeting.

PHOTOGRAPHY: AP PHOTOS/PATRICK SEMANSKY
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You mentioned Peter Senge and John Holdren.
Where else do you turn for leadership wisdom?
Warren Bennis and Peter Drucker. And I like Steven
Sample, the former president of USC. He wrote a
book called The Contrarian’s Guide to Leadership,
which Ilove.

In general, do you think military-trained personnel
make good business managers? Does the training
translate?

Ithink it can, as long as you’re not too doctrinaire
about anything. If you’re too caught up in military
protocol, you won’t be flexible in dealing with folks
who are not in the military. On the other hand, if
you’re so captivated by the private sector and run-
ning everything against a balance sheet, you can
become too much of an ideologue. Good leadership
requires flexibility, agility, and curiosity. If you have
those, I think it’s possible to cross over both ways.

What have you learned about leadership, and your-
self, from this decade of managing crises?

I’'ve learned that leaders are responsible for their
own morale. The boss doesn’t come in and sit down
and say, “How are you doing today?” And I wouldn’t
say I haven’t lost my temper on occasion, but at
least I haven’t done it publicly.

These are terrible tragedies that befall our
society. The human toll is significant. A lot of
people are dealing with personal grief; their ways
of life are threatened. You need to understand
and account for that, but you’ve also got to keep
a steady focus. If you become too caught up in the
emotion of the situation, you’re not going to be
as effective. The calmer you are, the more you’re
going to get done.

Italk to alot of senior leaders about this. We’ll
have a cup of coffee or a drink, and I will ask them
how they manage this. You know, who do you call?
Who do you talk to? Who do you get feedback from?
And then how do you manage the times when
you’re really frustrated? Because the last thing the
country wants to see is you frustrated.

One of the more heartwarming things that’s
happened to me during this oil spill response is
that every couple of weeks the phone will ring, and
it’s Mike Mullen, the Chairman of the Joint Chiefs
of Staff. Idid a lot of work with him before I retired
as the commandant of the Coast Guard. He’ll say,

“I'm just calling to see how you’re doing.” That’s
pretty neat.

Have you been able to mentor anyone in these
situations, or are they just too fast-moving and
complex for that?
You’re always in a teachable moment. There’s al-
ways somebody watching you, and you’re mentor-
ing without knowing it. When I got the call to go
down for Katrina, first  had them get a plane ready
for me, and then I called four or five people who
had worked for me before in very tough situations.
One was a public affairs officer who had worked for
me in Miami when we had some very significant
issues with the Cuban immigrant community and
when Elian Gonzalez came ashore. I got somebody
who used to run a command center for me, and
I got the person who led our forces to help evacuate
New York Harbor after 9/11. I basically said, “Meet
me in New Orleans.” And they all showed up.
I created a nickname for them. I call them the Dogs
That Hunt.

Youw've heard that old saying, “That dog don’t
hunt.” Yeah, well these are dogs that hunt. Every-
body should keep a list of dogs.

Do you think you were born a leader, or do you
think it’s something you’ve learned through
decades of experience?

I'would side with my good friend Warren Bennis,
who says that everybody can be a better leader. You
should focus on trying to optimize what you can

do with the skills and talents you’ve got. The more
you’re a lifelong learner, and the more intellectu-
ally curious you are, the bigger the base of potential
youw’ll have to build on when the opportunity pre-
sents itself. It also makes you better at recognizing
opportunity.

Will you take the call if there’s another opportunity
to lead the country through a major crisis?
Well, my wife and I talked about whether or not
I'would accept the request to go to New Orleans.
We discussed the very distinct possibility that it
would not be successful and that I could not
appreciably change anything. But I reminded
her that over the past 20 years I have been preach-
ing to people that my favorite definition of leader-
ship is the ability to reconcile opportunity and
competency. It would be a little irresponsible
on my part not to respond, when the opportu-
nity was provided, with whatever competency
Icould bring. ©

HBR Reprint R1011D

November 2010 Harvard Business Review 79



http://HBR.ORG

Out

se People

Buhriz, Iraq

ARTWORK Stacy Pearsall, Time

(D)
: Y
O
1&

1C

ight

Spotl

SPOTLIGHT ON LEADERSHIP LESSONS FROM THE MILITARY




HBR.ORG

Boris Groysberg
(bgrovsberg@hbs.edu)

is the Thomas S. Murphy
Associate Professor of
Business Administration at
Harvard Business School.

M

The different

Andrew Hill (ahill@hbs.
edu) is a doctoral candidate
in management at Harvard
Business School.

prepares managei's for leadership
by Boris Groysberg, Andrew Hill, and
Toby Johnson

nilitary experience

Toby Johnson (toby.
johnson@pepsico.com), a
former United States Army
captain and aviator, is an
executive at PepsiCo.



http://HBR.ORG
mailto:bgroysberg@hbs.edu
mailto:toby.johnson@pepsico.com
mailto:toby.johnson@pepsico.com
mailto:ahill@hbs.edu
mailto:ahill@hbs.edu

SPOTLIGHT ON LEADERSHIP LESSONS FROM THE MILITARY

rom Washington to Grant to
Eisenhower, military leaders
have long been recognized
by Americans for leader-
ship skills that are of great
value outside a military en-
vironment. In Gallup’s an-
nual poll asking Americans
about their confidence in
various public and private
institutions, one has ranked first or second nearly
every year since 1973, when the poll began, and has
topped the list continuously since 1998: the military.
In the 2009 poll, 82% of respondents expressed “a
great deal” or “quite a lot” of confidence in the mili-
tary, whereas only 16% expressed confidence in big
business.

This confidence extends to former military per-
sonnel in the C-suite. According to a 2005 Korn/Ferry
study, former officers make up just 3% of the U.S.
adult male population but about three times that of
the CEOs of S&P 500 firms. Faith in the leadership
qualities of former officers makes sense: They are
trained for high-stakes positions at a young age and
are sometimes thrown into those roles with no warn-
ing. Many are driven by a desire to serve, and success
demands working well with others, resilience, and
mental agility. But is this the whole story?

Our research argues for a more nuanced view
of the leadership skills developed in military ser-
vice. Drawing on the CEOs with military experience
(CMEs) identified by Korn/Ferry, we conducted an
in-depth analysis of the performance of 45 S&P 500
companies led by members of that population and
interviewed a dozen current and former CMEs. Our
object wasn’t to compare military to nonmilitary
leaders or to suggest that one branch of the service is
superior in executive development. But we did dis-
cover some surprising differences in the ways that
the various branches prepared leaders for business.

To generalize, Navy and Air Force CMEs take a
process-driven approach to management; person-
nel are expected to follow standard procedures
without any deviation. This allows the CMEs to excel

in highly regulated industries and, perhaps surpris-
ingly, in innovative sectors. Army and Marine Corps
CMEs embrace flexibility and empower people to act
on their vision. They excel in small firms, where they
are better able to communicate a clear direction and
identify capable subordinates to execute accordingly.
(Although the Marine Corps is part of the Department
of the Navy, we treat it as a separate entity because of
its distinctive organizational identity.)

Our findings reflect this basic fact: The military is
a diverse institution, and military experience varies
widely at the branch level as well as the individual
level. The CMEs we interviewed described widely
shared lessons, but their histories differed strikingly
(we spoke with submarine engineers, fighter pilots,
intelligence officers, and others in a variety of roles)
and their post-military leadership records echo those
differences. This has significant implications for how
we should think not only about the relationship be-
tween military experience and leadership skills but
also about what qualities are a good fit for specific
executive positions.

How Branch of Service
Influences Style
Much has been said about the general leadership
qualities fostered by military experience and how
they apply to business. Less noticed have been the
branch-specific skills—process management, for in-
stance—that can have significant implications for the
success of military veterans in the corporate world.
Each branch of the armed services makes a trade-
off between process and flexibility. Navy and Air
Force officers operate enormously expensive, inter-
dependent systems such as submarines and aircraft
carriers, where deviation from formal procedures
can be extremely costly in terms of equipment and
lives. As one former Army captain, a combat veteran
of Operation Iraqi Freedom, put it: “Misplace a bolt
in the Army and you might have a broken-down
truck. Misplace a bolt in the Navy or the Air Force,
and you might lose a $100 million piece of machin-
ery.” In such an environment, central coordination is
emphasized at the expense of flexibility.

Each branch of the armed services makes
a trade-off between process and flexibility.

82 Harvard Business Review November 2010



Idea in Brief

Conventional wisdom says that military
experience is an asset in the corporate
world, but new research gives a more
nuanced picture. The military is not a
monolithic entity: Veterans from dif-
ferent branches demonstrate different
strengths. The Navy and the Air Force
engender a process orientation; the
Army and the Marine Corps emphasize
flexibility.
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Some implications for business:
Former Army and Marine Corps

officers depend less on familiarity with
the firm as they transition to leader-
ship roles.

industries.

Executives with Navy and Air Force
experience excel in firms with a pro-
cess approach to innovation.

Executives with Army and Marine
Corps experience do better in small
companies than in large ones.

Army and Marine Corps personnel, on the other
hand, must constantly adjust to the realities on the
ground. Their systems are modular and thus allow
for greater flexibility. Subordinates have significant
power to determine appropriate actions, always in
accordance with the commander’s overall plan. Carl
von Clausewitz, the famous military theorist, wrote,

“Everything is very simple in war, but the simplest
thing is difficult. These difficulties accumulate and
produce a friction.” The danger, physical challenges,
and uncertainty that create this friction are particu-
larly apparent in ground operations, where adapt-
ability and flexibility are essential.

Of course these generalizations do not reflect the
myriad nuances of the military environment, yet this
distinction—flexibility versus process—clearly influ-
ences subsequent corporate performance.

Managing Interdependencies: The Navy and
the Air Force. In 1967, accidental weapon detona-
tions on the aircraft carrier USS Forrestal in the Gulf
of Tonkin killed 134 crew members, injured 161, and
required a costly seven-month repair. The disaster
was the product of a deviation from the rules, made
in the interest of flexibility. Many of the aircraft on
the carrier were fitted with Zuni rocket pods, each
equipped with four unguided rockets. Two safety
mechanisms prevented an accidental firing. How-
ever, to preclude potential delays in launching air-
craft, the ship’s Weapons Coordination Board had
discarded one of them—a requirement that the elec-
trical wiring connecting the pod to the aircraft not be
hooked up until the aircraft was in launch position.

As an F-4 Phantom queued for launch one morn-
ing, its pilot switched from external to internal power.
A power surge to a Zuni pod caused one of its rock-
ets to launch. The rocket tore off the fuel tank of an
A-4 Skyhawk, dislodging two 1,000-pound bombs.
Fuel from the tank ignited, rupturing other fuel tanks
and spreading flames among the closely packed air-

craft. The intense heat quickly detonated one of the
dislodged bombs, killing or critically wounding the
firefighters who were rushing in to control the blaze.
Eight more bombs detonated, rupturing the flight
deck and spreading flaming fuel to the interior of
the ship, including the aircraft hangar belowdecks,
where other armament was stored. The fire raged
for hours.

There was a good reason for what seemed like
redundant safety mechanisms. In the Navy and the
Air Force, small deviations have large consequences.
There are few, if any, opportunities to make correc-
tions once an action has been taken. In this environ-
ment, personnel are highly specialized, and systems
are interdependent and tightly coupled. The orga-
nization chart of a naval vessel resembles that of a
corporation. Ships, which are centrally controlled,
are typically organized into departments (opera-
tions, navigation, engineering, supply, and the like),
which are further subdivided. Standard Organization
and Regulations of the U.S. Navy devotes 168 pages to
the particular duties and responsibilities of dozens
of officer positions. In such a system, changes have
unanticipated effects, and a small failure can set offa
chain of events that ultimately jeopardizes the entire
system. The Forrestal disaster represents an extreme
example: An apparently minor decision, undertaken
to enhance efficiency, had terrible consequences.

In the Air Force, as in the Navy, airmen adhere to
a culture of precision and attention to process. The
machines are smaller and operated by fewer person-
nel, but the destructive power of combat aircraft and
the distances at which they engage their targets call
for strict observance of procedures and frequent
communication with other units. Deviations from
procedure and breakdowns in the system can snow-
ball, causing accidents and loss of life. The risks are
serious enough that Air Force personnel are willing
to sacrifice some flexibility.
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The process-driven orientation of the Air Force
and the Navy is evident in the reading lists for offi-
cers and enlisted personnel. Whereas the lists for all
branches of the U.S. military include military history,
biography, U.S. history, and civics, the Navy and Air
Force lists include management books on process
and quality, which the Army and Marine Corps lists
do not.

How does this process-driven orientation trans-
late to the corporate environment? First, we find that,

An important lesson that
business leaders can learn
from the armed services?
Fit matters.

contrary to the popular wisdom that a military back-
ground is good for execution but bad for innovation,
the Navy and Air Force CMEs excelled in innovative
sectors, at least in the companies we studied. In
those companies—all drawn from the S&P 500 and
thus relatively mature and established—innovation
follows a predictable “sustaining” path, as Clay
Christensen has written. Such firms treat innovation
as a process, seeking new opportunities through es-
tablished products and customer sets. The process-
driven approach fostered by the Navy and the Air
Force appears to be a good fit for this context.

Second, we find that these executives also do well
in regulated industries—their companies earned
more than double the cumulative excess stock re-
turns over the five years following the hire, com-
pared with the lightly regulated companies led by
Navy and Air Force CMEs. Successful performance
in highly regulated industries depends on compli-
ance and the skillful execution of strategy within
constraints. Good results should follow firms with
efficient and reliable processes, and leaders who
promote them.

The length of tenure at a firm before becoming
CEO makes a big difference for this group of CMEs.
Navy and Air Force CMEs with longer tenure at
the firm prior to becoming CEO significantly out-
performed those who had been promoted to chief
executive as relative newcomers. That fits with the
notion that Navy and Air Force executives thrive on
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familiarity with processes. It takes time to learn a
process, and therefore more time is required to de-
velop a good fit between a process-oriented execu-
tive and the firm.

Adaptive Command and Control: The Army
and the Marine Corps. The Army’s basic operations
manual, Mission Command: Command and Control
of Army Forces, describes an approach dramatically
less reliant on procedure. Mission command tends
to be decentralized, informal, and flexible. Officers
place minimal constraints on coordination, defining
the mission but allowing subordinates freedom in
execution.

In an Army or Marine Corps operation, an order
issued by a commander outlines a general objective,
known as “commander’s intent.” Subordinates have
discretion to issue orders for their areas of operation,
as long as those orders are aligned with the intent.
Moving down the chain of command, orders evolve
in keeping with the environment. Individual opera-
tions may involve aircraft, armored units, artillery,
and the like, but they all revolve around the infan-
try—and infantry operations are subject to rapid and
dramatic changes in conditions. A decision to engage
the enemy may be made by the most junior member
of a unit. As a CEO who served in the Marine Corps
in Vietnam put it, “You had to make sure that every
corporal and lance corporal and PFC understood the
operations order before an attack so that if anybody
got wounded above them, they could pick up and
not jeopardize the mission.”

He went on to describe his own experience in a
helicopter assault, during the first 20 minutes of
which two of the three lieutenants and six of the
nine squad leaders were killed. Their subordinates
had to be able to pick up the slack. He referred to the
style as “patient leadership”: Give instructions and
let people develop an appropriate course of action.

For example, if a Marine captain leading a rifle
company is ordered to secure a neighborhood, he
first assigns particular blocks to each platoon in his
company. The lieutenant commanding a platoon
then determines how to secure his assigned blocks,
ordering each of the three 13-man rifle squads in the
platoon to clear a particular group of buildings. Each
squad leader in turn issues orders to three fire teams
of four or five men. Although those closest to the
enemy determine what tactical orders and actions
to take, the overall objective does not change.

In the Army and the Marine Corps, the leadership
environment is inherently messy and uncertain. “No
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plan survives first contact with the enemy” is a mili-
tary aphorism. Forces are modular and relatively in-
dependent, and focus on general capabilities (which
allows them to make a variety of on-the-spot maneu-
vers); decisions are flexible, emphasizing local re-
quirements and deviations; officers tolerate outright
mistakes, which are inevitable when soldiers have to
make unexpected changes; and subsequent correc-
tions are feasible, frequent, and necessary.

According to the Marines’ leadership manual,
“[Adaptability] means a willingness to deviate from

normal, accepted practices—even from doctrine—if
that is what it takes.” It also means that officers need
to have absolute confidence in their subordinates.

In keeping with the need for adaptability and agil-
ity, Army and Marine Corps personnel are less special-
ized than their Navy and Air Force counterparts. It’s
not that the former branches are populated by gener-
alists, in the purest sense. All officers and enlisted per-
sonnel are trained in a “military operating specialty,”

and each service has elements with specialized func-
tions, such as artillery, logistics, transportation, com-
munications, maintenance, armor, medicine, and avi-
ation. Nevertheless, the Army and the Marine Corps
operate on principles of broad individual competence
and flexibility. If a supply convoy comes under attack,
it is expected to organize its own defense while await-
ing support. Drivers quickly become combat infantry.
The Navy and the Air Force could not conceivably
function on such a basis, given the complexity of their
equipment and operating environment.

This type of leadership experience tends to turn
out business executives who are comfortable em-
powering others to make frontline decisions. The
Army and the Marine Corps view management as
the ability to clearly and coherently communicate
an overall vision, and to identify subordinates ca-
pable of executing according to it. You might expect
that this approach would be more appropriate in a
smaller firm, and that indeed appears to be the case.
Over the five years following the hire, Army and Ma-
rine Corps CMEs leading smaller firms (in terms of
number of employees) earned three times the cumu-
lative excess stock returns of Army and Marine Corps
CMEs at large firms.

Furthermore, perhaps because of the emphasis
on leveraging people as opposed to processes, the
length of tenure at a company prior to becoming
CEO doesn’t affect the performance of former Army
and Marine Corps personnel. Nor does the level of
regulation.

MILITARY SERVICE no doubt engenders skills and ex-
periences that are relevant and valuable to corporate
leadership. But there’s something else businesses
can learn from the armed services: Fit matters. The
military is, for many, a leadership crucible that
leaves a profound imprint. Yet different military ex-
periences generate different leadership perspectives
and styles. When individual human capital matches
the firm or industry, it creates value. However, we
looked at only a few categories of fit. We encourage
individuals and organizations to understand their

“fit” categories and think carefully about applying
their human capital more productively.

When it comes to considering who should lead
an organization, the best advice we can offer is
to avoid a monolithic view of the military—or, for
that matter, the general management population.
In any organization, different circumstances de-
mand different leadership skills. Hire the person
who fits the job. ©
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Four Lessons in
Adaptive Leadership

by Michael Useem

he armed services have
been in the business
of leadership develop-
ment much longer than
the corporate world
has. For more than two
centuries, America has
trained its officers to
be effective leaders in
combat and beyond—
the U.S. Military Academy at West Point dates to
1802. But warfare has changed, and so has business.
Military leaders need new tools and techniques
to face a fast-changing and unpredictable type of en-
emy—so the armed services train their officers in ways
that build a culture of readiness and commitment.
Business leaders need just such a culture to survive
and succeed, given that they, too, face unprecedented
uncertainty—and new types of competitors.

That’s why my colleagues at Wharton and I
incorporate military leadership principles into
our MBA and executive MBA programs, through
direct contact with members of the U.S. Army, the
U.S. Marine Corps, and the Department of Defense.
Students have the opportunity to engage with top
leaders from the armed services, participate in mili-
tary training exercises, and visit historic battlefields.
Most events are brief—one or two days long—but all
are intense.

Anchoring learning moments in such experi-
ences, we believe, brings the leadership precepts to
life. In this article, I focus on four of them: Meet the
troops, make decisions, focus on mission, and con-
vey strategic intent. Most managers understand that
these are essential for leadership. But seeing them
embodied, experiencing them personally, and wit-
nessing where they made a difference is what drives
them home.

November 2010 Harvard Business Review 87


http://HBR.ORG

SPOTLIGHT ON LEADERSHIP LESSONS FROM THE MILITARY

Meet the Troops
Creating a personal link is crucial to leading
people through challenging times.
An important facet of our business leadership pro-
gram entails bringing military officers to campus.
Here’s how one day played out when the Chair-
man of the U.S. Joint Chiefs of Staff visited our MBA
classrooms.

It is 10 minutes before class time, and many of the
65 first-year students are taking their assigned seats
in a tiered classroom. The general strides into the
room—four stars on his epaulets and a half-dozen
staffers and security agents close behind. He walks
straight to the first row and introduces himself to
the nearest student. He shakes hands, exchanges a
few personal words, and then moves on to the next
student. He’s working the room, and after several
minutes he reaches a student from Moscow in the
third row.

A handshake, a brief look
in the eyes: Those small
actions make an indelible
1IMpression.

Normally animated before class begins, the stu-
dents are eerily silent as they witness what unfolds.
The Russian student says that his father was a general
in the Red Army and served on the other side of the
Cold War. The general pauses and then replies that
he and the student’s father undoubtedly had many
similar experiences and that he would welcome the
chance to have a round of vodka together if the Rus-
sian general were to visit the U.S. The students are
visibly relieved to see the chairman instantly find
common ground across a historic divide.

In another classroom on another visit to the
school, a student reports that as an active Marine
reservist, he has been called up to fight in Iraq and
will soon have to take leave from his MBA program.
The student asks the general what he thinks about
the deployment and the disruption. The general
responds simply, “Congratulations!” The students
are reminded that in the world of the armed forces,
national service is the calling, whatever the personal
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costs or benefits. By implication, the organization
should be put first in business, whatever the indi-
vidual calculus, and it is important for leaders to re-
peatedly affirm that.

Earlier in his military career, the general was re-
sponsible for some 92,000 troops ready for assign-
ment to hot spots including Bosnia and Somalia, and
he adopted a policy of having a personal interaction
with everybody under his command every year.
Sometimes he would meet with a few troops in a
small venue; more often he’d attend a gathering of
thousands in an airport hangar. But always he strove
to make the events as personal as possible. An in-
dividual handshake, a brief look in the eyes: Those
small actions make an indelible impression, serving
to focus attention and ensure retention of the mis-
sion and message that a leader seeks to convey.

Make Decisions

Making good and timely calls is the crux of
responsibility in a leadership position.

Twice a year, we arrange for 90 MBA students to par-
ticipate in a learning exercise with the U.S. Marine
Corps’s Officer Candidates School at Quantico, Vir-
ginia. On arrival, a Marine officer explains the train-
ing program; then drill instructors take charge. The
next day our students begin the school’s Leadership
Reaction and Combat courses.

Dawn is brightening at the base, and we are ready
to go. Feeling the effects of the drill instructors’
harsh tutelage and little sleep in the Marine barracks
the night before, the students form five-person “fire
teams” for one of the most intense learning experi-
ences any of them are ever likely to endure. At one
point, for instance, the instructor explains that they
have ten minutes to solve a seemingly unsolvable
problem: Move a weighty steel drum from one side
of a 10-foot near-vertical barrier to the other side
without stepping on the red paint here and there that
signifies explosive devices.

