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Where do new products come from? How about new services? Or new and better ways

of working? A people-ready business has the answer: It's people, empowered by the right
software. Software that streamlines the creative process, organizes the production process,
and connects people who have ideas with people who can manufacture, distribute,

and sell them. That's the foundation of a successful business. A people-ready business.

Microsoft? Software for the people-ready business: microsoft.com/peopleready

‘return on imagination”
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[Emerging Giants: Building World-Class]
Companies in Developing Countries

Tarun Khanna and Krishna G. Palepu >

Western, Japanese, and South Korean companies appear
to hold near-insurmountable advantages over businesses
in newly industrializing countries—primarily because of
their access to vast reservoirs of finance and talent. But
some emerging-market companies are turning perceived
disadvantages into business opportunities and compet-
ing successfully at home and abroad. Here’s how.

he Tools of ration and Chan
Clayton M. Christensen, Matt Marx, and
Howard H. Stevenson

Employers can use all kinds of tools to get their employ-
ees to cooperate with a major change program, from vi-
sion statements to financial incentives to threats. Choos-
ing the right cooperation tool starts with knowing to
what extent employees agree on two crucial issues: what
they want out of the organization and how to get it.

82 IHE HBR INTERVIEW]

Ideas as Art
James G. March
Interviewed by Diane Coutu

Stanford University’s James March shares his thinking on
aesthetics, leadership, the role of folly, and the irrelevance
of relevance.

92 [Strategies for Two-Sided Markets|

Thomas Eisenmann, Geoffrey Parker, and
Marshall W. Van Alstyne

Many of the blockbuster products and services that have
redefined the global business landscape tie together two
distinct groups of users in a network. Credit cards link
consumers and merchants; search engines connect Web
users with advertisers. The distinct character of these
two-sided network businesses demands a new approach
to strategy.

102 [Meeting the Challenge of Corporate|

Entrepreneurship
David A. Garvin and Lynne C. Levesque

To grow innovative emerging businesses, companies
must effectively blend new traits with old ones. They can
do that by performing balancing acts in three crucial
areas: strategy, operations, and organization.

continued on
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The *1 killer of teenagers
doesn't have a trigger.

()

IT HAS A STEERING WHEEL.

Motor vehicle crashes are the #1 cause of death for

teens in America. They take nearly 6,000 lives and
injure another 300,000 everyyear. Those numbers
remain unacceptably high, despite safer cars, better
roads and decades of safe-driving programs. We think
it’s time for a change.

So The Allstate Foundation has developed a new,
nationwide program: “Keep the Drive.” It mobilizes
teens to become safe-driving activists by involving them
in designing a new safe-driving program. And it uses
the power of peer influence to help teens think and
act smarter every time they get into a car —as a driver
or a passenger.

Peers are some of the most important influences in
getting teens to drive more safely. “Keep the Drive”

can help them realize that smart driving is the key
to keeping their licenses, their cars, their friends
and their futures.

To learn more about this issue and what you can do to

help, go to Allstate.com/community]

If you're a parent, you'll also find a link to the Allstate
Parent-Teen Driving contract. Use it to help you and
your teen set driving limits and make smarter decisions
on the road.

It’s time to make the world a better place to drive.
THAT'S ALLSTATE’S STAND
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Home

Life
Retirement

@ Allstate.

You're in good hands.



http://www.Allstate.com/community

WWW.cargiicreates.com|

©2006 Cargill, Incorporated =



http://www.cargillcreates.com

On thousands of narrow streets in cities and villages all over Central
America, you’ll find tiendas ... tiny stores selling groceries and
essentials. Food companies face a unique challenge delivering
refrigerated foods to these out-of-the-way places. So Cargill’s supply
chain specialists fit a solution to the need. Sales representatives
travel on maneuverable motorcycles equipped with iceboxes and
handheld computers... delivering the products tiendas need, when
they need them. Proving that a delivery system doesn’t have to be

big to be efficient. This is how Cargill works with customers.
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Fair Business Is as Fair
Business Does

Western companies expect to be treated
fairly as they expand into emerging
markets like China, India, and Brazil.
Staring them in the face at home, how-
ever, is the stock-option-dating scandal.
Shouldn’t decency translate equally
across cultures and economies?

20 [FORETHOUGHT|

The nationality of firms is becoming
more, not less, clear...When so-called
best practices fail to deliver...Indians
are getting more materialistic...No one
likes a perfect brand...Sending consis-
tent corporate messages...Online shop-
ping in 3-D...Following in the footsteps
of an icon...Is the globalization apoca-
lypse upon us?

37 [HBR CASF sTUDVW

What Serves the Customer Best?
Paul E Nunes and Woodruff W. Driggs

Whiskey maker Glenmeadie is facing a
trade-off: Front-office innovations are in-
creasing sales and customer loyalty. But
by siphoning money away from product
innovation, they might produce the op-
posite effect in the long term.

53 [DIFFERENT VOICE

10

Sleep Deficit:

The Performance Killer

A Conversation with Harvard Medical
School Professor Charles A. Czeisler

Corporations try to protect employees
with rules against workplace smoking,
drinking, drugs, sexual harassment, and
so on. Yet they keep asking people to
work too hard, too long, and with too lit-
tle sleep. The toll on morale and perfor-
mance can be significant. So why are so
few companies doing anything about it?

Ay

-
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90 ISTRATEGIC HUMOR

114 EBICPICTURE]

Can Science Be a Business?
Lessons from Biotech
Gary P Pisano

The birth of biotechnology created high
hopes for a revolution in drug R&D.
Three decades later, those hopes are
largely unrealized. Can companies that
conduct basic scientific research as a
core activity be profitable? Yes—with a
different anatomy.

126 |What Business Are You In?|

Classic Advice from Theodore Levitt

An early proponent of the need for com-
panies to focus on customers, Theodore
Levitt was one of business’s great minds.
Read excerpts from six of his most influ-
ential HBR articles.

