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86 Break Free from the Product Life Cycle
Youngme Moon

When marketers reflexively embrace the old life-cycle
paradigm, they needlessly consign their products to
following the curve into maturity and decline. By posi-
tioning their products in unexpected ways, companies
can shift mature offerings back – and catapult new prod-
ucts forward – into the growth phase.

96 How Business Schools Lost Their Way
Warren G. Bennis and James O’Toole

Business schools are on the wrong track. They are so 
focused on scientific rigor that they hire and promote 
research-oriented professors who are more comfort-
able teaching methodology than messy, multidisciplin-
ary issues – the very stuff of management. To regain 
relevance, B schools must rediscover the practice of
business.

continued on page 8

72

58 Building Breakthrough Businesses 
Within Established Organizations
Vijay Govindarajan and Chris Trimble

Established companies notoriously find it difficult 
to capitalize on groundbreaking innovations. The
new business invariably seems to face roadblocks,
especially from the core company. Here’s a way to
get past those barriers and pave the way toward 
success.

72 Your Company’s Secret Change Agents
Richard Tanner Pascale and Jerry Sternin

Most companies implement change initiatives
through top-down rollouts of cookie-cutter solu-
tions. But there is a better way. Within your orga-
nization, groups of innovators are already solving
your most daunting problems. It’s time to find 
them and put their ideas to work.

HBR
May 2005
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10 F R O M  T H E  E D I T O R

Practice Makes Perfect
We at HBR live and breathe ideas. But
understanding business begins with ex-
amining cases in the real world, where
cars get made, where stocks are sold,
where push comes to shove. We believe
in theory because it serves practice.

18 F O R E T H O U G H T

Why the tech industry is too certain…
Excessive trust can harm team perfor-
mance…Place your product in a syn-
thetic world…Corporate culture and the
link to leadership styles…Are employees
being treated like children?…The new
economies of expertise…Aversion to
risk hinders U.S. innovation…Lessons
from Fabergé…How trade agreements
can protect labor…Capturing custom-
ers’ spare change.

33 H B R  C A S E  ST U D Y

Fat Chance
Bronwyn Fryer and Julia Kirby

Sid Shawn has the smarts, personality,
and product knowledge to qualify him
for a customer-facing position at NMO
Financial Services. Sid also weighs 400
pounds. Will his size get in the way of 
a promotion?

47 F I R ST  P E R S O N

Back Where We Belong
Michael J. Critelli

The CEO of Pitney Bowes provides a
firsthand account of strategy making in
a company threatened by obsolescence.
The surprising conclusion? A corporate
recommitment to the core business.

D e pa r t m e n t s

10

May 2005

82 ST R AT E G I C  H U M O R

124 B E ST  P R A C T I C E

Creating the Living Brand
Neeli Bendapudi and 
Venkat Bendapudi

You don’t have to be in the conve-
nience store business to benefit from
the six principles that QuikTrip and
Wawa use to boost employees’ pride 
in the brand – and to turn customers
into devoted fans.

135 T O O L  K I T  

Six Sigma Pricing
ManMohan S. Sodhi and 
Navdeep S. Sodhi

Want to get control of your prices with-
out alienating customers? This approach
is as effective as it is economical.

145 L E T T E R S  T O  T H E  E D I T O R

It’s simply not true that most high-
performing new CEOs blow up man-
agement teams.

151 E X E C U T I V E  S U M M A R I E S

156 PA N E L  D I S C U S S I O N

The Problem with Plaudits
Don Moyer

Are your subordinates telling you 
what you need to know, or only what
they think you want to hear?

HBR

33

47

124
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F R O M  T H E  E D I T O R

Practice Makes Perfect

ompanies never seem to avoid 
two potholes on the road to

growth. One is the daunting datum
that three out of four mergers fail to
deliver the results their advocates ex-
pected. There’s a reason “tombstones”
is the name for those business-section
advertisements placed by investment
bankers after a deal–a reason demon-
strated by the recent dismissal of
Hewlett-Packard’s CEO Carly Fiorina,
architect of that company’s acquisition
of Compaq. Second, time and again
established firms stumble when they try to create break-
through new businesses. Cautionary tales about this prob-
lem – such as Xerox’s inability to commercialize the fax or
the personal computer, both of which it invented – are as
familiar to businesspeople as Aesop’s fables were to Victo-
rian children. Harvard Business School’s Clay Christensen
has offered a persuasive explanation of why established
companies, prisoners of their own success, become unable
to cope with disruptive technologies. Gary Hamel at Lon-
don Business School, citing another familiar set of exam-
ples–such as Lockheed’s Skunk Works–convincingly argues
that old-line companies should set up business laboratories,
running many small experiments to discover and incubate
new ideas and business models.

However, as T.S. Eliot, banker and poet, wrote,“Between
the idea/And the reality…Falls the Shadow” – prosaically,
the gap between theory and practice. Vijay Govindarajan
and Chris Trimble shine new light into this gap in this
month’s lead article, “Building Breakthrough Businesses
Within Established Organizations.” The authors, professors
at Dartmouth’s Tuck School of Business, have spent five
years analyzing “strategic experiments”in large companies.
One lesson from their research: Executives don’t lack for
strategies for growth nor ideas for new products or lines of
business. They’re short on practical guidance for getting
ideas from the incubator to the market. They know that 
a fledgling business needs both independence and the abil-
ity to call upon its parent’s assets and capabilities. But in-
dependence where? Dependence how? These are difficult
questions. (That’s why so many companies struggle to an-
swer them profitably.) Govindarajan and Trimble offer the
best kind of answers, which start with what works in prac-

tice, build to a hypothesis about why it
works, then test the hypothesis.

Please reread the last sentence. It’s
important. The word “practice” is im-
portant. Our mission at HBR is to im-
prove the practice of management and
its impact in a changing world. We,
like the business school that birthed
us and owns us, believe that under-
standing business begins with cases in
the real world, where cars get made
and rubber meets roads, where stocks
are sold and push comes to shove.

Don’t get me wrong. At HBR we live and breathe ideas. But
we believe in theory because it serves practice. Theories are
testable generalizations about the real world; they are valu-
able because they allow managers confidently to lift an idea
from one context and apply it in another.

As Warren Bennis and James O’Toole point out in this
issue in “How Business Schools Lost Their Way,”many busi-
ness educators are bewitched by the notion of a kind of pure
science of business, regardless of practical application.
“Physics envy,” it’s called: the conviction that the study of
business can be as rigorous and quantitative as the science
of quarks and quanta.

Bennis and O’Toole believe business schools have be-
come too theoretical and too quantitative and that many
are failing to graduate women and men equipped for the
multidimensional challenges of business. Judgment, for ex-
ample, is an unquantifiable quality leaders must have. Both
HBR and Harvard Business School are mentioned favor-
ably in the article. Speaking just for HBR, I think we have
lots of room to improve. Still, I know our priorities are right.
It is absolutely the role of scholars to develop theories to test
“best practices” and make sure they aren’t blind luck. Even
more important, however, we in the management educa-
tion business should demand that theory meet the test of
practice.

C

Thomas A. Stewart
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specific expectations about the applica-
tions the Net would support or the infra-
structure upon which it would operate.

Such platforms – called “generative
technologies” because they solicit and
enable innovation by others – have been
a tremendous boon to consumers and
developers. The widespread dissemina-
tion of computers with multipurpose op-
erating systems spawned a Galápagos-
like ecosystem of software designers.
These designers – varied in talent, in mo-
tivation, in structure, and in business
model – produced correspondingly varied

A survey of ideas, trends, people, and practices on the business horizon.

The information technology explosion was
set off by visionaries who thrive on un-
certainty. Today that innovation-fueling
uncertainty is in danger, a victim of its
own success and excess.

IT producers have historically built
platforms that are useless standing alone,
inviting others to parlay them into a vari-
ety of useful applications. The first PC
makers shipped boxes that might as well
have been doorstops – until consumers
and independent developers wrote soft-
ware that made them ubiquitous tools.
Similarly, the Internet’s creators had no

grist

In Praise of Uncertainty by jonathan zittrain
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government, and international econ-
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.edu) is an associate professor of tele-
communications at Indiana Univer-
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sity of Kent and the author of Where
Have All the Intellectuals Gone?

Thomas Kell (tkell@heidrick.com) is 
a senior partner at Heidrick & Strug-
gles. He built the firm’s global Execu-
tive Assessment Practice.

Steven Sams (ssams@us.ibm.com) is
the vice president for strategy at IBM.

Russell S. Winer (rwiner@stern.nyu
.edu) is the deputy dean and the
William Joyce Professor of Marketing
at New York University’s Stern School
of Business and the coeditor of the
Journal of Interactive Marketing.

Jonathan Zittrain (zittrain@law
.harvard.edu) is the Jack N. and Lil-
lian R. Berkman Assistant Professor
for Entrepreneurial Legal Studies at
Harvard Law School and a cofounder
of its Berkman Center for Internet &
Society.

18 harvard business review

mailto:rabrami@hbs.edu
mailto:talbert@hartford.edu
mailto:lbierman@cgsb.tamu.edu
mailto:lbierman@cgsb.tamu.edu
mailto:john@butman.us
mailto:gcarrott@heidrick.com
mailto:gcarrott@heidrick.com
mailto:castro@indiana.edu
mailto:castro@indiana.edu
mailto:f.furedi@kent.ac.uk
mailto:tkell@heidrick.com
mailto:ssams@us.ibm.com
mailto:rwiner@stern.nyu.edu
mailto:rwiner@stern.nyu.edu
mailto:zittrain@law.harvard.edu
mailto:zittrain@law.harvard.edu


software. The ecosystem received an evo-
lutionary supercharge in the late 1990s
as the generative PC became a gateway
to the generative Internet.

By refusing to limit themselves to spe-
cific purposes and by welcoming contri-
butions from disparate sources, the PC
trounced stand-alone word processors
like the Friden Flexowriter; the Internet
trounced proprietary networks like
CompuServe, MCI Mail, and Prodigy;
and general-purpose online markets and
gathering places overwhelmed their
niche-specific counterparts. (Remember
when Amazon.com sold only books?)

Unfortunately, the uncertainty fueling
this proliferation of software and services
is fading fast, making the IT industry less
innovative and diverse. There are three
reasons.

First, many players now believe they’ve
mastered the fundamental uses of the 
Internet and personal computing. Confi-
dent they know what will win and what
won’t, they try to become gatekeepers for
successful products rather than platforms
for all comers. Producing a commodity
OS isn’t enough for Microsoft and Apple;
they want to dominate the market for 
applications like Office and iTunes and
beat out, subsume, or license third-party
efforts for popular software. Many emerg-
ing video game, cell phone, and PDA
platforms are closed from the start –
third-party developers either aren’t wel-
come or are subject to stringent licens-
ing requirements.

Similarly, Internet infrastructure pro-
viders don’t want to stop at Internet 
service. As the chairman of IDT put it in
January of 2002,“Sure, I want to be the
biggest telecom company in the world,
but it’s just a commodity. I want to be
able to form opinion. By controlling the
pipe, you can eventually get control of
the content.” That control means picking
what data will flow and what won’t, which
in turn limits the ability of a wizard in 
a computer lab somewhere to invent an
application that takes the world by storm.

Second, security threats have become
genuinely overwhelming. The openness
that enabled innovation has led to unac-
ceptable vulnerabilities as consumer PCs
have gained processing power and always-
on high-bandwidth Net connections. A
user clicking on the wrong .exe can en-
tirely compromise his or her computer –
transforming it into a networked zombie
spewing spam, viruses, or denial-of-service
attacks against other network targets.

Finally, the Internet and PCs attached
to it threaten creative destruction to set-
tled interests. Intellectual property own-
ers, for example, don’t want to see their
works pirated through innovations like
peer-to-peer software. And the publishers
and lawmakers they then enlist to con-
strain such technologies care little for the

collateral damage done to the work of cit-
izen journalists and bloggers, as well as
other benefits that flow from P2P.

These forces benefit from limiting the
flexibility of generic platforms. Thus, In-
ternet service providers are asked by 
institutional copyright holders to termi-
nate access to users suspected of infring-
ing copyright or to prevent certain types
of network traffic entirely. OS manufac-
turers create “trusted” platforms that can
handle intellectual property with a mini-
mum of leakage. And as security con-
cerns mount, IT companies seek to save
users from themselves by designing road-
blocks that won’t let PCs run just any
program or handle just any data.

What ought to be done? Openness pro-
ponents must address security concerns,
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Trust, but Verify

Trust among team members is good – usually. But with some teams, too 

much trust can actually depress performance, finds Claus Langfred, a pro-

fessor of organizational behavior at Washington University in St. Louis.

Langfred surveyed 71 self-managing teams of MBA students to measure levels

of trust, self-monitoring, and autonomy within them. The teams worked for four

months on financial analyses, marketing projects, business case write-ups, and

other projects and at the end competed in presenting them to faculty and indus-

try experts. As self-managing teams, they had complete discretion in deciding how

to carry out assignments. Langfred found that trust dampened performance most

in teams whose members were highly autonomous – that is, those whose mem-

bers worked independent of one another. Not surprisingly, he found that when

these team members trusted each other, they tended not to monitor one another

much. As a result, they had relatively low awareness of each other’s activities,

which affected performance, probably by hampering processes and coordination.

This suggests that in a specific type of team – one where members are both

highly independent and trusting of one another – deliberate monitoring is im-

portant. Even if members of such teams do suspect that supervision would be

wise, they may be uncomfortable suggesting it. Failing to keep an eye on team

members’ activities can be naive, Langfred concludes, regardless of levels of trust.

So managers may want to require a modicum of oversight rather than let a team

decide for itself. A little skepticism never hurt anyone – or any team.

– Gardiner Morse

Reprint F0505B
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in part through a collaboration to define,
identify, and screen malware from net-
works and connected PCs. That’s no easy
task, but if the business and technical
communities don’t do it, one or two com-
panies or governments will. Consumers’
computers will have to become less flexi-
ble, but flexibility should be sacrificed
only where it helps solve security prob-
lems, not where its loss invites new mo-
nopolies or broader regulation. And the
end-to-end principle, which calls on de-
signers and implementers of Internet
protocols to avoid network filtering (or
indeed, unnecessary network complexity
of any sort), must be superseded by a
“generativity principle” that calls for cer-
tain interventions – perhaps at the net-
work level – in order to ensure overall sys-
tem flexibility.

Finally, if a genuinely open network
can’t be readily reconciled with new de-
mands for stability and predictability, we
might need a two-Internet solution. That
would allow consumers to choose whether
their PCs operate at a given moment on
the wider frontier or among a limited set
of appliance-like applications. Experimen-
tal applications could migrate to prime
time as they are tested and refined.

We must soften the real pain caused
by the sharp, anarchic edges of open plat-
forms. If those with a stake in openness
do not address its problems, the Internet
and PCs will become like the broadcast
networks – aging platforms where there’s
nothing new to see. Reprint F0505A

marketing

Real Products in
Imaginary Worlds
by edward castronova

Synthetic worlds offer marketers an at-
tractive new hunting ground. While TV
viewing declines, consumers – particu-
larly 18- to 34-year-olds – spend hundreds
of millions of hours in these shared social
environments generated by powerful
servers and accessible to anyone con-
nected to the Internet. These worlds are
a sort of video game that millions of peo-
ple can play at the same time. All partici-

pants have their own characters through
which they see, hear, and touch their digi-
tal environments. And in these Web-
based worlds, participants can replicate
almost any real-world activity. That in-
cludes conversations, battles, sex, and,
increasingly, commerce.

Sure, the items being bought and sold
are both digital and fantastic (magic
wands and rocket ships, for example), but
they have value. Participants are willing
to pay real money for virtual items that
they can deploy on-screen. Say one player
needs a breastplate, but the game’s devel-
oper has made this armor difficult to ob-
tain within the virtual world. The player
can go to an auction site, find someone
selling a breastplate, and send that per-
son a check for $50. Then the two meet
online and simply click “trade.” EBay cate-
gory 1654,“Internet Games,” comprises
thousands of auctions for digital gold
pieces, daggers, ray guns, and robots – ac-
counting for $30 million worth of business
in the U.S. alone. In Asia, the real-cash
virtual-item market exceeds $100 million
annually, according to a report in News-

week. One industry executive startled a
conference of intellectual property law-
yers by proclaiming that virtual-item
trade is worth at least $887 million and 
is likely to grow.

Meanwhile, trade within these worlds
(of virtual magic wands for virtual gold
pieces, say) is about 20 times the magni-
tude of external trade (of virtual magic
wands for real dollars). In essence, mil-
lions of people are immersing themselves
in a massive experiment in virtual-reality
commerce. And while these worlds aren’t

rife with buying opportunities (and com-
panies have yet to field virtual products
to sell, although there are interesting op-
portunities to do so), creative marketers
will see a new way to reach a desirable
demographic.

Product placement – a popular re-
course among the TiVo thwarted – is per-
haps the best current opportunity. Unlike
television and the movies, synthetic
worlds offer consumers a chance to actu-
ally experience some products. Obviously,
some things can’t be replicated (yet): the
taste of a new soft drink, for example. But
habitués of synthetic worlds can experi-
ence the look of a new kind of poncho or
the effectiveness of new business soft-
ware (or of a proposed government pol-
icy, for that matter). They can sit in a
newly designed car or office or city and
directly experience its sight lines. And
they can be subtly impressed by all sorts
of associations: This kind of character
eats, drinks, drives, or wears this kind of
product. Done well, such marketing al-
lows businesses and others to convey a
variety of messages while enhancing the
creative and aesthetic experience these
worlds provide.

Done poorly, however, virtual product
placement can anger consumers rather
than engage them. For example, in a syn-
thetic world based on a 1940s noir, In-
spector Malone can quaff a Coke, so long
as it’s in a 1940s-style Coke bottle. But 
in King Arthur’s Camelot, no one would
want to see a Coke – or any other dark-
colored carbonated beverages or swirling
white ribbons on red backgrounds, for
that matter. The slightest invocation of
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twenty-first-century products wrecks the
fantasy, and the fantasy is why people
visit synthetic worlds in the first place.

There are other risks as well. This gen-
eration takes for granted the right to ma-
nipulate any content tossed its way. Syn-
thetic worlders probably won’t interfere
with campaigns that cohere with their
chosen fantasy environments. But a cam-
paign that bores or grates or violates a
cherished environment will be chopped
up and spit back in forms that would
make marketers cringe. Cokes in Camelot
would probably be socially transmuted
into marks of shame or reskinned as uri-
nary aids.