One of the teams strategizes and then acts, clev-
erly managing to move the drum as prescribed. The
high fives are short-lived, however, when the Marine
instructor berates the team for taking so long to in-
tegrate members’ suggestions for surmounting the
barrier. They moved too slowly, he lectures, and the
enemy would most likely have occupied the other
side before the students got there. Though stung by
the criticism, the students absorb the point. They
deliberated too long with too little team leadership
before getting into the game.
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A culture of adaptability is
vital to survival in the armed
services. As business execu-
tives cope with increasing un-
predictability, they can take a

page from the military’s book. message.

Create a personal
link with every
employee—individu-
ally or in gatherings.
A direct connection
reinforces your

Act fast—don’t
shoot from the hip
but don’t wait for
perfection.

interests your top
priority—don’t let

prosper.

Make organizational

others falter as you

Set a direction but
don’t microman-
age—give people
the freedom to
improvise.

The ability to make fast and effective decisions
that draw quickly upon the insights of all those on
the front lines is among the defining qualities of
combat-ready leadership. It is encoded in a Marine
dictum: When you’re 70% ready and have 70% con-
sensus, act. Don’t shoot from the hip, but also don’t
wait for perfection. Of course, the 70% is not a strict
metric but, rather, a metaphor for the need to bal-
ance deliberation and action.

The lesson is directly applicable to the corporate
boardroom or executive suite: If you can’t learn to
make good and timely decisions under ambiguous
conditions, you’ve chosen the wrong calling.

Focus on Mission

Establish a common purpose, buttress
those who will help you achieve it, and
eschew personal gain.

After dinner at the Quantico officers’ club, a Marine
general explains to the MBA students that in combat
a commander must unequivocally commit to two
objectives: (1) Accomplish the mission, and (2) Bring
all your people back from the battlefield, whatever
their condition. Mission first, then team, then self.

That central point was underscored in another
program that we helped conduct with an execu-
tive team from one of America’s biggest financial
institutions.

The participants are ensconced early in the day
in a classroom at West Point as two of the academy’s
instructors offer their views on military leadership
and its implications for corporate leadership. Then,
donning Kevlar helmets and camouflage paint, the
senior bankers dive into the physical trials of a lead-
ership reaction course similar to the one the MBA
students experienced at Quantico. A series of de-
manding tasks—such as bridging a gap with little
time and few materials or slithering across a set of
wobbly, widely separated chains with no obvious

path—await them. The teams tackle problem after
problem, their ranks steadily depleting as individu-
als step on those deadly splotches of red paint.

An after-action review—the military’s lauded
method for assessing a mission to improve future
performance—is held as the participants motor back
to a company conference center. One of the senior
managers speaks forcefully. Too often at the bank,
he observes, managers are unfazed when colleagues
step on ared splotch, committing a career-damaging
mistake by, say, taking on too much risk. Many se-
cretly believe that their own careers will prosper as
others’ falter. But what is good for the individual
manager is not necessarily good for the company.
Mission must come first, self-interest last. Creating
company value, not the pursuit of private value, he
says, should drive leadership actions.

On the West Point combat course the bankers
learned the hard way to warn fellow “soldiers” about
the red paint. Only after several had already touched
the explosive devices and were taken out of action
did the lesson hit home. The bankers voiced a vis-
ceral need in the review session to build a more pre-
emptive culture at their own company. They came
home with a strengthened resolve to forewarn one
another when they are getting close to making a
career error, even when others’ errors may result in
their own gain.

Convey Strategic Intent

Make the objectives clear, but avoid
micromanaging those who will execute

on them.

With both company managers and MBA students, we
frequently visit a Civil War battlefield to learn from
the history of the armed services, not just its current
practices. The armed services have long termed such
experiences “staff rides.” Military officers in training
visit battlefields such as Gettysburg and Normandy
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to sharpen their strategic thinking by witnessing
how others exercised theirs during moments of great
significance.

In one case, we traveled to the Gettysburg battle-
field with 50 MBA students, a banker, a private equity
investor, and a battlefield guide. We gathered on the
hill that anchored the far-left flank of the Union army
line that formed on July 2, 1863, to defend against
the Confederate army. General Robert E. Lee’s men

ter what may come. The commander did not say how,
but he unequivocally conveyed what.

Within minutes of the order, the anticipated at-
tack commenced, and after two hours of intense
fighting, Chamberlain’s unit had nearly exhausted
itsammunition. He knew his position would soon be
overrun, but he also knew he must think creatively
if he was to carry out to his commander’s intent. In
the heat of combat he ordered a rarely used tactic

What is good for the manager is not always
good for the company. Mission must come
first, self-interest last.

had invaded the North to bring the Civil War to an
end on Southern terms, and President Abraham Lin-
coln had sent the Yankee army to prevent just that.
In the exercise, we relive the moment in which
a Union commander placed a subordinate officer,
Joshua Lawrence Chamberlain, and his 400 soldiers
at this end point of the Union line. The commander
told them, If the line is overrun by Confederate at-
tackers, the entire Union army will disintegrate. The
subordinate officer must hold the left flank, no mat-

We all roll up our sleeves.’ | like it, Jenkins

1
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of fixing bayonets on the soldiers’ empty muskets
and charging down the hill. The startling maneuver
turned the attackers around and saved the day.

Chamberlain received the nation’s highest mili-
tary recognition, the Medal of Honor, for his valor and
inventiveness. Our group stands on the very same
ground where he led the charge. As we visualize the
moment, we are reminded of just how important the
clear expression of strategic intent can be for achiev-
ing any mission. Without his commander’s compel-
ling communication of what must be done and with-
out the freedom to decide how to do it, Chamberlain’s
actions on that history-making hill might have taken
avery different turn.

Both the banker and the investor accompanying
the MBA students reinforced the message: Convey-
ing strategic intent is one of the skills essential to
aligning people across an organization to reach a
common goal—and leaders must then rely on the
people’s ingenuity for getting there.

AT WHARTON, we have turned to the armed services
to learn leadership precepts like these. Personally
observing microcosms in which we can appreciate
the precepts in action enables us to carry them with
us for application when we face our own times of
great ambiguity, urgency, and stress.

We fight very different battles in business. But
the armed services provide exceptionally powerful
schooling for engagements that are likely to make a
difference. By looking far afield, we can often better
see what is close to home. ©
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Stress-Test

Your Strategy
The 7 Questions to Ask

by Robert Simons

AN ECONOMIC DOWNTURN can quickly expose the shortcomings
of your business strategy. But can you identify its weak points in
good times as well? And can you focus on those weak points that
really matter?

A stress test—an assessment of how a system functions under
severe or unexpected pressure—can help you home in on the most
important issues to address, whatever the economic climate. By
asking tough questions about your business, you can identify
confusion, inefficiency, and weaknesses in your strategy and its
implementation.

As Peter Drucker once warned, “The most serious mistakes are
not being made as a result of wrong answers. The truly dangerous
thing is asking the wrong questions.” For the past 25 years I have
researched the drivers of successful strategy execution in a variety
of companies and industries. Through this work I have identified
seven questions that all executives should ask—and be able to an-
swer. Master this list, and you will keep the fundamentals of your
strategy execution on track.
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The questions may seem obvious, but the choices
they represent can be tough, and their full implica-
tions are not always immediately clear. The first two
questions compel you to set strict priorities. The next
two assess your ability to focus on those priorities by
designating critical performance variables and con-
straints. Questions five and six investigate whether
you are using techniques that will enhance creative
tension and commitment. The final question deals
with your ability to adapt your strategy over time.

Let’s take a look at each question, so that you can
see how you—and your strategy—measure up.

Who Is Your Primary Customer?
Choosing a primary customer is a make-or-break de-
cision. Why? Because it should determine how you
allocate resources. The idea is simple: Allocate all
possible resources to meet and exceed your primary
customer’s needs.

Consider McDonald’s, whose 32,000 restaurants
feed more than 58 million customers each day. The
company’s growth over its 50-year history has been
described as the greatest retail expansion in the his-
tory of the world.

What was the fast-food chain’s key to success?
A clear choice of a primary customer and an under-
standing of when that choice needed to change. In
the 1980s and 1990s, McDonald’s considered its pri-
mary customers to be not the people who ate in its
restaurants but multisite real estate developers and
franchise owners. By focusing most of its resources
on those customers through centralized real estate
development, franchising, and procurement func-
tions, it opened as many as 1,700 new stores a year.

But by 2003 same-store sales were declining.
Worldwide markets were saturated, and people were

The Seven Questions

Who is your How do your core

primary values prioritize

customer? shareholders,
employees, and
customers?
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tiring of the chain’s standardized fare. This crisis
prompted the new CEO at the time, Jim Cantalupo,
to make a tough decision: “The new boss at McDon-
ald’s is the consumer,” he announced.

The company’s subsequent changes in resource
allocation reveal the profound implications of this
decision. Consumers’ tastes differ widely by region
and throughout the many countries in which Mc-
Donald’s operates. To satisfy these varying tastes,
McDonald’s reallocated resources from centralized
corporate functions to regional managers, who were
encouraged to customize local menus and store
amenities. In the United Kingdom, McDonald’s now
serves porridge for breakfast; in Portugal, it offers
soup; in France, it sells burgers topped with French
cheese. The Paris design center provides franchisees
with nine different design options, allowing them to
customize the decor for their clientele.

As of last January, McDonald’s had delivered 81
consecutive months of increasing same-store sales
around the world. Its customer satisfaction scores
rose each year from 2005 to 2009 (they faltered
slightly in early 2010, as more upscale customers be-
gan to choose McDonald’s over pricier alternatives).
It’s no accident that McDonald’s was one of only two
companies in the Dow Jones Industrial Average to
end 2008 with a gain in stock price.

Unlike McDonald’s, many companies resist
choosing just one customer. Executives often at-
tempt to avoid the adjective “primary” by announc-
ing, “We have multiple customers.” This is a sure
recipe for underperformance. Allocating resources
to more than one customer results in confusion and
less-than-optimal service.

Trying to accommodate multiple kinds of cus-
tomers led to trouble at Home Depot. After taking

What critical What strategic
performance boundaries have
variables are you set?

you tracking?



Idea in Brief

How do you identify
the weakest parts of
your strategy? Ask-
ing tough questions
about your business—
seven key questions in
particular—will help
you understand where
confusion and ineffi-
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Have you identified a pri- finally, what questions keep
mary customer? Who is first you up at night, thinking
among your stakeholders— about how the future will

shareholders, employees, or ~ change your business?
customers? Have you nar-

rowed down which perfor-

mance variables you track?

Set critical boundaries? Do

you generate creative ten-

sion? Promote coordination

among your employees? And

over as CEO in 2000, Bob Nardelli concluded that
the consumer home improvement business was sat-
urated, and shifted significant resources away from
consumers in order to cater to professional contrac-
tors. Consumers would no longer be the primary cus-
tomers—but it wasn’t clear that professional contrac-
tors were filling that role, either. Home Depot laid off
customer service employees—the ones walking the
aisles in orange aprons at its 1,900 stores—and spent
the savings on an $8 billion acquisition spree, snap-
ping up 30 wholesale housing-supply companies.

The acquisitions nearly doubled company rev-
enue, but even so there weren’t enough resources
to meet the needs of two such different types of
customers (there never are), and neither group was
well served. During Nardelli’s tenure Home Depot’s
consumer satisfaction scores suffered the biggest
drop of any U.S. retailer ever. At the same time, the
wholesale supply operation was not getting the sup-
port required to obtain the efficiencies needed for a
low-margin business.

It took a new CEO, Frank Blake, to refocus the
business. In 2007 he announced that home owners

How are you
generating
creative tension?

< |

How committed
are your employ-
ees to helping each
other?

would again be the primary customers. Home Depot
sold its wholesale businesses, increased the number
of orange aprons on the floor, and rehired master
trade specialists to offer consumers how-to advice.
Consumer satisfaction scores and same-store sales
and profits have begun to rebound.

Of course, your choice of primary customer may
change over time—recall what happened at McDon-
ald’s. But you need to recognize that such a change
will probably require restructuring your business.

The flip side of maximizing resources for your
primary customer is that you should minimize the
resources devoted to everything else—including all
external stakeholders and all internal units that do
not create value for your primary customer. They
should receive enough to meet the needs of their
constituents, but no more.

How Do Your Core Values

Prioritize Shareholders,

Employees, and Customers?

Companies that execute strategy well define their
core values to reflect the relative importance of
shareholders, employees, and customers. Value

What strategic
uncertainties keep
you awake at night?
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Ask the Whole Team
The seven questions are intended to be You must pose the questions  Discussions must cascade

tools for Stimulating engagement. Everyone faci-.to-face.. L?ok me "T' the down the organization, not
o busi f the CEO to the f t eye” interaction is essential. stay stuck at the top. The
In your business, rrom the O theiron You cannot get real engage- tone you set will echo through-

line, must be actively involved in discus- ment remotely or by e-mail. out the business.
sions about the key factors that will enable  Youmust be able to see the
the successful execution of your strategy. subtle body language that can
. . tell you when to challenge,
Therefore, how you ask the questions is T i
crucial. These commonsense principles will  to offer encouragement and

help you involve your whole team.

statements that list aspirational behaviors aren’t
enough. Core values must indicate whose interests
come first when difficult trade-offs must be made.

At some companies, customers come first. At oth-
ers, it may be shareholders. At yet others, it may be
employees. There is no right or wrong choice. Each
choice is based on a different theory of value cre-
ation. But making one and communicating it effec-
tively are essential.

A case in point is Merck’s costly decision to
withdraw Vioxx, its blockbuster Cox-2 pain sup-
pressant, from the market. On September 24, 2004,
then-CEO Ray Gilmartin got a call from the head of
Merck’s research labs, informing him that the pre-
liminary results of an ongoing clinical study indi-
cated that Vioxx caused unexpectedly high num-
bers of heart attacks and strokes after 18 months of
continuous use. Gilmartin had three options: Merck
could carry the study through to its planned con-
clusion to gather more data. It could ask the FDA to
approve a “black box” label warning doctors and pa-
tients about the newly discovered risks. Or it could
take the drug off the market, forgoing $2.5 billion in
annual revenue.

On September 30—six days after the phone call—
Gilmartin convened a press conference to announce
the worldwide withdrawal of Vioxx. He explained
his decision by citing the company’s core value:

“Merck puts patients first.”

In contrast, Pfizer executives put shareholders
first when faced with a similar situation. After dis-
covering that Celebrex—the Cox-2 inhibitor Pfizer
acquired when it bought Pharmacia—sometimes
caused cardiovascular problems, they decided to
keep manufacturing the drug. But they did so re-
sponsibly, adding a black box warning that allowed
patients and doctors to make fully informed deci-
sions. Shareholders thus avoided losing billions of
dollars in profits.
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support.

A third option is to put employees first—a choice
that can actually keep customers and shareholders
content as well. As the former Southwest CEO Herb
Kelleher has argued, “If employees are treated well,
they’ll treat the customers well. If the customers are
treated well, they’ll come back, and the sharehold-
ers will be happy.” To drive this point home, Kelleher
regularly appeared in national newspaper ads under
the caption “Employees first. Customers second.
Shareholders third.” Other companies have made
and communicated a similar choice.

Each of these rankings worked because the com-
pany made a clear decision and implemented it
consistently. This is not always the case. Confusion
about core values was at the root of the recent Fan-
nie Mae debacle. Company executives, acting at poli-
ticians’ behest, dedicated $1 trillion to democratizing
home ownership by offering mortgages to disadvan-
taged customers. However, they were also trying to
maximize shareholder value. To boost short-term
profits, they built up and sold increasingly risky loan
portfolios—until the housing market collapsed, leav-
ing taxpayers with a $100 billion bailout bill.

What Critical Performance
Variables Are You Tracking?
Many managers complain that they’re overwhelmed
by how many things they’re asked to keep track of in
all-inclusive lists of performance measures. It’s not
uncommon for companies to create scorecards with
30, 40, or more variables, in the mistaken belief that
adding measures results in a more complete—and
therefore better—scorecard. Information technol-
ogy enables us to gather more and more data at lower
and lower cost. But we cannot keep tracking so many
variables. Effective managers monitor only a small
number—those that could cause their strategy to fail.
The problems generated by trying to track too
much data became evident at Citibank in the late



Your operating managers The debate must be about

are key to the process. Staff what is right, not who is right.
groups can play a useful role People should check titles and
in data input, facilitation, and office politics at the door. You
follow-up, but operating man- should encourage everyone
agers are the ones who can to take risks, state unpopular

commit to action and who are opinions, and challenge the

responsible for results. status quo.

1990s, after executives introduced a new scorecard

in their consumer bank. In addition to traditional

financial measures, the card included new metrics

for such things as strategy implementation and cus-
tomer satisfaction.

As one district manager was pondering the award
level for her top branch manager, conflicting signals
from the new scorecard stopped her short. Although
the branch manager had delivered outstanding fi-
nancials, his customer satisfaction scores were sub-
par. The system would not permit a full bonus unless
every measure was rated at par or above. Making an
exception for one person could destroy the integrity
of the system. But the branch manager might leave for
a competitor if the scorecard undervalued his contri-
bution. In the end his manager fudged the scorecard
to ensure that he received an acceptable bonus. Be-
cause of similar problems involving other employees,
the bank soon dropped the new scorecard.

Apart from avoiding this sort of dilemma, there
is a simple but often overlooked reason to measure
just a few variables: Management attention is your
scarcest resource. As you add metrics to your score-
cards, you incur an opportunity cost, in that people
have less time to focus on what really matters. Think
of Amazon, where inconvenience for buyers tops the
list of factors that could cause strategy to fail. Execu-
tives there focus relentlessly on making purchasing
as easy as possible: They concentrate on revenue per
click and revenue per page turn, not on long lists of
measures that have little to do with the customer’s
purchasing experience. At Nordstrom customer
loyalty is key, so executives keep their attention on
sales per hour and revenue per square foot. At Mar-
riott the crucial metrics are associate satisfaction,
guest satisfaction, revenue, and RevPAR (revenue
per available room).

There’s another reason to limit your focus: If you
add too many measures to your scorecards, you will
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You must root every discus-
sion in the challenge “What
are you going to do about it?”
Think of the seven questions

as a means to an end. Their
purpose is to inspire decisions
and, ultimately, action.

drive out innovation. In the old McDonald’s—the one
that prioritized franchise growth and standardized
food—field consultants visited each store to measure
its compliance with prescribed operating standards.
They analyzed 500 metrics, producing a 25-page re-
port on each store. With all the constraints imposed
by these measures, store managers had no opportu-
nity to innovate or respond to consumer preferences.
Standardized mediocrity was the result.

What Strategic Boundaries

Have You Set?

Every strategy carries the risk that an individual’s
actions will push the business off course. The risk in-
tensifies when managers feel pressure to hit growth
and profit targets.

There are two ways to control such risk: You can
tell people what to do, or you can tell them what not
to do. Telling people what to do helps assure that
they won’t make mistakes by engaging in unauthor-
ized activities. This is the prudent approach if safety
and quality are paramount concerns—if, say, you’re
running a nuclear power plant or overseeing a space
launch. In such cases you want employees to follow
standard operating procedures to the letter.

However, if innovation and entrepreneurial
thinking are important, you should follow a differ-
ent course: You should hire creative people and tell
them what not to do. In other words, you should give
them freedom to exercise their creativity—within
defined limits.

Steve Jobs followed this principle when he de-
clared that Apple would not develop a PDA. He later
argued that without such discipline, the company
wouldn’t have had the resources to develop the iPod.

“People think focus means saying yes to the thing
you’ve got to focus on,” he later said. “But that’s not
what it means at all. It means saying no to the hun-
dred other good ideas.”
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Setting clear boundaries also lets organizations
avoid the waste and risk that inevitably accompany
undisciplined growth. To take one dramatic exam-
ple, Wells Fargo weathered the 2008-2009 financial
crisis because it strictly forbade its employees to
venture into structured investment products and
low-documentation mortgage loans. Unlike most of
its competitors, Wells Fargo also refused to court fu-
ture business from Warren Buffett by lending money
to Berkshire Hathaway at below-market rates. This
decision actually won Buffett’s respect. “I got a big
kick out of that, because that was exactly how they
should think,” he told Fortune. “The real insight you
get about a banker is...what they don’t do. And what
Wells didn’t do is what defines their greatness.”

But remember: Boundaries are powered by
punishment, not rewards. You must be willing to
discipline—and fire, if necessary—anyone caught
stepping over the line. If you follow up forcefully
and consistently, word will travel throughout your
organization, reinforcing the importance of your
prohibitions.

How Are You Generating

Creative Tension?

As a business leader, one of your primary jobs is to
make outside market pressures felt inside your busi-
ness. This can motivate employees to think and act
like winning competitors, rousing them from com-
fortable ruts. The bigger your business, the more in-
sulated people are from market pressures, and the
more imperative this becomes.

Here is a menu of techniques that can generate
creative tension and spur innovation. In thisinstance,
unlike when defining a primary customer or ranking
your responsibilities, you needn’t choose just one;
choose whichever and however many are right for
your company. In fact, the more innovation you de-
sire, the more techniques you should consider.

Assigning stretch goals. The most common
way of motivating people to innovate is to set stretch
goals—sometimes called challenge goals or big hairy
audacious goals. Conducting business as usual or
making incremental improvements is not enough.
The only way to meet aggressive targets is to do
something completely different.

Ranking according to performance. Many
high-innovation organizations rank employees on
the basis of demonstrated performance. The rank-
ings affect who is promoted, who is placed on pro-
bation, and who is asked to leave. The challenge, of
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course, is to prevent the competition from becoming
negative and destructive.

GE’s Jack Welch is unapologetic when he argues
the merits of this approach. The ranking system at
GE was “very controversial,” he has said. “Weed out
the weakest....It’s been portrayed as a cruel system.
It isn’t. The cruel system is the one that doesn’t tell
anybody where they stand.”

You can take this approach a step further by rank-
ing the performance of teams and business units.
This will unquestionably produce adrenaline to com-
pete—and to innovate. Nike’s CEO, Mark Parker, likes
to fire up friendly rivalries by posting each footwear
division’s performance scores after every season.

“People see each other’s scores, and they huddle and
really look at how they can make it better next sea-
son,” he has explained.

Setting spans of accountability that are
greater than spans of control. If you want peo-
ple to innovate, try holding them accountable for
measures that are broader than the resources they
control. This is the well-worn path followed by every
successful entrepreneur, and you can use it to foster
entrepreneurial behavior within your business.

Tom Siebel, of Siebel Systems, understood this
principle well when he based his managers’ bonuses
on customer satisfaction measures, even though no
one manager controlled all the resources needed to
make a customer happy. His action forced the man-
agers to innovate their way to success. As one busi-
ness unit head put it, “To do my day-to-day job, I de-
pend on sales, sales consulting, competency groups,
alliances, technical support, corporate marketing,
field marketing, and integrated marketing commu-
nications. None of these functions report to me....
Coordination happens because we all have customer
satisfaction as our first priority.”