139 LETTERS TO THE EDITOR]

Consumer-directed health plans don’t
necessarily create any true savings for
the U.S. health care system. They only
help employers shift the responsibil-
ity and the cost of health care to their
employees.

146 [EXECUTIVE SUMMARIES]

152 |[PANEL DISCUSSION|

On Stage
Don Moyer

For a leader, there’s no such thing as a
casual conversation.

HARVARD BUSINESS REVIEW | HBR.ORG|


http://hbr.org

ost flights from BOS, EWR, IAD, JFK; ORD, PHL, YYZ ©2006 British Airways Plc.

‘Dine pre-flight and sleep
_longer in-flight.

—

=

The best service anticipates your needs. To give you an extra hour of sleep in business class, we welcome you with
gourmet meals before you fly. It's part of The Sleeper Service;" allowing you to go straight to sleep in our more comfortable
flat beds right after takeoff. Our goal is simple: to deliver the best service you could ask for, without you having to ask. Whether
you're enjoying pre-flight champagne, or more flights when you need them, we think you'll find our business class like no other.

€ . —
Visit b.com/dubwerd Business class is different on BRITISH AIRWAYS -


http://www.ba.com/clubworld

COMPANY INDEX « October 2006

Organizations in this issue are indexed to the first page of each article in which they are mentioned. Subsidiaries are listed under their own names.

102

12 HARVARD BUSINESS REVIEW | |[HBR.ORG]


http://hbr.org

At Perot Systems, earning our clients’ trust is not just
a goal — it is what distinguishes us in our industry.
With a global network of more than 18,000 associ-
ates, and a deep portfolio of consulting, applications,
business process, and IT infrastructure services, we
are trusted by organizations around the globe for
solutions that help control costs, optimize efficiency,
and cultivate growth.

Discover how Perot Systems can help lift your
business to new heights. Callusat 1888317 3768, or
visit www.perotsystems.com.

For tips on building greater trust, download our
popular white paper “Avoiding the Seven Deadly
Sins of Outsourcing Relationships” at
www.perotsystems.com/thoughtleadershic.
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FROM THE EDITOR

Fair Business Is
as Falr Business Does

TH E SCANDAL about stock option
dating continues to widen. It
seems that many indictments are in
store. Statistical analysis by finance
professors Erik Lie, of the University of
lowa, and Randall Heron, of Indiana
University, indicates that nearly 30%
of U.S. companies might have back-
dated options. That is, the firms ap-
pear to have granted options as of
a date prior to the date on which they
were really issued, in order to exploit
a lower stock price. Meanwhile, a re-
cent Wall Street Journal study demon-
strated that in late September 2001 -
while the world and the market were
reeling from the attacks on the World Trade Center and the
Pentagon —scores, perhaps hundreds, of American compa-
nies were ladling out options to hundreds, perhaps thou-
sands, of executives.

Sleazeballs and privateering ghouls. Is that what busi-
ness is about? Or is it about earning a legitimate (even
a great) reward for legitimate work? Is it about “what’s in it
for me?” Or is it about the value we create for one another,
our customers, and our communities? Is it about greed or
about ambition?

In the decade and a half since the demise of the Soviet
Union, Russia has experienced an epic struggle between
capitalism and kleptocracy. As Western companies invest in
China, India, Brazil, and other emerging markets, they’re
calling for a rule of law that is simultaneously less burden-
some and less capricious. They want reasonable regulations
and honest enforcement, which is to say congruence be-
tween the letter of the law and its spirit. Their emerging-
market counterparts want the same. The only favor a busi-
ness should expect is to be treated fairly. If that isn’t too
much to ask of politicians in emerging markets, then surely
executives in America can behave with similar decency.

In Shanghai a couple of years ago, | heard one question
from perhaps half a dozen business leaders and academics:
How can our companies become global players in their own
right, not just suppliers to established Western firms? Har-
vard Business School professors Tarun Khanna and Krishna
Palepu have been studying that topic for six years. “Emerg-
ing Giants: Building World-Class Companies in Developing
Countries”is the fruit of their labor. It shows that companies

14

in emerging markets can exploit
their advantages (such as low costs
and privileged access to their home
markets) and overcome their handi-
caps (such as weak domestic infra-
structure and spotty talent markets)—
but only by making tough strategic
choices. Most of what’s been pub-
lished about emerging markets has
been written from the perspective of
Western incumbents. “Emerging Gi-
ants” looks through the window from
the other side, and every business
strategist should see the view.

This is as interesting an issue of HBR
aswe’ve ever published. Every article is as good as a cashew.
In“Can Science Be a Business? Lessons from Biotech,” Gary
Pisano unravels the riddle of why the business of biotech
hasn’t lived up to the promise of the science. Senior editor
Diane Coutu presents “Ideas as Art,” a conversation with
James March, the legendary Stanford professor whose work
on decision making and the theory of the firm has made
him business gurus’ favorite guru.“Strategies for Two-Sided
Markets,” by Tom Eisenmann, Geoffrey Parker,and Marshall
Van Alstyne, is HBR’s first look at the hottest topic in strat-
egy. When most strategists envision their businesses, they
imagine a value chain with inputs (costs) on the left and out-
puts (revenue) on the right. In many industries, however,
costs and revenues are found in multiple directions—think
of media companies that connect audiences with advertisers.
Finally, don’t miss “The Tools of Cooperation and Change”
by Clay Christensen, Matt Marx, and Howard Stevenson, a
wise and practical article about the seemingly simple prob-
lem that is the essence of management. As they write: “The
primary task of management is to get people to work to-
gether in a systematic way....a complicated job [that] be-
comes much more so when managers are trying to get peo-
ple to change” What tools, they ask, do managers have? And
which should managers use under which circumstances?

(7” /A
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INNOVATIONS IN

Florida Guardian ad Litem Saw the Future of Child Advocacy.
Citrix Provided Access.