Marketing must go where the people
are, and so virtual worlds are the logical
next frontier. At least as attractive as their
numbers is the intensity of participants’
engagement with these environments.
But marketers beware: Synthetic worlds
offer the chance to be part of a dream –
or to kill it. Reprint F0505C

leadership

Culture Matters Most
by thomas kell and 
gregory t. carrott 

Corporate culture, like personal charac-
ter, is an amorphous quality that exerts a
powerful influence. Business observers
have long recognized commonalities
among leaders nurtured at companies
renowned for having strong cultures,
such as Procter & Gamble and McKinsey.
In fact, corporate cultures – and not just
the strong ones – influence employees’
leadership styles more than any other as-
pect of their jobs, according to our recent
analysis of thousands of executive assess-
ments for more than 100 corporations.

Specifically, we discovered that em-
ployees who work for the same corpora-
tion, no matter what their jobs, are 30%

more likely to exhibit similar leadership
competencies–defined as the way a per-
son learns, deduces, envisions, engages,
and executes – than people who do the
same job but who work in different 
companies. That is true even if the peo-
ple from different companies work in the
same industry or region. Consider, for 

by frank furedi

People aren’t getting dumber, but they’re often treated that way. Politicians, edu-

cators, and the media assume the public is uncomfortable with nuance and grate-

ful for prescribed solutions. Business, too, is being progressively dumbed down,

not only by book authors who teach management by parable but also by manag-

ers themselves. Ironically, the infantilization of work is happening at the same

time experts tout employee skills and knowledge as a prime source of corpora-

tions’ intellectual capital.

Much of the dumbing down that occurs in organizations today is fueled by aver-

sion to risk. Managers who are afraid to make their own decisions hire high-priced

consultants to reaffirm the obvious: It is generally safer to adopt someone else’s

best practice than to engineer your own. Software systems script every interaction

between workers and customers so

that frontline employees never say

the wrong thing. (Of course, neither

do they say that one very right thing

that might positively influence the

buying decision.) Codes, guides, and

rules proliferate in every area and are

designed to save individuals the trou-

ble of thinking for themselves and

learning from experience. Yet for com-

panies to thrive, employees need to

feel as though they are on an open-

ended journey of discovery, of which

unpredictability is a key part.

Human resource departments in

particular are uncomfortable with 

unpredictability. Many appear to op-

erate on the premise that employees are children who must be protected from any

unpleasantness emerging from ordinary work relations. The incessant emphasis

on “appropriate behavior” encourages workers to view one another as psychically

fragile and in need of protection, hardly the best conduit to mutual respect. Even

worse, employees come to see themselves as fragile. Every off-the-cuff comment 

or e-mail invites the question “Should I be offended by this?” and a subsequent

protest to a manager. Rarely are employees trusted to work out their personal dif-

ferences like mature adults. Instead, the normal stuff of office life – misunderstand-

ings, arguments, conflicts, rivalry – unleashes chains of events that lead to formal

investigations and penalties. As a result, people censor their speech and, too often,

their ideas. The simpler and more formulaic the discourse the better, because the

less likely it is to be misinterpreted.

Rules are necessary, obviously, and some kinds of behavior cannot be tolerated.

But companies should trust employees to make their own decisions and work out

their own conflicts. Predictability and conformity are not the friends of innovation

and change. The easy answer – which is generally the one already imposed by

someone else – is rarely the best. Reprint F0505E
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example, an American engineer em-
ployed by Honda. The fact that she works
for Honda tells you more about her lead-
ership competencies than the fact that
she is an engineer or that she labors in
the auto industry or that she is Ameri-
can. What’s more, her competencies will
probably more closely resemble those of
a Japanese comptroller at Honda than
those of an American engineer at Ford.

The unexpected potency of culture can
be both a blessing and a curse for organi-
zations as they ponder strategic and
human resource issues. Clearly, compa-
nies should analyze the leadership pro-
files of their own employees and assess
their organizations’ tolerance for diver-
gent styles when considering mergers
and acquisitions or important external
hires. Not surprisingly, we found a greater
incidence of successful mergers between
companies in which employees displayed
similar leadership styles or where the cul-
tures tolerated different ones. It is possi-
ble to change a company’s culture – or at
least to prod it a bit in one direction or
another. That is best achieved by continu-
ally hiring people who represent the di-
rection in which you are headed.

CEOs trying to assemble a diverse and
independent-minded executive team
should also take note. Those brought up
in the company culture will probably dis-
play many of the same corporate family
traits, and so achieving a variety of per-
spectives will take work, considerable
work. A board of directors overseeing 
a turnaround and the appointment of a
new CEO must also be vigilant. Chang-
ing the top leader is tough enough;
changing the entrenched behavior of
hundreds or thousands of other leaders
to gel with the new style can be a mam-
moth task.

Because it’s so hard to pin down, cor-
porate culture has been a convenient
scapegoat when mergers stumble, new
hires don’t assimilate, and outside CEOs
fail to win acceptance. Yet, in fact, it prob-
ably deserves much of that blame. And
while it’s still tough to measure, an up-
front understanding of how culture influ-
ences leadership can help corporations
keep obvious clashes at bay.

Reprint F0505D

strategy

Emerging Expertise
by steven sams

A major shift is occurring in the nature
of global competition, but it’s widely mis-
understood. Emerging markets are no
longer competing solely on price – by of-
fering the lowest-cost manufacturing, for
instance. Rather, they are increasingly
competing with sophisticated skills in key
sectors like health care, software, enter-
tainment, consumer products, and man-
ufacturing. They’re leveraging a fast-
growing ability to create economies of
expertise and market their specializa-
tions anywhere in the world. They are de-
veloping and marketing products that
are not only cost competitive but as inno-
vative and as high in quality as any pro-
duced in developed markets.

Take Apollo Hospitals in India. With its
37 hospitals, 6,400 beds, and world-class
medical expertise, Apollo has attracted
more than 60,000 patients from overseas
in the past three years for medical proce-
dures like cardiac surgery, which costs
$4,000 at Apollo compared with $30,000
in the U.S. It is packaging high-end med-
ical procedures with tourism – an indus-
try that attracted 600,000 patients last
year in Asia alone. And it offers a wide
range of related services to customers
worldwide, including billing and claims
processing, clinical trials for pharmaceu-
tical companies, and laboratory services.

Or consider the growing role of emerg-
ing marketers in the global animation in-
dustry–which is increasing at double dig-
its and expected to reach $50 billion to
$70 billion this year. With its deep IT skills
and English-speaking professionals, Asia
is rapidly becoming a hub for global ani-
mation for everything from feature films
to special effects, TV programming, adver-
tising, Web entertainment, and 3-D mod-
eling. Many of India’s cities already have
state-of-the-art animation studios, which
are partnering with global entertainment
companies. And India’s cost advantage is
enormous. A half hour of animation costs
$60,000 in India compared with $250,000
to $400,000 in the U.S. or Canada.

The conventional wisdom is that these
emerging economies of expertise pose a

threat to current market leaders in the
developed world. Nonsense. The fact is,
it’s the demand generated by businesses
in the developed world – including the
desire for broad-based global delivery of
services – that is driving a lot of this re-
balancing of skill and investment.

While their approaches vary, global
business leaders have learned a few gen-
eral rules for leveraging expertise in
emerging markets. First, businesses are
returning to the ’90s notion of core and
noncore processes within their enter-
prises, with one very important difference.
Instead of sourcing noncore processes
based on cost alone, they are turning to
specialized third-party providers who can
supply world-class capability wherever it
is located, from new product develop-
ment to the management and transfor-
mation of key business processes.

Second, in addition to direct invest-
ment, companies are finding that an eco-
system strategy is the best way to capi-
talize on expertise in emerging markets.
Rather than flying blindly or going it
alone, they’re building relationships with
local partners, suppliers, government of-
ficials, and research institutions. Think-
ing globally and operating locally only
works if you have a network of knowl-
edgeable partners and allies who can
help you increase your local market pres-
ence. In December 2004, for example,
Lenovo in Beijing announced plans to ac-
quire the personal computing division of
IBM and form a long-term strategic al-
liance to create a new global powerhouse
in PCs. For IBM, this created an opportu-
nity to build deeper relationships in one
of the world’s fastest-growing markets.

Third, companies are finding that they
need to develop a consistent set of busi-
ness and technical standards across the
organization, worldwide, to tap global
expertise. This can be difficult – as we at
IBM know from our experience in the
1990s – but the savings and competitive
advantages are enormous. Harmonizing
technical standards across IBM helped 
us take advantage of economies of exper-
tise wherever they resided, cutting prod-
uct development costs by more than half
and reducing time to market by more
than 75%.
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he U.S. may be the world’s leading innovator,

but it won’t be for long if investors, regulators,

and the legal establishment continue to penal-

ize companies for risk taking, says Deborah 

Wince-Smith, president of the Council on Com-

petitiveness. Recently, the council’s National Innovation

Initiative, a leadership network of CEOs and university

presidents, released a report in part assessing threats to

U.S. innovation. In a conversation with HBR’s Gardiner

Morse, Wince-Smith discussed the report’s conclusions.

The National Innovation Initiative cites “defensive man-

agement”as a major threat to U.S. competitiveness. Why?

Innovation is the driving force behind value creation and

competitive advantage, but you can’t innovate and grow

unless you’re willing to take risks. Yet in the current regu-

latory and tort environment, companies are more focused

on risk reduction than ever before. They’re practicing de-

fensive management by reducing R&D and other invest-

ments that Wall Street might punish for being too focused

on the long-term or that could lead to regulatory chal-

lenges or litigation. In the life sciences, for example, there’s

great opportunity for innovation based on genomics and

the development of customized drugs. But companies are

shying away from investment in these areas because they

fear their products will get mired in FDA red tape or

they’ll face massive lawsuits if problems emerge with the

drugs. This puts companies in the U.S. at a tremendous

disadvantage relative to global competitors.

So how do you encourage innovation in this chilling 

environment?

The solutions need to combine legal and regulatory

changes that reduce risk with investments in talent, R&D,

entrepreneurship, and infrastructure. But let me focus on

one key component of how to stimulate innovation that’s

less obvious than, say, tort reform: transparency, both in

governance and in the measurement of intangibles.

First, governance. The conventional private-sector wis-

dom is that Sarbanes-Oxley is bad, that it diverts compa-

nies’ resources into meeting accountability requirements.

My view is that the companies that move quickly to de-

Innovate at Your Own Risk

deborah wince-smith on competitiveness
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velop superior compliance will have the competitive ad-

vantage. I predict that in time, companies will be rated on

corporate governance just as they’re rated on other per-

formance metrics. Companies with the highest ratings for

governance will reduce their legal exposure and attract 

investors – both essential to robust innovation.

What about measuring intangibles?

Intangibles – whether it’s your R&D, your business pro-

cesses, your skilled workforce – are what will differentiate

your product or service from commodities. Intangibles 

are the future of wealth creation. And yet our financial 

accounting systems can’t measure their value. We’re try-

ing to measure today’s knowledge economy with tools 

inherited from nineteenth-century industrialism.

How does a consumer products company measure the

value of using high-performance computing to model

safety features in its products? Right now, there’s no way

for a potential investor to gauge that value. Markets do

value investment in intangibles – when they know about

it. Knowledge-intensive companies generally have a mar-

ket value that is much higher than their book value. Com-

panies should collaborate to develop best practices for valu-

ing intangibles and to create a framework for voluntary

reporting – while engaging the investment houses and ac-

counting firms that play a critical role in asset valuation.

On the government side, we need to enhance the regu-

latory environment to encourage companies to disclose

their intangible asset metrics. Right now, with the threat

of litigation and regulatory challenges, even if companies

had supplemental information about their intangibles, it

would be risky to disclose it. Transparency around intangi-

ble assets and your strategy for value creation, coupled

with regulation to reduce risk by protecting disclosure,

will stimulate investment in innovation.

Unfortunately, the current environment makes these

changes difficult. In the end, the questions for U.S. indus-

try and the government are, Who is going to attract the

high-value investment, and Where’s the high-value eco-

nomic activity going to be performed? If we want it per-

formed here in the U.S., we need get serious about reward-

ing transparency and risk taking. Reprint F0505G



The main reason to take advantage of
these pockets of expertise is that it’s be-
coming a competitive necessity. After all,
when did U.S. and European automakers
really start to innovate and produce better
cars and trucks? When their customers
started noticing what global competitors
had to offer. That kind of adjustment is
happening all over again, industry by in-
dustry. The smart players aren’t waiting for
the knock at the door. Reprint F0505F

business history

Lessons from 
the Egg Master
by john butman

Successful brands are a paradox: always
consistent yet always mutable. One of the
best models for that elusive balance is
the artisan brand. Artisan brands possess
a signature look and feel that seems to
be the creation of an individual sensibil-
ity yet also permits variations on form
and execution within a set of consistent
design principles. Think of Pixar’s movies,
Kimpton’s Monaco hotels, and Danny
Meyer’s Union Square restaurants.

Among the world’s most en-
during artisan brands is Fa-
bergé. Born 135 years ago in
Saint Petersburg, Russia, the
company produced tens of
thousands of pieces, from
simple earrings to opulent
Imperial Easter Eggs. The
items were made by many
craftsmen, yet all seemed to have
sprung from a single imagination
and pair of skilled hands. Fabergé’s jew-
els and objets d’art became renowned
throughout Europe, and the company
prospered, at its peak employing 500
people in Saint Petersburg, Moscow,
Kiev, Odessa, and London. Its success was
the result of a shrewd combination of
artistic fluency and business discipline
that is still worth studying.

The artisan, in this case, was Carl 
Fabergé, who took over his father’s mod-
est jewelry shop in 1870. Fabergé soon
stopped making pieces valued chiefly for
their materials, choosing instead to dis-

tinguish his products by their de-
sign. Together with his brother
Agathon and others, he devel-
oped a style that became
quickly recognizable. Its char-
acteristics included a distinc-
tive sense of proportion, signa-
ture colors in rich shades, exquisite
surfaces, beautifully wrought native ma-
terials, and recurring motifs such as egg
shapes, laurel wreaths, ornate bows, and
golden swags.

Fabergé understood the importance of
organizational as well as product design,
so he created an unusual model that op-
timized both. The main operation was 
a collection of workshops, each run by a
chief workmaster. Fabergé the artisan
was involved in developing each item,
but once the drawings were finalized,
Fabergé the manager turned responsibil-
ity over to the workmaster whose shop
would produce the new piece. The work-
master managed as many as 64 special-
ist craftsmen – gem setters, enamelers,
embossers, engravers, finishers, and oth-
ers – who labored together at special 
kidney-shaped tables designed to facili-
tate consultation and collaboration.

Although regularly expected to
work overtime, the artisans

were full-time employees with
reasonable job security.
Workmasters could hold
ownership positions, which
encouraged them to make
their shops more productive

and to act in the best inter-
ests of the organization. Rec-

ognizing that pride in craft was 
a powerful motivator and also essen-

tial to the brand’s style, Fabergé was lib-
eral with public praise when a shop had
done particularly nice work. He even al-
lowed workmasters to initial their own
items. As a result, employees exhibited a
strong work ethic (in a society not known
for the same) and low turnover.

The company was shut down in the
aftermath of the Russian revolution; Fa-
bergé himself escaped to Switzerland,
where he died in 1920. But the company’s
products have continued to grow in value
and are now among the world’s most
precious art objects. Nine Fabergé Impe-

rial Easter Eggs, owned by the
Forbes Collection, were recently
purchased by Russian oil ty-
coon Viktor Vekselberg for
some $100 million.

At the heart of an artisan
brand is a leader whose dual un-

derstanding of product and organi-
zational design serves the aesthetic de-

sires of the marketplace and the business
needs of the firm. Such people are rare.
Chris Bangle, chief designer at BMW, is
one such leader. Another was Hubert de
Givenchy, who ran the legendary French
couture house.

Companies wishing to emulate Fa-
bergé – or Pixar or Kimpton – must find
their artisans, whether inside or outside
their walls. And they must give those arti-
sans two things: the freedom to pursue
their creative vision, and the structure
and skilled support to translate that vi-
sion into a consistent, sustainable brand.

Reprint F0505H

labor law

The New Tools of Trade
by regina m. abrami and 
leonard bierman

Today, most multinationals have a con-
spicuous social conscience. They publi-
cize their internal codes of conduct, mon-
itor labor conditions in their global supply
chains, and require suppliers to meet
basic labor practice standards. But de-
spite efforts to be better global citizens,
companies by themselves are unable to
eliminate abuses in their supply chains.
In fact, so long as the countries with
which they do business turn a blind eye
to labor abuses or can’t manage the prob-
lem, companies have few options – short
of canceling contracts– to reduce exploita-
tion and safeguard their reputations.

Part of the blame for this situation be-
longs to corporations themselves. Dur-
ing the past decade, they have agreed to
take on what ought to be the work of the
state. Large multinationals are today 
running programs on community devel-
opment, health care, and legal education
throughout the developing world. But
the governments of these countries 
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remain relatively free from accountabil-
ity for their business environments.

This makes no sense. If companies
want to see improved labor practices in
the countries where they do business,
they should support efforts to include
labor standards in trade agreements. But
the business community has long been
suspicious of this kind of regulation. This
is not only shortsighted but increasingly
out-of-date, as the recent wave of U.S. and
European trade agreements shows.

These trade initiatives emphasize car-
rots instead of sticks, with both the U.S.
and European Union rewarding trade
partners who protect working conditions
rather than only punishing those who
don’t. For example, the latest EU General-
ized System of Preferences, a program for
granting tariff reductions to developing-
country products imported into the EU
market, now has a measure to allow addi-
tional tariff reductions to countries that
demonstrate compliance with the Inter-
national Labor Organization’s (ILO) core
labor standards. To date, Sri Lanka and
Moldova have benefited from this special
preference. Their exports to the EU are
now eligible for an additional 5% tariff 
reduction, giving these countries some
advantage over competitors.

The U.S.–Cambodia Bilateral Textile
Trade Agreement is another example.
Created while the international textile
quota regime was still active, it offered
Cambodia additional textile export quota
in return for improvements in textile
workers’ conditions. By bringing in the
ILO to monitor conditions in Cambodian
factories, the agreement helped remedy
a problem common in many developing
states: good laws but weak implementa-
tion. The ILO’s findings were reported not
only to the local business in question but
also to international customers and the
Cambodian government, prodding the
various parties to work together to im-
prove compliance with the country’s labor
laws. The recently signed U.S.–Chile agree-
ment is also intended to help enforce 
existing laws. If either party is fined for
violations, the funds remain within the
country being fined and are earmarked
for enforcement. They may be used to hire
and train labor inspectors, for example.