Allocating costs. The way in which you charge
corporate overhead costs can also stimulate creative
tension. Jamie Dimon, the CEO of JPMorgan Chase,
insists on full allocation of overhead—everything
from legal to marketing expenses—to the parts of
the business that use them.

The purpose here is twofold. The most obvious
goal is to generate accurate cost data. But often the
more important one is to motivate managers to be-
come actively involved in discussions about the
value of corporate services provided. When operat-
ing managers have skin in the game, they will gener-
ate ideas about how units can work together to do
things better, faster, or cheaper.
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One way to force employees to
think outside the box is to assign

them to a second box.

Creating cross-unit teams and matrix ac-
countability. Another way of forcing employees
to think outside the box is to assign them to a sec-
ond box. New perspectives emerge when people are
forced out of their routines. When they attend cross-
unit team meetings, employees not only serve as
emissaries for their home units but also return with
ideas and innovations from their new colleagues.

You can push this approach to an extreme by
adopting a matrix design, in which every manager
has two bosses. One may be a regional head, the
other a product market head. Everyone in the matrix
is then accountable for conflicting priorities. Many
global companies, including ABB, Novartis, and P&G,
have at one time or another used this approach.

As with each of these techniques, you must be
careful to balance the benefits and costs. On one
hand, you will generate creative tension as people
present and negotiate multiple points of view. On the
other hand, you risk having the added bureaucracy
slow down decision making. When P&G adopted a
matrix structure, global product leaders had to get
approval from the relevant regional head whenever
they wanted to introduce a new product. Too many
people had veto power. So in 2005 P&G abandoned
the matrix in favor of global business units.

How Committed Are Your Employees
To Helping Each Other?

Although you want your employees to achieve their
personal best, they must also work together toward
shared goals. To create the high levels of commit-
ment that requires, leaders must build an organiza-
tion that has the following four attributes:

Pride in purpose. If people are proud of their
organization’s mission, they will assume shared
responsibility for its success. The sort of pride em-
bodied in the Marine Corps slogan “Semper fidelis”
(“Always faithful”) is echoed in Merck’s “Putting pa-
tients first” and Amazon’s “Earth’s most customer-
centric company.” In each case the tagline inspires
and motivates members of the organization.

Group identification. Belonging to an elite or-
ganization is itself'a source of pride, one that carries
with it a sense of responsibility toward others in the
group. In the Marines (“The few. The proud”), the

first loyalty of every member is to the unit—to help-
ing those in it no matter what.

The same principle can apply to businesses. Em-
ployees of Southwest Airlines, for example, take
pride in a rigorous selection process that admits
fewer than 2% of the 100,000 annual applicants. To
reinforce their identification with the company, em-
ployees from different departments are encouraged
to interview job candidates and veto those they feel
would not be a good fit. Applicants who are hired
know they are part of an elite team whose members
go above and beyond to help one another.

Trust. When you trust your colleagues, you’re
willing to make yourself vulnerable—to put your
reputation on the line to support them. Trust is vital
if you want people to work collaboratively. At Nucor,
the industry-leading steel company, employees are
encouraged to propose innovations to improve ef-
ficiency. Nucor shares the resulting savings with its
employees, rather than increasing production tar-
gets. This policy has built trust among the workers,
who are confident that they and the executives are
working together toward the same goals.

Fairness. The final requirement for collabora-
tion is fairness. Disparities in compensation among
peers pose the most obvious challenge: Nothing is
more certain to kill the desire to help a colleague. In
themselves, inequities in pay are easy to fix; far more
insidious are perks signaling that those at the top are
more deserving than everyone else. To guard against
this danger, Southwest’s highest executives work out
of small interior offices that have been described as
only slightly nicer than janitors’ closets.

Vertical pay inequity is also an issue; if you want
people to commit to helping one another, you must
share rewards fairly up and down the organization.
Southwest has operated with a rule that executive
pay increases cannot be larger, proportionately, than
other employees’ raises. And in bad times executives
take pay reductions along with everyone else. An
industry analyst once calculated that as a result of
these practices, Southwest generated 10 times more
revenue for every dollar of executive compensation
than some of its big U.S. competitors.

If you want your employees to embrace your vi-
sion of shared success, you must be perceived as put-
ting fairness and equity above self-interest. When
Sam Palmisano took over as IBM’s CEO, he asked
the board to reallocate half of his bonus to the ex-
ecutives who would be leading his new, team-based
strategy. And early last year, when he announced
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that 250,000 IBM employees would be getting raises,
he added, “The executives won’t—but that’s fine. We
make enough money!”

What Strategic Uncertainties

Keep You Awake at Night?

At the root of every failed strategy is a set of assump-
tions about the future that eventually proved false.
We assumed housing prices would never fall simul-
taneously across the country. We assumed asset di-
versification would eliminate risk. We assumed the
migration to digital media would be slow and orderly.
We assumed customers wouldn’t accept fewer fea-
tures in exchange for a lower price.

Only three things in life are certain: death, taxes,
and the fact that today’s strategy won’t work tomor-
row. At some point your products will become obso-
lete, your customers’ tastes will change, or technol-
ogy will render your business model uncompetitive.
Today’s successes will be tomorrow’s old news. The
question is not if, but when.

To adapt successfully, you must constantly moni-
tor the uncertainties that could invalidate the as-
sumptions underpinning your current strategy. Your
entire organization must continually scan the com-
petitive environment for changes and send intel-
ligence up the line. And because everyone watches
what the boss watches, if you want your employees
to focus on specific issues, focus on those issues
yourself.

The most powerful way to signal what’s impor-
tant to you is to use your business control systems as
interactive tools. Pay close—and visible—attention
to the data they produce, and use them to generate
questions that will activate the search for informa-
tion throughout your business.

By using its P&L system interactively, Goldman
Sachs avoided the mortgage-backed securities de-
bacle that brought most of its competitors to their
knees. A Goldman executive has described the pro-
cess this way: “We look at the P&L of our businesses
every day. We have lots of models that are important,
but none are more important than the P&L, and we
check every day to make sure our P&L is consistent
with where our risk models say it should be. In De-
cember [of 2006] our mortgage business lost money
for 10 days in a row. It wasn’t a lot of money, but by
the 10th day we thought that we should sit down
and talk about it.” The talk quickly turned into ac-
tion: Goldman issued an order to reduce exposure
to mortgage-backed securities and hedge remaining
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positions against future losses. This early move al-
lowed the firm to prosper as competitors were forced
to liquidate.

Depending on your business, the system you
choose to use interactively could be a profit plan, a
new-business booking system, or a project manage-
ment system. Any performance measurement sys-
tem will do as long as it contains easy-to-understand
information, requires face-to-face interaction among
operating managers, focuses dialogues on strategic
uncertainties, and generates new action plans.

Once you’ve chosen a system, you must not
only ask your employees to challenge deeply held
assumptions, including your own, but also reward
those who have the courage to tell you bad news.
When Alan Mulally arrived at Ford as the CEO, he
discovered that executives were afraid of admitting
failure. Their presentations at Thursday morning
meetings highlighted only successes (color-coded
green), never problems (color-coded yellow and
red). Mulally asked how everything could be so rosy
when the company was losing billions. Mark Fields,
the head of the Americas division, finally gave a pre-
sentation noting technical problems with the new
Ford Edge. Everyone waited to see how the new
boss would react. “The whole place was deathly si-
lent,” Mulally recalled in an interview with Fortune.

“ThenI clapped, and I said, ‘Mark, I really appreciate
that clear visibility” And the next week the entire set
of charts were all rainbows.”

A Checklist for Executing Strategy
Executing strategy successfully requires making
tough, often uncomfortable choices based on simple
logic and clear principles. But we frequently avoid
making choices, in the mistaken belief that we can
have it all. Instead of focusing on one primary cus-
tomer, we have many kinds of customers. Instead
of instilling core values, we develop lists of desired
behaviors. Instead of focusing on a few critical mea-
sures, we build overloaded scorecards.

There is no magic bullet that can zero in on the
pitfalls of your business strategy. There is only one
route to success: You must engage in ongoing, face-
to-face debate with the people around you about
emerging data, unspoken assumptions, difficult
choices, and, ultimately, action plans. You and they
should be able to give clear, consistent answers to
the seven questions posed above. Only then can you
be confident that your strategy is on track. ©
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Finding Competitive
Advantage in
Adversity

Difficult business environments
can offer rich opportunities to

oft-repeated advice of Machiavelli: “Never waste the
opportunities offered by a good crisis.” Even as the
global economy lurches toward a new normal, long-
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entrepreneurs. by Bhaskar Chakravorti

onathan Bush saw the op-
portunity to dramatically
change how obstetrics
practices function. He and
his partner set out to build
amedical business whose
objective was to incorpo-
rate both traditional and
holistic care options for
mothers-to-be. Their as-
pirations were grand, and demand for their services
rapidly grew. But when reliance on slow-paying in-
surers strapped the practice for cash, Bush’s vision
got tangled in red tape.

In this failure, however, Bush envisioned what
would ultimately become his truly innovative busi-
ness idea: a health care IT service that spares its cli-
ents bureaucratic purgatory. That service, athena-
health, is now a $189 million business.

Unlike many managers whose instincts are to
hunker down and play it safe during difficult times,
entrepreneurs like Bush hear a call to action in the

term crises demand solutions in a variety of domains:
geopolitics, the environment, health care, education,
infrastructure, poverty and inequity juxtaposed
with rapid growth, and broken business models in
multiple industries. In fact, instead of the waves of
expanding frontiers that defined the 20th century,
constraint and restraint may define the 21st.

For entrepreneurs with an eye for counterin-
tuitive solutions, extreme problems and seemingly
insurmountable adversity can be a crucible for cre-
ativity and business-model innovation. In studying
hundreds of companies that were created or rein-
vented in difficult circumstances of many stripes,
I have identified four key types of opportunities that
innovative entrepreneurs see and seize upon in a cli-
mate of extreme adversity. Those who face today’s
tumultuous business environment can learn from
their example. First, let’s learn about the business
climate of adversity.

Adversity as a Context for Business

Considerable evidence shows that periods of ex-
treme adversity foster innovation and the building of
companies. For example, 18 of the 30 firms currently
on the Dow Jones Industrial Index were founded
during economic downturns. The Kauffman Index
of Entrepreneurial Activity showed that the rate of
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new-business creation was higher during the deep-
est part of the 2009 recession than it had been in the
14 previous years, including the 1999-2000 technol-
ogy boom.

Moments of crisis have historically served as a
powerful impetus for innovation, whether a Manhat-
tan Project, a moon shot, or industry-transforming

“green” consciousness and its related initiatives. The
entrepreneurs who thrive in the face of adversity are
a different breed from those who flourish when re-
sources are unlimited, such as in Silicon Valley dur-
ing the 1990s.

What are the factors that distinguish entrepre-
neurs, corporate innovators, and investors who
successfully harness adversity to gain competitive
advantage? My research has shown that they tune
in to the particular opportunities that characterize
challenging times. Unmet need and high entry bar-
riers clearly help to thin out the competitive field,
but that’s also true for other entrepreneurial circum-
stances. I instead focus on the opportunities that
are unique to situations of adversity and to success
in such times. Ilabel the opportunities according to
how adversity-attuned entrepreneurs act on them—
something they do quickly.

OPPORTUNITY 1
Match Unneeded Resources
To Unmet Needs

dversity comes in many forms—acute, cy-

clical, long-term, and systemic. It some-

times affects individuals or single firms;
other times it cuts across a wide swath of entities.
However, its pathology is consistent: Adversity
constrains a key resource, which then depresses de-
mand, supply, or both. That gives rise to unmet need
and releases other resources that become redundant.
An opportunity emerges for inventive entrepreneurs
who can reroute the redundant resources to fill the
unmet need.

Consider, again, Jonathan Bush. He was commit-
ted to having an impact in health care, but it didn’t
happen right away. He drove an ambulance as an
EMT, took a break from college to become an army
medic after the launch of Operation Desert Storm,
and eventually raised $1.6 million (with Todd Park, a
former colleague from Booz Allen Hamilton) to buy
a San Diego obstetrics practice in 1997.

The partners found that both government and
private health insurers would take weeks or months
to reimburse the practice, which had little negotiat-
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ing power, for patients’ medical claims. Indeed, phy-
sician practices everywhere were struggling with
outmoded forms of capturing and storing patient
information on paper and Dictaphones. The indus-
try structure and interlocking behaviors across the
health care delivery chain had cemented a highly
inefficient status quo.

Despite growing revenues, Bush was running out
of cash and had to shut down the practice. Buthe and
Park recognized an opportunity in a web-based ser-
vice, called athenaNet, which they had developed to
keep track of patients and their constantly changing
insurance information. In 1999, they switched from
being a clinical service to deploying athenaNet as a
billing tool that would help physicians manage their
revenue cycles more efficiently and track changes in
insurance rules and provisions. The new company,

Entrepreneurs who

identify unlikely candidates

are able to get a leg up.

athenahealth, became a pioneer in revenue-cycle
management tools delivered over the internet. It
subsequently used its web-based assets to deliver
electronic health-records capabilities to its clients
and, thereby, also address their need for informa-
tion efficiency.

The company turned profitable after 2004, when
revenues were $36 million, and went on to earn
$189 million in 2009. Athenahealth’s physician base
has grown 30% per year since 2005, with a 97% reten-
tionrate. It has the largest, most comprehensive, con-
tinually updated database on payer-reimbursement
rules—the key drivers of claims payments and de-
nials—in the United Sates. It also has consistently
ranked number 1 or 2 in several key ambulatory and
billing scheduling categories. Athenahealth stands
alone in the field as the only internet-based provider
of such services and was named among Fast Com-
pany’s 50 most innovative businesses for 2010.

Athenahealth ingeniously repurposed a resource
made redundant by adverse circumstances to meet a
basic need that the adversity had exposed. It’s a phe-
nomenon that other sectors have witnessed as well.
For example, once-redundant polysilicon has been
repurposed by a host of solar energy entrepreneurs.
And nascent IT companies in India redeployed plen-
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Crisis breeds opportunity, as
the history of business shows
in spades. The most innova-
tive entrepreneurs know how to
turn adversity into competitive
advantage.

Capitalizing on adversity means
finding solutions in unlikely
places: resources that nobody
seems to need, people and
partners who don’t fit the usual
bill, elegantly small answers to

The innovators who succeed as
the “new normal” takes root will
be those who discover opportu-
nity in the seemingly inopportune.
Call them the “new abnormals.”

big dilemmas, and multidimen-
sional platforms that transcend
narrowly defined products.

tiful, underutilized, highly trained programmers
to respond to the Y2K crisis. Both of these experi-
ences became foundations for the growth of major
industries.

OPPORTUNITY 2
Round Up Unusual Suspects
dversity is also characterized by missing or
inadequate elements at critical points in
the business system. These may include
key inputs, capital, technologies, or partners in the
supply, distribution, and marketing chains. Entre-
preneurs who can creatively identify unlikely, alter-
native candidates are able to get a leg up. However,
the art of aligning the incentives of an unorthodox
coalition and maintaining equilibrium among the
members is no small challenge.

Some people, such as investment banker Igbal
Quadir, manage to do it. He set out to pursue an out-
rageous vision: bringing universal telephone service
to his native Bangladesh, which in 1993 had only
one phone per 500 people. One of the world’s most
resource- and infrastructure-poor countries, Bangla-
desh also had 80% of'its population dispersed across
86,000 villages. Quadir was obviously facing gaps in
the supply, distribution, and marketing chain suf-
ficient to kill the best of business plans. How could
he possibly implement wireless technology in a cost-
efficient way and then market affordable service in
this context?

Quadir’s real inspiration came when he realized
that success would require enlisting the unlikeli-
est of allies. To benefit from economies of scale,
he sought GSM (global system for mobile) digital-
wireless technology as the cheapest long-term solu-
tion, even though it would be the most expensive at
the outset. This took him across the world to Telenor,
the Norwegian telecommunications company that is
a global leader in GSM.

To scale up sufficiently, Quadir had to solve two
additional problems. On the demand side, closing
the marketing and distribution gaps meant turning
to another unlikely ally, Grameen Bank, the micro-
finance pioneer that had a deep network among rural
women in Bangladesh. Quadir saw an opportunity to
repurpose the Grameen business model by encour-
aging the women to do business in telephones rather
than cows and then use the money they made to pay
back their microloans from the bank. On the supply
side, Quadir had no assurance of interconnection
facilities, which would be a barrier to Telenor’s at-
tempt to stitch together a nationwide network. To
overcome the obstacle, Quadir turned to a third un-
usual suspect: Bangladesh Railway. The dark fiber
along its tracks could be activated to provide the
interconnection.

Each player was motivated by the appeal of par-
ticipating in a new growth opportunity that used ex-
isting capacity and technology. Without the simul-
taneous involvement of the others, however, each
ally might have backed away. In effect, the unusual
suspects’ interlocking incentives had been exqui-
sitely aligned. By orchestrating a counterintuitive
coalition, Quadir has made his venture, Grameen-
phone, the largest telephone provider in Bangladesh
today. One in three Bangladeshis now has access to
aphone.

Other entrepreneurs have taken different ap-
proaches to breaking from industry orthodoxy by
seeking out unlikely partners. Take R.P. Eddy, whose
clients needed on-the-ground research on hard-to-
access markets, such as Iraq. Eddy did not have
the capability to send analysts there, so instead he
recruited a network of local in-country experts as
open-source analysts. The consulting firm, Ergo, was
thus born using a radically new model. Alternatively,
others have turned to contests and prizes to harness
the skills of previously unknown allies to address

November 2010 Harvard Business Review 105


http://HBR.ORG

FINDING COMPETITIVE ADVANTAGE IN ADVERSITY

Adversity: A Disruptive Ingredient
For Corporate Innovation

Cadbury in India

Cadbury found opportunity in its pre-
dicament as a purveyor of chocolate
in the hot climates of southern Asia,
where the product melts easily. A
new innovation platform was born:
Cadbury Bytes and Chocki, added to
the familiar Eclairs. Each product has
melted chocolate in its core but is not
vulnerable to hot outdoor tempera-
tures. The innovations have been very
successful in India, and their popular-

For established companies, adversity
engenders urgency, focus, and an
efficient harnessing of resources in
the service of innovation and growth.
Consider the examples of Cadbury
and P&G.

ity is spreading globally.

incredibly tough situations of adversity. According to
arecent McKinsey study, the total value of all prizes
worth $100,000 or more has grown 15-fold over the
past 35 years. Before 1991, 98% of these prizes were
for recognition; since then, 78% have been awarded
for problem solving.

OPPORTUNITY 3
Find Small Solutions
To Big Problems

he more severe the adversity, the harder it

is to change the status quo. Comprehensive

solutions that require many changes can ap-
pear to be dead on arrival, leaving only tiny cracks
as points of entry to break the mold. The message
for the intrepid entrepreneur: Small innovations can
be huge. First, they are potentially more affordable
and can be produced with less initial outlay. Second,
they economize on features and complexity and may
be just good enough to fulfill an unmet need. Third,
their size can help minimize environmental effects
or other negative externalities. Finally, they may be
easier to integrate into the current model, with only
minimal adjustments. In fact, four characteristics
that, according to Trendwatching.com, define fu-
ture consumer priorities may be the tiny cracks to
look for: affordability, simplicity/convenience, sus-
tainability, and design informed by local knowledge
about product usage. Small solutions that fit within
these tiny cracks represent major opportunities.

A case in point is Cameron Powell, an obstetrician

in San Antonio, Texas, who faced a common prob-

lem in his field: potential liability related to failures
in communication between the physician and the
nursing staff at the expecting mother’s bedside. The
structural obstacle was that obstetricians are usually
on the move—from the office, to the ER, to various
hospitals—making continuous bedside coverage
cost-prohibitive.

When software engineer Trey Moore asked Pow-
ell to wish for his fantasy smartphone application,
Powell realized that being able to see the baby’s
heart tracing and the mother’s contractions any-
time, anywhere would be a huge help to him and his
staff. Powell and Moore figured that avoiding even
a single lawsuit, with a median $2.5 million award,
could make the investment worthwhile to a health
care provider. Together they founded AirStrip Tech-
nologies, whose first product was a smartphone app
called AirStrip OB. The app was easy to install on de-
vices that physicians were already carrying, required
very little behavioral change from users, and would
be offered to hospitals on a software-as-a-service
model, thereby minimizing their monetary commit-
ment. In short, Powell had found a small solution to
avery big problem.

AirStrip OB was celebrated by attendees at the
Apple Worldwide Developers Conference in 2009,
where only eight apps were chosen to be presented.
Since then, more than 100 hospitals have adopted it.
Among a highly select handful of inventions in wire-
less health care, it has been lauded by “rock star car-
diologist” Eric Topol and David Pogue, technology
columnist for the New York Times.

An unused billing tool from a failed
obstetrics practice was transformed into

a $189 million business.
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Mr. Clean Car Wash

As the Great Recession of 2008
brought new pressures on P&G, the
company allied itself with an unusual
list of suspects who had been dis-
placed from their employment and
were looking for new businesses to
start up. This human resources op-
portunity coincided with several un-
met needs in the market: consumers

nities that value water conservation.
The collective result: P&G franchised
its 51-year-old Mr. Clean brand to
individual car wash entrepreneurs
and launched a national chain,

Mr. Clean Car Wash. This small entry
into service innovation for P&G could
lead to other national franchises that
leverage P&G’s vaunted brands.

HBR.ORG

seeking affordable luxuries in a tough
economy, aging Baby Boomers prone
to outsourcing services, and commu-

Small innovations such as AirStrip OB aim for ma-
jor breakthroughs in contexts of extreme adversity.
They are not designed simply to make incremental
change and are proving to be part of a broad global
trend. We now have, for example, cheap and space-
efficient sachet packaging of consumer goods in
developing markets; microfinance or software-as-a-
service to fit limited business budgets; smartphone
apps and Twitter for mobile consumers with frag-
mented attention capacity; and frugally engineered
products (from vehicles to appliances to health
care items) that ensure affordability and access in
the fastest-growing markets, which still face much
adversity.

OPPORTUNITY 4
Think Platform, Not Just Product

n general, the underlying factors that constrain

one situation of adversity also constrain others.

This offers an opportunity to invest in a meta-
solution that can address several unmet needs simul-
taneously, either in multiple market segments or var-
ious product markets. The multifaceted character of
the opportunity also hedges the entrepreneur’s risk
and helps the venture grow beyond the initial point
of entry. Clearly, entrepreneurs can expect varying
levels of success, but the broader the venture’s reach
is, the greater the value to be unlocked. The profit
potential comes from the capacity to enhance the
business model at three possible leverage points:
customer value, cost management, and growth-
vector creation.