“Custody rulings. Foster care. Adoptions. Our founding vision was to give every abused
and neglected child in Florida a strong advocate in court. Two years later, we’re well on
our way. Today, program staff, attorneys and over 5,000 volunteers represent more
than 27,000 children. Instead of information in file drawers scattered all over the state,
Citrix software gives advocates secure access to our case management system from
anywhere. Resources are precious, so we must apply them wisely, not waste time
chasing data. These kids depend on us. That's why we’re depending on Citrix to take
us the rest of the way to advocate for every Florida child in need.”

JOHNNY C. WHITE

clo
Florida Guardian ad Litem Program

Access your future today at
citrix.com.
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“This program is a must for anyone who wants to be challenged
beyond what conventional seminars offer. It is one of the few that is
cleary focused on top entrepreneurial performance.”

Axel Schmiegelow
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The Rise of Corporate Nationality . comec o

Over a decade ago, the political scientist
Robert Reich forcefully argued that large
multinational firms were becoming state-
less global webs and that corporate na-
tionality was increasingly irrelevant. In
recent years, the notion that global firms
are becoming divorced from the nation-
state has gained wide currency, strength-
ened by the acceleration of outsourcing
and offshoring and the growing number
of companies that employ more people
and sell more products and services out-
side their home economies than within.

But how well does this perception com-
port with the facts? If you look at the his-
torical evidence on the nationality of
firms, the opposite conclusion seems
more plausible: The nationality of global
companies may actually have become
clearer and more important in recent
decades.

Bear in mind that there’s no single test
of corporate nationality. At the level of
individual products, nationality is often
opaque. Labels such as “Made in Amer-
ica” tend to be misleading, because prod-

ucts may be made up of parts sourced
from a dozen or more countries. Organi-
zational definitions of nationality can be
more solid. In many legal systems, the
state of incorporation is the main test.
However, in most civil law systems in
Continental Europe and other countries
influenced by those systems, nationality
is determined by the company’s seat—the
location of its central administration. Oc-
casionally, it’s the nationality of the se-
nior managers or the shareholders who
control the operation, or the country

LEO ACADIA
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where most of the business is done, that
determines corporate nationality.

In the first surge of globalization, be-
fore World War [, nationality was often
highly ambiguous. Although the nation-
alities of the pioneering giants of multi-
national business, such as Singer Sewing
Machines, were evident, much interna-
tional business did not look like this.
Countless commercial and financial busi-
nesses—owned by far-flung networks of
ethnic Greeks, Scots, Chinese, Jews, and
others—crisscrossed national borders.
Entrepreneurs moved between countries
with remarkable ease in a world without
visas and passports. The vast London
capital market was tapped by all and
sundry, some of whom registered their
firms as “British” though little was Brit-
ish about them.

The world wars concentrated peoples’
minds on nationality. It became unwise,
and sometimes fatal, to be ambiguous.
Large multinational corporations such
as Ford and General Motors were the
dominant organizational form and tech-
nological innovators in international
business. Yet while Ford and GM may
have seemed distinctly American from a
U.S. perspective, their overseas subsidi-
aries often had few links to them. The
foreign subsidiaries of major corpora-
tions largely stood apart from their par-
ents or other subsidiaries. Tariffs, foreign
exchange controls, and the logistical dif-
ficulties of disaggregating value chains
meant that the level of intrafirm imports
and exports was low. Local subsidiaries
typically manufactured distinctive prod-
ucts for each market. European compa-
nies, such as Unilever, often gave affili-
ates even more autonomy than their
U.S. equivalents, believing that respon-
siveness to local markets was a major
source of competitive advantage. More-
over, at least until the 1980s, govern-
ments and the public in many countries
were distrustful of foreign companies,
and so subsidiaries often portrayed
themselves as local firms.

As globalization, liberalization, and
deregulation took hold in the 1980s, sen-
sitivities about being perceived as for-
eign lessened, although they certainly
did not disappear. The autonomy of na-
tional subsidiaries was scaled back as
U.S. corporations, followed, often reluc-
tantly, by their European counterparts,
began to seek efficiencies by integrating
geographically dispersed businesses.
These strategies reduced ambiguity sur-
rounding the nationality of multination-
als. The new, globally integrated corpora-
tions sought to locate functions wherever

they would best fulfill the firm’s overall
strategy. Such decisions continued to
be made by top management, which,
with relatively few exceptions, remained
the preserve of nationals of the home
country.

The influence of nationality on multi-
national corporations is still strong today.
The composition of boards of directors
remains heavily biased toward home-
country nationals, despite the fact that
equity ownership of large corporations
is now widely dispersed among coun-
tries. In some cases, the pressure for

Business Lessons from Leeches

by MARC ABRAHAMS

Time-tested wisdom is invaluable —when it’s correct. But sometimes, revered

“best practices” turn out to be, at best, just practices. Consider, for instance, this

report by Anders Baerheim and Hogne Sandvik of the University of Bergen in
Norway, titled “Effect of Ale, Garlic, and Soured Cream on the Appetite of

Leeches”

“The medicinal leech has regained some of its lost popularity by its present use
in microsurgery,” the authors write in the British Medical Journal. “Sometimes,

however, the leeches refuse to cooperate properly. To overcome this problem

doctors in the nineteenth century used to immerse leeches in strong beer before

applying them to the patient” German doctors—renowned at the time as the

world’s best—also recommended garlic and sour cream as alternatives to beer.

Baerheim and Sandvik realized that no one had ever actually tested whether
beer, garlic, or sour cream really does stimulate the appetite of a leech. So they
ran a simple experiment and discovered that the old advice didn’t hold up. Sour
cream didn’t make leeches hungry for blood. Garlic killed them. And beer appar-

ently made them drunk.

When adopting a practice or a technology that’s new to you, do pay attention

to the conventional wisdom about it. But also remember—whether you’re blood-
letting with leeches or motivating a workforce —that golden rule of thumb: Trust,

but verify.