These kinds of policy innovations don’t
eliminate the need for multinationals 
to pressure irresponsible suppliers. But
they can turn the dilemma of labor abuse 
into a diplomatic matter, forcing greater
accountability on the part of all govern-
ments. When trade agreements and labor
standards are linked this way, local work-
ers benefit from improved conditions,
governments and local businesses bene-
fit from more favorable terms of trade,
and multinational customers insure their
most valuable asset: their reputations.

Reprint F0505J
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Capturing Customers’
Spare Change
by terri c. albert and 
russell s. winer

Getting customers to make impulse pur-
chases at the checkout counter has al-
ways been more of an art than a science.
Now, though, the fast-food industry is
combining psychology and computer
technology to increase impulse buying.

This new sales strategy exploits what
we call the “spare-change effect”– peo-
ple’s willingness to buy with change
goods that they wouldn’t buy with unbro-
ken bills. In one study, for example, Priya
Raghubir from the University of Califor-
nia, Berkeley, and Joydeep Srivastava
from the University of Maryland found
that 71% of subjects would spend four
quarters on candy but only 29% would
spend the same amount in the form of 
a dollar bill.

Appreciating that customers are more
likely to part with change than an equiv-
alent sum in bills, fast-food restaurants 
including Burger King, KFC, Taco Bell,
and Wendy’s are now using software that
makes real-time sales pitches based on
the change the customer is about to re-
ceive. For example, if a customer orders 
a Number 3 meal for $4.29, the software,
which runs on a cash register, instantly
generates a discount offer for another
food item based on the change (71 cents)
that would be returned on an “even”
amount ($5, in this case). If, for example,

french fries normally cost a dollar, the
system might offer to add fries to the
order and round it to an even $5 – selling
the fries for 71 cents. If the customer goes
for it, the restaurant makes an additional
sale, and the customer gets a discount.

The offer generated by the system isn’t
random; it’s developed from a continu-
ally updated database of previous offers
and their acceptance rates. If the system
discovers that more customers who have
bought hamburgers will buy french fries
with the resulting spare change than will

buy milk shakes, for instance, it will offer
french fries to future hamburger buyers.

Stores using this technology have in-
creased their sales by 3% to 5% and pretax
profits by 30%. Approximately 35% of all
spare-change offers are accepted, and
most of the time, customers pay 35% to
45% less for the added item than if they
had bought it separately.

This system works in the fast-food 
environment but hasn’t yet been tried
much beyond it. Experiments by two
state lottery bureaus had fared poorly, in
part because the purchase process was
complicated. Evidence so far shows that
customers accept, even appreciate, the
technology when it’s convenient, makes
offers directly related to their main pur-
chase, and delivers food at a discount.
Whether it would be as effective in other
retail environments and with different
types of products remains to be seen.

Reprint F0505K
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A Whole New Mind
Moving from the Information Age to the Conceptual Age
Daniel H. Pink
(Riverhead Books, 2005) 

Our egos took a beating in the Industrial Revolution when we learned ma-

chines could perform some tasks better than people. But hey, we still had our

brains, right? Surely, no machine could ever match the power and intricacy 

of the human mind.

But then came computers, and soon the brain’s superiority was being chal-

lenged. Deep Blue whupped Garry Kasparov, Time magazine nominated the

PC as 1983’s “Person” of the Year, and microproces-

sors appeared that could perform four billion calcu-

lations a second without ever getting tired or cranky.

Is it any wonder that knowledge workers feel hope-

lessly outclassed? 

Leave the computers to the problem solving, says

Pink, a contributing editor for Wired magazine.

Logic and analytical skills only get you so far, which

is how come Western countries don’t lose much by

outsourcing routine technical work to countries like

India. In A Whole New Mind, Pink argues that what

really matters is, well, meaning. And beauty. And

empathy. And joyfulness. Those and other innately human qualities produce

the kinds of innovations that resist commoditization and resonate with cus-

tomers, many of whom, after all, are human themselves.

The creative, relational skills required for this new era – here dubbed the

Conceptual Age – are the domain of the brain’s right hemisphere, long consid-

ered the poorer hemisphere by business. Conventional wisdom says such skills

are tough to acquire, but Pink begs to differ. Learning to tell stories better

won’t transform you into a Toni Morrison any more than studying physics will

make you the next Stephen Hawking. But anyone can acquire sufficient com-

petency to get by, says the author.

To prove it, Pink sets out to develop his own right-brain aptitude by, for ex-

ample, taking a drawing class. There, he learns to synthesize information and

relationships, detect patterns, and combine elements. (He also gets pretty

handy with a pencil if his self-portraits done before and after the class are any

indication.) For those wishing to give their own creative muscles a similar work-

out, the book is full of exercises and resources. The Web-based self-assessments

are a pleasant diversion, but you probably won’t discover much about yourself

you don’t already know.

A Whole New Mind is a breezy, good-humored read, even if the advice is a bit

facile. The search for deeper meaning in work will likely appeal to aging baby

boomers and to those grown jaded from corporate misbehavior and the single-

minded pursuit of profit. And while most readers won’t rush to ditch their

spreadsheets, they might be inspired to pick up a few paintbrushes to go with

them. After all, who would disagree that even half a mind is a terrible thing 

to waste? – M. Ellen Peebles

Coach: Lessons on the Game of Life
Michael Lewis
(W. W. Norton, 2005)

Where do people get the discipline and
focus to accomplish big tasks? Lewis, the
author of Moneyball, credits his high school
baseball coach for his own success. But the
firebrand intensity that motivated Lewis
and his teammates 30 years ago is now 
itself under fire. Parents are complaining
about the coach’s high expectations and
tough standards; they want indulgent
treatment for their offspring. But without
uncompromising mentors like his former
coach, Lewis says in this brief but spar-
kling book, children may never develop
sufficient character to overcome future
challenges.

DisneyWar 
James B. Stewart
(Simon & Schuster, 2005)

This account of Michael Eisner’s fall from
grace received lots of press when it was re-
leased in February. But buried in the mass
of detail from journalist Stewart is a lesson
for all companies whose stock-in-trade is
creativity and fantasy. Eisner’s reputation
and initial success at Disney were built on
his instinct for recognizing stories that
would delight audiences. But his penchant
for storytelling was accompanied by a care-
lessness with the truth that, Stewart argues,
undermined his business relationships.

Moral Intelligence: Enhancing
Business Performance and 
Leadership Success
Doug Lennick and Fred Kiel 
(Wharton School Publishing, 2005)

Consultants Lennick and Kiel reframe the
term “moral intelligence”– most commonly
applied to childhood development– in 
unsurprising ways for a business context.
Like emotional intelligence – the concept’s
groundbreaking progenitor – moral intelli-
gence is a combination of behavior as well
as smarts, here applied to justice and re-
sponsibility rather than to empathy and
self-awareness. But unlike Daniel Gole-
man’s work, this book offers no studies
linking corporate success with individual
integrity. And the dilemmas described in
its wide-ranging, feel-good anecdotes
come with too-easy answers.

– John T. Landry
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HBR’s cases, which are fictional, present common managerial dilemmas 
and offer concrete solutions from experts.

ill Houglan was three pages deep 
into his spreadsheet when he felt the

thud, thud, thud through the rough-
hewn floor of the hallway connecting
sales and marketing with the desktop
publishing group. “Here comes Sid,” he
thought.

The Seattle offices of NMO Finan-
cial Services, charmingly situated in a
quaint old building on a city wharf, were
rather sensitive to the rattle of passing
trucks – and to Sid Shawn’s 400-pound
footsteps. The door to Bill’s office was
open, so instead of just passing by, the
obese man stopped and looked in.

“How’s it going, Sid?”Bill said. He no-
ticed that Sid’s face was a bit moist; he
seemed short of breath.
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Sid has put his hat in the

ring for a client-serving

position. He’s got the skills

and the knowledge–

the problem is, he’s also

obese. Can his weight 

be a factor in the decision?

Fat Chance
by Bronwyn Fryer and Julia Kirby
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“Going great,”Sid replied, smiling and
giving NMO’s VP of sales and marketing
a little salute.“Hey, did Terry happen to
speak with you?”

“Uh, yes,” Bill said. “She put your ré-
sumé and everything in the system. I’m
supposed to be interviewing candidates
over the next month or so.”

“Terrific,”Sid said.“Well, I hope you’ll
keep me in mind.”

“Sure, Sid,”Bill responded, turning to
stare at his computer screen. “I’ll keep
you posted.”

He’s a good guy, Bill thought, as Sid
continued down the corridor. You can’t
blame him for coming by to help his
cause. Or maybe it was the deli tray that
had lured Sid down this hallway? A ven-
dor had treated the production group
to lunch that day, and there were sand-
wiches and cookies left over for the rest
of the staff. Almost as soon as that no-
tion entered his head, Bill rebuked him-
self for it. He leaned back and sighed,
not happy about the decision he would
have to make.

A ten-year veteran of NMO and a
mainstay of the pensions marketing
group, Sid had always been a good, con-
sistent worker. As a product specialist,
he was an invaluable resource to the
salespeople who called on chief invest-
ment officers, treasurers, and others
making the decisions about employee
retirement benefits for their companies.
Sid was also a resource to the consultant
relations managers, who tried to influ-
ence the people advising those buyers.
At this point, Sid was so steeped in
NMO’s products that those colleagues
had come to depend on him to outline
their talking points and pitch books.
Amiable and sometimes funny, Sid gar-
nered above-average performance re-
views and regular pay raises. But during

his last review he’d made it clear he was
ready for something new, so it shouldn’t
have surprised Bill when Sid applied for
the job that had just opened up.

Still, when Bill got the e-mail from
HR about Sid’s interest, he was taken
aback. Sid had applied for a consultant
relations job – where his success, and
not a small portion of his compensa-
tion, would depend on impressing the

polished professionals at major bene-
fits consultancies. Of course, he’d im-
pressed them many times before–or his
work had while he remained behind the
scenes. But now the consultants would
encounter Sid face-to-face, and that
seemed a different matter.

A Friend Weighs In
Bill pulled his suit jacket from the
hanger on his door and took the stairs
to his friend Chuck Bell’s office on the
fourth floor. Chuck, who headed up the
401(k) sales group, was on the phone,
so Bill lingered in the hallway until he
heard the conversation end. Then he
tapped a knuckle on the doorjamb.

“Hey, Bill,”Chuck said.“You don’t look
so good. Something you ate?”

“Nah, I just need some fresh air. You
wanna take a walk?”

Chuck immediately stood up and
grabbed his jacket, and they headed for
the elevator.

A rainstorm the previous day had
cleared the sky, and the city seemed to
sparkle. As the two executives walked
together down the wharf, Bill felt less
oppressed.A pelican swooped over them,
soared into the sky, and then dove to
spear the deep blue water in a flash of
white spray.

“Can I ask you something, Chuck?”
Bill asked, watching the pelican reclaim
the air with its wriggling silver prize.

“Shoot.”
“If you asked for a promotion and it

was denied, would you leave?”
Chuck’s eyes widened. “You’re not

hankering after that EVP title…”
“No, no,”Bill insisted.“This isn’t about

me. It’s about a guy who works in my
marketing department. He’s angling
for the consultant relations job that
just opened up. He’s a product special-
ist now – really good at it, too – but he’s
done it for years, and he wants some-
thing new.Consultant relations, though–
that’s a much more visible job. You
know. It’s got its own demands. I’m not
sure he’s ready for it.”

“Why can’t you just try him out on
the job? Can you get someone to work
with him, show him the ropes?”

“Well, there are…some issues,” Bill
said. “He has some health problems.”

“What kind of health problems?”
“He’s diabetic for one thing.” Bill

glanced at his friend. “See, he’s over-
weight, and I think that’s why – ”

“Wait a minute,” Chuck said. “You’re
not talking about that really fat guy?”

Bill’s uncomfortable silence answered
the question. Chuck threw back his head
and laughed.“You’re kidding! How can
you even consider it? What kind of im-
pression would he make for NMO?”

Bill suddenly felt protective of Sid.
“Well, I don’t know. He’s actually quite
personable.”

“Oh, no doubt,” Chuck said, grinning.
“You’d probably have to take a cross-
town bus to get on his bad side.”

Bill gave Chuck a sharp look. “He
knows the products better than just
about anyone else in my group.”

“So send him over to new product
development,” Chuck suggested.

“Well, he isn’t going to make more
money there, is he?” Bill responded.
“He’d quit for sure.”

“You think so, huh?” Chuck coun-
tered.“Who’s gonna hire him?”

Growing Concerns
Back at his desk, Bill pulled out Sid’s
personnel file and began thumbing
through it. His eyes fell on the résumé.
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He recalled that Sid had already been
on the heavy side when he started at
NMO but nothing like he was now. At
first, people ribbed him about his wife’s
irresistible baking; he frequently came
to work bearing trays of chocolate chip
cookies to share with his colleagues. Sid
couldn’t resist the cookies either; within
two years, he’d gained more than 40
pounds. At one point he went on a crash

diet and lost a lot, but before long, he’d
regained it and more. When his wife left
him, Sid’s weight ballooned.

A couple of years ago, Bill noticed
that Sid was calling in sick more. He
hadn’t exceeded his allowable days,
but this was a business in which almost
no one did. Eventually, Sid mentioned
that he was battling diabetes, which ac-
counted for at least some of the sick
time. While preparing Sid’s semiannual
review,Bill wondered whether to broach
the subject. The precedent he had in
mind was the time he’d confronted Ron
Darcy, an NMO salesman who clearly
suffered from alcoholism. Darcy had
made his numbers and then some, but
there were signs that he was about to
derail, personally and professionally. Bill
liked to think he’d made a difference in
that man’s life, awkward as it was at the
time. Still, when it came to Sid’s review,
Bill decided it was a conversation that
could wait.

Since then, even more troubling than
Sid’s health was the increasingly oblique
approach people at work took toward
him. Sid was outgoing, always happy to
strike up a conversation. But as old-
timers left the group and new hires en-
tered, fewer and fewer people seemed
to warm up to him. Bill recalled the days
when Sid, particularly after his divorce,
went out with colleagues after work
for drinks, and people invited him to

their dinner parties. That didn’t seem
to happen much any more. The work-
group dynamic cried out for some kind
of intervention, however subtle. “Di-
versity training of some kind?” Bill
wondered. The thought seemed absurd
when he didn’t even feel comfortable
discussing Sid’s weight with Sid him-
self. Bill hated feeling so helpless as a
manager.

Just then he had a sickening thought:
If Sid were passed over for the consul-
tant relations job, could he sue the com-
pany for discrimination? He thought of
picking up the phone and calling Terry
in HR. Then he realized that merely ask-
ing the question made him sound like
he had an issue with Sid’s size – like
maybe he was the problem. He stared at
the receiver. Could he even bring up the
subject? 

The Right Fit? 
A taxi was idling outside the office build-
ing, and Bill kept checking his watch.
“If we don’t get going now, we’ll miss
the plane,” he thought. Just then, Sid
stepped off the elevator and into the
lobby, pulling a remarkably large suit-
case and a smaller bag.

“Let’s go,” Bill said, holding the door
open. Sid wheeled his bags out to the
cab. Bill climbed into the backseat be-
hind the driver. When Sid eased into the
seat on the passenger side, Bill felt the
taxi sink.

“Here’s the agenda,” Bill said, hand-
ing Sid a glossy pamphlet. “I figure be-
tween the two of us we can hit all the
best sessions.”

As Sid leafed through the brochure,
Bill looked out at the gray sky that
threatened more rain. Feeling some
pangs about having excluded Sid from
such things in the past, Bill had invited

him along to a conference in San Fran-
cisco.Sid’s enthusiasm was much greater
than the event really deserved. Bill re-
alized now that Sid might have seen the
invitation as an encouraging sign that
he was being considered for the job and
that the trip was a kind of test run.

“So Bill,” Sid spoke up,“in your opin-
ion, what is the key to succeeding at con-
sultant relations?”

Bill drew a deep breath. “Well, of
course, you know it comes down to 
getting recommended for a manager
search,”he said. The consultants weren’t
in a position to engage NMO directly;
they developed short lists for their cli-
ents, who in turn would send out re-
quests for proposals. NMO’s consultant
relations managers were assigned to
particular consulting firms and did
whatever they could to get NMO’s prod-
ucts on the consultants’ short lists – in
fact, one key performance measure for
those employees was the number of
RFPs received from the companies their
target consultants advised. The consul-
tants were very smart about the indus-
try – more so than most finance execu-
tives – so they couldn’t be snowed. At
the same time, they were only human.
If they liked you, they might include you
in the beauty contest even when your
returns were only on a par with others’.
“And that means you need to present
the case for NMO’s superior portfolio
management – ”

“I’m pretty good at that,” Sid inter-
jected.

“But it’s just as much about the
schmoozing,” Bill pressed on.“You have
to build those relationships, and that
means traveling – more than some peo-
ple are comfortable with.”

“No worries there,” Sid said a bit
wistfully. “Bill, I’m very confident I can
do the job. What do you think my
chances are?”

“Well, it’s hard to say,” Bill answered,
not quite meeting Sid’s eye. “There’s a
lot of talent on the street, what with the
layoffs and mergers. Terry hasn’t said
anything about the number of candi-
dates who’ve applied so far.”

“Are there any other internal candi-
dates?” Sid asked.
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“Not as far as I know,” Bill said. The
car in front of them came to a sudden
stop, and the cabdriver stepped hard on
his brakes. For a minute, everything was
at a standstill. Then the traffic began to
inch forward. Bill noted the time on the
taxi’s small dashboard clock.

“I was just wondering,”Sid continued,
“because the company prefers hiring
internal candidates over external ones
if they’re equally qualified, right?”

“Charity begins at home,”Bill quipped
in response. A sign for the airport exit
loomed. Grabbing at the chance to
change the subject, Bill directed the
cabdriver to Terminal B.

As Bill pulled the bags from the trunk,
he motioned toward the skycap station,
where, fortunately, there wasn’t much
of a line. But now it appeared that a
wheel had broken off of Sid’s smaller
bag. Sid decided to transfer some of the
contents. He bent down uncomfortably,
removed a pair of slippers, a sweater,
and two books, and pressed them into
the larger bag. Bill sourly wondered
how so much stuff could be required for
an overnight trip. Averting his glance,
Bill studied the e-tickets his assistant
had printed out; he noted Sid’s two seat
assignments.

“Well, it’s half past, and we’ve got half
an hour to takeoff,”he said, checking his
watch again as Sid slowly stood up.“It’s
going to be tight, but we can make it if
we hustle.”