Fred Khosravi and Amar Sawhney are an ex-
cellent example of a team who thought creatively
about platform. Described by In Vivo as the “dy-
namic device development duo,” these biomedical
entrepreneurs banded together to create Incept.
They wanted the company to have no physical of-
fices, only two or three employees, and an annual

budget of less than $1 million. But Incept was a pow-
erhouse. It held the rights to a “secret sauce” that
would be responsible for nine start-ups in 11 years
(none of them failed). Of the three spin-offs from
these companies, the first, Confluent Surgical, was
sold to Covidien for $245 million. The sauce was hy-
drogel, a harmless and highly versatile biodegrad-
able polymer.

Sawhney, the inventor of hydrogel technology,
foresaw many applications, each solving a dilemma
for physicians who performed complex or minimally
invasive surgeries in medical specialties as varied as
cardiology, gynecology, neurology, and ophthalmol-
ogy. Current uses now include sealing organs and
other parts of the anatomy (such as the lungs, brain,
spinal cord, and blood vessels) that are at risk for
leakage during surgery. Hydrogels can also be used
to separate a damaged organ from an adjacent organ
in order to avoid interference with healing.

The duo had clearly tapped into an opportunity
with long-term potential for improving surgical pro-
cedures. Hydrogel technology was a true platform
that could be applied to many parts of the human
anatomy and, therefore, in multiple surgical “mar-
kets.” Ordinarily, venture capitalists and acquiring
companies invest in a business whose core tech-
nologies are bundled with the products they sell in
specific markets. Sawhney and Khosravi resisted
convention, however, and focused on keeping the
platform—and a stream of applications to address
multiple problems—alive. They knew that bundling
the hydrogel technology with its application could
allow an acquiring company to own it, apply it only
in a narrow market segment, and not use its full
potential. Instead, they organized Incept so that it
would own the patents on the hydrogel technology
and license them to independent spin-off compa-
nies that Incept would incubate. It was a novel risk-
management plan: an entire portfolio of application
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Opportunity
In Adversity

Use these five ques-
tions to help you
unearth the compet-
itive advantage that
adversity can offer:

1. What underlying
customer needs in your
target market are being
curtailed by adver-
sity? Have new needs
emerged because of the
adverse circumstances?

2. Look broadly across
your business and in
completely unrelated
areas. What resources—
products, people, ma-
terials, technologies, or
intellectual property—
are being displaced or
underutilized because of
the adversity?

3. Can you see a way to
use resources from your
answers to question 2 to
fulfill a need you identi-
fied in question 1?

4. What is the minimum
change that custom-
ers or your value chain
require to adopt your
offering? Then, what
subsequent changes are
likely, and how far could
the adoption spread?

5. Can you repeat your
success with questions
110 4 in additional
markets, such as new
customers or new
products?
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Incept held the rights to a versatile polymer
that gave rise to nine start-ups in 11 years.

spin-offs targeting different markets but centered on
a common core technology.

The notion of platforms need not be limited,
though, to technologies and processes. Consider
the case of the performance act Blue Man Group. As
artists, they found the 1980s to be a particularly de-
pressing decade. In New York City’s Central Park in
1988, they performed “Funeral for the *80s,” during
which they buried a Rambo doll and a piece of the
Berlin Wall. For two decades since that unique debut,
they have drummed, splashed paint, caught gum-
balls with their teeth, and smothered their audiences
in toilet paper. The formula for the act was nothing
short of a creative mission. Now that they are older
and have children, the members of the group have
turned their creative attention to another institution
they find depressing: primary school education. They
founded an alternative elementary school, called the
Blue School, predicated on the same mission-driven
platform as that of their original entertainment busi-
ness: “to inspire creativity and connect people with
their primal exuberance.”

A New Twist on Adverse Selection

To ground your thinking about the benefits that
adversity can offer, go back to Michael E. Porter in
The Competitive Advantage of Nations: “Competitive
advantage emerges from pressure, challenge, and
adversity, rarely from an easy life.” Necessity, cou-
pled with four key opportunities, can indeed be the
mother of some serious inventions.

During the 20th century, many breakthroughs
took us to uncharted and unimagined territory.
But now we are discovering their unintended con-
sequences: unbalanced growth and self-limiting
orthodoxies, which may well be the predominant
features of the decades ahead. For example, the
once-booming high-tech and auto industries are now
in search of radically new business models to avoid
obsolescence. Widespread discovery and use of
nonrenewable resources are revealing their true en-
vironmental and geopolitical consequences. Health
care innovations bred unsustainable cost structures,
demographic imbalances, and limitations in phar-
maceutical and health care delivery. Globalization

November 2010

has created myriad challenges of rapid growth in un-
evenly developed economies (such as Brazil, China,
and India) and the potential that regional crises will
spread throughout the world. And financial inno-
vations led to uncontrolled speculative bubbles in
some sectors. In the past few years alone, we have
experienced some of the effects, including the Great
Recession and its still-uncertain recovery, an unprec-
edented crisis with the euro, and the largest acciden-
tal oil spill in history. Clearly, the “new normal” is not
short on adversity.

None of this will weaken entrepreneurship and
innovation. The “new abnormals”—the entrepre-
neurs who survive—will be those who harness the
competitive advantage of adversity. The present
century holds a treasure trove of bottlenecks, con-
straints, and other major difficulties that will be with
us for a long time. It would be a shame if—as entre-
preneurs, managers, and investors—we were to let
such an abundance of serious crises go to waste. ©
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“Remember, time management
is very important for us.”
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Don’t let your competitors control what

“sustainable” means in your industry.
by Gregory Unruh and Richard Ettenson

110 Harvard Business Review November 2010

RIGHT NOW SOMEBODY, somewhere, is de-
fining what sustainability means for your
industry, business, and products. Almost
everywhere you look—textiles, commu-
nications, agriculture, autos, high tech—
green competition is shifting from a race
tolaunch ecofriendly products to a battle
over what constitutes a green product in
the first place. The definition can vary
from one industry, business, or product
class to the next. But whatever your busi-
ness, if you’re not engaged in the debate
and in shaping the rules, you risk being
assessed against sustainability standards
you can’t meet. Worse, you may be left

behind by a shrewd competitor that has
strategically positioned itself as a certi-
fied paragon of the new green ideal.

Producing sustainability standards
is a multiplayer melee we call the green
frenzy, because it is like a feeding frenzy
in the wild—a tooth-and-claw competi-
tion among a growing pack of stakehold-
ers including environmental activists,
think tanks, bloggers, industry associa-
tions, consultants, and your rivals, all
clamoring to establish and impose their
own green standards.

In the coffee industry, for example,
more than a dozen standards currently

PHOTOGRAPHY: STEPHEN WEBSTER
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WINNING IN THE GREEN FRENZY

compete, affecting everything from pesticide use
to workers’ housing to bird friendliness. (Just one
of these, the Rainforest Alliance sustainable agri-
culture certification for coffee production, has some
100 criteria.) Each of the various standards has a
constituency working to define the benchmarks for

“sustainable coffee.” Some are backed by nonprofits
such as the Audubon Society and TransFair, others
by companies such as Starbucks and Nestlé.

How should companies confront the green frenzy?
Aspart of our research on green-product strategy (see

“Growing Green,” HBR June 2010), we’ve developed
a framework based on in-depth case studies and in-
terviews with leaders in sustainability stakeholder
groups. As we explain below, how you engage de-
pends on your company’s capabilities, the competi-
tive landscape, and, most important, the degree of
sustainability standardization in your industry.

In our experience, executives are of two minds
regarding sustainability standards. Some view them
as distractions from the important work of running
a business and avoid the discussion altogether. But
that won’t make the standards go away, and sim-
ply claiming you’re green when you’re not destroys

Like a feeding frenzy in the

wild, the green frenzy is a tooth-
and-claw competition among a
growing pack of stakeholders.

credibility. Other executives want to engage in the
standard-setting process but are uncertain where or
how to begin.

Our recommendation: Leverage opportunities to
position your company as an influential—or, better,
dominant—force in the green-standards battle. Be-
fore choosing a strategy to accomplish that, you’ll
have to make assessments in two areas, one exter-
nal and one internal. The former involves reviewing
existing sustainability standards in your industry,
the issues surrounding them, the forums in which
they’re discussed, and the roles of key stakehold-
ers—including competitors—in driving the debate.
Your aim is to determine how much standardization
exists in your industry and what opportunities you
have to engage in or even reshape the sustainability
discussion.
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For the internal assessment, evaluate your or-
ganization’s green capabilities, including technical
competencies; its ability to generate superior green
innovations in products and operations; its credibil-
ity as a green company; and current or potential part-
nerships. The central question you need to answer is

“Do we have the right resources and competencies to
set the sustainability pace for our industry?”

Four Strategies to Choose From

Once you understand both the situation in your in-
dustry and your company’s capabilities, you can de-
termine which strategy is best: (1) adopt the existing
standards; (2) co-opt and modify them to suit your
capabilities and processes; (3) define standards for
your industry; or (4) break away from existing ones
and craft your own. (See the exhibit “Assess Your
Possibilities.”)

ADoOPT. If your industry has well-established
standards and your sustainability capabilities are
minimal, you should probably employ this strategy.
Consider the situation in the building sector, where
the opportunity to set standards has largely passed
because the market and stakeholders—including
builders, nonprofits, and governments—generally
agree that LEED (Leadership in Energy and Environ-
mental Design) certification constitutes the defini-
tive standard. That has important implications for
architects, designers, construction companies, sup-
pliers of office-interior products, and a host of others.
Because the LEED rating system offers four levels of
certification—certified, silver, gold, and platinum—
that depend in part on greener building materials and
furnishings, suppliers are scrambling to maximize
their products’ LEED scores.

Likewise, suppliers to Wal-Mart, Tesco, McDon-
ald’s, and even the U.S. government are pressed to
adapt their operations and offerings to meet the
standards set by their major customers. In July 2009
Wal-Mart announced plans to develop a worldwide

“sustainable product index” for everything it sources
from its more than 100,000 suppliers. The index
measures product-related energy use and waste
and evaluates impact on natural resources and com-
munities. Many companies will have no choice but
to adjust their supply chains and operations if they
want their goods to remain on Wal-Mart’s shelves.

Companies that adopt industry standards should
not underestimate the strategic value and market-
place advantage this option can give them. Adhering
to Wal-Mart’s sustainable fisheries standards made



Green competition is shift-
ing from a race to launch
ecofriendly products to a
battle over what actually
constitutes a green product.
Unless you’re engaged in

the debate and in shaping
the rules, you risk being as-
sessed against sustainability
standards you can’t meet.

Successful companies lever-
age opportunities to become
an influential or dominant
force in the green-standards
battle. That requires un-
derstanding the standards
that exist in your industry
and also your own green
capabilities.

HBR.ORG

Once you have that under-
standing, you can determine
which of four strategies

is best for your company:

(1) adopt the existing
standards; (2) co-opt and
modify them to suit your
capabilities and processes;
(3) define standards for your
industry; or (4) break away
from existing ones and craft
your own.

The Fishin’ Company a trusted partner in its custom-
ers’ sustainability efforts. It became Wal-Mart’s larg-
est sustainable seafood supplier, winning unprec-
edented purchase orders and long-term contracts.
And adopting industry standards need not make you
abystander in the debate. On the contrary, adoption
legitimizes your participation as your industry’s sus-
tainability standards evolve.

c0-0PT. Green standards may be far along in the
building sector, but the frenzy is just starting in most
industries. The noncorporate stakeholders that are
engaged in standard setting all want to see their own
standards widely adopted—which means they need
to find corporate partners to champion the stan-
dards and commercialize them. That fact gives com-
panies an important but limited window in which to
co-opt the standards of a credible sponsor—to ne-
gotiate modifications that will accommodate both
commercial realities and social and environmental
considerations.

The banana producer Chiquita forged such a part-
nership with the Rainforest Alliance, an NGO that
had long criticized Chiquita and its competitors, in-
cluding Dole and Del Monte, for the environmental
and social problems associated with banana produc-
tion. In the early 1990s RA developed sustainability
standards for rain forest banana farms and shopped
them to the major banana companies. Only Chiquita
agreed to pilot the standards, and thus began a long
collaboration to bring its farms into accord with them.
RA representatives worked with Chiquita to find
innovative ways of achieving the standards’ goals
while meeting the company’s commercial needs.
The process of boosting its green credentials helped
Chiquita in other ways as well. By incorporating op-
erating discipline and other business criteria, Chi-
quita’s implementation of the standards increased
farm productivity by 27% and reduced costs by 12%.
The company also improved employee satisfaction—

and in 2004 it received the OAS Corporate Citizen of
the Americas Award.

Starbucks has pursued several green-standards
strategies, including co-option. Looking to green its
retail stores, the company recognized that although
LEED standards dominated the green frenzy for new
buildings, they were less well developed for exist-
ing structures and failed to account for the unique
challenges of greening them. So Starbucks partnered
with LEED to develop and implement a certifica-
tion protocol for green retrofitting. The adaptations
brought Starbucks recognition for its greening ef-
forts while advancing LEED standards in a new mar-
ket segment.

DEFINE. Some companies find that their industry
has either no established standards or no consensus
across competing standards. If it has the necessary
capabilities and clout, a company may set out to cre-
ate industry standards. Success requires specialized
knowledge, competency in dealing with sustainabil-
ity issues, credibility among savvy stakeholders, ef-
fective communication, and willing partners. Indeed,
partnership with an NGO, a university, or some other
reputable authority is often fundamental to an effec-
tive strategy.

There are compelling reasons to try setting your
own standards. For example, certification protocols
are often written by activists who have particular
concerns. In the coffee industry, Fair Trade certi-
fication focuses on establishing a minimum price
for growers, whereas the Audubon Society aims to
protect migratory-bird sanctuaries. From a business
perspective, of course, sustainability lies in finding a
strategic balance among social, environmental, and
commercial goals. Activists may assert that commer-
cial success is part of the equation, but for them it
usually takes a back seat. And many activists have
little understanding of particular companies’ busi-
ness issues and capabilities.
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Assess Your Possibilities

Your responses to the two sets of questions below
the figure will help you choose a strategy for win-
ning in the green frenzy. The more times you answer

“yes” in column one, the farther to the right you are
on the figure’s horizontal axis. The more times you
answer “yes” in column two, the higher you are on

the vertical axis.

COMPANY CAPABILITIES

LOW

HIGH
DEFINE BREAK AWAY

HIGH

INDUSTRY STANDARDS

THE CURRENT STATE OF
INDUSTRY STANDARDS

Do standard-setting
forums exist in our indus-
try or product class? y/N

If competing standards
exist, is there agree-
ment on the issues they
address? y/N

Have our competitors
adopted existing
standards? y/N

Have governments
proposed or supported
specific standards? y/N

Have the marketplace and
customers accepted spe-
cific standards? y/nN

YOUR COMPANY’S ABILITY
TO CREATE STANDARDS

Do we have the techni-
cal expertise needed
to develop credible
standards? y/N

Do we have the R&D and
product-development
assets for sustainability
innovation? v/N

Can we influence
members of our supply
chain to become more
sustainable? y/N

Do we have good rela-
tionships with credible
third-party sustainability
organizations? v/N

Do we have buy-in from
customers and other
stakeholders? y/n
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Starbucks initially chose to establish its own
standards for sustainable coffee. The company felt
that coffee quality, which is essential to the brand,
was poorly addressed by the existing standards. So
in 2004 it created the Coffee and Farmer Equity
(C.A.F.E.) Practices, which support both coffee
quality and equitable sourcing goals. To enhance
C.A.F.E’s credibility, Starbucks enlisted Scientific
Certification Systems, a respected third-party stan-
dards consultancy, as its global partner.

At about the same time, Nestlé partnered with
the Rainforest Alliance to launch the AAA Sustain-
able Quality Program for its high-end Nespresso
brand coffees. Like Starbucks, Nestlé wanted both
high-quality coffee and greater sustainability. Both
companies are working with external stakeholder
groups to build critical mass around their own stan-
dards. Nestlé’s Coffee Forum, for example, has ex-
panded to include the International Finance Corpo-
ration, INCAE Business School in Costa Rica, several
sustainability consultancies, and more than half a
dozen coffee suppliers.

Cutting through a clutter of proliferating stan-
dards requires investing in partnerships, develop-
ing trust, exerting political influence, and managing
conflict, among other leadership challenges. But
Starbucks and Nestlé are seeking to establish the
benchmarks against which their brands—and poten-
tially their competitors’ as well—will be judged.

To date, sustainability has not been a relevant
differentiator in the pay-TV industry, but DISH Net-
work is attempting to change that. As the number
three brand in the category, facing brutal competi-
tion from market leaders Comcast and DIRECTYV, the
company hopes to generate competitive advantage
by defining the green standards for its sector. To this
end, it is seeking ways to leverage the environmental
friendliness of its satellite network relative to cable
and telecom infrastructures and is looking into alli-
ances with and endorsements from credible sustain-
ability partners.

BREAK AWAY. What can a company do if it’s con-
fronted with established standards that don’t play
to its strengths, are inconsistent with its strategy, or
actively undermine its competitiveness? We know of
only a few organizations that have gone on the of-
fense when faced by such a challenge, but we sus-
pect that more will do so as bystander companies
are increasingly blindsided by new standards. Apple,
for example, confronted this problem in its typically
iconoclastic way.
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about this article? The authors will respond to
reader feedback at_hbr.org.
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Although it had positioned itself as the revolution-
ary leader in its industry, in 2006 Apple found itself
glaringly out of step with the sustainability move-
ment. In August of that year Greenpeace released its
sustainability rankings of computer manufacturers,
and Apple was conspicuously near the bottom of
the list. At first the company dismissed the rankings,
saying, “We disagree with Greenpeace’s rating and
the criteria they chose.” Analysts initially viewed
that reaction as simple defensiveness. But a deeper
strategic move was under way. Apple subsequently
turned the tables on Greenpeace by calling its crite-
ria not green enough and pledging to set a new and
higher standard for green computing. In short, it out-
greened the greens.

Apple contends that Greenpeace and, more im-
portant, its own high-tech competitors are ignoring
the most blatant environmental impact of comput-
ers: the energy they consume and the carbon emis-
sions they generate. In classic style, CEO Steve Jobs
said the rankings were “like asking a cigarette com-
pany how green their office is.” By expanding the
definition of sustainability to include product use,
Apple aims to break away from the existing standards
and highlight a dimension—power conservation—
on which it can excel. The initial results of'its efforts
can be seen in the performance of the iPad, which
is so energy efficient that one T. Rowe Price analyst
compared its battery life to “black magic.”

A gambit like Apple’s will work only if the pro-
posed new standards are measurable, relevant to
customers, and demonstrably superior to the exist-
ing criteria. And the old standards will probably not
disappear; companies trying to break away will have

Apple turned the tables on
Greenpeace by calling its
criteria not green enough.

to address them as well as their own. Despite its criti-
cism of Greenpeace’s rankings, Apple has climbed
from the bottom of the list to the middle, which
shows that it has responded to the issues Green-
peace raised. But Apple clearly intends to shift the
debate about sustainability criteria to its advantage.
Whether it will succeed in the long run remains to
be seen.

THE RACE to shape sustainability standards will trans-
form the competitive landscape and the social and
environmental practices of companies in every in-
dustry. The risk that your business will be left behind
or marginalized in the growing green marketplace
should serve as a wake-up call. Tackling the stan-
dards challenge head on provides an opportunity to
differentiate your offerings, bolster your reputation
as a responsible enterprise, and influence sustain-
ability standards well into the future. Is your organi-
zation poised to seize that opportunity? ©
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The Hazards of Charting Your Own Course

Companies that create
their own sustainability
standards risk accusa-
tions of greenwashing—
positioning “dirty”
products or policies as
environmentally friendly.

Thus they should not try to
break away from standards or
define new ones unless they’re
sure they can credibly demon-
strate their commitment and
capability.

Monsanto learned this the
hard way in the 1990s, when
it claimed that its innovations
would fuel sustainable agri-
culture by reducing reliance
on pesticides and fertilizers
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and conserving water. In 1996
the CEO, Robert Shapiro, an-
nounced that its genetically
engineered crops would “help
immensely in closing the gap
between hungry people and
adequate food supplies.” But
following the announcement,
the company faced protests by
activists worldwide who were
concerned about the environ-
mental and health impacts of

gene splicing. Monsanto had
to back down from its claims,
and its biotech business has
since taken a far lower profile.

Monsanto had to
back down from
its sustainability
claims.


http://HBR.ORG
http://hbr.org
http://HBR.ORG
http://gregoryunruh.com
mailto:richard.ettenson@thunderbird.edu

Game-Changer

Clean, renewable, affordable energy on a massive scale.

Isit just a dream?

Well, not for us. We believe the technology we have
developed and proven over the past 30 years, and
the advances in efficiency we have made in our new
V112-3.0 MW turbine, will make it a reality.

And by bringing the operational expertise of our
global organisation to the table, we can bring jobs
and economic benefits to every part of the world that
chooses to harness the power of wind.

For more on how our relentless commitment to wind
energy can help you,

Wind. It means the world to us.™


http://vestas.com/GameChanger

The Globe

The surprising global success
of Spanish companies
proves the value of good
old-fashioned networking.
by Mauro F. Guillén and
Esteban Garcia-Canal

ABOVE The world’s biggest bridal-wear
maker, Pronovias, is one of Spain’s 2,000
multinationals. It sells 480,000 dresses
each year and has a presence in 75
countries.
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How to Conquer New
Markets with Old Skills

c ountless companies from emerg-
ing economies hesitate to jump
into international markets—
especially those in the developed world—
because they see themselves as hopelessly
flawed. While many are every bit as savvy
and profit-oriented as traditional multi-
nationals, they’re painfully aware that
they don’t have cutting-edge technolo-
gies, dominant brands, or novel products.
And the process of building those kinds of
advantages looks long and daunting, even
for companies that possess the necessary
capital. So they remain at home, profitable
but unable to live up to their full potential—
and vulnerable to foreign competitors.

Yet there’s really no good reason they
should sit on the sidelines of global compe-
tition. Our research shows that companies
lacking strong technological knowledge or
brand assets can still succeed in overseas
markets by drawing on other capabilities.

If they’re smart about how and where
they venture abroad, global hopefuls can
succeed by harnessing mundane capabili-
ties, such as people skills and operational
know-how, that they’ve been honing at
home for years. A look at some of Spain’s
multinationals shows how. Although
the Spanish economy soured during the
worldwide downturn, with GDP declining
and unemployment hovering around 20%,
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many of the country’s approximately 2,000
multinationals are thriving abroad, even in
wealthy economies, without technological
or brand-related advantages.

In examining the international expan-
sion of Spanish firms over the past 25 years,
we found that the leaders used acquisitions
to extend their reach but focused them on
just a few industries and geographic areas.
They then strengthened their positions
by drawing on their homegrown political
and networking skills, project execution
knowledge, and vertical integration exper-
tise—capabilities that many companies in
emerging markets also possess.

In the process, the Spanish firms were
able to bypass the slow, incremental ex-
pansion strategy that multinationals have
traditionally pursued. As we will see, speed
was a critical factor in the international suc-
cess of several Spanish companies—some-
thing other companies looking to go global
should keep firmly in mind.