MARC ABRAHAMS (marca@chem2.harvard.edu) is the editor and cofounder of the

scientific humor magazine Annals of Improbable Research. In this regular Fore-
thought column, he unearths studies that shed the oblique light of multidisciplinary

research on the science of management.
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transparency in corporate governance
has led to a reduction in ambiguities
about nationality. For example, the
Shell Group, which had been owned
by dual British and Dutch holding
companies since its formation in 1907,
abolished this structure in 2005 and
assumed a single British parent com-
pany (albeit one with a head office in
the Netherlands). And despite anxiety

- .

=

about the outsourcing of knowledge
work, the globalization of key func-
tions such as R&D remains limited.
U.S. and Japanese firms, in particular,
prefer to conduct sophisticated R&D
in their home markets.

Recent developments in the United
States—including the peremptory ex-
pulsion of foreign firms from the S&P
500 in 2002 and the recent extraordi-
nary public outcry when Dubai Ports
World acquired a British company that
operated ports in the United States—
underscore the rising relevance of cor-
porate nationality. Today, technologi-
cal advances may permit different
parts of the value chain to operate in
different places, companies may hold
portfolios of brands with different
national heritages, and leaders, share-
holders, and customers may be dis-
persed. Still, the nationality of a firm
is rarely ambiguous. It usually has a
major influence on corporate strat-
egy, and it seems to be growing in po-
litical importance.

The New Indian Consumer

by ASHOK GOPAL AND RAJESH SRINIVASAN

When India opened its economy to the
global marketplace in the early 1990s,
many multinational corporations rushed
in to pursue its middle-class consumers —
an estimated 200 million people — only
to confront low incomes, social and polit-
ical conservatism, and resistance to
change. It turned out that the Indian
consumer was a tough one to figure out
and win over.

Things are changing. Although atti-
tudes remain complex, they have shifted
substantially toward consumerism, par-
ticularly over the past decade. The coun-
try’s recent economic performance is a
factor, of course. For three years, GDP
growth has been strong and sustained,
at an average annual rate of around 8%.
The population’s demographic profile
also plays a role: Indians constitute a
fifth of the world’s citizens below age 20.
So a youthful, exuberant generation,
weaned on success, is joining the ranks
of Indian consumers.

To examine the changes in attitude,
the Gallup Organization conducted two
surveys of more than 2,000 respondents
gauging the habits, hopes, plans, and evo-
lution of the Indian consumer in the de-
cade from 1996 to 2006. (For a similar
look by Gallup at Chinese attitudes, see
William McEwen et al., “Inside the Mind
of the Chinese Consumer,” HBR March
2006.) In collaboration with our col-
leagues Raksha Arora and Prasun Basu,
we mined the data and emerged with
three key insights.

Indians are getting more materialis-
tic. Indians are often stereotyped as

Indians are more motivated than ever
by personal ambition and a desire for
material success, and they put in the
hours it takes to achieve those goals. A
recent Gallup poll of more than 30 coun-
tries showed that, with an average work-
week of 50 hours, India ranks among
the hardest working nations globally.
(The average in the United States is 42
hours; major European nations such as
Germany, France, and the UK have work-
weeks of fewer than 40 hours.)

Consumerism is becoming a way of
life in India. An analysis of Indians’ sav-
ings goals underscores the increase in
materialism. Although long-term plans
remain a high priority, life’s pleasures in
the here and now have gained impor-
tance over the past decade. Indians’ de-
sire to set money aside for electronics
and durables has grown so dramatically
that it has nearly caught up with their
desire to save for their children’s educa-
tion. Travel and entertainment have also
gained ground.

Interestingly, this trend does not apply
only to the young-it holds true for peo-
ple aged 15 to 55. And it is not merely a
large-city phenomenon; people in smaller
towns espouse these values as well.

Among durable goods, high-tech lux-
ury items are increasingly in demand.
The number of Indians who own or use
mobile phones, for example, has grown
1,600% — not surprising in a country that
is adding more than 3 million subscribers
a month. The number of people who
own or use computers or laptops is up
100%, albeit from a very small base. Own-

E deeply spiritual people who reject mate- ership of music systems and televisions is
&) GEOFFREY G. JONES (giones@hbs.edd) o .
= is the Joseph C. Wilson Professor of Busi- rialistic values. Our research suggests also on the rise.
G ness Administration at Harvard Business that this stereotype no longer reflects re- Across products, a majority of the po-
'E School in Boston. The working paper ality. For instance, almost half of India’s tential customers are entering the mar-
®  on which this article is based can be urban population had adopted a “work ket for the first time. This is great news
5 accessed at Www.hbs.edu/research/pdfl hard and get rich” ethos by 1996; another for marketers, since it signifies an ex-
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ger as current owners replace or upgrade
what they have.

A word of caution: Although incomes
have risen over the past ten years, mid-
dle- and lower-income groups are in-
creasingly dissatisfied with their earn-
ings. It is essential to remember that 30%
of Indians still live on less than one U.S.
dollar a day. The highest-income groups
are delighted with what their income
can do for them; the middle and lower
groups are much less satisfied. In the
short term, income constraints and rising
costs could slow India’s transformation
from a needs-based to a wants-based
market. However, a heightened desire to
lead the good life might well intensify
the middle- and lower-income groups’ ef-
forts to make more money, thus fueling
consumerism in the long run.