They proceeded toward the security
gate, and that’s when Bill realized Sid
was incapable of hustling. As Sid shuf-
fled along, a child pointed and called
out to his brother, “Whoa! That guy is
huge!”At the screening station, Sid bent
down again to untie and remove his
shoes–which turned out to be another
very slow process. People stared; Bill felt
embarrassed. “Stuff like this must hap-
pen to him every day,” he thought.

As Sid struggled to put his shoes back
on, an announcement came over the
public-address system: “Last call for pas-
sengers Bill Houglan and Sidney Shawn.
Please proceed to Gate 3A.”

“I’m gonna run for it,” Bill told Sid.
“I’ll let them know you’re coming.
Please, Sid, hurry up.”

Breakfast for Three
If Bill had any doubts about how people
perceive an obese person, they were dis-
pelled on this trip.

On the plane, other passengers were
visibly relieved when Sid didn’t head for
their row. When Bill and Sid walked past
the bar in the hotel lobby, two women
stared and then dissolved into giggles.
At the registration desk, the bellman
put on a kind of waxen expression and
pretended not to notice Sid’s size. The
conference registrar, looking up from
her list, blinked in astonishment, and
then tried to cover up by being overly
solicitous. “Just as bad,” Bill thought.
“He can certainly rely on the unkind-
ness of strangers.”

During the late-afternoon break at
the conference, Bill checked in with
Mina, his assistant. “Terry called ear-
lier,” she told him.“She’d like you to get
back to her right away.” Bill had his as-
sistant transfer the call.

“I just wanted to fill you in on the sta-
tus of your search,” Terry said. “We’ve
got a woman with five years’experience
on the consulting side and a CFA. She
looks good, and she’s in our salary range.
The thing is, she’s close to an offer with
Quality Funds. We should get her in fast
if you want to talk to her.”

“Do,” Bill said. “Anyone else? How
about internal candidates?”

“Just Sid so far,” Terry said. “Are you
considering him?”

Bill felt put on the spot. He wasn’t
sure how to answer but chose to reply in
the affirmative.“I’d like to see if we can
pull in more people, though,” he added
quickly. “Definitely leave the posting
on the intranet. Let’s see what we get.
Meanwhile, if you give Mina a call, I’m
sure she can find room on my schedule
for that candidate.”

After he hung up, Bill thought for a
while about how it would affect Sid if
he didn’t get the job. Maybe that would
be best all around. Even with their oc-
casional barbs and social neglect, people
in the office were fairly casual and com-
fortable with nonconformity. Perhaps it
wasn’t the ultimate in heterogeneity,
but the workforce at NMO had its di-
verse elements.

By contrast, Bill could so clearly pic-
ture the challenges Sid faced on the out-
side; in fact, he’d glimpsed it at this very
conference.

In the hallway outside the ballroom,
Angela Betz, a star consultant with Tal-
lan Associates, was holding court as rep-
resentatives from three different fund
managers clustered around her, nod-
ding at her comments and trying to
score conversational points. There was
no denying there was a certain cut to
their jib; any one of them could pass for
a nightly news anchor. Would Sid be one
of the people she’d open up to? If not,
the RFPs would go elsewhere. And if the
numbers didn’t add up, he’d fail in the
job. Where would he go then?

During the group dinner that night,
Bill noted that Sid fell into a conversa-
tion with a man on his right. Occasion-
ally, the man laughed out loud in re-
sponse to something Sid said, and Sid
seemed pleased. Bill felt less uneasy, re-
membering how Sid had turned on the
charm in his early days at the company.
“At least he’s having a good time,” he
thought.

About an hour later, Bill was in his
room checking his messages when the
phone rang. It was Sid.

“Guess what I found out? That fellow
sitting next to me at dinner–his name is
Dick Huff. Turns out he’s with the Ohio
Teachers Pension, and he says they’re
disgusted with their returns lately. We
hit it off really well. Naturally I worked
in a few comments about our equity
products. I told him you were here and
that I’d make an introduction.”

Bill was impressed. “Great, Sid. You
should have gone ahead and arranged
to meet for breakfast – ”

“Well, that’s why I’m calling,”Sid said.
“I’ve got his card. I can ring him now, if
you want to set a time.”

Smart guy, Bill thought. He’s trying
hard to show me he can do the job. And
who knows? Maybe with a fresh start in
a new position, Sid would make a seri-
ous effort to lose some pounds.

Should Sid’s weight be a factor in

Bill’s decision? • Four commentators

offer expert advice.
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f NMO Financial Services has HR policies 
that force it to ignore Sid Shawn’s habits,

then its problems are much bigger than Sid.
Too many companies implicitly enable the
unhealthy lifestyles of the minority – those
who smoke, drink to excess, or otherwise ne-
glect or abuse themselves–and they do so to
their detriment. The real cost here will occur
when NMO pays its insurance premiums.

Why not, instead, consider rewarding the
majority of employees who take a proactive
approach to their own health? If NMO of-
fered its employees incentives to adopt
healthier lifestyles, it might not be facing this
dilemma. More generally, I predict the com-
pany would end up paying considerably less
for insurance in the long run. But such in-
centive programs are rare–which goes a long
way toward explaining why health care costs
in the United States are so out of control.

At my company, we decided to grapple
with the problem of employee well-being
head-on. We provide healthy foods in our
vending machines, as well as health counsel-
ing by on-staff medical professionals. We

have also instituted several programs de-
signed to urge employees to live healthily.
While most of these programs are voluntary,
some are not.

One voluntary program is the Lifestyle
Challenge: We reward employees who im-
prove their dietary habits and participate in
regular exercise and fitness programs. Par-
ticipants can start off by earning $45 a month
toward a health club membership and up 
to $65 a month for improving their overall
health, which we check every six months. We
also offer a broad buffet of support programs,
from seminars on selecting and preparing
meals to counseling on the emotional causes
of eating disorders.

Our involuntary programs are more con-
troversial. In 2003, we learned that, as a pri-

vate employer, there was no law in Michigan
that prevented us from screening out tobacco
use at the office and during the hiring pro-
cess, just as employers routinely screen out
drug use through testing. As a first step, we
banned tobacco from the corporate property.
The following year, we instituted voluntary
testing, accompanied by classes and pro-
grams designed to assist smokers in quitting.
This year, we instituted mandatory testing
for tobacco use. Controversy arose when four
employees decided they did not want to take
the test, and quit. But we were within our
legal rights to screen out the smokers.

Such steps may sound draconian, but they
get results. By making employees responsible
for their own health, and by establishing sup-
port programs for them, we have both low-
ered and stabilized our health care costs.
Our insurance costs per employee – includ-
ing medical and dental care, and prescrip-
tion and vision coverage – average $300 per
month compared with the state average of
$500. Our health care costs have remained
level for 27 months in a row.

Focusing on the health of our employees
helps our business in other ways. As an 
employee-benefits administration firm, we
advise our clients about the costs and bene-
fits of various health care packages. Most of
our clients are afraid to even talk about their
employees’health. It helps when they see just
how willing we are to walk the walk.

NMO’s leadership should understand that
it’s possible to work directly with employees
rather than simply allow them to fend for
themselves and then complain about cost
control.

By pushing HR to offer carrots (in the
form of positive programs) and use sticks
where necessary, Bill Houglan can help Sid
and other employees – and his company’s
bottom line.

I

Too many companies implicitly enable the unhealthy
lifestyles of the minority–and they do so to their
detriment.
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hould weight be a factor in Bill’s deci-
sion? Too late: It already is. And the prob-

lem here is not Sid and his quest for a pro-
motion; the problem is that the company
openly tolerates discrimination. The work
group ostracizes Sid, and Chuck Bell’s joke
says it all.

Sid is a valuable worker who has demon-
strated that he can connect with people as
the new job requires. Like anyone else, he de-
serves the opportunity to show what he can

do. He’s smart, affable, and can easily estab-
lish rapport with a prospective business part-
ner over dinner. He does a great deal to over-
come the prejudice and hostility he faces.
He’s a good guy; he deserves a chance to
learn the ropes and should be given reason-
able support in trying the new position.

If Sid is passed over on the basis of his
physical appearance or his disability, all kinds
of negative effects could follow.

First, given his depth of product knowl-
edge, Sid would be hard to replace. Study
after study has demonstrated that it is very
expensive to locate, hire, and train new work-
ers; on average, replacing someone costs
roughly one-and-a-half times the departing
person’s salary. Sid could also become a real
liability if he decides to approach a compet-
itor with his market knowledge and skills.

Second, if Bill allows Sid’s weight to be a
factor in the promotion decision, he exposes
the company to significant legal liability. Sid
may qualify for disability based on his weight
and mobility issues. Sid’s diabetes medica-
tions may contribute to his weight.

Even if Sid is not disabled according to
the legal definition, Bill perceives him to
have health problems, so Sid may find re-
dress for bias under the Americans with Dis-
abilities Act or similar state and local laws.
Such regulations forbid outright exclusion,
architectural and transportation barriers,
and overprotective rules and policies de-

S signed to help people with disabilities “for
their own good.”

Then there’s the public relations issue. If
Sid chose, he could start a blog or go to the
press with his story, inflicting some public
harm on his former employer and possibly
expanding legal protections in his city. When
24 Hour Fitness, a health club chain, put up
a billboard in San Francisco that featured a
space alien and the caption, “When they
come, they’ll eat the fat ones first,” activists

rallied in full force. Holding “Eat Me!” signs,
protesters garnered international coverage.
The public backlash resulted in the adoption
of a citywide law outlawing discrimination
on the basis of weight.

San Francisco is now one of at least four
places in the United States with such laws on
the books – the others are the state of Michi-
gan; Washington, DC; and Santa Cruz, Cali-
fornia. Given the number of fat people in the
United States and the widespread hostility
against them, I predict we’ll see more such
legislation.

In short, the risks of continued discrimi-
nation simply aren’t worth it.

Bill should follow his instincts regarding
diversity training and push for it company-
wide. If he had ordered training for Sid’s work
group when he first noticed any ostracism
(whether it was because of Sid’s weight or his
age), Sid might not even have opted for the
new position. Now the onus is on Bill and
other executives at NMO to step in and ad-
dress the prejudice issue squarely. Promoting
Sid would be a good, highly visible place for
Bill to start. He should stand up for diversity
by addressing discrimination in all its forms,
including sex, race, sexual orientation, gender
identity and gender presentation, color, reli-
gion, disability, weight, and age. And the com-
pany’s HR policies should obviously be honed
accordingly; banning discrimination, if noth-
ing else, is simply good business practice.

Bill should follow his instincts regarding diversity
training and push for it companywide.

mailto:solovay@sbcglobal.net


You don’t have to see the tail fin 
to know it’s SWISS.

We want to make flying an experience of excellence. In our
world-leading First Class, for example, passengers relax even
more: a seat that turns into a bed-in-the-sky, the latest in 
on-board entertainment and premier service tailored to each
passenger’s needs. To find out more about our product and 
service innovations, please visit swiss.com

For information and reservations, call1-877-FLY SWISS, contact your local travel agent or visit swiss.com

Service from 8 North American gateways to 70 destinations worldwide.

Partner in the American Airlines® program. 

American Airlines® and AAdvantage are registered trademarks of American Airlines, Inc. American Airlines® is not responsible for products and services 
offered by other participating companies.

http://www.swiss.com
http://www.swiss.com
http://www.swiss.com


42 harvard business review

H B R  C A S E  C O M M E N TA R Y •  Should Sid’s  Weight Be a Factor in Bi l l ’s  Decision?

mployees in most American jurisdic-
tions have very few legal protections

against weight-based discrimination. Un-
like race, age, and gender, body weight is
not a protected characteristic under U.S. fair-
employment laws. Employers are legally free
to discriminate on the basis of weight – so
long as they are not dealing with those very
few overweight individuals who qualify as
disabled under the Americans with Disabili-
ties Act or applying more stringent standards
to one legally protected group than to an-
other (for instance, women versus men).

The ADA, which addresses discrimination
based on both actual and perceived disabili-
ties, provides some legal protection – but
the courts and the U.S. Equal Employment
Opportunity Commission have emphasized
that ADA coverage of obesity will be a “rare
occurrence.”

To establish an actual disability, an em-
ployee must prove two things: that he or she
is either morbidly obese (100% over ideal
weight) or suffering from obesity that is a

symptom of a physiological condition; and
that as a result of this condition, he or she is
substantially limited in one or more major
life activities. At 400 pounds, Sid may be mor-
bidly obese but, as I’m sure he would agree,
the limitations he experiences don’t come
close to constituting an actual disability.

There is a danger that by linking Sid’s
medical condition (diabetes) with his weight
during discussions of Sid’s possible promo-
tion, Bill may create a perceived disability that
extends the ADA’s protection to Sid. But
given that Bill’s primary concern is that cli-
ents won’t want to socialize with Sid, not that
Sid is truly disabled, it’s doubtful that Sid
would be able to establish a claim of per-
ceived disability. It appears, then, that it is
legally permissible for Bill to take Sid’s
weight into account. But the question re-
mains: Is it ethical?

The principle of equal opportunity in em-
ployment creates an ethical obligation for
employers to ensure that their decisions are
based on valid, work-related information
about employees rather than on stereotypical
inferences. This means that, first, before Sid’s
weight is taken into account, the relationship
between employee weight and successful
performance of the consultant relations job
should be established by a thorough job or
competency analysis – not by Bill’s subjec-
tive assessment. Second, given that past be-
haviors are generally the best predictors of
future behaviors, historical indications that
Sid can do the job should be given greater
emphasis than Bill’s fears about clients’ pos-
sible prejudices. Third, NMO must try to
identify and employ other tools with dem-
onstrated validity in predicting successful
performance in the consultant relations job
(for example, tests of relevant personality
traits, job knowledge, or interpersonal skills).
Of course, the best test would be to allow Sid
to perform the job temporarily.

All of this is simply a matter of sound, sci-
entific practice – relying on stereotypes un-
necessarily risks the introduction of system-
atic bias or error in HR decision processes.
Given the time and expense involved in at-
tracting, training, and retaining qualified
employees; NMO’s policy of favoring inter-
nal candidates; and Sid’s tenure and success 
to date – and unless there is an external can-
didate whose qualifications are clearly supe-
rior – denying Sid this opportunity could be
viewed as HR malpractice. How could his loy-
alty and motivation not be negatively af-
fected if he is passed over, especially if he de-
termines that it was due to concerns about
his weight? Bill’s friend,Chuck,dismissed this
concern, asking, “Who’s gonna hire him?”
Maybe no one, but having a disgruntled Sid
stay at NMO may be a worse outcome. Either
way, NMO loses a valuable contributor.

E

Mark V. Roehling (roehling
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sity in the workplace.

It is legally permissible for Bill to take Sid’s weight
into account. But the question remains: Is it ethical?
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rejudice against fat people is the last 
socially acceptable prejudice in what I

will call “polite society,” for lack of a better
term. Chuck and his real-life counterparts
feel comfortable making fat jokes, but they
might be more circumspect if Sid’s prob-
lem were concealed – if he suffered from, say,

a hearing impairment or bipolar disorder, a
condition that would surely affect his job
performance more than his weight would.
Sid is perfectly capable – even excellent – but
he cannot conceal the fact that he is fat.

If Sid were not fat, the decision would have
been a no-brainer. Bill knows in his heart that
Sid is the most qualified applicant because of
his in-house status, proactive nature, and suc-
cessful performance. In this situation, Bill’s
own insecurities may take a massive toll on
another person’s life. He’s inclined to dis-
count Sid under the pretense that the new
job would be too difficult. In this case, Bill is
afraid of being judged. He’s worried that, if
he chooses Sid, somehow Sid’s obesity will
reflect poorly on him, that others will think
less of him.

Is Bill neurotic,paranoid,a sniveling wimp?
Maybe, but he’s also right in terms of his
fears. Like Bill, I worried that being linked in
public with my sister, who became obese as
a teenager and remained so well into adult-
hood, would be social suicide. I didn’t want
to be seen at the grocery store with my sister
by the boy I hoped would ask me to the prom.
When peers smirked in her presence, I didn’t
stand up to them. (Studies have since dem-
onstrated that people do project negative
attitudes about weight, not just to the obese
individual but also to those who associate
with him or her – which I find frightening in
its ramifications.) Deep down, of course, I
would have been horrified to be accused of
my shame, and I certainly never expressed
it. It is the worst feeling I have ever felt; I am

ashamed years later to think it, let alone
write it. I did not have the confidence, self-
assurance, or strength of character to do what
I should have done and say what I should have
said, which was: This is my sister. I love her.
She is an absolutely amazing person, and
what she looks like is not who she is.

My behavior hurt Alison terribly, more
than I ever knew at the time. It affected her
life in subtle, lasting ways. But all teenage
siblings behave in reprehensible ways toward
each other in some form or another, and, for
the most part, we get over it. It teaches us
how not to behave as adults. I will spend the
rest of my life living with this flaw in my
younger self. But I was 16. Bill is a responsi-
ble adult, and what he is considering doing to
Sid is significantly worse.

If Bill does not give Sid the chance to prove
that his weight will not be a factor–and I se-
riously doubt a slightly more arduous walk
to the airline terminal will hold Sid back
much–he could affect Sid’s future. He would
be undermining all Sid has worked for as an
adult – even his very place in the world. He
would also be playing his part in the horri-
ble pageant we all act out every day, claim-
ing we don’t care what people look like and
then damning them in a thousand under-
handed ways.

In my opinion, it is Bill’s moral obligation
to offer Sid this job. Strong words? This is not
a subject on which I feel impartial. But I am
not a zealot. If Sid cannot keep up with the
workload or job expectations for a weight-
related (or any other) reason, he should not
expect to remain in the new position. The
primary criterion for a new hire should be
the ability to do the job. In Sid’s case, I sus-
pect he’ll do it superbly.
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Bill is afraid of being judged. He’s worried that,
if he chooses Sid, somehow Sid’s obesity will reflect
poorly on him.
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or most of my 25 years at Pitney 
Bowes, the threat of obsolescence

has hung over us. We are, after all, in 
a business that is deeply associated with
what commentators inappropriately
refer to as snail mail. Our genesis was a
single product – the postage meter – and
still, 85 years after Arthur Pitney and
Walter Bowes brought it to market,
more effective processing of physical
mail is at the core of our business. To
use the most ominous metaphor, we
are the buggy whip to the postal ser-
vice’s buggy. The question constantly
arises: In a world increasingly trans-
formed by e-mail and other electronic
communications, is our business des-
tined to go the way of the pony express? 