Late Bloomers Become

Global Giants

Spanish companies made few significant
investments abroad until 1986, when the
country’s integration into the European
Economic Community began dismantling
the barriers to trade and compe-
tition with the rest of Europe. At
that point, Spanish companies in
electricity, water, oil, gas, trans-
portation, telecommunications,
and banking started making ma-
jor cross-border acquisitions. The
pace of acquisition picked up af-
ter Spain’s adoption of the euro in the late
1990s gave Spanish companies increased
access to capital for ventures in other parts
of the world.

Some of today’s best-known Spanish
multinationals are offshoots of that first
burst of globalization. As of 2009, Tele-
fonica was the world’s fifth-largest tele-
communications provider in terms of reve-
nue, and Santander the fourth-largest bank.
Four Spanish firms (ACS, FCC, Ferrovial,
and Abertis) topped the list of the world’s
largest transportation-infrastructure de-

The world’s
fifth-largest tele-
com company,

Telefonica, raced

ahead of rivals by
rapidly executing
installations.

The world’s fourth-

velopers and managers; Iber-
drola was the largest producer
of wind power; Acciona the
largest developer of wind
farms; and Sol Melia the big-
gest resort-hotel chain.

Look more deeply, and you’ll find Span-
ish firms among the world leaders in the
food-processing and apparel industries.
Viscofan is the largest producer of artificial
casings for the meat industry, and Freix-
enet has been the world’s number one
maker of sparkling wine for more than two
decades. In textiles and clothing, Spain is
the home of global denim leader Tavex
(now merged with Brazil’s Santista); and
Pronovias, the planet’s largest bridal-wear
designer and manufacturer. Though Spain
has never produced global contenders in
capital-intensive industries such as chemi-
cals, metals, electronics, and automobiles,
a handful of Spanish companies are formi-
dable competitors in related niche markets
such as automobile components (Grupo
Antolin), stainless steel (Acerinox), and
wind turbines (Gamesa).

As they went global, Spanish firms
tended to avoid the risky and expensive
strategy of opening their own facilities
abroad, instead favoring alliances, joint
ventures, and acquisitions.
Banco Santander, for example,
used acquisitions to build its
position as Latin America’s
largest retail bank, then pur-
chased the UK’s Abbey and
other major institutions in
Europe and the United States.
And acquisitions in Europe, Asia, and the
Americas made Grupo SOS the world’s big-
gest olive oil company and Ebro Puleva the
world’s largest producer and marketer of
rice and second-largest producer of pasta.

Spain’s multinationals also tended to
focus their foreign expansion efforts by
geography. Nearly 90% of Spain’s outward
foreign direct investment has been aimed
at Latin America or Europe. This targeted
approach to expansion helped companies
balance their desire for global reach with
the need to upgrade their capabilities—

largest bank,
Santander, built its

position through
acquisitions in Latin
America, Europe, and
the United States.

a dual challenge emerging-
economy competitors now
face. Latin America was a re-
gion where Spanish companies
had natural advantages, such
as cultural similarities, shared language,
and connections, and nearby markets else-
where in Europe afforded opportunities to
increase sales and develop new capabilities.
After establishing a beachhead there, Span-
ish firms then made selective investments
in other advanced countries, such as the
United States, to sharpen their technologi-
cal and marketing skills. Through every
phase of expansion, they relied heavily
on old-school, time-honored business
abilities.

Parlaying Political Skills

Into Growth

Historically, many industries in Spain, such
as banking, utilities, highway construction,
and transportation, have been heavily
regulated, with high-ranking officials hold-
ing the authority to make or break deals.
As a result, numerous Spanish companies
became adept at navigating what at times
was a highly complex process of obtaining
licenses. They learned not to react pas-
sively to policy risks but to actively manage
relationships with local officials and forge
personal connections to gain information
that allowed them to anticipate shifts. That
political savvy has helped them achieve re-
markable success outside the Iberian penin-
sula. In transportation-infrastructure man-
agement, for instance, seven of the world’s
10 largest private companies are from Spain.
In fact, our research reveals, some Spanish
firms have deliberately chosen to operate
in countries where government officials
possess broad powers to grant licenses and
issue regulations, precisely because of their
political expertise.

Take the bus-service company Auto-
moéviles Luarca, SA (which is now part
of the UK company National Express).
Founded in 1923 in a fishing village, ALSA
grew by gradually adding routes around
the country, obtaining new licenses or
buying companies that owned licenses in
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the process. In 1964 it began extending its
business model to other countries, estab-
lishing an Oviedo-Paris-Brussels route.
As demand rose and highways improved,
ALSA started to add international routes
elsewhere in Europe. Acquisitions played
a key role in the company’s growth, but so
did other factors, including operating ef-
ficiency and service innovation. The firm
invested heavily in training and bus main-
tenance and established a Supra nonstop
intercity service, offering luxury coaches
with larger seats and more legroom.

In the 1980s, ALSA sought to apply its
know-how to running bus routes in distant
countries. Its first important foray was into
China, though the choice was somewhat
serendipitous. On a trip to investigate im-
porting an innovative Chinese toothpaste
into Spain, founder José Cosmen discov-
ered another opportunity, in the form of
China’s underdeveloped transportation
services. (The toothpaste turned out to
be less promising than it had appeared.)
Through a joint venture, the company be-
gan offering taxi transportation services
near Hong Kong, where foreign investors
were allowed to operate as minority part-
ners. ALSA considered this joint venture
a good platform from which to learn how
to operate in China and build relationships
not only with local partners but also with
government administrators, who have to
approve every project developed in the
country.

By the time the Chinese government
gave foreign investors the freedom to op-
erate bus services, in 1990, ALSA was fully
prepared to be the first mover. It created a
new joint venture to run a route between
Beijing and the rapidly industrializing
coastal city of Tianjin. It offered services
that China had never seen before, such as
regular schedules and modern coaches
with comfortable seats. New joint ventures
were set up to operate routes between
Beijing and Shanghai. The company then
moved to smaller cities. Step by step, it rep-
licated its business model, eventually in-
troducing special services like the Imperial
Class, a version of Supra. To overcome the
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subpar infrastructure, ALSA formed more
joint ventures, which built bus stations, as-
sembled buses, and developed and man-
aged maintenance facilities.

Political skill and expertise in licens-
ing were critical to the company’s success
in China, where the process of obtaining
licenses is far more complex than in other
countries. One of the joint ventures pro-
moted by ALSA, for instance, required four
years of preparation and approval. China
is by far the most successful international
expansion project ALSA has undertaken.
The company has become such an expert
on the market that it has established an
import-export subsidiary that helps other
multinationals operate in China.

Cynics might ask whether Spanish
companies are drawn to certain countries
chiefly by the ease of lobbying or bribing
officials, but a strategy based on targeting
malleable government agents isn’t sustain-
able. Spanish firms have shown that they
are willing to use every possible resource to
defend their interests abroad, sometimes
even battling foreign governments in court
over decisions and regulations.

The downside of operating in places
where government officials are free to ne-
gotiate the terms of a foreign corporation’s

entry is that those officials also have the
authority to renege on such agreements
without opposition from the legislature or
the judiciary. A few Spanish firms learned
this lesson the hard way and, once bit-
ten, became noticeably shy. For example,
the water-management company Aguas
de Barcelona (now part of France’s Suez)
invested heavily in Latin America in the
1990s but withdrew from certain countries
there after facing increased regulatory
problems.

Adding Capabilities

Through Networking

Many Spanish companies have shown
a knack for piggybacking on the opera-
tions of established multinationals. That
approach allows firms to build vertical
and horizontal networks that help them
penetrate foreign markets, deepen their
knowledge, and gain access to competitive
resources.

Gamesa, in wind energy, is a case in
point. Founded in 1976 as a maker of auto
parts and military ordnance, it developed
expertise in aerodynamics and electrical
machinery and transformed itself into a
wind-energy company. It has managed to
become one of the world’s largest wind-
turbine manufacturers, with an operational
presence in 20 countries and throughout
Europe, Asia, North America, and Northern
Africa—and yet it has never been a technol-
ogy leader. Instead, Gamesa has used its
networking skills to grow, relying on alli-
ances for both capability building and mar-
ket access.

Contrary to appearances, generating
electricity from wind is an exceedingly
complex activity, involving turbine manu-
facturers, farm developers, distributors,
and regulators. The viability of wind power
depends on a number of factors, ranging
from technology to demand, and from reg-
ulation to the structure of competition.

During the 1990s, Gamesa signed an
agreement with the Danish firm Vestas,
the world’s leading wind-turbine manufac-
turer, under which Vestas took a 40% eq-
uity stake in Gamesa and the Spanish com-
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pany obtained technological licenses for
sophisticated components. By the time the
companies parted ways, in 2002, Gamesa’s
engineers had managed to acquire the ex-
perience needed to design its own turbines.
Within six years the company obtained or
applied for 118 patents.

Gamesa has also used its networking
skills to become more active in wind-farm
development, forming agreements with lo-
cal partners in the UK, Japan, India, China,
and Australia. This strategy has diverted
financial and managerial resources from
R&D and manufacturing, but it has boosted
Gamesa’s growth abroad. About 20% of
Gamesa’s installed capacity and 60% of its
new installations are now outside Spain. In
2009 Gamesa ranked fourth in the world
in cumulative wind-power turbine instal-
lations. It is the biggest foreign wind com-
pany (as measured by cumulative installa-
tions) in China, its largest market.

The Execution Edge

One of Spanish enterprises’ most potent
global weapons has been project execu-
tion—specifically, the ability to set up
plants or complex facilities quickly and at
low cost.

Telefénica exemplifies this capability. It
was a state monopoly until the deregula-
tion that followed Spain’s entry into the Eu-
ropean Economic Community. At that point,
competition from new entrants forced the
company to rapidly improve its service and
meet demand that had gone unsatisfied for
years. Between 1986 and 1999, Telefénica
installed about 10 million new residential
and business lines in Spain, more than dou-
bling its infrastructure.

The company was quick to target Latin
America for expansion. It established op-
erations in Chile first and, by the end of the
1990s, had entered Argentina, Venezuela,
Puerto Rico, Peru, and Brazil. Telefonica’s
project-execution skills served it well in its
new markets. As it took over privatized and
acquired companies, Telefonica knew how
to make rapid and cost-effective invest-
mentsin infrastructure, fill unmet demand,
and improve service, just as it had done in
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Spain. Its competitors from North America,
accustomed to a more mature market, were
less prepared to take advantage of these
opportunities.

“When it comes to installing a million ac-
cess linesinrecord time, no one
can beat us,” former Telefonica
Internacional chief executive
Inaki Santillana once told the
New York Times. “We have the
best ditch-digging technology
around.”

The world’s fourth-
largest wind-turbine
company, Gamesa,
used networking to

gain technological
know-how and
access to markets

sories and intimate apparel is outsourced
to China, most branded items are made
in a factory outside Barcelona. Pronovias
distributes through a network of 150 com-
pany-owned stores—it arguably created
the world’s first chain of bridal
shops—and 3,800 other points
of sale in 75 countries. It has
franchised stores in Spain, Por-
tugal, Greece, Turkey, Saudi
Arabia, Egypt, Mexico, and
Japan. Controlling the value

in 20 countries.

Once it had established a
solid base in Latin America,
Telefonica expanded throughout Europe,
eventually becoming the fifth-largest tele-
com operator in the world. Through an eq-
uity stake in China Netcom (now China Uni-
com, after a 2008 merger), it has become a
player in China as well.

Achieving Efficiency with
Vertical Integration

In the area of operational organization,
Spanish multinationals have demonstrated
an uncanny ability to integrate vertically
and deliver a wide variety of new products
quickly to global markets. The Spanish re-
tail chain Zara is a well-known example of a
business that combines innovative design,
manufacturing flexibility, seamless distri-
bution logistics, and marketing savvy.

Another apparel company, Pronovias,
likewise illustrates the advantages of ver-
tical integration. Founded in Barcelona in
1922, the company languished until the
1960s, when the success of its first prét-a-
porter wedding collections encouraged it
to position itself as a global player. With
annual sales of 480,000 gowns, it now
leads the market, ahead of U.S. firms Mori
Lee and Alfred Angelo and the French firm
Pronuptia. Flexibility, responsiveness, and
innovation were crucial to Pronovias’ suc-
cess. As the company went global, it had to
factor in national differences in customs,
tastes, marriage age, and body shapes.

A staff of about 70 designers comes up
with as many as 650 wedding and party
dresses and some 2,000 accessories each
year. Although the manufacture of acces-
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chain from design and pro-
duction through distribution
allows Pronovias to swiftly address chang-
ing fashion trends and speed new products
to customers, as well as lower its operat-
ing expenses so that it can offer sophisti-
cated dresses—with all manner of laces
and flounces—at affordable prices, despite
Spain’s high labor costs.

Another outstanding example of the
benefits of integration is Freixenet, the
Spanish sparkling-wine maker. This family-
owned firm overcame its prestige
and quality disadvantage relative
to French champagne produc-
ers by focusing on the middle
segment of the market, where
prices are relatively low but vol-
umes are high. To make money,
it needed to produce more than
100 million bottles annually and sell half of
them outside Spain. So it had to internally
develop and manufacture equipment that
would allow it to produce in large quanti-
ties. To control costs but maintain quality,
Freixenet automated the daily task of turn-
ing each bottle to shake the yeast sediment
that accumulates in the neck. Without such
an innovation, the company would have
found it difficult to become the world’s
largest sparkling-wine maker.

Viscofan, too, used vertical integration
to operate efficiently on a global scale and
become the world leader in its industry—
artificial casings for meat. Among the firm’s
many advantages are its capital-intensive
extrusion and labor-intensive finishing op-
erations, which it has built in the optimal
locations for labor costs. Its proprietary

operations also have given Viscofan an un-
derstanding of the intricacies of the overall
manufacturing process that its competitors
cannot match. Nowadays, roughly two of
every three frankfurters manufactured in
the United States use Viscofan’s cellulose
casings.

Full Speed Ahead

Speed was once denounced as a sure way
to ruin a company attempting to interna-
tionalize. According to a conceptual frame-
work developed by experts at Uppsala
University, well-managed multinationals
thought carefully about foreign market
entry and built their presence gradually.
Spanish multinationals, however, have
demonstrated the value of moving quickly
on more than one front.

Entering developing countries helps a
company gain size and operational experi-
ence and generate profits, while expansion
in developed markets contributes primar-
ily to its capability-upgrading process. San-

tander understood this principle
better than most. It adopted an
orientation toward learning in
the U.S. and Europe and toward
acquisitions in Latin America,
and started buying banks in
developed markets only after
it became large in size and rich
in experience.

Companies with overseas ambitions
should attain scale quickly, gaining in-
valuable experience and building stronger
competitive capabilities. In a fast-paced in-
ternational economy, the risks of falling be-
hind or failing by waiting too long to break
out of the home market exceed the hazards
inherent in any process of globalization. ©
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ADVERTISEMENT

Helping Businesses Help Themselves
The IT Mandate for the Future

Why do you say that technology
has opened new doors for innova-
tion, yet our capacity for innovation
is constrained?

All innovation is now driven by technol-
ogy in some way. And it’s happening
much faster, as the Internet levels the
playing field. The potential of IT-enabled
innovation is mind-boggling. This next
wave of innovation will come from the
power of quickly connecting companies,
processes, people, computers, and other
devices to collaborate in new ways.

The capacity for innovation is severely
constrained today. Over 70 percent of
IT resources are dedicated to supporting
yesterday rather than working on creat-
ing tomorrow. They are focused on main-
taining existing hardware, software, and
telecommunications. This means that on
average only 30 percent of IT resources
are available to work with the rest of the
enterprise to experiment with different
applications of technology. Demand for
technology outstrips supply—the result is
that business leaders stand in governance
breadlines waiting for their meager
share of the IT resources. Success in the

Susan Cramm is president of Valuedance,
an executive coaching and leadership
development firm specializing in
information technology, and the author

of Eight Things We Hate About IT:

How to Move Beyond Frustrations to

Form a New Partnership with IT.

The changing business landscape creates new
challenges for technology. Business leaders want
technology to drive immediate results, and IT leaders
must do so while promoting long-term interests. But
there is a way to ensure that your IT organization delivers
enterprise-wide capabilities and operates efficiently while
focusing on the innovations that are the building blocks
of the future. Susan Cramm talks about how to rethink
the rules and roles of IT and use simplification and self-
sufficiency to secure the future of your business.

“connect and collaborate” marketplace
requires massively increasing the capac-
ity for innovation.

So how do we change this imbal-
ance and unleash the innovation?
The real opportunity is to tap the innova-
tion capacity outside the IT organization
— the more than 9o percent of employees
who don’t work in IT but definitely work
with IT. These people are a key source for
innovation because they are on the front
lines, interacting with customers.

This group is increasingly tech-friendly,
with high expectations for what technol-
ogy can do and how quickly it can be deliv-
ered. Many are power users and they want
more control over IT. Users have always
wanted more control over IT, and given
commercialization of technology, increas-
ingly they are creating shadow IT organi-
zations and selecting technologies without
involving IT.

In the future, IT’s role should be to help
businesses help themselves, to give busi-
ness partners the tools they want and
need to innovate.

CITRIX

How can IT — and the rest of

the organization — move to this
new role?

We can tap into this innovation capacity
by making sure that IT no longer does
things for business partners that they can
do for themselves. If you poll CIOs, they
will tell you between 20 to 30 percent
of their work is focused on things their
business counterparts could and should
do themselves. Things like reporting,
training, and supportincluding managing
passwords and—if an “app storefront” is
provided—whether users can install and
access only the applications they need.
Through self-service, business users
can receive high levels of service and
IT resources can be freed up to further
promote innovation.

We also need to increase the utilization
of the existing technology—much of
the current technology is underutilized.
The cost of operating IT can be reduced
by, for example, applying the concept
of virtualization to end user computing
devices, allowing applications to be
hosted on centralized servers, making it
easier and cheaper for IT to provide new
mobile computing services and increase
the utilization of licenses.

The key to dramatically increasing
innovation capacity is to shift IT from
low to higher value-add activities so that
they can enable the IT capabilities of the
rest of the enterprise. IT should help
businesses help themselves to IT. This is

the new IT mandate.

Citrix virtual computing solutions give organizations
the flexibility to deliver applications and resources
on demand when and where they are needed most.

Through desktop, application, and server virtualization,
Citrix can help organizations drive costs down and
agility up. For more information, visit citrix.com.
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CASE STUDY 139
Should a CFO asked
to facilitate a
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instead?

What’s Your Personal
Social Media Strategy?

by Soumitra Dutta

he CEO of a global technology firm
T was invited to lecture at a local uni-

versity on the future of the internet.
After his presentation, a student in the au-
dience asked him for his views on network
neutrality: the idea that internet service
providers shouldn’t base their prices on
the content their customers access. The
CEO answered candidly, arguing in favor
of price discrimination based on content;
there was an engaging exchange; and he
left satisfied with his visit.

Little did he know that, in the coming
days, his semiprivate comments would en-
ter a very public realm—the blogosphere—
unleashing a storm of controversy around
him and his company. (For confidentiality,
names have not been revealed.)

The executive had no active social
media presence—no profile on Facebook
or LinkedIn, no Twitter account, no blog
on the company’s website. He had decided
that social media weren’t “his thing.” In
fact, he became aware of the buzz over
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his comments only after some people in
the company had alerted his communica-
tions group. There were lengthy discus-
sions about whether and how to respond.
Customers and other stakeholders were
participating in the debate online, arguing
strongly in favor of net neutrality. Employ-
ees were watching. Should the company is-
sue an official response to comments made
in a private setting? Could the CEO wade
into the public discussion when he had
never been active in the blogosphere and
had no other social media platform? In the
end, he and his team did nothing, leaving
everyone feeling frustrated and helpless.

For a comparison, consider the ease
with which Tom Dickson, founder and
CEO of small U.S. blender manufacturer
Blendtec, uses social media. Until 2006,
few people had heard of Dickson; today,
there aren’t many business owners who
haven’t. That’s because Dickson is the
star of the Will It Blend? series of YouTube
videos, in which he subjects a host of ob-
jects (marbles, computer games, an iPod,
an iPhone, an iPad) to the sharp blades of
his products. Thanks to the campaign’s
popularity (the iPhone-blending video has
been viewed more than 9 million times),
Blendtec’s sales have increased sevenfold
in the past three years—impressive when
you consider that each video lasts only
about two minutes and is produced for a
few hundred dollars.

Dickson, a grandfather, had no idea
what YouTube was when his marketing
director pitched the video idea. Now he
is an internet rock star—a popular radio
and television guest (with appearances on
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The Tonight Show and Today), a sought-
after speaker on viral marketing, and a
frequent participant in music videos and
other companies’ advertising campaigns.
Thanks to the internet’s global reach and
his affable, down-to-earth manner, Dick-

son has developed a strong personal brand.

Employees are proud of the recognition
Blendtec has received, and thousands of
fans have sent suggestions for his next
video. How many CEOs of the Fortune 500
can claim such connection with the people
they want to influence?

is the same for leaders below the CEO level
and that even those who have a social
media presence aren’t using it strategically.
That is a mistake.

Today’s leaders must embrace social
media for three reasons. First, they pro-
vide a low-cost platform on which to build
your personal brand, communicating who
you are both within and outside your com-
pany. Second, they allow you to engage
rapidly and simultaneously with peers,
employees, customers, and the broader
public, especially younger generations, in

Through a series of YouTube videos, Tom Dickson,
CEO of a small U.S. blender manufacturer, has
built a strong personal brand.

A Connected World

It’s no secret that social media—global,
open, transparent, non-hierarchical,
interactive, and real time—are changing
consumer behavior and workplace expec-
tations. As a result, the best businesses are
creating comprehensive strategies in this
area to support their goals. However, my
research on the organizational implica-
tions of social media and consulting work
with dozens of companies in America,
Europe, and Asia suggest that it is taking
longer for corporate leaders to consider
what the new paradigm means for them
personally.

Take the world’s leading CEOs as a
sample. According to data from Fisheye
Analytics, the top 50 chief executives
(as identified by Morten T. Hansen,
Herminia Ibarra, and Urs Peyer in “The
Best-Performing CEOs in the World,” HBR
January-February 2010) are increasingly
discussed in online venues, but few are
using social media to spread their own
messages: Only 19 were on Facebook,
only six had a LinkedIn page, and only
two—Google CEO Eric Schmidt and former
Norilsk Nickel CEO Mikhail Prokhorov—
were tweeting or blogging (although some
used their corporate pages for blogs).
Anecdotal evidence suggests that the story
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the same transparent and direct way they
expect from everyone in their lives. Third,
they give you an opportunity to learn
from instant information and unvarnished
feedback. Active participation in social
media can be a powerful tool—the dif-
ference between leading effectively and
ineffectively, and between advancing and
faltering in the pursuit of your goals. You
can use this tool proactively, as Dickson
did, or reactively, as the technology CEO
could have done.

In addition to exploring the benefits
of a personal social media strategy, I offer
here a framework for developing one that
fits your goals, desired audience, and
resources, and I outline the challenges of
wading into this developing territory.