Foreign is passé; Indian is para-
mount. Indians long believed in the
overwhelming supremacy of all things
foreign. Antiquated products and tech-
nologies, well past their “sell by” date in
more developed nations, were once
lapped up by Indian consumers. Now,
though, with Indians succeeding on the
global economic stage,“Made in India”
is no longer an apology. While Indians’
confidence in foreign companies has re-
mained essentially static, their faith in
domestic companies has grown. In 1996,

Changes in Consumer Behavior

Savings Goals

(percentage of Indians who identified
these as among their goals)

only 34% of those surveyed expressed
confidence in Indian companies; in 2006,
56% did. Indians realize that not all for-
eign goods are perfectly suited to their
tastes and needs. They have become dis-
cerning consumers who want products
that are made in India and for Indians.
A look at the most respected brands in
India is telling. Of the top 20 named in a
survey, eight are Indian, including names
like Tata, Godrej, and Bajaj. Only five of
the top 20 are new foreign brands. These
have succeeded because they have cus-
tomized technology to meet Indian
needs. Hutch, Nokia, and Samsung have
done this particularly well. Nokia modi-
fied one of its mobile phones by adding
a built-in flashlight that truck drivers, for
instance, find useful on poorly lit high-
ways. “Indianizing” also has to do with
keeping prices at levels that are manage-
able for the average Indian consumer.
Seven of the top brands come from
well-established MNCs that are either
thoroughly indigenized or involved in a
joint venture that gives them the advan-
tages of both worlds — customization of
products for India with levels of quality
and technology associated with interna-
tional companies. Names such as Philips
and Hero Honda fall into this group.
Trying to connect with consumers at
an “Indian” level is a mammoth task. For

Durable Goods Purchases
(percentage of Indians who own or use)

one thing, India is a diverse country, with
23 official languages and more than
1,000 dialects. It’s also one of the world’s
oldest civilizations, and rather than dis-
pense with traditional values, it has
wrapped modernity around its tradi-
tional core. For instance, 83% of Indians
approve of women’s working outside the
home, and 74% approve of women’s de-
laying marriage to further their educa-
tion or careers (both percentages are up
substantially from ten years ago); yet
only 25% approve of marriage to some-
one who is not an Indian, and only 5% ap-
prove of couples’ living together without
getting married.

To the outside world, the harmonious
coexistence of seeming contradictions
is one of the most confusing aspects of
the Indian psyche — but it also signifies
the country’s openness to change and its
ability to add new dimensions without
losing old ones. The companies, domestic
or foreign, that understand this complex-
ity will be the most successful at working
with and selling to Indians and stand to
reap enormous benefits of scale.

ASHOK GOPAL (ashok_gopal@gallup.comy)
is a principal at the Gallup Organization’s
Singapore office, and RAJESH SRINIVASAN
(Cqiesh_srnivasan@gallup.com) is a prin-
cipal at Gallup’s Princeton, New Jersey,
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MARKETING

Embrace the Dark Side

by MICHAEL ). FANUELE

Ivory soap has been bringing “good,
clean fun” to families for more than 125
years. Along with other classic brands
like Sears, Kraft, and Tropicana, Ivory has
spent decades presenting a vision of life
that’s all sweetness and light. That vision
is also simplistic, cloying, and quickly los-
ing its draw. BrandZ, a global study con-
ducted by the London-based marketing
services company WPR categorizes these
once-great brands as “fading stars.”
They’ve lost the image-based advantage
that once made them beloved.

Today’s consumers don’t trust the arti-
ficial, two-dimensional images that used
to work in ads. Sadly, many brand man-
agers haven’t figured this out. They’re
selling fairy tales in a reality-TV world.
They haven’t learned that imperfections
can actually be a source of great appeal.
It's not that people are drawn to prod-
ucts’ shortcomings; it’s that they’ve
grown suspicious of things that seem too
pure. To be strong, brands need authen-
ticity, and that can be found in a brand’s
shadows, or its darker attributes—what
market researchers call “negative equity”
and brand managers try their hardest
to hide.

The few brands that have searched for
strength in their shadows have found

great success. A few years ago, | helped
reposition Lipton Cup-a-Soup, one of
those brands whose history was filled
with saccharine moms and smiling kids.
We started by accepting the truth: The
1970s are over. These days, no right-
minded parent would serve something
so high in sodium and low in nutritional
content as part of a family dinner. We
promoted Cup-a-Soup as an office snack
instead, an alternative to a late-afternoon
Snickers or Coke. By locating a new,
more beneficial context for the brand’s
negative attributes, we increased sales
every month the ads ran, delivering a
60% cumulative spike on top of a price
increase of 20%.

I had a similar experience working
with a marketing team on Ragu. For
years, Ragul was in a pitched battle with
Prego over which sauce was thicker. We
ended that fight by accepting Ragu’s
shadow. Our brand wasn’t as rich and
chunky as Prego, but that could be an ad-
vantage. Chunky sauce may be good for
grown-ups, but it’s not for the typical ten-
year-old. Instead of trying to convince
the world that Ragd was hearty, we cele-
brated what it truly was: a kid’s delight.
The strategy reversed a decadelong sales
decline.

Perhaps the best example of “shadow
branding” is the London police force’s
dramatic recruitment campaign in 2000.
The effort eschewed the traditional trap-

pings of recruitment advertising. It didn’t
promise an exciting career, valuable
skills, or the respect of schoolchildren.
Rather, it showed how difficult the job
was. One ad featured Simon Weston,

a badly scarred Falklands veteran whose
artillery boat had been bombed. The war
hero wept, asking viewers to imagine
“going round to someone’s house...to
tell a man that his wife and child have
been killed in a car crash.” Another com-
mercial asked viewers to envision how
horrible it would be to have to respond
to a call about a baby who had died in
his sleep—to collect the child’s teddy bear
in a plastic evidence bag as the incon-
solable mother watched. These ads de-
picted police work as distressing, and
yet they attracted recruits. To gauge the
effectiveness of the campaign, the ads
directed prospective applicants to a dedi-
cated phone number and Web site. More
than 100,000 inquiries flooded the re-
cruitment office, and from that eager
pool the police force selected 6,000 new
officers—a 50% increase over the previ-
ous year, according to the British Home
Office.