Perhaps it’s no surprise, then, that as
chairman and CEO I spend a large pro-
portion of my time–about 25% –on strat-
egy. Speculation about our future enters
into every discussion with every inves-
tor, it factors into customers’ decisions
on investing in capital equipment, and
potential employees pose questions
about it when they’re considering join-

ing us. I have to arrive at answers that
I can put forward convincingly and with
conviction, even if they clash with many
people’s assumptions.

The strategy we’ve formulated does
clash with conventional wisdom in
some quarters, because it constitutes
a big bet that physical mail will continue
to be relevant for a long time to come
and that digital communications can
complement mail as well as substitute
for it. Perhaps more challenging for
leadership here, the strategy clashes
with Pitney Bowes’s direction of the past
four decades. (See the exhibit “Back to
the Future.”) As early as the 1960s, the
company began thinking that its future
strength lay in broad diversification. By
the end of the century, we had taken at
least six different tacks, moving into ven-
tures as disparate as noncore capital
equipment leasing, mortgage servicing,
and retail supply chain systems. Now
we’ve shed those plans and are recom-
mitted to our core businesses of help-
ing companies manage their mail and
documents more effectively. We thinkJO
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Back Where We Belong
by Michael J. Critelli

At Pitney Bowes,

diversifying from our

longtime core business

turned out to be a 

mistake.You can go

home again, we learned–

but it isn’t easy.
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there’s plenty of opportunity to grow
that core, particularly in global markets,
and to move into adjacent, lucrative
market spaces. We also believe that,
working collaboratively with other
stakeholders in our industry, including
postal services, we can create more prof-
itable growth opportunities.

The point of this article, however, is
not to sell you on that strategy–though
I hope you will see its wisdom. Rather,
it’s to put you in the shoes of someone
who has a big-bet strategy to sell every

day. Harvard Business Review asked me
to reflect on how strategy is formulated
in a company that is acutely aware of
that strategy’s importance. It’s a subject
that tends toward dispassionate and ab-
stract analysis; but HBR wanted to hear
from someone who lives it, breathes it,
and is even impassioned about it. And
that, I admit, would be me.

Foreseeing Change 
over Time
Thinking strategically, of course, begins
with making predictions about the fu-
ture, and that means perceiving the di-
rection in which things are changing.
You have to start with the facts about
trends. For instance, at Pitney Bowes,
we know that first-class transaction
mail – which has been our company’s
sweet spot for all of its history and in-
cludes consumer-originated mail as
well as the bills, statements, correspon-
dence, and offers that a business sends
to its customers – has been declining in
recent years. And although it has shown
signs of possible growth in recent
months, we do not expect a return to the
4% to 5% annual growth rates of the

1980s. (Overall mail volumes, which de-
clined in the United States between
2001 and 2003, grew last year at 1.9% –
although the increase was concentrated
in standard,or advertising,mail in which
we have participated very little.) 

But directional understanding is only
the beginning; the real key is gauging the
rate of change. Are we looking at slow
growth, flat volumes, a gradual decline
that we can live with, or acceleration
into a faster decline? That’s the question
we wrestle with–because if the latter is

the case, we’re in danger of entering 
a death spiral and should take more
drastic action to move into adjacent
spaces. The thing is, even a rapid decline
is not going to amount to 10% in one
year, so we need to state our expecta-
tion with some precision. If we were to
experience a 1% per year decline from
the current 207-billion-piece level, the
mail stream would decrease to half its
size (about 100 billion pieces) in 72 years.
But if that annual decline were at 6%,
it would shrink in half in just 12 years.
Where we expect it to land in that range
has dramatic implications for how we
manage.

If you’ve read Andrew Grove’s Only
the Paranoid Survive or, better, if you’ve
lived through the kind of strategic in-
flection point he describes, you know
how hard it can be to track change in 
a dynamic business setting. Inflection
points, Grove says, occur when the bal-
ance shifts in an industry – often due 
to subtle, easy-to-overlook changes –
and things suddenly start rushing head-
long toward a new competitive busi-
ness model. His point is that, if you rely
on straightforward extrapolation from
what has happened in the recent past,
you will miss the signs–hence the need
to be paranoid.

At Pitney Bowes, we think about the
future of physical mail in these terms,
and also about the future of govern-

ment postal services around the world.
With a few missteps or the wrong lead-
ership at the helm, the fortunes of cer-
tain postal services could change pre-
cipitously. Recall the state of the U.S.
Postal Service in the 1980s and 1990s
when it tried to move into unrelated
businesses by charging for services like
digital signatures, e-mail address for-
warding, and “hybrid” mail, none of
which took hold in the marketplace.
Arguably the only thing that saved the
organization then was the fact that mail
volumes were growing in a booming
economy. Today, a strong leadership
team under John Potter and John Nolan
is trying to transform the USPS – but
they operate under remarkably severe
political and economic constraints.
Will the postal service end up like Am-
trak? We’re optimistic that that won’t
happen, but it’s one of our nightmare
scenarios.

Other questions hang over other
postal services. When the European
Union moved to create common stan-
dards and borderless mail service
through directives in the 1990s, some
nations reacted with a circle-the-wagons
mentality. As a result, EU postal stan-
dards now have less in common than
they did back then. Will they become
more or less protectionist over time? 
At the other end of the spectrum, will
the current post-IPO business model of
Deutsche Post prove to be sustainable,
or will the company need to curb its
expansion and start producing higher
returns for shareholders? 

More broadly, the history of physical
mail itself may be ripe for an inflection
point. I remember having a strong sense
of this on the day the news hit that the
mail system was being used to send
anthrax-tainted letters. And it’s a ques-
tion that has to be revisited continually.
Absent a repetition of such shocking
abuse of the mail, we take the view that
mail volumes in the advanced econo-
mies are going to land somewhere be-
tween 1% growth and 1% decline over
the next five to seven years, leading us
to an operative principle of flat to slow
decline. Happily, we’re also seeing fast-
rising demand for the company’s broader
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Michael J. Critelli is the chairman and
CEO of Pitney Bowes, a $5 billion pro-
vider of integrated mail and document
management services based in Stamford,
Connecticut.

Will the postal service end up like Amtrak?  We’re
optimistic that that won’t happen, but it’s one of
our nightmare scenarios.



portfolio: mail and document manage-
ment hardware, software, and profes-
sional services – growing parts of the
new Pitney Bowes.

Keeping an Ear 
to the Ground
I don’t mean to imply that I alone should
do this kind of thinking – or that 25% of
my time would begin to be sufficient
for the task. My strategic responsibility
to the company is to ensure that the
thinking is being done and that actions
are taken as a result. Soon after becom-
ing the chairman, I created a role re-
porting directly to me, focused on an-
ticipating the future. The man I hired,
Luis Jimenez (he is now our chief strat-
egy officer), had headed the postal prac-
tice for consulting firm Arthur D. Little
for 16 years and worked extensively on
modeling the different components of
the mail stream. We’ve also dedicated
another full-time professional to look-
ing at factors that could influence the
future of mail, and we use techniques
like scenario planning (as famously pio-
neered by Royal Dutch/Shell) to under-
stand how they will evolve. We have 
a postal policy council of senior execu-
tives that convenes regularly to look at
the data and ask, Is there anything new
in the environment that could change
our basic conclusions? We’re constantly
monitoring the landscape for changing
conditions.

But neither do I simply hire strategic
thinkers and leave the task to them. I do
my own homework and revisit the is-
sues constantly. Every time I hear a sur-
prising piece of news, my thoughts go
immediately to its possible implications
for the business. The obvious example is
picking up the paper and learning of
some freshly appalling act of terrorism.
I think, “What if that happened here?
Is there something we haven’t thought
of?” Naturally, we have a task force fo-
cused on crisis management and emer-
gency preparedness,we’ve gone through
simulations and drills to identify poten-
tial weaknesses, and we are taking the
prudent step of geographically separat-
ing critical business functions. But I am
acutely aware that one can plan for only
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so many contingencies and events.That’s
why I stay up late reading books like
Imperial Hubris,Michael Scheuer’s analy-
sis of why America is hated in many
parts of Islam, or The Sling and the Stone,
by Thomas Hammes, which discusses
what he calls “fourth generation war-
fare,” the kind being practiced by the
Iraqi insurgents. I want to develop my
own sense of what we are dealing with.
Where are the enemies likely to attack?
How are they likely to attack? And what
does this mean in terms of how we run
mission-critical activities? 

At the same time, I try to take notice
of the more subtle changes in the en-
vironment that may have dispropor-
tionate effects over time, such as Grove’s
inflection points. For example, I was in a

meeting with some senior people at one
of the nation’s biggest banks just as the
Check Clearing for the 21st Century Act
was going into effect last fall. Check 21
relieved banks of the burden of having
to ship paper checks physically to the
bank on which they were drawn. In-
stead,banks can now transmit electronic
images of checks to each other. For con-
sumers, the effect (sometimes unwel-
come) is to wipe away the old system’s
float time: waiting for checks to clear.
For Pitney Bowes, it’s another part of
the mail stream displaced. As I listened
to the bankers describe the changes it
would entail for them, I did so with two
sets of ears: one for the immediate cus-
tomer service opportunity and one for
the broader strategic implications.



During the same visit, I talked with
employees at our Management Services
site for the bank, getting a sense of how
their work was going and changing.
I came away from that hour struck by
the amount of fulfillment activity there,
as the bank sends out to its own em-
ployees things like training manuals,
loan guidebooks, enterprise risk man-
uals, and so forth. I picked up tidbits of
knowledge – such as the fact that coil
binders are the preferred document-
binding method right now, though they
are very labor-intensive – and also the
broader insight that a tremendous
amount of value is added in the fulfill-
ment process: making sure documents
look just right, get to the right people,
and arrive in a format that increases the
likelihood of their being read. It was yet
another reminder that there’s more to
mail than #10 envelopes with indicia
and a prod for our Management Services
business to go further in standardizing
and marketing our fulfillment offering.
If anything, the market for this service
five years from now will be even bigger
and more valuable. I tell the story not
because it was a breakthrough moment
strategically but because it was a fairly  
typical day on the road.

Reframing the Questions
No serious strategist stops at an under-
standing of how the world is evolving
around him. The follow-up questions
are, How much influence do we have
over the outcome? How can we reshape
the context to our advantage? Pitney
Bowes’s substantial ongoing investment
in research and development ($1 billion
over the past decade) is one way to do
this; with more than 3,000 patents to
our name, we are responsible for many
of the major innovations in our industry
and in some related industries. A tech-
nique for high-resolution laser printing,
to cite only one example, was invented
by Pitney Bowes scientists and subse-
quently licensed to virtually every major
printer manufacturer worldwide. We
also have leading encryption technolo-
gies vital to securing the more than
$14 billion of postal funds we handle
every year. Another way to reshape the

competitive context is to engage in con-
stant dialogue with regulators, policy
makers, and others who influence mar-
ket forces. This is especially critical in
emerging markets where the business
communications industry is expand-
ing rapidly. In some countries, such as
China, India, and Brazil, governments
are still determining how to develop a
commercial market. We’re in varying

stages of work with each of them, hop-
ing to create more potential in markets
where we are experiencing double-digit
growth.

Understanding the competitive con-
text and how it could be reshaped by
our actions is my greatest strategic re-
sponsibility. In fact, more than being 
a motivational or charismatic leader,
I think my strength lies in altering the
terms of the debate and getting people
to think about how the game could be
changed. If I can bring in different frame-
works, new lenses, and fresh vocabu-
lary to help spring people from their
entrenched mental models, that may
help us to innovate in strategically cre-
ative ways.

I remember, for instance, when I read
Ram Charan and Noel Tichy’s book
Every Business Is a Growth Business and
took from it some different ways to
think about the growth potential in
mail and document management. The
authors cite the shift in perspective that
took place at Coca-Cola in the 1980s; the
company already enjoyed huge market
share, and it seemed as though further
gains would be hard-won. But things
looked very different when Coke noted
it had only a tiny share of the world’s
total drinks consumption–what it called
“the market share of the stomach.” The
same shift in perspective helped us see
our growth potential. Although our
market share vis-à-vis direct competi-
tors is huge, the better question is, What

percentage of the mail are we partici-
pating in, and how are we participating
in it? Thinking this way helped us to
spot the opportunity presented by re-
mote commerce. More and more goods
are being moved directly to consumers
through the mail, whether they’re pur-
chased from long-established direct
merchants or from enterprising indi-
viduals on eBay. So, for example, we

now have a partnership with eBay that
enables sellers to print postage and ad-
dress labels right from their desktops
with a couple of clicks of a mouse. We
sell dedicated label printers to make
things that much simpler. And sellers
don’t even have to drop off packages at
the post office – their regular mail car-
rier picks them up. It’s the best retail
system ever invented, and with the on-
line auction market growing at 30% a
year, it promises good returns.

We’ve reinforced this new perspec-
tive on growth with new performance
metrics. We used to ask, How many me-
ters did we place and how many cus-
tomers do we have? Now we ask, How
many pieces of mail are we participat-
ing in and how many pennies do we get
per piece? Right now we’re up to about
30 billion pieces of mail a year and get
8.7 cents per piece on average in the
United States. That continues to rise as
we add new services to deal with mail
both before it reaches the meter (such
as address verification software) and
after the meter (such as digital confir-
mation of delivery). With our current
capabilities, we figure we can make
about nine cents for every piece posted
by a midsize mailer. That’s now our
benchmark.

Another strategic concept, Adrian
Slywotzky’s notion of profit zones, has
helped me think in terms of another big
question: Where is there money to be
made? Within our business, for example,
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More than being a motivational or charismatic
leader, I think my strength lies in altering the terms
of the debate.



we’ve analyzed the mailing value chain
and decided to focus more on what’s
known as “presort.”The U.S.postal service
offers a substantial postage discount–up
to 9.2 cents per piece – to high-volume
users that present their mail already
sorted by zip code. Obviously, it reduces
the workload at the post office. The
problem is that it requires a lot of effort
by the mailers, most of which aren’t set
up to do it efficiently. Pitney Bowes is so
good at it that we can take on the pre-
sort work, split the savings with the
mailer, and still come out ahead. It’s the
best kind of strategic move, because
everyone wins.

By looking aggressively for profit
zones, we’ve been able to find several
areas in which people are willing to pay
premiums for what we offer. We’ve ex-
panded our financing activities to offer
credit services that extend beyond our
traditional financing for both equip-
ment and postage, such as a new credit
card targeted at small business own-
ers, who make up more than half of all

our customers. The ancillary profes-
sional services we provide constitute
another profit zone. Supplies them-
selves have become a profit zone as
we’ve moved 75% of our U.S. customer
base to digital postage equipment and
the business has begun to take on clas-
sic razor/razorblade attributes, requir-
ing steady replenishment of inks and
other proprietary supplies. All this adds
up. Today, a little more than 40% of our
revenues come from areas of the busi-
ness that are growing at double-digit
rates. These revenues more than offset
the flattening out of traditional meter
rentals in the United States.

Thinking in Terms 
of Solutions
What we’re trying to do now is realize
the full potential of our strategic goal to
provide solutions for customers and
generate superior shareholder returns.
This is harder than it sounds, especially
in our Management Services business.
We already have all the products and
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services required to meet any mail and
document management challenge–but
what customers value most is when we
take on the task of making those prod-
ucts and services work together seam-
lessly within their operations. We have
done it many times. But the unique so-
lutions we have crafted, often through
heroic entrepreneurial efforts on the
part of local site managers, simply have
not been scalable. As many other com-
panies moving into services have dis-
covered, every customer site is unique.
But if our professional services business
is to be profitable, we must select from
among all possible solutions the hand-
ful that can be standardized, branded,
and sold broadly.

It’s a difficult challenge for a company
that has been, metaphorically speaking,
in a concierge business. We think of
ourselves as highly skilled, high-value,
responsive professionals who show up at
customer sites, perform the work the
customers want, and get paid as a mark-
up on the cost of our labor. But many of
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the increasingly cost-conscious compa-
nies we serve have decided they don’t
necessarily want or need white-glove
service. We woke up to this a few years
ago, when a major customer took its
business elsewhere. We’d had an on-site
team doing desktop publishing, putting
together the highly customized pitch
books it used to propose new business.
The professional staff at that site knew
our people by name and engaged in dia-
logue about the books, sometimes going
through many rounds of revisions. That
changed right after September 11, 2001,
when the customer’s procurement peo-
ple started looking harder at costs. They
said, in essence, that all this dialogue
could take place remotely; from now on,
users would have to make revisions on
a screen because the work would be
done in India.

We saw this in the financial, then
legal, services industries. It had started

progress. For example, we provide mail-
room and copy-center services to scores
of banks and law firms in New York City.
It used to be that an individual site with
a backlog of work would send that back-
log to whatever third-party copy shop
was down the street. Now we’ve opened
our own centrally located service center;
it has high-speed capacity to support all
our New York sites and can generate its
own business as well.

Pulling Together
There is no doubt that a shift in strategy
has deep implications for an organiza-
tion. Refocusing on our core business
and aiming to provide integrated solu-
tions will require us to become one com-
pany in form and spirit. But this, too,

even earlier with telecom companies,
when whole buildings and sometimes
whole divisions were shut down. When
the same customers started to grow
again, they didn’t go back and rebuild
their staffs in the same way.The thought
processes had changed. So what we
needed was a set of standardized, highly
cost-effective offerings that provided
different degrees of hand-holding. This
is what we are creating now. And I am
acutely aware that designing the offer-
ing – selecting from the many different
services we could offer the ones that
deserve to be core services – is only the
first part of the challenge. A culture
shift is also necessary, because the man-
agers in place at customer sites are so
used to acting entrepreneurially and
customizing our service. Now we’re ask-
ing them to relinquish some of that con-
trol and work in a very standardized,
disciplined way. We’re starting to see
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Selling retail supply
chain products. The acqui-
sition of Monarch Marking
Systems in 1968 got the com-
pany into bar-code and other
point-of-sale retail systems.

Back to the Future
Pitney Bowes’s history comprises
three strategic eras. After a 40-year
period of broad diversification,
the company is refocusing on its
core business.

Period 2
1960–2000

Diversification
A catalytic event toward change was 
a 1959 consent decree between Pitney
Bowes and the U.S. Department of 
Justice. If adequate competition did 
not arise within ten years, more oner-
ous provisions would be put in place,
such as a mandated breakup of the
company. Fortunately, competition
did enter the market in the 1960s. But
perceiving a sword of Damocles over
its head, the company embarked on 
a 40-year period of diversification
with six discernible strategies.

Financing leases.
Traditional leasing of Pitney
Bowes equipment was ex-
panded into noncore leas-
ing of cars, airplanes, and
small-ticket items. The com-
pany also moved into mort-
gage servicing, residual
value insurance, and broker
insurance.