The Three Realms of Social
Media Leadership

Social media (as defined by social media
website Wikipedia) are “media for social
interaction, using highly accessible and
scalable publishing techniques [and]
web-based technologies to transform and
broadcast media monologues into social
media dialogues.” Virtually everyone has
heard of such global platforms as Face-
book, YouTube, and Twitter, but there
are others popular in particular countries

or regions—such as Orkut in Brazil and
Tuenti in Spain—as well as company- and
industry-specific networks, such as
Medscape’s Physician Connect and Eper-
nicus, for medical researchers. All social
media platforms have grown in size and
importance in recent years, as exemplified
when Facebook, the most successful, hit
500 million members in July 2010.

Tom Dickson’s success shows the
tremendous value of social media for
personal branding. Starting from relative
obscurity, he used a low-cost, accessible,
no-barriers-to-entry platform to become,
for lack of a better word, famous.

Branding can also be more limited—
within an industry, for instance. Consider
Robert Scoble, a technology executive
currently working for Texas-based
web-hosting company Rackspace. When
Scoble worked in sales support at NEC
Mobile Solutions, he set up a blog to
provide technical help to customers and
solicit their feedback. Microsoft took
notice and hired him to be a profes-
sional “spokesblogger.” But he used this
corporate platform in a personal way,
not only promoting Microsoft but also
sometimes criticizing it and praising its
competitors. In 2005, he started his own
blog, Scobleizer, and he has since been
poached by PodTech, Fast Company,
and then Rackspace. He tweets, too (an
average of 21 times per day, according to
22008 study) and is now so well known
that he is parodied—an April Fools’ spoof
on British tech-news website The Register
claimed he was an IBM bot.

Perhaps the easiest way to build your
brand among colleagues is through
internal corporate networks. In their book
Empowered, Forrester Research’s Josh Ber-
noff and Ted Schadler point to the story
of Frank Goudsmit, an underwriter in
Chubbrs life sciences unit who was one of
many employees to submit a business idea
to Idea Central, an internal site launched
by the company to spur innovation. Out
of 608 suggestions, his was one of the few
pursued, earning him new respect from
colleagues and superiors and the op-
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portunity to work with the IT group on a
million-dollar project.

Social media also help executives
engage with an array of contacts—both in-
ternal and external—in order to strengthen
and leverage relationships; show commit-
ment to a cause, profession, company, or
product; and demonstrate a capacity for
reflection instead of just action. With 70
million members, LinkedIn is known as a
place for job seekers to find employment
and for entrepreneurs to raise funds. Jeff
Epstein was hired to be the CFO of Oracle
after a recruiter found him on LinkedIn,
and Ger Hartnett, founder of Irish soft-
ware company Goshido, and his team
used the network to send 700 messages
to potential investors, raising $230,000 in
eight days.

Executives can also use social media to
engage with employees, customers, and
investors. In 2008, when Ben Verwaayen
was appointed CEO of Alcatel-Lucent, he
started blogging on the company’s internal
website, asking for input from all 80,000
staff worldwide and responding to their
comments. He describes the blog as a “fan-
tastic tool” that allows him to get beyond

“corporate speak” into a direct dialogue
with employees. Verwaayen believes
that this open and clear communication
positively influences their motivation and
support for him.

The third reason for using social media
is learning. Verwaayen, for example, has
used his blog to seek feedback from more
than 9,000 employees on his company’s
strategic plan. This not only improved the
strategy but also helped bring everyone

on board, thereby smoothing the imple-
mentation process. André Schneider,
COO of the World Economic Forum, uses
LinkedIn discussion groups and the post-
ings of Facebook friends to learn about
emerging trends and issues, filtering the
feedback to retain the “few gems.” He
has also used local social media tools to
learn about potential partners for events
in China.

Padmasree Warrior, CTO of Cisco, uses
Twitter to take learning one step further.
A social media pro—whose tweets range
from news and thoughts about her com-
pany to short poems she has composed—
Warrior has often considered the views of
her 1.4 million followers when developing
industry presentations.

Your Next Steps

Now that you understand the benefits of
developing a social media presence, where
should you start?

want to do more than that, but even this
limited presence can help you as a leader
by strengthening your social network. In
the next box, the focus is on represent-
ing yourself as a team player through
collaboration and communication with
colleagues. In the third box, the purpose is
to build a personal brand by engaging with
people in your community and in society
at large. And the goal in the far right box is
to win recognition within your profession,
building networks and broadcasting your
competence. This exhibit also outlines
how branding, engagement, and learn-
ing can be achieved in each area, and lists
some social media tools that can help.

To formulate your personal social
media strategy, you need to answer the
following sets of questions:

1. Are your goals personal, professional,
or both? Are there conflicts between how
you want to present yourself'in the two
spheres? If so, you must decide which is

Make sure that your online profile does not
contradict your activity in the “real world” and
that your messages are authentic.

It helps to look at the two spheres of
social media activity—personal and pro-
fessional—against the target audience—
private and public. These dimensions
are represented in the exhibit “Finding
the Right Presence.” If your goals are in
the far left box, you aim to build stronger
bonds with friends and family members.
If you’re reading this article, you probably

more important. Think about the three
realms of social media leadership—brand-
ing, engagement, and learning—and what
you are hoping to achieve in each. Make
sure that your online profile does not
contradict your activity in the “real world”
and that your messages are authentic.

2. Is your desired audience private
(alimited set of friends, family, and col-
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Social Media Must-Dos

leagues) or public (your industry or even
the world)? Social media activity will nec-
essarily increase your presence and make
it easier for others to Google you. How big
do you want that presence to be?

3. What resources do you have? Does
this project require your own time and
money, or can it justifiably be done using
office time and tech-team support? (For
example, Blendtec helped Dickson reach
alarge audience by building a dedicated
Will It Blend? website and creating a
YouTube channel.) Please note that out-
sourcing is not an option. In social media,
authenticity in your message is key, and
only you can provide that.

The answers to those questions can
help you choose the right combination of
platforms and decide how much time to
devote to each. For example, if you want
to strengthen relationships with col-
leagues and industry peers, get active on
a company social network and LinkedIn.
If you want to share your ideas with the
broader community, start a public blog
and use Twitter. Your platforms should
also suit your location—for example, local
networks may be more appropriate in
Asian countries.

Continuity is important, so set aside
enough time for each activity you want
to pursue. A blog might require an hour
every fortnight for writing and an hour or
so every week for reading comments and
posting responses. Twitter requires less
time per interaction, but the frequency
must be high for you to establish a mean-
ingful presence.

The Risks of an Online Presence
The risks of using social media can be
grouped into three categories.

The first risk is how you manage social
capital. With whom do you connect? The
boundary between personal and profes-
sional spaces, and between private and
public audiences, is blurry. For example,
should work colleagues be your Face-
book friends? If so, how do you ensure
that your nonwork friends don’t post
pictures or comments that could hurt
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Google yourself

It sounds obvious, but do it regularly and
then compare your results with those
you get from searching your peers.

Protect your identity

Purchase an internet domain in your
name and use it to open accounts on
Facebook, Twitter, and other platforms.

Create a business profile
Choose a broad network such as
LinkedIn or an industry-specific one.
Join relevant groups and communities.

Use what you have at work
Contribute to platforms set up by your
employer. Reach out to colleagues.

Post public content

Update your Facebook and LinkedIn
pages; participate in a discussion group
thread; tweet; upload a presentation to
YouTube.

you professionally? If not, how do you
tactfully decline requests to connect? No
one should assume that a private social
media presence will stay that way. On

the flip side, opening yourself up to the
public poses its own risks. How do you vet
the people with whom you are connect-
ing? How do you respond to inaccurate or
abusive posts? My advice is to build your
audience slowly and be selective about
your contacts.

The second risk is about managing
intellectual capital. What do you com-
municate about? Corporate communi-
cations and legal departments tend to
worry about employees who are active
online. One concern is that the company’s
message will be muddied; another is a
possible breach of industry guidelines
or government regulation. Still another
is concern over intellectual property:

The law is tricky when it comes to ideas
developed on a social network. The
personal/professional and public/private
divides also come into play. Seventy-five
percent of U.S. recruiters and human
resources professionals say they research
candidates online, and tales of employees

HBR.ORG

fired by bosses who disapproved of their
Facebook or blog content are common.
What you say online matters, especially
because it can be very difficult to erase

(at least until the future that Eric Schmidt
envisions—the one in which people can
start fresh with new profiles at age 21—
becomes reality). Set some guidelines
about what information you should and
should not disclose. Be authentic and con-
sistent across spheres, online and in other
media. And remember that anything you
want to keep private and maintain control
over should not be posted on a social
media platform.

The third risk is managing your prog-
ress. How do you maintain momentum?
The success of your social media strategy
will depend on your resources and the
quality and authenticity of your message.
But how do you ensure you’re not wast-
ing your time? It’s easy to tell how many
Facebook friends and Twitter followers
you have, but, depending on your goals,
you should also consider social media
monitoring tools, such as Google Alerts
and TweetDeck (both are free) or Radian6
and Fisheye Analytics (both charge a fee).
To evaluate whether you’re engaging and
learning effectively, keep track of how
many useful connections you make each
month or the number of ideas you develop
as aresult of social media interaction.

Social media are here to stay. They
are changing the way we do business and
how leaders are perceived, from the shop
floor to the C-suite. And they give leaders
anew, low-cost tool for personal branding,
engaging in conversations with stakehold-
ers, and learning from new sources. By
looking closely at your goals as a person
and a professional, your target audience,
and your resources, you can choose the
platform that’s right for you and head off
anyrisks. © HBR Reprint R1011L

Soumitra Dutta (soumitra.dutta@insead.

_edu) is the Roland Berger Chaired Professor
in Business and Technology at Insead and the
academic director of Insead’s Elab. He is the co-
author of Throwing Sheep in the Boardroom: How
Online Social Networking Will Transform Your
Life, Work and World (Wiley, 2008).
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Learn more about the
Entrepreneurship Challenge at

www.intel.com/about/corporateresponsibility/education/ibtec

Empowering Technology
Entrepreneurs

At Intel, we believe in innovation. We're driven by it. We live by it.

Intel was created on innovation and
entrepreneurship—from the invention of
the microprocessor in 1971, the way the
world uses technology was changed and
the foundation was set in place for the
personal computing revolution, the Inter-
net and much more.

Based on our history, Intel believes that
entrepreneurship plays a key role in driv-
ing innovation and enabling new business
development, which is crucial to economic
growth. That is why we are passionate
about fostering entrepreneurial culture
around the world. We also understand that
big challenges cannot be solved alone, so
we collaborate with universities, govern-
ments and the investor community to help
transform technology innovation into new
businesses.

Intel has a vast portfolio of programs
aimed at enabling entrepreneurship. The
entrepreneurship  curriculum,  training
workshops and leadership seminars help
transform entrepreneurial teaching, cul-
ture and learning worldwide. Intel's stu-
dent innovation contests and business plan
challenges encourage student innovators

to become tomorrow's entrepreneurs by
creating solutions to meet real needs of
the local and global communities.

The Entrepreneurship Seminars, the Global
Entrepreneurship Leadership Symposium
(GELS) and the student business plan
competitions are all part of the program
aimed at inspiring the entrepreneurial spirit
to thrive.

Building Entrepreneurship Skills
Through Practice

Intel is built on technology transformed
into new ideas and opportunities. The
Technology  Entrepreneurship  program
combines leading technology with building-
block modules focusing on entrepreneurs.
This combined focus creates a place where
academia can collaborate and access new
technology resources.

Through partnership with the Lester
Center for Entrepreneurship and Innovation
at Berkeley's Haas School of Business,
Intel provides Entrepreneurship Theory to
Practice Seminars at universities around
the world.

The Theory to Practice Seminars train
academic faculty about the concept and
value of technology entrepreneurship, and
demonstrate how to build entrepreneur-
ship programs that drive new uses of tech-
nology and promote successful technology
commercialization.

Global Entrepreneurship
Leadership Symposium

Aimed at developing a supportive entre-
preneurial ecosystem around the world for
technology startup companies, GELS offers
in-depth training and know-how along with
tools to enable entrepreneurial training
and development.

The symposium provides concepts, pro-
cesses and tools to enable qualified indi-
viduals to effectively mentor emerging
entrepreneurs. It offers the unique hands-
on experience of observing and practicing
mentorship and facilitated leadership.

Finding and supporting young entrepreneurs and innovative companies is the mission of Intel
Capital. What sets Intel Capital apart is the value we bring to every deal. We are uniquely

intel)

capable of building companies using our depth of technological knowledge, access to capital and
worldwide customer bases, and the power of the globally recognized Intel brand.

In addition, Intel is committed to empowering the next generation of innovators through
education. The company has invested more than $1 billion, and its employees have donated
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more than 3 million hours, toward improving education in 60 countries.
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The Innovative
Entrepreneurship Competitions

Intel Challenge

Aimed at encouraging entrepreneurship and rewarding ideas
that have potential to become a new business or even a new
industry, the regional Intel Challenge competitions showcase
business opportunities with the greatest potential for a positive
impact on society through the commercialization of new and
truly innovative technologies.

Intel + UC Berkeley Technology Entrepreneurship
Challenge (IBTEC)

Winners of the regional competitions compete in the culminating
IBTEC event, where the best engineers and scientists present
their business plans showcasing technology usage to create
new businesses that could change economic paradigms, support
our next generation security needs, or just solve key social
problems and create more jobs or personal income. Not only
does the winning team receive USD 25,000 and the winning
title, it also has direct visibility and interaction with over 20
leading venture capitalist firms.

In emerging markets, innovation and entrepreneurship are
particularly important. The Technology Entrepreneurship Chal-
lenge showcases the global business opportunities that have
the greatest potential for a positive impact on society through
the deployment of new and truly innovative technologies.

Through this event, Intel and UC Berkeley are working to ensure
that universities provide technical and business curricula
that support entrepreneurs and help them make their dreams
areality.

To learn about this year’s winners, visit www.intel.com/
about/corporateresponsibility/education/ibtec
after November 18.

The winners of the 2009 Innovative Technology
Entrepreneurship Challenge were:

FIRST PLACE
Ihealth, Tsinghua University, PR. China

Ihealth Group aims to improve quality of life for people with
bone injuries. The Ihealth plan focuses on its revolutionary
new product — MPHB biodegradable bone screws. Ihealth
has developed MPHB bone screws in light of bionics, which
have been granted a national patent in China. The product
overcomes the disadvantages of the existing materials and
provides a better solution for the rehabilitation and fixation of
bone injuries.

SECOND PLACE
CaptchaAd, Technical University Munich, Germany

CaptchaAd GmbH is the world's first company to combine
enhanced SPAM protection with interactive video advertising
and thus increase the security on websites and facilitate
visitors' use while at the same time ensuring a more conscious
perception of advertising on the part of the user. Instead of
distorted codes, conventional CAPTCHASs (an anti-SPAM function
used more than 250 million times a day worldwide) can be used
to differentiate between humans and machines. CaptchaAds can
be used to increase the interest and involvement of ad viewers.

THIRD PLACE
Zimplistic, National University of Singapore, Singapore

Zimplistic is a Singapore based startup that has designed and
developed the first-ever, fully automatic “Rotimatic.” Roti is the
diet staple of 800 million Indians, with 2.4 billion rotis consumed
everyday. Making rotis is a time-consuming tedious task that
requires skill. Since there is no fully automatic home appliance
that makes rotis, people resort to unhealthy and expensive
alternatives like frozen rotis. The Zimplistic is like a coffee
machine. It is the size of a small microwave oven. The user
enters the number of rotis desired and the Zimplistic measures,
kneads, flattens, roasts and puffs finished rotis.
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Crucible

Transformative events that shape leaders

Changing Gender
On the Job

A Microsoft executive describes her difficult
decision to “transition” at work—and
the unexpected benefits. by Daniel McGinn

134 Harvard Business Review November 2010

Q s an up-and-coming manager at
Microsoft, Michael Wallent had
areputation for being a tough
boss—at times, a bit too tough. He had
joined the company in 1996 and advanced
quickly; by 1999 he was overseeing a
team of 300 engineers who worked
on developing Internet Explorer. Like
Microsoft’s founder, Bill Gates, who met
with Wallent to review his team’s work
each quarter, Wallent focused on data
and facts, not employees’ feelings, and
was known for delivering withering
criticism in product-review sessions. His
typical comments: “This is stupid.” “This
is wrong.” “This is what you need to do.”
Debra Chrapaty, his former boss (wWho’s
now at Cisco), says, “Michael was known
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to be aggressive, a little bit condescending,
harsh—he had an arrogant engineering
mind-set.”

That’s in stark contrast to the style of
Megan Wallent. She’s also one of Micro-
soft’s best and brightest, who as a general
manager ranks among the top 1% of the
company’s 89,000 employees and over-
sees 350 engineers developing user inter-
faces for server software. Her employees
praise her as a boss with high emotional in-
telligence. She speaks softly and asks prob-
ing questions to help them find solutions
on their own. “Megan is relaxed,” says
Angel Calvo, a director of test engineering
who’s been at Microsoft for 19 years. “She
really thinks about how people are going
to feel about particular decisions.”

Two bosses, two styles—but only one
person. In 2007 Michael Wallent told
colleagues he was transgendered, took a
six-week leave to undergo breast implan-
tation and facial feminization surgeries,
and returned to Microsoft in early 2008
as Megan. “Going through the transition
was tremendously complicated,” she says,
but she tried to approach it like a standard
business problem. “I told my managers
this was going to happen and that I was go-
ing to partner with them on how to make it
successful for the company.” Although her
bosses were supportive, says Anh Hoang,
Wallent’s wife (and a former Microsoft
employee), the process was fraught with
anxiety. “We knew this could be a career-
limiting move for her,” Hoang says. “She’s
probably one of the most senior people
at any company to go through this, so she
was essentially breaking new ground.”

Looking back, Wallent says that her
transition from man to woman trans-
formed her approach to management,
which may ultimately help her career.

“I’ve gotten better at my job,” she says,

“just through being more open, honest,
and transparent, and learning how to bet-
ter communicate with people.”

Like many people with gender identity
disorder, Michael Wallent always had a
vague sense that his anatomy didn’t match
up with his sense of self. But that inner

conflict stayed in the background as he
studied engineering at Worcester Poly-
technic Institute, married, and moved to
Seattle to join Microsoft. By 2005 he’d had
two children, divorced his first wife, and
remarried. He’d shifted from running the
Internet Explorer group to overseeing a
team that helped design the look and feel
of the Windows Vista operating system. In
2007, at age 38 and just two months after
he and Hoang had had a child, he told

her he was transgendered. A few months
later—and with her support—he decided
he would transition to living as a woman,
and scheduled surgery for late that year.

A few months before the surgery, Wal-
lent asked his boss for a meeting. Chrapaty
had been complaining about Microsoft’s
struggle to recruit and hire women, so
Wallent broke the ice by saying, “Debra,
I’'ve decided to do something to increase
the diversity of the team, and I’m starting
with me?” Although Chrapaty had helped
lead Microsoft’s coalition of gay, lesbian,

Gender transitions at work remain
relatively rare. Jillian Weiss, a consultant
and an associate professor at Ramapo
College who’s studied the issue, says there
are no reliable statistics, but her work
suggests that companies with more than
2,000 employees located in places with
tolerant populations are likely to face it
at some point. Still, some transgendered
employees encounter so much resistance
from coworkers that they end up leaving
their jobs. (That’s a particularly unfortu-
nate outcome, since transgendered people
typically have a harder time finding new
work, Weiss says, in part because of their
appearance.) At most companies the HR
department takes charge of announcing
the news to employees, usually by hold-
ing a meeting without the transitioning
worker in attendance in order to encour-
age a frank discussion of concerns. Weiss
compares the process to announcing a
layoff. “If you’re going to do something
that creates anxiety for people, you have

At most companies the HR department takes
charge of announcing a transition to employees.
Wallent rejected this approach.

bisexual, and transgendered employees,
she was shocked. “I was trying to place

it in the context of this superpositioned
male executive who’d just come off pa-
ternity leave with his wife and baby,” she
says. But after a moment of confusion, she
offered her help.

Over the next few weeks, Wallent held
one-on-one meetings with his dozen direct
reports to let them know about his coming
change. (As he did when telling his family,
he started with those he expected would
be most supportive and worked his way
up to the harder cases.) He sent e-mails to
several key Microsoft executives, includ-
ing Gates and CEO Steve Ballmer, both of
whom replied offering encouragement.
Then he sent a message to all 100 members
of his team, its unusual contents flagged
with a simple subject line—“Re: Me.”

to give them information to ease their
sense of anxiety;” she says.

Wallent rejected this standard ap-
proach. “It was critical for me to own the
communications process,” she says, citing
two reasons: First, relying on others might
suggest she was ashamed of the decision,
which she wasn’t. Second, she believed
that brutal honesty—and a willingness
to answer questions, no matter how
personal—would shorten the time it took
for the news to stop being watercooler
gossip.

The process wasn’t entirely smooth.
Gender identity disorder is classified by
the DSM as a mental illness and is consid-
ered immoral by various religions. Even
at a progressive employer like Microsoft,
it was inevitable that some workers
would be uncomfortable with Wallent’s
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transition. One employee mentioned that
discomfort when he resigned, though it’s
unclear how big a role it actually played

in his decision to leave. Wallent, who’d
promised to hear all employee questions,
had to face some tough ones. In team
meetings prior to his surgery, he was
asked whether he planned to stay married
(ves), whether he was attracted to men or
women (women), how he intended to deal
with his hairy arms (laser treatments), and
which bathroom he would use upon his
return to work (the ladies’ room).

Although the sessions were difficult,
Wallent now views them as a crucial part
of her transition. “A lot of people came
back to me with these incredibly personal
stories about things that had happened to
them that were equally transformative,”
she recalls. Ultimately, she thinks her new
management style has little to do with the
estrogen pills she takes daily. She believes
that it’s a by-product of those intimate
conversations with her colleagues. “They
really brought home the value of authen-
tic leadership, and of letting the people on
your team in to see your whole self;” she
says. “It makes them more comfortable in
their jobs.”

For employees who never knew Megan
as Michael (now the majority of her team,
owing to job changes and the passage of
time), her transition feels like a nonevent;
what they know about it comes only
through secondhand observations and
recollections. “I’ve heard she speaks with
a quieter voice now;,” says Angie Anderson,
a project unit manager who’s worked for
Wallent for two years. “People think she’s
a better manager.”

But employees who worked for both
Michael and Megan say they continue
to notice the change. Calvo, the direc-
tor of test engineering, recalls that when
Michael offered feedback on prototype
software, “people would leave the room
paralyzed—‘Wow, I almost got fired’—
because of his directness, his bluntness.”
But, he says, “Megan has a completely
different approach. She still comes to the
same conclusion, but she drives people in
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“The New Normal”

FROM:
MICHAEL
WALLENT

SENT: TUESDAY,
SEPTEMBER 11,
2007

TO: GFS
MANAGEABILITY
SERVICES GROUP

RE: ME

Hi, All—

I've been at Microsoft now for more
than 11 years, worked with hundreds (if
not thousands) of people, worked on
some great stuff. I’'m not usually a fan of
mixing personal and work, but some-
times when personal impacts work, it has
to be discussed. So...