Part of the appeal was that the ads is-
sued one big professional dare: Are you
brave enough to be a police officer? But
something deeper was at work. A survey
conducted by TNS Gallup found that
people who had seen the ads were twice
as likely to “respect the police” as those
who hadn’t. The difficult part of polic-
ing—its dark and scary shadow—-made
the London police brand more authentic
and thus more appealing.

The lesson here? Perfect purity is per-
fectly dull. In our personal lives, we're
hardly ever attracted to slick virtue; we
love people with all their faults and flaws
and contradictions. Likewise with brands.
In acknowledging their shadows, brands
target the right people, and they do so
convincingly. Their shadows make them
stronger.

MICHAEL J. FANUELE (IIchael fanuele@
[mac.com) is a marketing consultant based
in New York. He has spent the past ten
years working at ad agencies on a wide
array of global brands.
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CORPORATE COMMUNICATIONS

Get Your Act Together

by PAUL A. ARGENTI AND THEA S. HALEY

In October 2005, an internal Wal-Mart
memo was leaked to the New York Times.
Sent to Wal-Mart’s board by the execu-
tive in charge of employee benefits, it
proposed various ways to cut spending
on health care while minimizing dam-
age to the retailer’s reputation. Among
the recommendations: Hire more part-
time workers and discourage less-healthy
workers from applying to Wal-Mart. The
recommendations made sense from a
business perspective. But the memo
came to light just a day after the com-
pany had touted its social responsibility
in a briefing to reporters on reduced en-
ergy use in stores. When the story ap-
peared on the front page of the Times
business section, that irony did not go
unnoted.

It was a stumble that seriously under-
cut the company’s two primary objec-
tives—to trim costs and burnish its repu-
tation—and it’s exactly the kind of thing
that happens when a company does not
have an integrated approach toward its
communications.

Yet integration is becoming harder to
achieve in corporate communications.
Just as constituency groups are becom-
ing more complex and multilayered, so
are many companies. Increasingly, we
see organizations within organizations—
large companies made up of a collection
of underlying operations that cut across
business lines, time zones, and cultures.
Messages emanate from senior manage-
ment and various communications func-
tions (investor relations, media relations,
internal communications, government
relations, and so on) through both formal
and informal mechanisms, and the in-
tended audience for each has unprece-
dented access to what has been said to
the other audiences.

To discover the internal structures,
processes, and cultures behind consistent
messaging, we interviewed more than 50
senior executives at exemplar firms in-
cluding Dell, PepsiCo, FedEx, Infosys, and
the New York Times Company. We ex-
pected to find that these companies had

combined their communications functions
into one organization, reporting up to one
senior executive. Not so.

While some of our exemplar compa-
nies such as FedEx do group their com-
munications functions under one senior
officer, others, like Johnson & Johnson,
nest their communications professionals
within individual business units. Often
citing their scale and geographical dis-
persion, they resist centralized reporting,
considering it unwieldy and unnecessary.
Some companies combine aspects of
both models. Dell, for example, has a core
corporate team supported by communi-
cations professionals residing within the
firm’s many operating divisions. The
New York Times Company has an infor-
mal council of executives from various
areas of the business. Other companies
create a position wholly focused on
achieving consistent messaging across
departments and audiences.

Even in the absence of any formal
mechanism, the right culture can drive a
level of consistency that from the outside
looks carefully orchestrated. We saw this
in “decentralized” companies where ro-
bust informal networks and information
sharing—often facilitated by sophisti-
cated IT—were at work.

In short, the idea that organizational
structure accounts for consistent commu-
nications is false. What makes the differ-
ence, we found, is a company’s approach
to formulating a communications strat-
egy. Organizations in which communica-
tions strategy was aligned with overall
corporate strategy sent the most consis-
tent and powerful signals. Without excep-

tion, the best companies we studied had
created and disseminated detailed com-
munications plans clarifying the goals
being pursued, the tactics chosen to
reach them, and the metrics by which
success would be measured. At the same
time, they gave locally based communica-
tions professionals the latitude to calibrate
messaging for their markets. The goal, as
one executive put it, was “not to speak
with one voice but to speak in harmony.”

We suspect that the effectiveness of this
strategy is linked to leadership skills of
these at the head of the communications
functions in these companies—specifi-
cally, strong business backgrounds, expe-
rience navigating complex organizations,
and the personal influence to move opin-
ions. Not surprisingly, the very best com-
munications performance we observed
was in companies where the head of cor-
porate communications had that much
coveted “seat at the table”—a presence
and voice in the process of formulating
overall company strategy and direction.

Today, it takes strong and clear signals
to penetrate the noise bombarding con-
sumers and to prevent distortions of your
message by antagonists eager to exploit
inconsistencies. Remember, what’s im-
portant is not how you align your com-
munications but that you do.
PAUL A. ARGENTI (baulargenti@dartmouthl
is professor of corporate communi-
cation at the Tuck School of Business at
Dartmouth in Hanover, New Hampshire.
THEA S. HALEY (thea@glenavenue.com) is
the founder of Glen Avenue Communica-
tions in New Canaan, Connecticut.
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CONSUMER BEHAVIOR

Are You Ready
for E-tailing 2.0?

by PAUL HEMP

E-commerce is poised for a fundamental
change-a shift from making online pur-
chases (commercial transactions involv-
ing a single consumer interacting with
a two-dimensional Web page) to going
shopping online (a social experience in-
volving groups of people interacting
with one another in a three-dimensional
Web space). The difference between the
two is as great as the difference between
sitting on your couch leafing through

a ). Crew catalog and heading off with
friends for an afternoon trip to the mall.
If virtual shopping takes off, it is likely to
unleash the next surge of e-commerce
growth.