Selling office 
equipment. This 
included copiers, fax
machines, dictation
equipment, executive
workstations, and 
word processors.
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Period 1
1920–1960

Organic Growth:
Building the foundation 
Pitney Bowes grew largely organically
and within the mailing space.



bucks a 35-year trend here. My prede-
cessor, George Harvey, was a strong be-
liever in self-contained, independently
run business units. In fact, in 1990 he
implemented this belief very aggres-
sively by setting up four discrete lines
of business, each headed by a group
president with a great deal of freedom.
In part, this was a succession-planning
move. By giving these people latitude
and holding them accountable, he
hoped to see what they were made of.
He also believed that business leaders
with full accountability would move
faster, have lower-cost businesses, and
be more customer focused. It was a
workable strategy at the time because
there was not as much overlap in the
customer bases of our various busi-
nesses. However, because employees
were more loyal to their divisions than
to the overall company, the company
inevitably became deeply siloed and

conflict ridden. Customers were able to
see this conflict.

Management Services, for example,
developed a strong culture of indepen-
dence. I remember its executives telling
potential clients at the time that, when
we were selling reprographic services,
a key point of differentiation between
our company and Xerox was that we
were vendor neutral. In other words,
even though Pitney Bowes Office Sys-
tems sold the kind of hardware and soft-
ware the client needed, we were not
wedded to it. I thank Karen Garrison,
who ran Management Services from
1999 to 2003, and Matt Kissner, who led
the unit in 2004, for pushing in the op-
posite direction, urging us to sell well-
integrated Pitney Bowes solutions.
We’ve now made it politically incorrect
to go with anything else.

We’ve realigned the organization, too,
to encourage more enterprisewide col-

laboration on the customer’s behalf. In
the first stage of the realignment, I reseg-
mented our operations based on cus-
tomer needs. More recently, I consoli-
dated the reporting structure for those
segments. This should help us serve cus-
tomers more seamlessly, move toward
a more integrated business model, and
execute our growth strategies more ag-
gressively. I also think that, while the
decentralized model optimizes business
unit costs, it creates higher costs for the
company overall.

Striking a Balance
I understand that managers unaccus-
tomed to working together don’t change
their habits overnight. I’m far less sym-
pathetic with behavior that seems siloed
and budget driven, rather than guided
by a true commitment to realizing share-
holder and customer benefits. Perhaps
this is not a bigger problem for Pitney
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Selling business forms,
greeting cards, and 
executive gift items.
These sales were made
through the sales force and 
catalog direct marketing.

Granting autonomy to 
international country
managers. In the 1980s, this
strategy moved the company
into businesses ranging from
physicians’ computer systems
in Germany to typewriter rib-
bons in Australia to plastic
card systems in Japan.

Pursuing technology 
and patent licensing as 
a new source of revenue.
For instance, many printer 
companies licensed Pitney
Bowes’s innovations in laser-
printing resolution techniques.
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Period 3
2000–present

Renewed focus on the core,
with moderate diversification
Spinning off the office systems group
and discontinuing noncore lease financ-
ing marked the end of diversification
into unrelated businesses. Pitney Bowes
continues to make acquisitions, but
each provides a specific capability or
geographic coverage to enhance the
core business or diversify into adjacent
spaces.



Bowes than for any other large organi-
zation, but I am on a mission to root it
out wherever it crops up.

I also get frustrated when people
seem unable to do some multitasking.
The cultural tendency, too often, is to
believe that we can walk – even walk
fast and purposefully – but please don’t

ask us to chew gum at the same time,
even if we are highly paid executives.

I learned as early as 1994 that this was
a sore spot that would have to be tem-
pered if I was ever to lead effectively.
That was the first full year after I took
the helm of our Financial Services busi-
ness, which had agreed the previous fall
to certain strategic objectives for the
year. What none of us had anticipated in
those objectives, however, was how fast
the Federal Reserve would raise short-
term interest rates. After going four
years without a rate increase, we saw six
Federal Reserve rate increases that year,
four of them by May 1994. I asked my
managers,“Okay, what else are we going
to do?” Many of them were surprised
by my question. They responded,“What
do you mean? We just have to tell the
CEO there’s no way we’ll make the bud-
get.” When I rejected that course and
named three things I thought might
close the gap, they pointed out that,
aside from the fact that they wouldn’t
count toward our annual objectives,
those initiatives would call for new roles
and other resources. They weren’t in the
budget. I was livid. “Well, multiple rate
increases weren’t in the budget either!”
By the end of that year, I had gotten rid
of some of those people and reached an
accommodation with the rest, but I had
also learned something about myself.
I needed more patience.

What I did then is something I have
since done again as chairman. I created
a mechanism to strike a balance be-
tween my ambitious vision for the busi-

ness and the current change capacity of
the organization. Now a transformation
committee of five executives–led by our
CIO and including our president, CFO,
head of human resources, and transfor-
mation leader – achieves a balance, and
we move forward without a counter-
productive level of trauma. It also helps

that I have a president and COO, Murray
Martin, who is fully aligned with my
vision and strategy and who provides
the leadership to help us move along
at the right pace.

• • •
Our transformation into an organiza-
tion focused on a core business and op-
erating as one company is still a work in
progress. We took it in bite-size pieces

and developed certain parts of it faster
than others. Not surprisingly, we fo-
cused first on our strategy regarding
mail, which was under siege in the late
1990s. In areas less far along, we’re on
the right track and making progress.

It may be that my approach to strate-
gic change is not like most other CEOs’.
I engage more actively in formulating
the plan of attack than in rallying the
troops to charge. Yet my strategy work
is not done in the abstract – it’s done in
the course of day-to-day communica-
tions with frontline employees, custom-
ers, and people who are interacting with
our products and services in their work-
places. Rarely am I credited with sterling
words or bold, symbolic actions. Instead,
I help people to see the business we are
in differently and to reach a shared vi-
sion as to where we want to end up.
And, little by little, things move in the
right direction.

Reprint r0505b
To order, see page 155.
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Aiming to provide integrated solutions will require
us to become one company in form and spirit. But
this bucks a 35-year trend here.

“Can you imagine? The guy was accused, tried, and convicted
in the media. You can’t buy that kind of publicity!” C
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ew business narratives are more evocative than that of the
inspired leader boldly pursuing an extraordinarily innovative
idea. So romantic is the notion that companies pushing for more

innovation often devote the bulk of their energies and resources to
generating ideas and encouraging individual initiatives. This is a good
start, but nothing more. New businesses with the potential to deliver
breakthrough growth for established companies face stiff headwinds
well after launch. Ray Stata, a cofounder of Analog Devices, the $2 bil-
lion semiconductor company, has lived this challenge for decades: “I
came to the conclusion long ago that limits to innovation have less to
do with technology or creativity than organizational agility. Inspired
individuals can only do so much.” Emphasis must shift: from ideas to
execution and from leadership excellence to organizational excellence.
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Strategic experiments are crucial to long-term
growth – but exactly what does it take to get
promising ideas out of the incubator and up
and running as sustainable new businesses?

G
A

R
Y 

TA
X

A
LI

F

by Vijay Govindarajan and Chris Trimble



may 2005 59



To find out exactly what it takes to get beyond ideas,
we have spent the past five years chronicling initiatives
at organizations such as the New York Times Company,
Analog Devices, Corning, Hasbro, Cisco, Unilever, Kodak,
Johnson & Johnson, Nucor, Stora Enso, and the Thomson
Corporation. We have examined best practices for man-
aging strategic experiments – high-growth-potential new
businesses that depart from an organization’s current
business model and that target emerging industries in
which no clear formula exists for making a profit. Strate-
gic experiments constitute the highest-risk, highest-return
category of innovation and require a unique managerial
approach. We chose to focus on strategic experiments be-
cause dramatic forces such as globalization, digital tech-
nology, biotechnology, and demographic change are
now creating nonlinear shifts in the economy – threaten-
ing stability but also opening up opportunities for break-
through growth.

A new business with high growth potential (let’s call it
NewCo) rarely coexists gracefully with the most closely

related established business unit within the company
(let’s call it CoreCo). The unnatural combination creates
three specific challenges for NewCo: forgetting, borrowing,
and learning. NewCo must forget some of what made
CoreCo successful, because NewCo and CoreCo have ele-
mental differences. NewCo must borrow some of CoreCo’s
assets – the greatest advantage it has over independent
start-ups. And NewCo must be prepared to learn some
things from scratch.

When Analog Devices decided to explore opportunities
presented by a new semiconductor technology, it faced all
three challenges. The technology, called microelectro-
mechanical systems (MEMS), uses a chip with micro-
scopic moving parts that act as sensors; the first commer-
cial application was automotive crash sensors, which
launch airbags.The MEMS team at Analog Devices needed
to forget, because the company’s core business model
wouldn’t work for MEMS. Analog Devices was accus-
tomed to serving thousands of customers with thousands

of products, many designed for custom applications.
There were only a few automakers, however, and because
they valued cost and reliability over customization, they
needed only a few variations on the basic crash sensor. As
a result, the MEMS team had to alter all of its processes
for selling, marketing, and manufacturing. The team also
needed to borrow Analog Devices’ semiconductor exper-
tise and manufacturing plants. And it needed to learn
whether MEMS devices could be manufactured at a profit
and to what extent markets for MEMS applications out-
side the automotive industry would develop. The busi-
ness ultimately became profitable but not without first
having to confront each of the three challenges.

Forgetting, borrowing, and learning are monumental
tasks. That’s why it’s crucial for a company to leverage the
power of organizational design – a term we use in its
broadest sense. In building NewCo, the CEO must be will-
ing to challenge the status quo on an extraordinary range
of issues: hiring, individual performance evaluation,
needed competencies, reporting relationships, decision

rights, planning and budgeting, business performance
assessment, metrics, compensation, shared values, and
shared assumptions about success.

The three challenges are present throughout NewCo’s
awkward adolescence, from launch to profitability. And
they’re present all at once, which means tackling them re-
quires an understanding of how they’re related. Forget-
ting and borrowing are at odds, for example, and need to
be balanced. A sole focus on forgetting would suggest iso-
lation of NewCo, while a sole focus on borrowing would
suggest full integration of NewCo. Also, failure to forget
cripples the learning effort. If NewCo cannot leave be-
hind CoreCo’s formula for success, it will not find its own.

Forget 
To build a foundation for success, NewCo must forget
CoreCo’s business model. NewCo’s answers to the funda-
mental questions that define a business – Who is our cus-
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tomer? What value do we offer?
How do we deliver that value? –
should be different from CoreCo’s.
NewCo must therefore leave be-
hind notions about what skills
and competencies are most valu-
able. And it must forget the rel-
ative predictability of CoreCo’s
environment.

It is easy to underestimate the
magnitude of the forgetting chal-
lenge. And it is easy to conclude
too quickly that NewCo has suc-
ceeded in forgetting. Awareness
of the differences between NewCo
and CoreCo is not enough. For-
getting is about changing behav-
ior. Often, we have observed,
NewCo talks like NewCo but acts
like CoreCo.

Many powerful sources of insti-
tutional memory – instincts  devel-
oped through past experiences,
relationships between employ-
ees that are grounded in CoreCo’s
business model, performance
measures, planning templates,
norms for individual performance
evaluation, and even often-told
stories about the company’s his-
tory – can interfere with forget-
ting. Some companies have espe-
cially strong memories. (See the
sidebar “Warning Signs That For-
getting Will Be an Uphill Battle.”)

Many firms make the mistake
of duplicating CoreCo’s organizational design when they
create NewCo. Doing so minimizes hassles, since making
NewCo an exception to rules about such things as hiring,
compensation, and status can lead to resistance, even re-
sentment, within CoreCo. But the only way to erase mem-
ory is to overhaul NewCo’s organizational design.

To understand what it takes to forget, consider Corn-
ing’s venture into the genomics industry. Through the
1990s, advances in biotechnology spawned an industry
dedicated to serving the needs of genomics researchers,
who were trying to unlock the secrets of DNA and un-
leash a revolution in medical therapies. Millions of new
experiments became possible, and researchers desper-
ately wanted to automate and accelerate the experimen-
tation process.

One crucial piece of laboratory apparatus was the DNA
microarray–a glass slide with thousands of tiny DNA sam-
ples adhered to it. Because of issues of quality, reliability,
and ease of use, many researchers “printed” their own

microarrays – a time-consuming and costly process. The
opportunity for Corning was clear: to leverage its world-
class expertise in specialty glass and microscopic manu-
facturing processes so it could offer genomics researchers
a reliable and inexpensive supply of microarrays. When
Corning launched Corning Microarray Technologies (CMT)
in 1998, analysts were projecting explosive growth for the
industry.

Over the years, Corning had been effective in part be-
cause its business units shared a common formula for suc-
cess. Each sold components to industrial manufacturers.
Each emphasized high quality and reliability. Each de-
pended on strong intellectual property rights that limited
competition. Each relied on excellence in the manufac-
ture of glass and ceramics and on mastery of related sci-
entific fields. Each planned in a disciplined fashion, and
each held managers accountable to those plans.

But CMT was different. CMT sold to an unfamiliar cus-
tomer – senior laboratory administrators. It needed to
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emphasize cost and convenience instead of the highest
possible quality. It had to work in an unfamiliar, emerging
scientific field where patent protection was unlikely. It
needed to balance expertise in glass manufacturing with
expertise in molecular biology. And it faced a much
higher level of ambiguity.

The differences between Corning and CMT are clear in
hindsight. But at the time, Corning naturally assumed
that what had worked for its established business units
would also work for CMT. Therefore, CMT had its own
manufacturing, sales, and marketing functions and shared
Corning’s centralized research and development func-
tions. CMT also adopted Corning’s rigorous five-stage
model for new product development, along with clear ex-
pectations for hitting certain milestones. Because CMT
was small, it reported to the existing life sciences business
unit. Corning did depart from its tradition of hiring and
promoting from within – CMT hired several outside ex-
perts in molecular biology, many of whom were assigned
to the centralized R&D groups – but all management po-
sitions were filled by Corning insiders. As a result, CMT
did not develop a culture or identity that was noticeably
different from Corning’s.

Nonetheless, within months, CMT achieved its first suc-
cess. It offered researchers who printed their own micro-
arrays a much-improved unprinted glass slide (without
DNA adhered to it) with a special coating. Customers
were thrilled with the improved consistency they achieved
in printing their own microarrays.

Ambitions for CMT escalated. Its leaders thought that
if they simply stuck to the plan, breakthrough growth and
profitability would certainly follow. But CMT soon faced
unanticipated difficulties.

Working with DNA presented unfamiliar challenges.
DNA from different suppliers had chemical inconsisten-
cies, and Corning’s usual methods for identifying and cor-
recting manufacturing problems were confounded by the
peculiarities of DNA fluid. One day the process would ap-
pear to be working fine; the next day a mysterious new
problem would arise.

Soon CMT started missing deadlines established in the
business plan. The leadership team felt intense pressure.
Corning held managers accountable to the plan. Falling
short was failing. Plus, falling behind meant that CMT
would drag down the profitability of Corning’s life sci-
ences unit, which was just as concerned about hitting its
numbers. Rather than reexamine fundamental choices,
which would have meant admitting failure and asking for
more capital, CMT leaders viewed their struggles as minor
setbacks, and they urged their team to work harder.

Despite the high level of urgency, CMT was unable to
meet expectations. In an environment of perceived fail-
ure, the cohesiveness of the leadership group frayed. The
team often settled disagreements by reverting to what
had worked in the past. Antagonism also developed be-

tween the molecular biology experts that CMT had hired
from outside Corning and the CMT leadership team. The
molecular biologists took issue with the way the leader-
ship team allocated resources and evaluated outcomes.
The biologists also disagreed with decisions to delay prod-
uct launches to achieve quality standards they knew to be
unnecessary in the imperfect world of biotechnology.

All of CMT’s struggles stemmed from failures to forget.
And all were probably inevitable from the moment CMT
adopted Corning’s organizational design.

Two years into CMT’s operations, turnover in Cor-
ning’s senior staff led to a reevaluation. Corning’s leaders
decided to rebuild the CMT organization. First, they ap-
pointed a new general manager, someone who had the
ability to manage in ambiguous contexts and had a knack
for facilitating communication between businesspeople,
engineers, and scientists. Second, they reduced the extent
to which CMT was integrated with the existing research
and development functions by having CMT’s heads of
R&D report to CMT’s general manager.Third,they changed
to more subjective criteria for evaluating the general
manager’s performance, focusing on factors such as how
quickly he learned and made adjustments. Fourth, the
general manager no longer reported to the head of the life
sciences business but to the president of Corning Tech-
nologies, who would dedicate significant time and energy
to advising CMT.

CMT’s new general manager subsequently made his
own changes. He hired an outside molecular biology ex-
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Warning Signs That Forgetting
Will Be an Uphill Battle

The company has only one business model.

All business units within the company are at similar

points in the business life cycle (starting up, rapidly

growing, steadily expanding, maturing, or declining).

CoreCo has well-established standards of business

performance that do not apply to NewC0 – often 

because NewCo has a different cost structure.

The company has a well-defined culture and has 

effective socialization mechanisms built into its 

hiring and acquisition processes.

The company has a history of promoting primarily

from within.

The company has a strong culture of holding people

accountable to plans.
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pert to manage the product development effort and an-
other to manage relationships with suppliers. He also
moved numerous CMT employees working in distant
Corning facilities back to Corning, New York, to help CMT
develop a distinct culture.

All of these changes took several months, but it was
time well spent. CMT was able to restructure its relation-
ships between research, development, marketing, and
sales and to follow a more iterative innovation process.
The molecular biologists were given a stronger voice and
were able to help CMT make more rapid technical prog-
ress. And Corning’s senior management team treated
CMT’s projections as though they were informed esti-
mates rather than a nonnegotiable basis for judging per-
formance. Knowing that he would be evaluated on how
quickly he learned and made adjustments, CMT’s general
manager frequently updated the president on setbacks,
lessons, and new directions. When CMT launched its first
microarray product in September 2000, customers rated
the product a “home run.”

How to Forget
From studying Corning’s experience – and comparing it 
to similar efforts at other companies – we have isolated 
a number of best practices for forgetting:

Don’t be insular. NewCo should hire outsiders in key
management roles and strongly consider an outsider to
head the business. Outsiders challenge institutional mem-
ory and are instrumental in building new competencies.

Don’t assign status based on size. NewCo should re-
port at least one level above CoreCo in order to reduce the
pressures on NewCo for short-term results and to ensure
that CoreCo does not hoard resources.