After a lot of internal struggle and
soul-searching, I’'ve come to the conclu-
sion that I’'m transgendered. In the sim-
plest of terms, what this means is that
while I was born male in the traditional
sense, this doesn’t match how I feel, or
how I will live the rest of my life....I'll be
taking some time off after Thanksgiving,
and will be living and working full-time
as female after the first of the year. In the
end, | am and will be the same person
that I've been, but will just look a little
different. So, in January, still “mwallent,”
just “Megan” instead of “Michael.”

What does this mean for work? Well,
I hope nothing. | was committed to the
company before this started, and if any-
thing, I'm even more committed now.
| want to continue to contribute and
make a difference. Going through this
process has helped me work on things
that | hope will make me grow to be
a better and more valuable employee
(communication, openness, dealing
with change, etc.). As my wife and
| say all the time, the middle is the
hardest—and that’s where | am right
now. | hope that in January it’s just

“The New Normal.”

So far, when I've told people what’s
going on, initially there’s surprise (nor-
mal) and then lots of questions....

I’'m happy to answer (most of) them.
I strongly encourage you to ask. At this
point, this news is “out,” so I’'m not ask-
ing anyone to keep it confidential. How-
ever, if you have questions or concerns,
come by, set up time for coffee, send
mail, whatever works for you. If you don’t
feel OK asking me, please ask Debra,
Amitabh, Lisa, Val, Catherine, or Cheryl.
They are all here to help as well.
Sincerely,
Michael

Wallent, who’d promised to hear all employee
questions, faced some tough ones prior to his
surgery—such as, did he plan to stay married?

amore emotional way. ‘Have you thought
about this?’ She’s becoming more of a
coach, instead of a general.”

On most days, Wallent looks upon her
gender transition as a closed chapter in
her professional life. Still, she continues
to worry about whether she’ll “pass” as
awoman while representing Microsoft
on customer visits and whether clients
who recognize her as transgendered will
react badly. (So far they haven’t, she says.)
There are also periodic reminders of her
unique status: For instance, she’s still
officially listed as a man for HR purposes,
partly to avoid tax and legal problems.

Her worries about imperiling her career,
however, seem to have been unfounded.

She is currently one level below vice presi-
dent, and on the basis of her performance
reviews, she thinks she’s on track to
eventually be promoted—perhaps faster
than Michael would have been, because
of her evolving leadership style. Whereas
Michael relied on technical expertise as
the key to his authority, Megan says her
focusis people. “I want to be the type of
leader that helps people achieve their full
potential, and to get the most out of them
every day,” she says. “That’s been part of
my transition—learning how to lead from
the people” © HBR Reprint R1011M

& Daniel McGinn is a senior editor at Harvard
Business Review.


http://HBR.ORG

AVAILABLE WHEREVER BOOKS ARE SOLD

You’ve got an idea that could be crucial for
your organization. Yet, before you know
what’s happened, your idea is defeated —
but it doesn’t have to be this way.

In Buy-In, bestselling author John Kotter

and Lorne Whitehead show you how to win
the support your good idea deserves. Smart,
practical, and filled with useful advice, Buy-In
equips you to anticipate and combat the most
common attacks — so your good idea makes
it through and makes a positive change.

ALSO BY JOHN KOTTER

ot

AT A ‘-)
John P Kotter

& [in S.(chen

nse of
urgency

www.hbr.org/buy-in

Harvard
Business
Review
Press

JOHN P. KOTTER

ano LORNE A. WHITEHEAD

*saving your
good idea
from getting
shot down

US $22.00

E-BOOK AND VOOK™ FORMATS ALSO AVAILABLE


http://www.hbr.org/buy-in

Looking for
the Best Ideas
in Business?

Now there are apps for that.

A Access blogs and columns from the world’s leading management
HBR experts, take in a video or audio podcast, read excerpts from the

magazine and HBR Press books. HBR Today will keep you engaged with

Harvard Business Review content wherever your busy day takes you.

oday

HBR Tips offers quick, practical management tips and ideas from
Harvard Business Review. New business tips are delivered to the

gl

MANAGEMENT app five days per week.
TIP OF THE DAY

I HBR Stats brings you daily facts and figures on our world and
the business that happens in it. New stats are delivered to the

THE DAILY STAT app five days per week.

Visit iTunes to download these apps for your iPhone, iPod touch, or iPad.



ILLUSTRATION: LARA TOMLIN

EXPERIENCE

HBR.ORG

The Experts

Blythe McGarvie is the
CEO of LIF Group and
serves on the boards of
Accenture, the Travelers
Companies, Viacom, and
Wawa. She was previously
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the Duisenberg School

of Finance in Amsterdam.

HBR’s fictional case studies present dilemmas
faced by real leaders and offer solutions from
experts. They appear at_hbr.org prior to publi-
cation here.

The CFO charged with analyzing the pros and
cons of a new product line wonders whether
it’s time for her to stop facilitating—and start
leading. by Trish Gorman Clifford and

Jay Barney

Play It Safe or
Take a Stand?

hirley Rickert sighed as she realized

that she had no hope of making the

7:10 express tonight. She turned
back to the reports she was reviewing at
the request of her CEQ, Carl Switzer.

As the chief financial officer of HGS,
alarge plastics and packaging materials
company, Shirley was accustomed to hav-
ing the occasional fire drill disrupt her rou-
tine. This time it involved an increasingly
heated internal debate that Carl wanted
her to help moderate.

The good news was that HGS’s
research-and-development department
had stumbled upon a new plastic polymer
that was stain-resistant, wrinkleproof, and
virtually indestructible, and yet looked,
felt, and draped just like cotton—a perfect
material for making men’s dress shirts.
The bad news was that senior executives
in the company were bitterly divided over
whether and how to use the fiber—now
referred to internally as “Plastiwear”—as
ameans to enter the apparel industry.

Shirley allowed herself a moment to
stretch. As she rolled her neck, wincing,
she heard voices in the hallway outside
her office.

“He’ll tell you he’s an 11 handicap.
You can bet on that. Hey, I’ll catch you
later, Carl. Just need to grab Shirley for
aminute.”

She looked up to see Scott Beckett, the
vice president of HGS’s most profitable
division, Oil and Gas Products, filling her
doorway. “Hope [ wasn’t too abrasive
today,” he opened. “It would be a shame to
get people all riled up just when we need a
balanced and rational review of the facts.”

“Oh, Scott, we expect straight talk from
an old oil and gas man. I think you made
your position on Plastiwear quite clear—
again.” Shirley motioned for him to sit.

“I’ll keep saying it, but I don’t get the
feeling everyone is listening.”

“Well, some people around here like the
idea of investing in a patented technology
that could open up new and exciting
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businesses for us. But I understand your
reluctance to wade into the unknown.”

“It’s not the unknown. It’s an intensely
competitive market!” Scott scoffed. “Look
at the forces at work in men’s shirts. The
suppliers are an oligopoly, buyers are large
and ruthless about pricing, and there’s
no way to create any customer loyalty in
such a crowded playing field. Even if we
partnered with an existing shirtmaker, our
patent on the fiber would be ridiculously
expensive to defend, so in no time we’d
be in price wars with copycats all over the
place”

“Well, that certainly sounds like a
textbook no-go. I’'m sure the VC firms
that turned down Starbucks came up

the ground—and doing amazingly well,
Imight add. Preorders are already in the
tens of millions, and we make even more
if we deliver early. And don’t forget about
the Cleveland plant expansion. Do we
really want to divert our people, our time,
and our money away from these proj-
ects? And, longer term, if we chase this
Plastiwear pipe dream, how many other
opportunities in our existing—I’ll say it
again—successful B2B businesses, invest-
ments with less risk and more reward, will
we miss out on?”
Scott rose and moved to the door.
“Idon’t want to keep you, Shirley. I just
want to make sure a few of us have our
heads screwed on straight and won’t be

“If we chase this pipe dream, how
many investments with less risk and
more reward will we miss?”

with a similar analysis of the coffee shop
industry.” Shirley said this with a smile,
but Scott still grimaced. “Look, I do under-
stand your point of view. We’d struggle to
compete on our own in retail, and it would
be tough to manage outside partners in a
business we don’t know. There’s no ques-
tion it would be an uphill battle. But some
people think it’s a battle we should fight.
And not just inside these walls. You know
MG Management has been buying up our
shares, and a lot of people think it’s with

a takeover in mind. They’re meeting with
Carl next week to discuss taking two board
seats and addressing our ‘failure to lever-
age new technology,” she said, making air
quotes as she cited the letter the private
equity firm had sent Carl. “Don’t you think
they’ve somehow learned enough about
Plastiwear to smell money?”

“Those guys might see themselves
making billions with shirts—or some
other Plastiwear-based product line. And
maybe they could take us over and pull it
off. But at what cost? Everyone is already
working flat out to get GreenPlastics off
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squandering our shareholders’ money on
adoomed venture. Good night.”

Shirley let him go, neither confirming
nor denying that she’d oppose the Plasti-
wear project. In fact, she could easily make
a case either way, and she’d asked her
team to model a break-even scenario. But
Carl wasn’t requesting that she take a side.
As always, he was relying on her to give
him levelheaded, rigorous analysis, to vet
the due diligence, and to clearly articulate
the different points of view.

She excelled at this sort of facilitation,
and in every review she’d had since
joining HGS, Carl and other colleagues
had told her it was what they valued most
about her. She was fair and balanced,
without any agenda except the financial
health of the company.

Sometimes, of course, the answer to
a question was so obvious that present-
ing the facts was tantamount to making a
recommendation. But the Plastiwear deci-
sion wasn’t clear-cut, and there would be
serious political fallout for backing either
Scott or his opponent on the issue, Walter

Albright, VP of research and development.
Both were highly influential at HGS, and
she’d once heard Carl remark to a board
member that he could see either man in
the CEO seat one day.

Shirley shook her head as she tossed
her laptop, BlackBerry, and files into her
oversize handbag. If she hurried, she
would just make the 7:45 train.

A Miracle Opportunity
In the lunchroom the next day, Walter
Albright and Jerry Tucker, one of the
senior R&D scientists, were seated and
deep in conversation when Shirley set
her tray on the table and circled back for
salad dressing and extra napkins. When
she returned, they were eager to draw
her in. “So glad you suggested we meet
to discuss Plastiwear,” Walter began.
“The models you were asking about are
quite conservative, as you probably
noticed.”

As Walter paused to sip his coffee, Jerry
nodded and chimed in. “The revenues
could easily be twice our projections, and
the growth rapidly accelerates as you
goose up marketing. Even with a much
tougher hurdle rate and a higher initial
investment, the payoffis terrific.”

Shirley smiled. A few years ago she
would have rolled her eyes at the lab-geek
enthusiasm. But these guys knew what
they were talking about. The last time
she’d questioned one of their new-product
proposals—and indeed shown Carl where
she thought they’d gone wrong in their
estimates—they’d secured approval for
a pilot anyway and outperformed even
their own expectations. Walter wasn’t
the “I'told you so” type, but Shirley had
worried about offending him ever since.

“Inoticed that you built the dynamics
into the spreadsheet,” she said. “Nice
work. But my questions aren’t about
the mechanics of the model. I want to
hear more about the commercialization
process. Now that you’ve invented this
miracle fiber”—she nodded to Jerry,
who was commonly acknowledged as
the genius behind Plastiwear—“do you
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foresee any difficulties in scaling up
production?”

“Commercialization should be easy,”
Walter said. “You know we’ve got a great
track record of moving new ideas from
the lab to full production. To us, this
ism’t much different. We have a winning
formula, and the prototypes are terrific.”

“But this is obviously a very different
type of product for us,” Shirley replied.

“So, looking back, what’s the closest prec-
edent we’ve had?”

The two men didn’t answer directly but
instead spent the next 20 minutes sharing
stories of their various experiences turn-
ing new discoveries into highly profitable
business lines. “And so,” Walter concluded,

“the point we’re trying to make by giving
you all these examples is that—even
though it’s a totally new market for us,
given our history—we think we can do the
same thing with Plastiwear.”

Jerry glanced at his watch. “Sorry, I
have to run to a meeting, but let me know
if I can get you any more information.”

“Thanks. I’ll be in touch.” Shirley turned
to Walter. “It sounds like you two have
been really thorough in your cash-flow
projections. 'll admit I thought they
might be overly optimistic, but your logic
seems solid. Of course, you know that
Scott Beckett has concerns about our
managing an apparel business. He projects
substantial losses if we go down the path
you suggest.”

Walter gave her a patient smile. “Yes,
Irealize that if you load up the front
end with environmental regulation
compliance; big investments in property,
plant, and equipment; and sales that are
slow to ramp up, the net present value you
get will indicate that this is a losing bet.
And ITknow it’s hard to imagine a plastics
and packaging company doing fashion
well.” His honest appraisal took Shirley
by surprise. “But you know Scott has an
agenda. There are ways to make it work,
and we really don’t see how it could play
out badly.

“Besides, beyond the numbers, you
must realize this is a great opportunity to

reenergize HGS. We stumbled upon this
fiber, and it really is near perfect, with
so many possibilities for us. Imagine
stainproof shirts that look as good as
anything you get at Thomas Pink. Imagine
indestructible canvas tents. Imagine...”
Walter caught himself and looked at
Shirley. “I’ll stop. But I hope you and Carl
understand how important this could be
forus”

“I see what you mean,” Shirley said,
rising to bus her tray. “Thanks for taking
the time to chat.”

Upping the Stakes

Shirley clicked off the timer on her Black-
Berry more brusquely than she’d intended
and drew a deep breath. “Can we sum up
for today? I think we’ve made some good
progress.”

Brian Hanrahan, a senior financial ana-
lyst and Shirley’s go-to number cruncher,
volunteered. “In summary, MG Manage-
ment wants to acquire a substantial stake,
and we have no direct way to block them.
However, if we make a public announce-
ment of a revised dividend policy, an
acquisition in one of our core areas, or a
large near-term investment decision, they
might back off a bit. We could also quickly
sell off the rights to Plastiwear or jump
into a joint venture.”

Shirley’s regularly scheduled meeting
with her staff had been co-opted to dis-
cuss the private equity firm’s recent share
purchases and the possibility of a takeover
attempt. “Keep this discussion quiet,” she
reminded the group, “and take care you
don’t leave these documents out where
anyone might see them, in or outside this
building.”

She left the room last, walking slowly
and thinking about Plastiwear. Deciding
what to do was complicated enough, with
some of the most powerful people at HGS
making strong, albeit self-interested, cases
on both sides of the argument. MG’s in-
volvement only increased the stakes, and
she had no doubt that Carl would want her
analysis of the situation on his desk first
thing in the morning.

Back in her office, she sat down at her
computer and began typing out a neutral
executive summary page. After a minute
she stopped.

Was her usual impartial approach
really adequate in these circumstances?
Wouldn’t it be better to not only evaluate
the options and provide perspective but
also make a recommendation about a
course of action? Wouldn’t it be better to
show Carl and the other senior executives
that she could make tough choices, too?

The problem was, the models weren’t
giving her an answer. All the outcomes
(profit, loss, breakeven) were feasible.
This was a difficult strategic decision,
fraught with political risks. Supporting
either faction would mean alienating
the other, perhaps irreparably damaging
relationships and, as a result, limiting her
career options at HGS.

Besides, even if she did offer Carl
advice, there was no guarantee he would
take it. He was famous for “going with
his gut”

Would he respect her more for going
with hers? Or for presenting both sides of
the argument so that he could make his
own decision?

With gnawing unease, she looked
at her screen and deleted the text she’d
drafted. Should she rely on her traditional
strengths or demonstrate new skills?

& Trish Gorman Clifford is the managing
partner of Clifford Strategic Services and

an adjunct professor of management at the
Columbia University School of International and
Public Affairs. Jay Barney holds the Chase Chair
for Excellence in Corporate Strategy at the Fisher
College of Business at Ohio State University. They
are coauthors of What | Didn’t Learn in Business
School: How Strategy Works in the Real World
(Harvard Business Review Press, 2010).

Should Shirley simply
moderate the debate
or recommend a
course of action?

See commentaries on
the next page.
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The Experts Respond

Blythe McGarvie is the author of Shaking
the Globe: Courageous Decision-Making in a
Changing World (John Wiley & Sons, 2009).

THIS CASE reminds me of a situation |
once faced. When | worked at Sara Lee,
the president and CEO wanted to make
an acquisition in Finland to secure a major
share of the Scandinavian underwear and
hosiery market. After finishing my due
diligence on the deal, | realized that the
company would be better off forgoing it.
I did what my boss asked me to do—the
financial analysis—but I also wrote a
10-point memo clearly explaining why

I thought the acquisition would damage
our long-term value.

Shirley should also do what Carl, her
boss, asked—analyze and explain the finan-
cial and market implications of the possible
scenarios: (1) not doing anything with
Plastiwear, (2) finding a partner to enter
the business with, (3) entering it without
a partner. She already has her team creat-
ing a model for what would be required to
break even, but she should spell out very
clearly which three to five key assumptions
drive the model (such as pricing; cost of
raw materials, which in plastics depends
on volatile oil prices; and distribution and
marketing costs). Most important, as part
of her analysis, she should indicate what

B

CARL DEPENDS on Shirley to find
and organize important data regard-
less of lobbying from opposing fac-
tions. She shouldn’t undervalue the
importance of that. Her impartiality
allows her to be credible in her role,
and she’s in a unique position to fa-
cilitate brainstorming by the manage-
ment group and examine blind spots
in the group’s thinking. I'd hire her in
a heartbeat.

Roz Dieterich, consultant and
psychotherapist, In Your Corner
Coaching and Consulting Services

WHAT WOULD YOU DO?
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At Shirley’s level of management, her job
involves coming to informed conclusions.
She needs to have a point of view.

the company could learn if it did go into a
test market. If HGS makes a small invest-
ment now to learn how consumers respond
to Plastiwear, it will avoid a big write-off
later or will obtain valuable information for
a successful product launch. Competitors
might learn of the product but would not
be able to duplicate the technology if it is
patent-protected.

Carl expects Shirley to play a certain
role, and doing his bidding will build trust
between them. But at Shirley’s level of
management, her job involves coming to
informed conclusions. She is not a function-
ary but a thinker, a chief financial officer
expected to offer smart recommendations
to the leadership team. As such, she needs
to have a point of view. If she disagrees
with powerful colleagues or even her
boss, but does it politely and with finesse,
she won’t lose her job. But she needs to
present her case in a persuasive manner,

SOME ADVICE FROM THE HBR.ORG COMMUNITY

I CAN SEE Shirley taking a stand on
something she really believes in, but
that doesn’t seem to apply in this
case. Given that, why should she
take a strong position here when it’s
not her job? She could easily lose
out, even if the boss goes in the
direction she recommends, because
that’s apparently not what people
want from her.

David Dillard, software engineer,
Symantec

covering the assumptions, the analysis, the
company’s competitive situation, and its
vision for future growth in her arguments.

Shirley should also have her staff provide
what | call “bookends”—two other scenar-
ios, which look at what the worst and best
cases will be if the key assumptions happen
to be wrong. Her boss may not follow her
advice—that’s his prerogative—but Shirley
will at least know that she tried her best by
presenting a thorough, logical argument to
support her position.

It appears that Walter and Scott have
their own agendas. Yet the only agenda
that matters is finding a way to build the
business and getting others to buy into the
strategy or explain why it won’t work. If
Plastiwear isn’t the answer, what are the
alternatives? If the company’s senior execu-
tives can’t articulate how and with whom
they might prosper, the company deserves
to be taken over!

SHIRLEY’S RETICENCE most likely
stems from her own insecurities
about venturing into the murky and
uncertain human side of decision
making; she seems more comfort-
able behind a spreadsheet. It seems
that most of the facts are on the
table. Now it is time for her to step
up, share her perspectives, and
encourage others to come together
in seeking the best solution.

Betty Shotton, partner,

Berkana Consulting
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SHIRLEY RICKERT must stop vacillating.
As chief financial officer, she is morally
(and legally!) obliged to safeguard share-
holder value and the financial health of
HGS. Her success will be measured by her
ability to lead others toward actions that
strengthen those two aspects of company
performance. Merely moderating a debate
between self-interested management
team members is not good enough. Scott
and Walter might want to throw temper
tantrums at each other in the boardroom
(ve seen many in my time as a corporate
executive and adviser), but Shirley must
move the conversation to focus on value
creation.

Two issues demand her immediate
attention:

First, it is imperative that she take a
position on the investment in Plastiwear.
The short-term political risk of angering
powerful colleagues does not stack up
against her accountability to shareholders

Shirley’s leadership is
required on potential
responses to the
looming takeover of
HGS.

SHIRLEY’S PRINCIPAL role is to
manage risk. She will display lead-
ership by focusing on her strengths
(regardless of her personal opinion
in this circumstance), respecting
boundaries, and allowing others
(such as Carl, the CEO) to fulfill
their own roles with their own
strengths. It is incumbent upon all
of us, no matter what our rank or
position, to lead where we are.
Paul Tzanos, CFO, Sports Science
Institute of South Africa

& ‘ Wealth (Oxford University Press, 2009).

and her reputation as a leader in the long
run. Shirley needs to evaluate the potential
profit power of the new project against that
of other opportunities in the pipeline. How-
ever, there is no way that she can take a
stand at this point, because she has failed
thus far to aggressively gather insights from
outside the company. CFOs (and CEOs, for
that matter) cannot rely only on “facts” and
spreadsheets offered up by in-house fac-
tions promoting their own agendas. Shirley
and her team must reach out to external
experts in the apparel industry to get their
take on the challenges and opportunities
offered by Plastiwear and to test the as-
sumptions and projections made by Walter
and his team.

As Scott pointed out, she must also take
note of the competitive forces at work in
the apparel industry. In particular, she
should understand HGS’s “power nodes”—
the sources of profit power that make the
company indispensable to and give it lever-
age over its suppliers, partners, or buyers.
Power nodes can be a variety of things:
unique skills, special ingredients, hubs or
network dynamics, brands, the ability to
distribute. They allow companies to retain
the largest share of profits and manage
their risks while making sure that the
broader group of players with whom they
interact also benefit. In today’s transparent
business environment, where competitive
information is free-flowing and even large
companies have the freedom to play with
their business models, HGS needs to con-
centrate its activities on its power nodes.

Second, Shirley’s leadership is required
not only on the Plastiwear decision but
also on potential responses to the looming
takeover of HGS. It appears that buyers
of a minority stake may be getting undue
influence. With a solid understanding of the
profit power of her company, Shirley can
play a leading role with Carl Switzer and
the HGS board to devise a posture to safe-
guard the interests of all shareholders. ©
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Synthesis

A review of emerging ideas in the media

From Lone Hero
toa Culture of Leadership

Three books show how best to create effective partnerships
at the top. by Charles J. Palus and John B. McGuire

he imperative for human devel-
T opment is much like the one for

successful innovation: Push the
existing model until it breaks. In leadership
terms, the broken model is the “great man”
theory. Thanks to the increasing complex-
ity of work and society—augmented by the
rising influence of the internet and grow-
ing global commerce—lone heroes simply

146 Harvard Business Review November 2010

can’t wield power the way they used to.