The evolution is foreshadowed by the
growing popularity of online environ-
ments in which thousands of people in-
teract in real time in 3-D virtual worlds,
places such as Second Life, Entropia Uni-
verse, and There. Although real-life prod-
ucts have occasionally been offered for
sale in these worlds, the May 2006 open-
ing of an American Apparel outlet in Sec-
ond Life was a milestone. At the store,
customers can browse through the mer-

chandise and then, by clicking on an
image of a particular item, purchase vir-
tual clothing for their avatars—the char-
acters that users create to represent
themselves in virtual worlds—or real-
world clothing for themselves. Other
companies have followed suit: For exam-
ple, Adidas is slated to open a store in
Second Life this fall.

The shopping experience in these on-
line worlds is still pretty rudimentary. At
the American Apparel store, virtual ver-
sions of the clothing are crude approxi-
mations (though they are also signifi-
cantly cheaper than the real article; most
of them sell for under $2), and you can’t
try on an item before buying it. In order
to buy the real-world article, you click on
an image of the product and are simply
transported to the company’s regular Web
site, where you complete the purchase.
In fact, American Apparel currently sees
the store more as a brand-building than
as a revenue-generating venture.

But virtual-world commerce is becom-
ing ever more sophisticated, and people
will soon be able to replicate online the
sort of buying experience they have in
the real world. Better technology is en-
abling realistic representations of prod-
ucts and the ability to interact with them.
American Apparel has experimented
with the use of avatar clerks—controlled
by flesh-and-blood company employees—
who can answer questions about clothing
items, both virtual and real. Avatars’ ca-
pabilities are also improving. You can
create an avatar that mirrors your actual
appearance, thus enabling you to see
how an outfit would look on your real
body. Avatars’ somewhat clunky gestures,
typically activated by typing a word like
“shrug” or by choosing from a drop-down
list, are likely to be replaced by realistic
moves that, through the use of Webcams
or other devices, capture and mimic
the body motions of the person at the
keyboard.

As the experience becomes more real-
istic, there will be a return to the “social
and recreational aspect of shopping,” a
crucial element of bricks-and-mortar re-
tailing that was lost when retailers went
online, says Bob Moore, a sociologist at
the Palo Alto Research Center who stud-

ies virtual human interactions. One can
envision a group of teenage girls arrang-
ing to meet at a virtual store to try on
clothes, comment on each other’s choices,
and ultimately choose something, real or
virtual, to buy. (Though the sales receipts
from virtual items are small, getting peo-
ple to sport branded items in a virtual
world has its own benefits.)

But virtual shopping expeditions may
be driven more by the urge to chat than
the urge to buy. Virtual shopping “would
give friends something to do as they so-
cialize online instead of simply sitting
and IM-ing each other;” says Michael K.
Wilson, head of the company that runs
There. Indeed, Raz Schionning, who over-
sees Web marketing for American Ap-
parel, says visitors to the Second Life store
often arrive in groups and seem to know
one another. They typically talk about the
clothes on display. They might buy some-
thing or watch the in-store videos. But
they often end up chatting about unre-
lated topics, even as they continue to
linger in the store—mirroring the activity
at popular virtual clothing stores in Sec-
ond Life, such as Preen and Dazzle Haute
Couture.

The potential of online shopping goes
far beyond clothing stores’ opening their
doors in existing virtual worlds. Develop-
ers could create stand-alone online shop-
ping malls comprising dozens of retailers
of all kinds, including music sellers. For
instance, iTunes could create a virtual
store in which people would hang out
and listen to others’ playlists, dancing as
they swapped opinions about the music.
Even eBay, with its jumble-sale character,
might be transformed from a tool for
finding a particular item to a world in
which people could rummage together
through piles of virtual stuff, the equiva-
lent of an afternoon of real-world an-
tiquing in the country with friends—an
event that, even if no one is looking for
anything in particular, inevitably results
in someone’s purchasing something.

PAUL HEMP (phemp@hbsp harvard. edul)

is a senior editor at Harvard Business
Review and the author of “Avatar-Based
Marketing” (HBR June 2006).
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Russia’s gas resources
can help give the world
a cleaner energy future.

—

-

Oleg Smirnov has the
contracts to prove it.

Russia holds more than a quarter of the world’s natural gas resources. So, as demand for cleaner energy grows,
projects such as Sakhalin II, one of the world’s largest integrated oil and gas projects, are ever more important.
Although the plant is still being built, more than 75% of its future capacity has already been sold. As a commercial
manager for Sakhalin Energy, a Shell-led joint venture, Oleg Smirnov is part of a team that helped negotiate
long-term contracts with Japan, Korea and North America. Sakhalin Il is paving the way for an exciting new
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Responsibility Junkie

s conductor of “America’s Orchestra,” the Boston
Pops, for the past 12 years, Keith Lockhart has
conducted more than 900 concerts in the
United States and overseas, in addition to serv-
ing as music director of the Utah Symphony.
Lockhart recently spoke with Glenn Mangurian, an execu-
tive in residence at the University of Massachusetts, as
part of the university’s Uncommon Leadership breakfast
series. In this edited conversation, Lockhart discusses the
challenges of taking the helm of a century-old institution.

You’ve been in this job for more than a decade, but
people still often think of you as the new conductor.
When will that change?

In Boston, it takes about 100 years not to be the new per-
son. Seriously, the challenge is not so much in becoming
established as the conductor of the Boston Pops, but in
following the legacy of a person whom people in Boston
know of even if they were born after he died: Arthur
Fiedler. Fiedler died in his 50th year at the helm. When he
died, his name was inextricably linked to the Pops. The
Pops knew that it would be difficult to appoint a new con-
ductor without everyone saying, “Hah, but he’s not Arthur
Fiedler” So in 1980, after Fiedler died, they recruited
somebody whose fame was already established for doing
something completely different: John Williams, who was
famous for composing the Star Wars score three years ear-
lier. After 13 years of Maestro Williams’s tenure, the Pops
felt it was safe to bring in somebody whose name and
fame would be bound together with the institution’s.

What did you do to make the Pops yours?