Rearrange the moving parts. NewCo should recon-
sider how major business functions such as marketing
and product development interact. Established patterns
of interaction within CoreCo are usually incompatible
with the new business model.

Build a new dashboard. The company should not base
NewCo’s performance on CoreCo’s metrics. Doing so re-
inforces CoreCo’s formula for success, not NewCo’s.

Dare to make complex judgments. The company
should not judge the performance of NewCo’s leader too
heavily against plans.

Promote new thinking about success. NewCo’s leader
should create a unique set of beliefs about actions that
lead to success and regularly reinforce them. CoreCo’s be-
liefs may not apply in NewCo’s environment.

Borrow
NewCo forgets most easily if it is isolated from CoreCo.
But complete separation is impractical. CoreCo’s tremen-
dous resources are too valuable to ignore.

NewCo could borrow a lot from CoreCo – everything
from unique assets such as a brand, a network of sales re-
lationships, and manufacturing capacity, to more routine
items such as hiring policies, accounting systems, and pur-
chasing processes. We suggest a more measured approach.
Borrow too much, and it becomes too hard to forget.

NewCo should borrow when it can gain a crucial com-
petitive advantage – crucial enough that the company
would highlight it in a pitch to outside investors. Corning,
for example, could not credibly talk to shareholders about
its investment in CMT without directing attention to its
existing expertise in glass manufacturing. That’s a sign
that Corning’s expertise in glass manufacturing is some-
thing CMT should borrow. Usually, there are only one or
two such areas that meet this criteria. Incremental cost
reductions are never sufficient justification for borrowing.

Links between NewCo and CoreCo should be selected
carefully because if NewCo has been properly designed to
forget, interactions will be difficult to manage. In fact,
once the links are in place, the crux of the borrowing chal-
lenge then becomes anticipating the tensions between
NewCo and CoreCo–and never allowing them to escalate
beyond productive levels. Managing these interactions
deserves substantial attention from senior management.
Otherwise, cooperation between NewCo and CoreCo can
easily disintegrate.

The story of the New York Times Company’s venture
into the interactive world demonstrates the difficulties of
borrowing. The company launched its Internet business
unit, eventually named New York Times Digital (NYTD),
in 1995. At first, Internet operations were kept closely in-
tegrated with newspaper operations. The Internet team
prepared content by altering headlines, adding hyper-
links, resizing photos, changing captions, and so forth,
keeping the Web site up-to-date throughout the night
until the final edition went to press. NYTD added many
new features in the early years, but it soon started lag-
ging behind competitors, which were more fully utiliz-
ing the rapidly expanding capability of the Internet.
Though the NYTD staff pushed to keep pace, it felt con-
strained to a simple “newspaper.com” operation.

Soon, the company decided on a complete organiza-
tional overhaul, choosing an approach similar to Cor-
ning’s. The head of NYTD began reporting directly to the
president rather than to the general manager of the Times.
NYTD’s managers created their own policy team, includ-
ing a CFO and heads of human resources and business 
development. They hired so many outsiders with Internet
experience that, by the end of 2000, only one-fourth of
the staff had come through internal transfers. They al-
tered planning norms and focused on different measures
of performance. They moved to a separate building. And
they made an effort to redefine their culture and values.

An explosion of creativity followed. The NYTD em-
ployees were now operating under the assumption that
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they served a different set of readers
and advertisers than the Times and
met distinct needs.They experimented
with potential revenue sources and
added a great deal of content that was
not in the daily newspaper, including
material from other news sources,
audio and video content, interactive
features, continuous news breaks, and
Times archives.

Unfortunately, the organizational
overhaul that enabled NYTD to for-
get also hindered its borrowing. Ten-
sions heightened in the daily inter-
actions between NYTD and the Times.
And borrowing was absolutely crucial.
NYTD needed two links in particular
to the Times. Most obvious, NYTD
could not survive without the news-
paper’s branded content, the main
attraction for its readers. And NYTD
needed to tap into the newspaper’s
existing base of advertisers, which
required the coordination of sales
processes.

Some tensions arose from substan-
tive business conflicts. For example,
the Times circulation department,
quite understandably, was not enam-
ored with NYTD. Making newspaper
content available on the Internet at
no charge gave people a powerful rea-
son not to subscribe to the print ver-
sion of the newspaper. Also, the Times
editorial staff was concerned about protecting the news-
paper’s brand. NYTD was primarily a software operation
and, as such, was designed to encourage cross-functional
collaboration, something strictly limited within the news-
paper to ensure that journalism was not influenced by
commercial pressures. Finally, the Times group that sold
display advertisements (as opposed to classifieds) viewed
coordination with the NYTD sales team as a distraction,
since the Times print ads were much bigger sources of
revenue.

Tensions rooted in rivalry were also disruptive. NYTD
received a great deal of media attention, especially when
the company proposed, though never launched, a NYTD
tracking stock that would have given NYTD employees 
a chance at a large payoff. And because NYTD had made
it so clear that it was trying to build a different kind of
organization, interactions took on an “us versus them”
undertone. NYTD communicated that it aimed to be
fast moving, antibureaucratic, risk taking, and experi-
mental. Naturally, the Times aspired to be the same and
winced at the implication that it was not.

These tensions are hardly unique. They are an inevita-
ble part of the challenge of managing strategic experi-
ments. We observed similar tensions in every company we
studied. (For more on these tensions, see the sidebar
“Warning Signs That Borrowing Will Be an Uphill Battle.”) 

Whereas other companies in our research struggled to
create effective cooperation, the New York Times Com-
pany succeeded because the senior management team ac-
knowledged and proactively managed the tensions. The
president, in particular, closely monitored interactions be-
tween NYTD and the Times and intervened when neces-
sary to keep interactions productive.

In addition, in performance reviews of individual man-
agers, the company stressed collaborating across business
units. And to minimize tensions over subscription canni-
balization, the senior management team conducted an
analysis showing that cannibalization was minimal and
that the Web site was actually generating new subscrip-
tions by inducing trial use of the product online.

In most cases, the company empowered NYTD in its 
interactions with the Times. For example, to help NYTD
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establish a clear price in the market, the senior manage-
ment team prohibited any initiative on the part of the
Times to give away Web advertising as part of a larger
print advertising package. (Editorial was one area where
the company didn’t empower NYTD. To protect the Times
brand, the newspaper retained substantial control over
alterations to editorial content on the Web site.) 

NYTD reached profitability in 2001, in part because
company leaders carefully managed interactions between
NYTD and the Times. By 2004, NYTD was earning more
than $30 million annually on revenues of approximately
$100 million.

How to Borrow
Ultimately, NewCo has a much better chance of success
when it can leverage CoreCo’s assets. The trick, however,
is borrowing only where the leverage is highest and en-
suring that the senior management team is engaged in
monitoring and facilitating. By comparing the New York
Times’ approach to those of other companies we studied,
we were able to identify a number of best practices for
borrowing: 

Balance the yin of forgetting with the yang of bor-
rowing. Create links, yes, but only to lend NewCo a cru-
cial competitive advantage. Avoid links where conflicts
are severe. Avoid links to the IT or HR departments.

Find common ground. Reinforce values that NewCo
and CoreCo share. In most cases, CoreCo will have some
values that are inconsistent with NewCo’s business
model. Still, the senior management team can facilitate
cooperation by creating a “metaculture” composed of
more general values.

Be careful what you ask for. To promote collaboration,
reconsider individual incentives. Evaluate and reward
CoreCo managers, in part, according to their willingness
to cooperate with NewCo. Avoid strong incentives tied
strictly to CoreCo’s short-term performance.

Co-opt CoreCo. To eliminate resistance from CoreCo’s
general manager, make borrowing as painless as possi-
ble so that he can focus strictly on CoreCo. Replenish
CoreCo’s resources when NewCo borrows heavily. Set
transfer prices high enough to ensure that CoreCo will
consider it a priority to help NewCo but not so high that
NewCo cannot realistically achieve profitability. NewCo’s
profitability is a powerful symbol. CoreCo will always be
more enthusiastic about helping when there is evidence
that NewCo is succeeding.

Be alert to tremors. Assign a senior executive to antic-
ipate tensions between NewCo and CoreCo and to inter-
vene should those tensions become destructive.The senior
executive must be willing to commit a lot of time and en-
ergy and must be influential and respected within the
corporation. She must continually explain the rationale
for the differences between NewCo and CoreCo.
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Warning Signs That Borrowing
Will Be an Uphill Battle

CoreCo perceives that NewCo will cannibalize 

CoreCo revenues.

CoreCo perceives that NewCo could render a 

CoreCo competence obsolete.

CoreCo perceives that NewCo might damage CoreCo

assets, such as brands or customer relationships.

NewCo’s losses are rising, even as its leaders are suc-

ceeding in growing revenues, and CoreCo managers

are questioning the wisdom of allocating capital to a

business incurring a loss. Bonuses tied to corporate

profits exacerbate the situation.

Resources are scarce or becoming scarcer as CoreCo

goes through a downturn. CoreCo is resistant to 

allocating capital, manufacturing capacity, employee

time, and other resources for NewCo.

CoreCo managers are unfamiliar with the varying

needs of units at different stages in the business life

cycle, such as the need to evaluate business perfor-

mance differently, the need to place more emphasis

on flexibility than on efficiency, and the need to hire,

promote, and compensate based on unique criteria.

In fact, if NewCo managers receive large bonuses

when NewCo succeeds, CoreCo may specifically 

resent the fact that NewCo’s success was dependent

upon CoreCo resources.

Establishing trust between CoreCo and NewCo, two

very different organizations, is proving difficult.

CoreCo managers are jealous of NewCo. This is likely

if NewCo starts to receive strong public endorsements

from analysts, the press, outside consultants, or the

CEO. CoreCo managers have worked for years or de-

cades to advance within CoreCo, and now CoreCo

may appear inferior to a much younger and sexier 

division.

Stereotypes persist about the capabilities of new 

and old companies. NewCo may assume that big

companies cannot be agile or entrepreneurial,

and CoreCo may insist that status should be based

solely on resources under command. Such attitudes

rarely constitute healthy rivalry – and they can easily

disrupt cooperation.

CoreCo is so disciplined about process efficiency that

it refuses to alter any processes on NewCo’s behalf.



Force authority uphill. Unless NewCo is in danger of
damaging one of CoreCo’s assets, particularly a brand,
empower NewCo in its interactions with CoreCo. Without
intervention, power will naturally shift back to the larger,
more entrenched CoreCo.

Learn 
Strategic experiments are highly uncertain endeavors. Re-
gardless of the level of prior research and analysis, NewCo
will face several critical unknowns. The faster it can re-
solve these unknowns – that is, the faster it learns – the
sooner it will zero in on a winning business model or exit
a hopeless situation.

Any new business has a great deal to learn – new skills
to hone, new processes to perfect, new relationships to
master. These are important. But the fundamental un-
certainties in the business model itself will make or break
the business. NewCo’s leaders can resolve the critical un-
knowns most quickly by focusing on a specific task: learn-
ing to predict NewCo’s business outcomes. At the outset,
predictions are always wild guesses. It is not uncommon
for revenue forecasts for three years out to be off by a 
factor of ten. But as the management team learns, wild
guesses become informed estimates, and informed esti-
mates become reliable forecasts. (See the exhibit “Is
NewCo Learning?”) 

Because predictions are bound to be wrong, especially
early on, it is tempting to put little effort into them or
quickly discard them. This is a trap. You cannot get better
at making predictions by avoiding them. Predictions are
important not because of their accuracy but because of
the learning opportunities they present. In fact, the cru-
cial learning step for NewCo is analyzing disparities be-
tween predictions and outcomes. This analysis must be
open and candid. And it must be conducted with speed,
rigor, and discipline.

The learning challenge is the most difficult of the three.
(See the sidebar “Warning Signs That Learning Will Be an
Uphill Battle.”) In fact, none of the companies we studied
implemented a robust learning process that led to the
quick resolution of critical unknowns. Thus, in our field
research, we learned much more about what can go
wrong than what can go right. The story of Hasbro Inter-
active illustrates several of the possible pitfalls associated
with learning.

In 1995, Hasbro’s traditional game business, with iconic
brands such as Scrabble and Monopoly, was under threat.
The ubiquitous PC, with its rapidly expanding multimedia
capabilities, appeared to be the future of gaming. Viewing
the threat as an opportunity, Hasbro created Hasbro In-
teractive. With a distinct organizational design and lim-
ited links to the core business, Hasbro Interactive suc-
ceeded both in forgetting and borrowing. But it would
soon struggle with learning.

Hasbro Interactive’s initial strategy was conservative.
Executives there focused on converting existing Hasbro
products to an interactive format. The new products were
a quick success, generating $80 million in revenues and
earning a profit in 1997. Hasbro touted Hasbro Interac-
tive’s potential to Wall Street analysts.

The division planned to double revenues in 1998. But
to get there, Hasbro Interactive would have to pursue
much more experimental possibilities. At this point,
learning became even more important. Starting in early
1998, Hasbro Interactive bought licenses to produce
games based on television shows. They purchased old
video game properties, hoping to resurrect classics from
the 1980s. They created deals with sports franchises.
They acquired other video game producers. They ex-
panded the video game platforms to serve more than just
PCs. They began developing their own titles from scratch.
And they invested heavily in a new Internet platform,
Games.com.

Overall, the heightened ambition was consistent with
the anything-is-possible atmosphere of the late 1990s.
But the way that Hasbro Interactive pursued growth
brought a tremendous number of additional unknowns
into the business. For example, did Hasbro Interactive
have the skills to develop products from scratch? Could it
turn other companies’ products into video games as suc-
cessfully as its own? How quickly would video game play-
ers migrate to the Internet? Hasbro Interactive needed an
effective learning process to quickly resolve these and
other unknowns. Instead, it kept moving ahead aggres-
sively for as long as possible.

Results were strong once again in 1998. Consequently,
even though many of the new initiatives had yet to prove
themselves, Hasbro Interactive set an audacious tar-
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Is NewCo Learning?
Reliable forecasts are the best indicators that a new 
business is learning.
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get: $1 billion in revenues within three years. The goal was
initially just conversational, but it affected decision mak-
ing and fueled ambition.

Nobody could know it at the time, but as the goal of
reaching $1 billion coalesced, Hasbro Interactive entered
a new period in its history – the beginning of the end.
Results in the first quarter of 1999 were disappointing 
because of unexpectedly high returns of unsold product
from retailers after the 1998 Christmas season. Senior ex-
ecutives at Hasbro became more alert. They had many
questions. Concerns heightened when Hasbro Interactive
reported a significant loss at the end of 1999 – in the tens
of millions of dollars. The pressure was on, and it only got
worse when Hasbro’s core business suffered a slight de-
cline in 2000.

Hasbro Interactive was unable to quickly restore prof-
itability. It had invested a great deal in experimental op-
portunities and did not want to abandon them before
they had a realistic chance to succeed. The end came late
in 2000, when turnover in Hasbro’s senior management
team led to a change in sentiment. The new team would
not endure additional losses, and Hasbro Interactive was
sold at a disappointing price.

Had Hasbro Interactive been engaged in a learning
process from the beginning, a more favorable outcome
would have been likely. The business would have been
able to part with the specific initiatives that were failing,
and it could have continued to build on those that were
succeeding. But Hasbro Interactive did not learn quickly
because its predictions were not treated with care. They
were ignored, they were manipulated, and they became
too rigid.

For a variety of reasons, Hasbro Interactive ignored its
own predictions. First, it dismissed the importance of
making them, believing they would be wrong anyway. Its
executives felt they were in an all-out race for first-mover
advantage and should be focused on doing, not plan-
ning. Second, like most companies, Hasbro’s planning
cycle was annual. But the planning cycle is also the learn-
ing cycle. Thus, Hasbro Interactive ignored the funda-
mental assumptions underlying predictions throughout
the year, and learning slowed to a crawl. A quarterly or
even monthly frequency would have been a better match
for Hasbro Interactive’s fast-changing business.

Managers of Hasbro’s established toy and game busi-
ness manipulated Hasbro Interactive’s predictions by im-
posing their own performance measures. Starting in 1999,
Hasbro held monthly meetings to review the perfor-
mance of all Hasbro business units. Naturally, the instinct
was to evaluate Hasbro Interactive just like any other Has-
bro division. For example, Hasbro placed heavy empha-
sis on short-term profitability – an unrealistic measure,
given Hasbro Interactive’s risky initiatives. And when Has-
bro Interactive’s returns from the retail trade were exces-
sive by toy and game standards, it looked bad – even
though the terms of trade are very different in software.
Finally, when Hasbro Interactive argued that its product
development expenses could be capitalized rather than
expensed, a practice common in the software industry,
others became uncomfortable because the practice was
unfamiliar in toys and games. Thus, the measures that
shaped the perceived performance of Hasbro Interactive
were not those that could help resolve critical unknowns.

Hasbro Interactive also made the mistake of letting its
predictions become too rigid. For years, Hasbro had ap-
plied relatively forgiving standards of accountability to
plans because of the inherent unpredictability of the toy
business. At the prodding of a senior executive hired from
the outside, however, Hasbro had stiffened its standards,
which made it unlikely that predictions for Hasbro Inter-
active could be revised.

Leaders of potentially high-growth businesses often
view themselves as bold visionaries, and this also can in-
terfere with the necessary revision of predictions. When it
became clear that 1999 revenues would fall short, Hasbro
Interactive’s leader reaffirmed his belief in the original
plan. He insisted on staying the course and continued to
promote the $1 billion goal.
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Warning Signs That Learning
Will Be an Uphill Battle

NewCo’s leader perceives that NewCo is in a tremen-

dous rush to get to market first – and therefore has 

little time for planning.

The company has a tradition of very detailed and

exact planning.

The company has a history of insisting on common

planning approaches for every business unit.

Data on NewCo’s performance (other than financials)

are difficult to gather or highly ambiguous.

The nature of NewCo’s business is such that it de-

mands major onetime commitments and thus has 

little opportunity to change direction.

The company strongly penalizes managers who fail

to make their numbers.

One or more measures of business performance are
viewed as important throughout the company. Se-
nior executives judge NewCo by the same measures,
even though the measures are probably irrelevant 
to NewCo.



CEOs can also inadvertently make predictions inflexi-
ble. They may speak loudly of a new business’s poten-
tial–as Hasbro’s top executives did–both to insiders and
outsiders. The intent may be to get investors excited, or 
it may be to increase CoreCo’s support for NewCo. But
doing so can lock in an overly aggressive prediction. The
voice of the CEO is extremely powerful, and expectations
can stick.