In politics and business, among other
spheres, individual leadership is prov-

ing to be inadequate when moving from
projects and products to large enterprises
and cross-border networks. Organiza-
tions, therefore, are learning to embrace
coleadership—in dyads, small groups, and
larger collectives.

Leadership expert Warren Bennis
shifted his focus from great men to great
groups in 1997. In Organizing Genius, he
and coauthor Patricia Ward Biederman ar-
gue that “most nontrivial problems require
collective solutions,” so the individual
must work both with and for the many.

However, our research over the past 15
years at the Center for Creative Leadership
shows that there are significant challenges
in moving toward this new model. Leaders
often struggle to cope with their feral com-
petitiveness, desire for power and control,
and gut-level inclination toward personal
triumph over collective achievement. Ben-
nis might have put it best in his 1997 Leader
to Leader article “The Secrets of Great
Groups”: “How do you get talented, self-
absorbed, often arrogant, incredibly bright
people to work together?”

Three new books cast fresh light on the
topic. Is the solution to ensure that colead-
ers have complementary knowledge, skills,
and personalities? Or is it to unite diverse
people within a collaborative leadership
culture?

Eleven years after Bennis and coauthor
David A. Heenan described successful
executive pairs in Co-Leaders: The Power
of Great Partnerships, former Disney CEO
Michael Eisner chimes in with Working
Together: Why Great Partnerships Succeed,
a collection of vignettes about duos at the
top of organizations. The shift from one
leader to two is the first step of coleader-
ship, and the lesson from both books is that
success requires a strong ego to comple-
ment and restrain a big one.

Strong egos are open, flexible, and
connective. Big egos are rigid and control-
ling. Strong egos pay attention. Big egos
draw attention. Eisner himself falls firmly
into the latter category; he’s reading this
and smiling. His partner, Frank Wells, on
the other hand, was happy to play second
string for the good of the partnership. One
suspects that Aaron Cohen, who contrib-
uted to the book, is willing to do the same.

Eisner offers nine other examples as
well, from investment managers Warren
Buffett and Charlie Munger to restaura-

ILLUSTRATION: DANIEL CHANG
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Michael D. Eisner with
Aaron Cohen
HarpercCollins, 2010

Trio: Inside the Blair,
Brown, Mandelson Project
Giles Radice

1.B. Tauris, 2010

Madison and Jefferson
Andrew Burstein and
Nancy Isenberg

Random House, 2010

teurs Susan Feniger and Mary Sue Milliken.

In the process, he uses almost every cliché
possible to emphasize that opposites at-
tract and thrive—“fire and ice,” “night and
day,” “yin and yang,” “the odd couple”—
and the point he makes is as simplistic as
his metaphors. Indeed, Working Together
is little more than a pale addendum to
Bennis’s Co-Leaders. Eisner seems intent
on polishing his own star, and the great-
man theory shines through.

For a more nuanced consideration
of coleadership, this time with three
heads, turn to Trio: Inside the Blair, Brown,
Mandelson Project, by Giles Radice, a
member of the House of Lords. This is a
well-researched but at times heavy-going
story about the UK’s New Labour move-
ment, led by back-to-back prime ministers
Tony Blair and Gordon Brown and behind-
the-scenes power broker Peter Mandelson.
And although it has received less attention
than Blair and Mandelson’s own memoirs,
it is undoubtedly a more neutral account.

Unlike the successful coleader pairs
described by Eisner and Bennis, how-
ever, this partnership is troubled. Radice
describes a battle royal of big egos often
fighting bitterly but periodically redis-
covering their deeper bonds. Blair was,
of course, the brilliant and charismatic
golden boy with bright moral convictions
that led him to both success (in Ireland)
and failure (in Iraq). Brown was a strong
chancellor who waited for his turn at the
top job but watched a widely assumed
private deal for early succession crumble
into an interpersonal war with his coleader.
Mandelson, with arguably the strongest
ego, was a consummate party organizer
who helped the others succeed but was
himself plagued by scandal, ethical failings,
and political maneuvering, which earned
him the sobriquet “Dark Lord.” These
three men kept New Labour in power for
16 years not because they had complemen-
tary personalities and talents but because
they collectively invented a “third way”
between the Thatcherites and the Social
Democrats. Time after time the party’s
modernized principles and values shored
up the weaknesses of its leaders.

One sees similar themes in Madison
and Jefferson, a laser-sharp view of the
first 50 years of the American political
experiment. The two leaders of the title
were in some ways like Eisner’s duos—one

“Their personal exploits
[were] made into
something more nobler

than they were.”

Madison and Jefferson, by Andrew
Burstein and Nancy Isenberg

(Jefferson) attracted more attention
while the other (Madison) provided
quiet strength and stability. But authors
Andrew Burstein and Nancy Isenberg go
beyond conventional wisdom to reveal a
larger culture of coleadership during that
remarkable period. Aligned along Enlight-
enment values—including equality, elitism,

free thought, and the power of unity in
diversity—the Founders insisted that

great ideas dwarfed great individuals. The
book’s frontispiece quotation from Benja-
min Rush in 1808 makes that clear: “There
is very little difference in that superstition
which leads us to believe in what the world
calls ‘great men’ and in that which leads

us to believe in witches and conjurors.”
Madison and Jefferson led alongside a host
of peers, and the Declaration of Indepen-
dence was followed by a declaration of
interdependence—the Constitution.

This idea of a great group supports
the findings of our own research: In the
face of long-term, complex challenges,
it is the larger context of a shared cause
and culture that binds together big egos.
They’re still there, of course. But mutual
trust, collaboration, and accountability
serve as the restraining strong ego.

The same holds true in business.

Louis Gerstner didn’t transform IBM

into an integrated, customer-friendly
organization by partnering two leaders

at a time. He knew he had to galvanize all
his senior managers. So, for instance, he
challenged his top 200 executives to make
face-to-face problem-solving visits to at
least five customers each, and then got
personally involved in every visit report.
As he later explained in his book Who Says
Elephants Can’t Dance?: “I came to see...
that culture isn’t just one aspect of the
game—it is the game.”

As Bennis has written, leaders are as
much created by the group as the other
way around. Picture M.C. Escher’s pair
of hands drawing each other on a grand
scale. Organizations that successfully shift
from great leaders to great groups practice
coleadership throughout their culture.
That’s where the real strengths reside.
Madison and Jefferson got it right. What’s
needed is complementarity, not sameness,
and an evolving common cause stronger
than the biggest egos. ©

Q Charle§ J. Palus and John B. McGuire
are senior faculty members at the Center

for Creative Leadership in Greensboro,
North Carolina.
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SPOTLIGHT ON LEADERSHIP LESSONS FROM THE MILITARY

Spotlight -

Leadership Lessons g6
From the Military

Military work calls for a variety of leadership traits:
adaptability, composure under pressure, the ability to
keep a high-level mission in mind at all times, and an
understanding of complex, technically sophisticated

systems. Those are exactly the skills that today’s
business leaders need, as well.

NEGOTIATIONS

Extreme Negotiations

Jeff Weiss, Aram Donigian, and
Jonathan Hughes | page 66

CEOs and other senior executives
must make countless complex,
high-stakes deals across functional
areas and divisions, with alliance
partners and critical suppliers, and
with customers and regulators.
The pressure of such negotiations
may make them feel a lot like U.S.
military officers in an Afghan village,
fending off enemy fire while trying
to win trust and get intelligence
from the local populace.

Both civilian and military leaders
face what the authors call “danger-
ous negotiations,” in which the traps
are many and good advice is scarce.
Although the sources of danger are
quite different for executives and of-
ficers, they resort to the same kinds
of behaviors. Both feel pressure
to make quick progress, project
strength and control (particularly
when they have neither), rely on
force rather than collaboration,
trade resources for cooperation
rather than build trust, and make
unwanted compromises to minimize
potential damage.

The authors outline five core
strategies that “in extremis” military
negotiators use to resolve conflicts
and influence others: maintaining a
big-picture perspective; uncovering
hidden agendas to improve col-
laboration; using facts and fairness
to get buy-in; building trust; and
focusing on process as well as out-
comes. These strategies provide an
effective framework that business
executives can use to prepare for a
negotiation and guide their moves
at the bargaining table.

HBR Reprint R1011C

CRISIS MANAGEMENT

“You Have to Lead
From Everywhere”

An interview with Admiral Thad
Allen by Scott Berinato | page 76

When responding to a complex,
fast-moving crisis, leaders must
constantly adapt their mental
models and create a “unity of
effort,” argues Allen, a retired
U.S. Coast Guard admiral and the
national incident commander for
the Deepwater Horizon oil spill.
That’s a much bigger management
challenge than approaching the
job as a military operation and
drawing on unity of command, and
it can require nuanced and creative
strategies, such as deciding to go
“off book” when standard protocol
simply won’t work.

In this edited interview, Allen—
who also brought post-Katrina New
Orleans back from the brink of an-
archy and headed the Coast Guard’s
response to the September 11 at-
tacks along the eastern seaboard—
stresses the need to lead both from
headquarters and on the ground.
He discusses how the phenomenon
of publicly available, real-time
information has affected crisis man-
agement in recent years, addresses
the challenges of managing multiple
public and private stakeholders, and
shares his thoughts on how to lead
when an anxious public is counting
on success.

HBR Reprint R1011D

LEADERSHIP

Which of These People

Is Your Future CEO?

The Different Ways Military
Experience Prepares Managers
For Leadership

Boris Groysberg, Andrew Hill, and
Toby Johnson | page 80

Americans have long believed that
U.S. military officers—trained for
high-stakes positions, resilience,
and mental agility—make excellent
CEOs. That belief is sound, but the
authors’ analysis of the performance
of 45 companies led by CEOs with
military experience revealed differ-
ences in how the branches (Army,
Navy, Air Force, Marine Corps)
prepare leaders for business. Those
differences reflect the trade-off
between flexibility and process that
each branch of the armed services
must make.

Army and Marine Corps officers
operate in an inherently uncertain
environment. They define the mis-
sion but then give subordinates the
flexibility to adjust to realities on
the ground. This leadership experi-
ence tends to turn out business
executives who excel in small firms,
where they can set a goal and then
empower others to work toward it.

Navy and Air Force officers,
who operate expensive, complex
systems such as submarines and
aircraft carriers, are trained to fol-
low processes to the letter, because
even small deviations can have large
consequences. In corporations,
these leaders excel in regulated
industries and in firms that take a
process approach to innovation.

The larger lesson that the military
can offer the business world is that
fit matters. Different circumstances
demand different leadership skills.
Hire the person who fits the job.

HBR Reprint R1011E

LEADERSHIP DEVELOPMENT

Four Lessons in
Adaptive Leadership
Michael Useem | page 86

The armed services have been in the
business of leadership development
much longer than the corporate
world has. Today’s military leaders
need tools and techniques to face a
fast-changing and unpredictable type
of enemy—so the armed services
train their officers in ways that build
a culture of readiness and commit-
ment. Business leaders need to foster
an adaptive culture to survive and
succeed, given that they, too, face
unprecedented uncertainty—and new
types of competitors.

Michael Useem and his col-
leagues at the Wharton School
incorporate exposure to military
leadership into MBA and executive
MBA programs. Highlights include
direct contact in the classroom with
leaders in the U.S. Army, the U.S.
Marine Corps, and the Department
of Defense, along with field-training
exercises and battlefield visits.

The programs are designed to
help students connect viscerally to
essential leadership lessons. Four
are featured in the article:

Meet the troops. Creating a
personal link is crucial to leading
people in challenging times.

Make decisions. Making good
and timely calls is the crux of
leadership.

Mission first. Focus on common
purpose and eschew personal gain.

Convey strategic intent. Make
the objectives clear, but give people
the freedom to execute on them in
their own way.
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THE BIG IDEA
ANALYTICS

The Next Scientific
Revolution

Tony Hey | page 56
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For decades, computer scientists
have tried to teach computers to
think like human experts. Until
recently, most of those efforts
have failed to come close to
generating the creative insights
and solutions that seem to come
naturally to the best research-
ers, doctors, and engineers. But
now, Tony Hey, a VP of Microsoft
Research, says we’re witnessing
the dawn of a new generation of
powerful computer tools that can

“mash up” vast quantities of data
from many sources, analyze them,
and help produce revolutionary
scientific discoveries.

Hey and his colleagues call this
new method of scientific explora-
tion “machine learning.” At Micro-
soft, a team has already used it to
innovate a method of predicting
with impressive accuracy whether
a patient with congestive heart
failure who is released from the
hospital will be readmitted within
30 days. It was developed by
directing a computer program to
pore through hundreds of thou-
sands of data points on 300,000
patients and “learn” the profiles
of patients most likely to be
rehospitalized. The economic im-
pact of this prediction tool could
be huge: If a hospital understands
the likelihood that a patient
will “bounce back,” it can design
programs to keep him stable
and save thousands of dollars in
health care costs.

Similar efforts to uncover
important correlations that could
lead to scientific breakthroughs
are under way in oceanography,
conservation, and AIDS research.
And in business, deep data
exploration has the potential to
unearth critical insights about
customers, supply chains, adver-
tising effectiveness, and more.

HBR Reprint R1011B

STRATEGY AND COMPETITION

Stress-Test Your Strategy:
The 7 Questions to Ask

Robert Simons | page 92

ENTREPRENEURSHIP
Finding Competitive
Advantage in Adversity
Bhaskar Chakravorti | page 102

Stress-Test
Your Strategy

The 7 Questions to Ask

An economic downturn can quickly
expose the shortcomings of your
business strategy. But can you iden-
tify its weak points in good times as
well? And can you focus on those
weak points that really matter?

Drawing on some 25 years of
research, Harvard Business School
professor Robert Simons identi-
fies seven questions all executives
should ask in order to ensure their
strategies’ success. Have you
identified your primary customer?
Decided whether shareholders,
employees, or customers come
first? Narrowed down which perfor-
mance variables to track? Have you
set creative boundaries? Are you
generating creative tension? Are you
promoting cooperation among your
employees? And at the end of the
day (and in the middle of the night),
are you thinking about the right
issues as you ponder how the future
will change your business?

The answers to these questions
can be tough, and their full implica-
tions are not always immediately
clear. Simons provides a real-world
guide to the various alternatives and
their risks, illustrating his points
with examples from companies
including Home Depot, McDonald’s,
Merck, and Pfizer.

There is no magic bullet that can
target the pitfalls of your business
strategy, Simons concludes. But you
must engage in ongoing, face-to-
face dialogue with those around
you concerning emerging data,
unspoken assumptions, difficult
choices, and, ultimately, action
plans. You and they must be able to
give clear, consistent answers to the
seven questions Simons poses if you
want to be sure that your strategy is
firmly on track.
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How do some entrepreneurs, corpo-
rate innovators, and investors turn
adverse conditions to competitive
advantage? Chakravorti, of McKin-
sey and Harvard Business School,
has identified four areas that the
most successful of these people
consistently explore.

1. Entrepreneurs reroute re-
sources that become redundant to
meet new needs, as Jonathan Bush
did at athenahealth. The company
is now a leader in internet-based
revenue-cycle management tools.

2. They round up unusual sus-
pects and break industry orthodoxy,
as Igbal Quadir did with Grameen-
phone in Bangladesh.

3. They find small solutions to
big problems, as Trey Moore and
Cameron Powell did with their Air-
Strip OB smartphone app for mobile
physicians who needed a major
advance in wireless health care.

4. They focus on platform, not
just product. That’s how Fred Khos-
ravi and Amar Sawhney broadened
the field of surgical applications for
Incept’s hydrogel technology.

The entrepreneurs who survive in
the “new normal” will be those who
find counterintuitive solutions to the
bottlenecks, constraints, and other
difficulties that adversity engenders.
Call them the “new abnormals.”
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SUSTAINABILITY
Winning in the
Green Frenzy

Gregory Unruh and Richard
Ettenson | page 110

Winni

In virtually every industry, the focus
of green competition is shifting
from a race to launch eco-friendly
products to a battle over what
constitutes a “green” product in the
first place. The definition can vary
from one sector or product to the
next, but whatever your business,
if you’re not engaged in the debate
and in shaping the rules, you risk
being assessed against standards
you can’t meet.

Once you understand what
degree of standardization exists
in your industry and what your
company’s internal capabilities
are, you can choose from among
four strategies: adopt existing
standards; co-opt them by negotiat-
ing beneficial modifications with a
standard-setting body; define stan-
dards where none exist; or break
away from the current standards by
challenging and supplanting them.

In the building sector, for exam-
ple, LEED certification is considered
definitive, so architects, construc-
tion companies, and office furnish-
ings suppliers naturally choose to
adopt LEED standards. But the cof-
fee industry has more than a dozen
competing standards, so Starbucks
decided to create its own—the
C.A.F.E. Practices.
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Rohm and Haas’s Former CEO on Pulling
Off a Sweet Deal in a Down Market

Raj Gupta | page 49

Raj Gupta had led the specialty
chemical company Rohm and
Haas without drama for years
when some of its most impor-
tant shareholders asked him to
orchestrate its sale. Surprised
but determined to do his best
for the company, in July 2008 he
arranged an $18 billion deal with
competitor Dow Chemical, which
the industry press called the “deal
of the century.”

But Dow was relying on cash
from a planned joint venture of its
own with Kuwait Petroleum, and
when the stock market plum-
meted, the joint venture—and
Dow’s financing—fell through.
Then things got really interesting.
Would Dow try to walk away from
the deal? Could Rohm and Haas
insist that it go through in spite of
the unforeseen global meltdown?

THE GLOBE
GROWTH

How to Conquer New
Markets with old Skills

Mauro F. Guillén and Esteban Garcia-Canal |

page 118
J— Many firms sit on the sidelines
of global competition, believ-
ing they need to develop
innovative products or leading
How to Conquer New brands before venturing

Markets with Old Skills
[

abroad. The international suc-
cess of Spanish companies like
Telefdnica, Freixenet, Banco
Santander, and ALSA proves

How airtight
was that
agreement?
Gupta, who
learned he
had cancer in
the midst of
all this, had
to find a way
through the complicated financial
and economic issues. In this first-
person account he talks about
the most difficult deliverable ever
asked of him—seeing through the
sale of his company as the world
economy was collapsing.
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Managing Yourself

What’s Your Personal Social Media
Strategy? soumitra Dutta | page 127

Social media are changing the way
we do business and how leaders
are perceived, from the shop floor
to the CEO suite. But whereas

the best businesses are creating
comprehensive strategies in this
area, research suggests that few
corporate leaders have a social me-
dia presence—say, a Facebook or
LinkedIn page—and that those who
do don’t use it strategically.

Today’s leaders must embrace
social media for three reasons.
First, they provide a low-cost,
highly accessible platform on which
to build your personal brand, com-
municating who you are both within
and outside your company. Second,
they allow you to engage rapidly
and simultaneously with peers,
employees, customers, and the
broader public—in order to lever-
age relationships, show commit-
ment to a cause, and demonstrate
a capacity for reflection. Third,

they give you
an opportu-
nity to learn
from instant

Wihats Your personal
Social Media Strategy?

‘!ﬁ 4 'q information and
a2 unvarnished
T feedback.

To formulate
your personal
social media strategy, it helps
to clarify your goals (personal,
professional, or both), desired
audience (private or public), and
resources (can you justify using
your company’s?). You must also
consider the risks of maintaining a
large number of connections and of
sharing content online.

Active participation in social
media can be a powerful tool—
the difference between leading
effectively and ineffectively, and
between advancing and faltering in
the pursuit of your goals.
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such thinking dead wrong. They all became global
players in their industries—by excelling at old-
fashioned capabilities.

The Spanish firms skipped the risky, expensive
strategy of opening their own facilities overseas.
Instead, they extended their reach through
acquisitions and alliances, focusing first on Latin
America and Europe. Political and networking
savvy helped them break into highly regulated or
complex markets. Speed has also been a factor
in their success: Rapid project execution allowed
them to pull ahead of other multinationals, and
with their expertise in vertical integration, they’ve
been able to get products quickly and cost-
effectively to far-flung customers. Though all
these skills may be humdrum, Spanish firms
have made the most of them and have become
industry giants as a result.
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Oliver Sacks

HBR: Are people hardwired to have certain jobs?
Sacks: In families of musicians, and sometimes
mathematicians, I think the genetic component

is very strong. The Bach family was so famous for
its musicality that musicians in Germany used to
be called Bachs. Certain minds may be analytically
inclined from the start, and this may draw them
toward science. But family influence is important.
Nine uncles on my mother’s side were all chemists
or physicists. My parents were both physicians, and
eventually I followed them.

Can you identify any crossroads in your career?
Coming to America, when I was 27. I thought of Brit-
ish society as rigid and hierarchical, and imagined
America would be socially and culturally and mor-
ally spacious. And I thought that I would probably
have an odd life and that I could find a little hospital
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in America and hide there and do my own thing,
which is what I did. What I’'m still doing.

How does getting to know patients and telling their
stories enrich your understanding of the brain?

It allows me to understand much better what is
happening with them physically. The case history is
the most detailed way of communicating—but also
apprehending—what goes on with people. The Mind
of a Mnemonist, by the great Russian psychologist
A.R. Luria, was very influential for me. Luria had fol-
lowed the mnemonist, a man of prodigious memory
and powers of imagery, for 30 years. When I started
the book, I thought it was a novel. I then realized

it was a scientific case history, the richest I'd ever
read. Narrative may be an essential part of scientific
understanding. ’'m not a physician and a storyteller.
Iregard the two things as linked.

Why do people at their most vulnerable give you
and your readers such intimate access?

The business of writing about people never occurs
to me until I’ve known them for a long time. Iam
not satisfied with a formal consent. I have to be
convinced that they feel it is a good thing. I always
show them what I write. Would they change it?
Have I omitted things? It becomes almost a collab-
orative effort. They know that if T write, it will be in
amode of sympathy and respect. It willnotbe a
painful disclosure.

Do patients view you as a therapist?

I think a physician should be seen as a therapist.

A good physiotherapist should have some idea of
the patient’s psyche. And a good psychotherapist
should be observant of the way the patient moves
around. A potential doubleness I have to deal with
is being “the investigator” versus “the therapist.”
A part of me wants to know more and more, and I
have to say to myself, “Go easy. Don’t push too far.”

Has your struggle with ocular cancer changed how
you think and work?

I’'m very sorry to have this thing. But since I do, I've
been trying to make useful observations. In writing
about it, I can sometimes achieve a sort of detach-
ment. ’m getting it at the same time it is getting me.
I also speak more easily to people with cancers and
other illnesses now, because I can speak as one of
them. They know that I too am a patient. We’re all
patients. © HBR Reprint R1011P
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