The best advice about that actually came from John
Williams. I had dinner with him the night before it was
announced that I’d be the new conductor, February 5,
1995. He said, “People here love the Boston Pops, they love
the institution. It’s not about you. Just be a caring steward
of the institution; show that you love the Pops and they
will love you because of that. You don’t have to worry
about making it your own institution.”

Leading musicians presents some unusual challenges.
Most concert musicians had “the dream.” Most everyone

in the violin section thought they’d be the one playing
the Tchaikovsky Concerto in front of the orchestra, lead-
ing it with their artistic impulses. Few of them dreamed
about being a person who takes orders. But in any organi-
zation, if there are no people who are followers, you've
got a situation.

How does the conductor empower everybody while
still creating a musical collaboration that works? The key
in my experience is to make the musicians feel invested
in your decisions—so that they own them, too. That’s not
always easy. For example, if a bassoonist has a solo in the
middle of a piece and you say, “Well, I really don’t like
where that’s going”—how do you get that musician to buy
into your idea? Unlike most businesses, you don’t have the
luxury of having a private office in which to talk these
things through. Rather, in real time, you're criticizing this
person in front of 85 of his or her peers. It can be humili-
ating, and others can become defensive on their col-
league’s behalf. So, even though you have formal author-
ity as the conductor, if you haven’t built support from the
ground up at the start, you’ll be in trouble.

How do you build that sort of support?
That comes in part from being someone who can be ab-
solutely trusted and relied upon. I’'ve had air-raid sirens go
off during concerts, blackouts, rainstorms postponing out-
door televised performances. In situations like that, peo-
ple ask, “What does Keith want to do?” And if I can take
charge and come through for them in a crisis, that goes a
long way. Even when things are going smoothly, every
player is relying on you. A violinist may seem buried in
the sheet music. But she knows exactly when she needs to
look up for guidance. I'd better be there, as I used to tell
my students in my conducting classes: If you sometimes
think you’re peripheral, just make a mistake, because the
moment you do, you’ll get 80 pairs of eyes glaring at you.

People assume that when you become a conductor
you’re into some sort of a Napoleonic thing—that you
want to stand on that big box and wield your power. 'm
not a power junkie, I'm a responsibility junkie. If I were in
it for the power, I don’t think I could get the orchestra to
follow me anywhere.
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GLOBALIZATION

Apocalypse Now?

by PANKA) GHEMAWAT

To the ancient Greeks, an apocalypse
was the revelation to a privileged few
of something hidden from the masses.
In biblical writings, the term came to
denote an abrupt transition from the
present age to a future age, accompa-
nied by great upheaval and extreme
outcomes.

Much of the classic literature about
globalization was apocalyptic in both
senses of the term. The notion of an
apocalypse due to globalization can be
traced at least as far back as 1983, to the
late Ted Levitt’s article “The Globaliza-
tion of Markets” in Harvard Business Re-
view. But with the profusion of new books
on globalization—from 2000 to 2005,
more than 5,000 were published, com-
pared with fewer than 500 in the 1990s—
the apocalypse has become the stuff of
best sellers.

Is the globalization apocalypse upon
us? Visions of the apocalypse generally
evoke the disappearance of borders and
the integration of markets and assume
or predict internationalization levels
close to 100%. But such predictions of

cally. Levels of internationalization of
phone calls, management research, chari-
table giving, investment, and even trade
(as a fraction of economic activity) clus-
ter much closer to 10% than to 100%.

(See the exhibit “The 10% Surprise” for

a closer look at the numbers.)

The slow growth and limited extent of
internationalization point up the sub-
stantial national differences with which
border-crossing strategies must still con-
tend. Fascination with the globalization

How should managers incorporate na-
tional differences into their international
strategies?

- Determine which of a range of na-
tional differences—cultural, administra-
tive, geographic, and economic—matter
the most in your industry. This will tell
you which ones are particularly impor-
tant for your international strategy to
address.

- Analyze differences within differ-
ences: Don’t just distinguish between

Predictions of a globalization apocalypse are way off the

mark: Most types of economic activity that might cross

borders are still largely concentrated domestically.

apocalypse is only one of the reasons
such differences seem to be underplayed
in international strategy. Others include
companies’tendency to uncritically ac-
cept visions of borderlessness out of a
desire to seem to “get it”; incentives

that encourage headlong international
growth; the inability of most executives
to grasp how different the conditions in
foreign countries truly are; and the fact

that firms that are successful at home
are disproportionately likely to venture
abroad—and to be overly enamored of
their domestic business models.

complete cross-border integration are
way off the mark: Most types of eco-
nomic activity that might cross borders
are still largely concentrated domesti-

The 10% Surprise

Many key measures of cross-border economic and other business activity fall within or close to the 5% to 15%
range—far below what much of the writing on internationalization suggests.

Management  Direct Private Stock
Research Investment Charity  Investment
Telephone Trade
Glls ~

50 100
Percent International

telephone calls = international revenues  total global telecom service revenues; management research = percentage of management
research published from 1996 to 2000 with a cross-border component; direct investment = foreign direct investment flows < gross global
fixed capital formation; private charity = percentage of U.S. private giving that has an international component; stock investment =
percentage of U.S. investors'stock holdings that has an international component; trade (to GDP) = global exports -+ global GDP. For more
detail, go to[abrorg

home and abroad. Categorize foreign
countries as similar to yours along the
dimensions that matter most or as rela-
tively different. This will help you decide
where to compete.

- Stretch your responses to differences
beyond tweaking the domestic business
model—and also consider ways to profit
from differences, rather than treating
them all as constraints on value creation.
The objective here is to foster creativity
in thinking about how to compete.

If this simply sounds like additional
hard work with an uncertain payoff, re-
member that at its core, the message
here is an optimistic one. From a mana-
gerial perspective, differences afford
room for distinctively international stra-
tegic thinking—and the prospect of sig-
nificant improvements in performance.
And from a social perspective, differences
supply some reassurance that increas-
ing global integration will not inevitably
lead to the triumph of the big