Rigid predictions, especially long-term ones, often lead
to “guardrail-to-guardrail” decision making – that is, ag-
gressive investment followed by complete abandonment.
Such a pattern is the opposite of the gradual zeroing-in
pattern that marks a healthy learning process. Hasbro 
Interactive went guardrail to guardrail in large part be-
cause of its heavy focus on the $1 billion revenue goal.
Tensions escalated as time went by, and people’s ability to
rationally assess the situation became almost impossible.
In the end, those who never believed that $1 billion was 

feasible managed to drown out the voices of those who
saw the potential in Hasbro Interactive – and Hasbro In-
teractive was abandoned altogether.

How to Learn
Learning is the most difficult of the three challenges. It re-
quires stepping away from tried-and-true, disciplined, and
rigorous approaches to planning and moving to some-
thing very different but just as disciplined and rigorous.
To promote effective learning:

Don’t try to mix oil and water. Hold separate meet-
ings for evaluating the business performance of NewCo
and CoreCo. These meetings must be handled very dif-
ferently, and combining them can be impractical, if not
destructive.

Protect predictions. Ensure that executives involved in
NewCo’s planning process understand the importance of
improving predictions and are aware of how this learning
process can go astray when predictions are ignored, are
manipulated, or become rigid.

Avoid being defensive. Evaluate the leader of NewCo
not on results but on his ability to learn and make good
decisions. Though accountability to plans is an effective
practice in mature businesses, it can be crippling in new

high-potential businesses. If NewCo’s leader is held ac-
countable to the business plan, he will become defensive
once targets are missed – a highly likely outcome in any
strategic experiment. He will have a hard time being open
and candid and may even hide information, perhaps even
taking the senior management team out of the learning
process altogether.

Do less, faster. That is, simplify plans, but plan more
often. Each cycle through the planning process creates 
a learning opportunity, so planning more frequently 
increases the learning rate. To make a higher frequency
practical, plans must be simplified. Detailed plans (broken
down by region, product line, sales channel, and so forth)
are useful for mature businesses, but NewCo should focus
on resolving critical unknowns, which can be accom-
plished at a more aggregate level.

Analyze through a new lens. Compare predicted and
actual trends. Because strategic experiments are dynamic,

rates of change are often more valuable information than
current results.

Measure what you don’t know. Identify metrics that
are most useful in resolving critical unknowns. These are
usually nonfinancial measures and are rarely the most
closely watched metrics at CoreCo.

• • •
Opportunities to lead strategic experiments do not come
along every day. In fact, we have encountered very few
managers who have led such experiments more than
once. Strategic experiments are adventures, and they are
challenging – perhaps the “triple flip with a quadruple
twist” of general management.

Thus, it is imperative that companies try to learn from
others’experiences. The central lesson of history is this: To
convert breakthrough ideas into breakthrough growth,
you must forget, borrow, and learn. Each has straightfor-
ward principles.

Today’s executives celebrate an innovation myth fo-
cused on gifted visionaries. But the capabilities of the
organizations that surround these visionaries will make or
break the visions.

Reprint r0505c; HBR OnPoint 9955
To order, see page 155.
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Some business problems – employees
working at half their potential, endlessly es-
calating health care costs, conflicts between
departments – never seem to get fixed, no
matter how hard people try. But if you look
closely, you’ll find that the tyranny of aver-
ages always conceals sparkling exceptions to
the rule. Somehow, a few isolated groups
and individuals, operating with the same
constraints and resources as everyone else,
prevail against the odds.

Bridging the gap between what is hap-
pening and what is possible is what change
management is all about. The traditional
process for creating organizational change
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of people are already doing things

differently and better. To create lasting
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involves digging deep to uncover the root causes of prob-
lems, hiring experts or importing best-of-breed practices,
and assigning a strong role to leaders as champions of
change. We believe there is a better method, one that
looks for indigenous sources of change. There are people
in your company or group who are already doing things in
a radically better way. The process we advocate seeks to
bring the isolated success strategies of these “positive de-
viants” into the mainstream. Ordinary change manage-
ment methods don’t do a very good job at that: Managers
either overlook the isolated successes under their noses
or, having spotted them, repackage the discoveries as tem-
plates and disseminate them from the top. This seldom
generates the enthusiasm necessary to create change.
(For a look at the pitfalls of best practices, see the sidebar 
“Best Practices Are Hard to Copy.”)

It’s time for a radical break. Isolated success strategies
can indeed be brought into the mainstream, but doing so
requires a departure from the notions of benchmarking
and best practices with which we are all familiar. The key
is to engage the members of the community you want to
change in the process of discovery, making them the evan-
gelists of their own conversion experience. This means
that as a leader, you will take on a very different role from
the one you have played in previous change management
scenarios.

During the past 14 years, we have been working to un-
cover these positive deviants – usually individuals on the
periphery of their organizations or societies who are far
removed from the orthodoxies of mainstream change en-
deavors. These innovators’ uncommon practices and be-
haviors enable them to find better solutions to problems
than others in their communities. They are the key to this
approach to change.

Change in Action
Skeptical readers may be inured to overheated claims of
“the next new change model.” Fasten your seat belts. Far
from basing our case on esoteric and isolated incidents,
we have derived our conclusions from some of the largest,
messiest, most intractable change problems on the planet:
malnutrition in Mali and Vietnam, catastrophic dropout
rates within rural schools in Argentina, the trafficking of
girls in East Java, the spread of HIV/AIDS in Myanmar, and
the widespread practice of female circumcision in Egypt.

The positive deviance approach has also begun to pen-
etrate the corporate consciousness. Goldman Sachs used
it to transform the practices of its nationwide force of 

investment advisers. Engineers at Hewlett-Packard used 
it to tackle technical challenges. At Genentech, two posi-
tive deviants outperformed the median results of the
company’s national sales force by a factor of 20:1. Merck
and Novartis are experimenting with the model as well.
In short, the positive deviance model works. Its results are
verifiable, replicable, and scalable. Millions of individuals
around the world have been its beneficiaries. (For a look
at the differences between the positive deviance model
and the traditional approach, see the exhibit “Uncom-
mon Sense?”)

Based on inductive research, we developed the follow-
ing six-step positive deviance model, which upends stan-
dard notions of the way change works.

Step 1: Make the group the guru. The literature on
change management universally emphasizes the impor-
tance of “champions”and leaders. They matter, of course,
but too often, these individuals generate unconstructive
dependency from their teams. This absolves the commu-
nity from owning the solutions it must adopt for change
to succeed. In the positive deviance model, problem iden-
tification, ownership, and action begin in and remain 
with the community. Because the innovators are members
of the community who are “just like us,” disbelief and re-
sistance are easier to overcome.

Consider what happened at a village in Mali, where
prevailing beliefs attributed widespread childhood mal-
nutrition to the village sorcerer. The will of the sorcerer
was like an immutable law of nature that the villagers 
unquestioningly accepted. Nothing could prevail against
the sorcerer’s spells. Change seemed impossible.

Representatives from Save the Children who were
working to solve the problem of malnutrition began a
positive deviance inquiry – the jumping-off point for the
process – with a simple question: “Has the sorcerer put 
a spell on every child in the village?”A few children in the
community were, in fact, rarely sick or lethargic. It be-
came clear that their parents engaged in behaviors that
were different from those of the sick children’s parents.
They provided their children with several additional daily
snacks, and all the members of the household washed
their hands with soap and water. The fathers of the
healthy children were also actively involved in mealtimes
and helped decide whether their youngsters needed to 
go to the clinic (normally that decision was left to grand-
fathers). Perhaps, the villagers reasoned, these actions
kept the sorcerer’s spell at bay.

As the parents of the malnourished children began em-
ulating their neighbors’ counterconventional behaviors,
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their own children grew healthier. The villagers experi-
enced a communitywide epiphany: They could be the
agents of change. Malnutrition was no longer beyond
their control. A wizened grandmother summed up the
villagers’ sense of triumph when she proclaimed, “We
have vanquished the sorcerer!”

The field conditions in Mali have parallels in the cor-
porate world. How often do we encounter conventional

wisdom that shifts blame – along with the responsibility
for fixing the problem–to those in authority? Contempo-
rary superstitions such as “Headquarters will never let us
do it” or “Don’t bother; the boss already has the answer”
create Dilbert-like echoes of villagers resigned to obeying
the sorcerer.

At Hewlett-Packard, a seemingly intractable computer
design problem was solved and turned into a competitive
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uncommon sense?
Traditional change efforts are typically top-down, outside in, and deficit based. They focus on fixing what’s wrong

or not working. They also assume a reasonable degree of predictability and control during the change initiative.

Unintended consequences are rarely anticipated. Once a solution is chosen, the change program is communi-

cated and rolled out through the ranks. The positive deviance approach to change, by contrast, is bottom-up,

inside out, and asset based. It powers change from within by identifying and leveraging innovators. This method

diminishes the social distance that often blocks acceptance.

traditional approach to change positive deviance approach to change

Leadership as Path Breaker Leadership as Inquiry
Primary ownership and momentum Leader facilitates search; 

for change come from above. community takes ownership
of the quest for change.

Outside In Inside Out
Experts identify and disseminate Community identifies preexisting 

best practices. solutions and amplifies them.

Deficit Based Asset Based
Leaders deconstruct common problems Community leverages preexisting 

and recommend best-practice solutions practiced by those 
solutions. Implication: “Why aren’t who succeed against the odds.

you as good as your peers?”

Logic Driven Learning Driven
Participants think into a new way of acting. Participants act into a new way of thinking.

Vulnerable to Transplant Rejection Open to Self-Replication
Resistance arises from ideas imported Latent wisdom is tapped  

or imposed by outsiders. within a community to circumvent 
the social system’s reaction.

Flows from Problem Solving Flows from Solution Identification 
to Solution Identification to Problem Solving

Best practices are applied to problems Solution space is expanded through 
defined within the context of existing parameters. the discovery of new parameters.

Focused on the Protagonists Focused on Enlarging the Network
Engages stakeholders who would Identifies stakeholders beyond those 

be conventionally associated directly involved with the problem.
with the problem.



advantage when a positive de-
viant decided to take on the
challenge. The problem: When
computers are left running –
as most computers are – they 
get hot, which accelerates their
failure rate. This is known as
thermal transfer. Periodically,
management would vaguely
declare that something needed
to be done about the issue. But
the company’s engineers, re-
warded for tackling more in-
tellectually demanding chal-
lenges, regarded the problem
as a low-status janitorial job.
The sorcerer, in this instance,
was the fixed idea that ther-
mal transfer was a fact of life; 
every computer on the planet
built up heat, and there was
little that could be done about
it. Another fixed notion was
that real computer engineers
worked on more glamorous
problems.

A program within HP’s re-
search division exposed a cadre
of engineers to the concept of positive deviance. One of
them, Chandra Patel, decided to take on thermal transfer
in earnest. He set about identifying shards of a solution.
Scattered around HP’s global engineering fraternity were
a few positive deviants who had dabbled in the problem
and who had developed various ideas and prototypes.
Ultimately, the inquiry galvanized 100 engineers and re-
sulted in some unprecedented solutions. Today, HP en-
joys unchallenged leadership in the thermal-transfer do-
main – an advantage that funnels millions to the bottom
line as the result of savings generated from cooler and
less-failure-prone machines. Patel was rewarded with in-
creased opportunity and accelerated career advancement,
as well as with peer recognition.

In short, some problems can be solved only by those in
the trenches. When change agents work together to dis-
cover others just like them who are doing things differ-
ently, they can step up to being accountable for their own
solutions.

Step 2: Reframe through facts. Inside-the-box defi-
nitions of problems guarantee inside-the-box solutions.
Restating the problem shifts attention to fertile new
ground and opens minds to new possibilities. If there is
an art form to facilitating a positive deviance inquiry, it
lies in ferreting out and framing the real challenge at
hand, as opposed to reverting to tired clichés and pseudo-
challenges. By casting a problem in a different light and

by using hard data to con-
front orthodoxies, a commu-
nity can be encouraged to 
discover whether there are
exceptions to the status quo
and, if so, how those excep-
tions came about.

Reframing a problem en-
tails three steps. First, grasp 
its conventional presentation
(“The sorcerer’s curse makes
our children sick.”) Second,
find out if there are excep-
tions to the norm, people in
identical circumstances who
seem to be coping especially
well. Third, reframe the prob-
lem to focus attention on the
exceptions.

Reframing through facts
was essential in addressing 
the elevated dropout rates in
Argentina’s rural elementary
schools. A workshop on pos-
itive deviance sponsored by
the World Bank brought to-
gether two dozen teachers
and principals. They shared a

strong suspicion that the nation’s Ministry of Education
was trying to implicate them in the high dropout rates
and deflect attention from the ministry’s accountability
for a woefully underfunded education system. Although
86% of children in Argentina completed elementary 
education, only 56% of children in the rural province of 
Misiones did so.

Imagine the setting: a stark cafeteria with concrete
floors and steel chairs. The teachers and principals are
seated, with their arms folded across their chests. Their
body language speaks volumes: “OK, dazzle us with your
expertise. This problem involves a whole bunch of things
we can’t control. We’re angry. We haven’t been paid in six
months. We don’t want to be here.” Blame for the drop-
out problem lay elsewhere, in lazy students, uninterested
parents, and lousy facilities.

The atmosphere changed when workshop participants
turned their attention to the question of whether any
schools plagued by the same constraints had a better
track record. This reframing was reinforced by dropout
statistics for all 120 schools in the Misiones district. Work-
ing in small groups, the educators found plenty of schools
clustered near the median. But they were flabbergasted
to discover that one school had retained 100% of its pu-
pils through sixth grade and that ten had retained nearly
90%. “How,” they asked themselves, “do these schools re-
tain so many students?” After all, their teachers presum-
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the people all remark

we have done it ourselves

– Lao-tzu



ably hadn’t been paid either. The mood
shifted from self-righteous anger to sur-
prise and curiosity.

The workshop participants visited the
high-retention schools and discovered that
the differentiating factor had little to do
with what was happening in the class-
room. The teachers there were negotiating
“learning contracts” with rural parents be-
fore the beginning of each school year. In
effect, the teachers were enrolling illiterate
parents as partners in their children’s edu-
cation. As the children learned to read,
add, and subtract, they could help their
parents take advantage of government 
subsidies and compute the amount earned
from crops or owed at the village store.
With parents as partners, students showed
up at school and did their assignments. The
teachers and principals who had partici-
pated in the workshop began negotiating
similar contracts with families of at-risk
children. One year later, dropout rates in
Misiones had reportedly decreased by half.

A corporate example that illustrates re-
framing through hard data – although it’s
not part of a positive deviance inquiry –
comes from Billy Beane, the celebrated
general manager of the Oakland A’s. In
1997, Beane took over a losing baseball
team and a low-budget franchise. Instead
of badgering the owners for more recruit-
ing dollars or arguing with talent scouts over the prospects
of high school superstars, Beane looked for great players
by mining professional baseball’s near-inexhaustible vein
of statistics. In doing so, he shifted management’s focus
from religious wars over the potential and value of play-
ers to an actuarial examination of the factors that most
highly correlated with winning games. On-base percent-
age turned out to be a far better predictor than long-shot
bets on who would be the next Barry Bonds. Beane’s 
approach transformed the A’s into a frequent title con-
tender, though he had one of the smallest budgets in 
the game. The moral? There’s value in looking at things
in a different way and getting beyond gut feelings to
hard facts.

Step 3: Make it safe to learn. People get attached to
the status quo, even when it’s not good for them. Prob-
lems often go unresolved because the path to the solution
is littered with potential losses and other risks. It is essen-
tial to acknowledge that journeying into terra incognita 
is a danger sport. Positive deviants may fear being ex-
posed, ridiculed, or subjected to retaliation if their newly
enhanced influence challenges the status of others. Au-
thority figures may feel threatened by a process that in-

vites them to learn rather than just have all the answers or,
as in the case of Mali’s sorcerers, that disempowers them
altogether. Likewise, the others in the group may fear that
acknowledging a problem implicates them in it. Few hos-
pitals, for example, want to tackle the predictive indica-
tors of malpractice because doing so might be miscon-
strued as having foreknowledge. What’s more, discussions
might be discoverable in legal proceedings. Only when
people feel safe enough to discuss a taboo and when the
community is sufficiently invested in finding solutions
can the prospect of an alternative reality appear.

In Indonesia, the need for psychological safety under-
scored the difficult topic of human trafficking. A local
nongovernmental organization (NGO) had observed the
worrisome trend among poor East Javan families of “ex-
porting” young village girls to urban centers. Silence en-
shrouded the practice. Parental shame was compounded
by fear of repercussions if procurers’ supply channels
were disrupted.

The NGO convened a low-profile positive deviance
workshop for villagers to explore “safe” problems such 
as school dropout rates. As the workshop leaders talked
about how positive deviance had helped communities
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find solutions for sensitive challenges such as HIV/AIDS-
risk reduction in other countries, the group became less
guarded. One outspoken volunteer raised the issue of girls
“going out” – a euphemism for trafficking. The oblique 
approach to the undiscussable topic eventually led the 
villagers to broach the problem of girls being sent away
by their poverty-stricken parents.

The participants organized an inquiry and visited poor
families that had resisted the temptation to send their
girls away. Six months later, community watch groups had
identified the homes of high-risk girls. Local leaders, who
had previously ignored regulations regarding submission
of “travel papers,” began to enforce the rules. Today, this
early warning system dispatches volunteers to counsel
the families of all girls planning to leave the village and
provides access to positive deviant families that have ad-
dressed their economic shortfalls through other means,
such as creating home gardens and purchasing fewer
packs of cigarettes. The approach has halved the number
of documented trafficking incidents in the area.

Corporations have their own sets of unspoken taboos
that, if not addressed, can develop into problems of Enron-
esque proportions. Richard Pascale, one of the authors 
of this article, has worked with companies such as Coca-
Cola, Ford, BP, Shell, and BAE Systems to surface “undis-
cussable” issues using a four-step “organizational CAT
scan.” The centerpiece of this process is a one-day work-
shop, set up and conducted by an external facilitator. The
group consists of 50 to 100 key stakeholders deemed crit-
ical to organizational change. The convening executive
kicks off the event by emphasizing the importance of con-
fronting problems squarely and of learning from past fail-
ures. The focus is on identifying and removing obstacles,
not killing messengers. Candor is crucial to this work. The
group members read blind and blunt quotes from one
another that talk about the problems in the company.
The group then divides into subgroups, each of which
delves into the identified issues and reports back in an
hour or two with its analysis. In a span of six hours, an or-
ganization can generate a penetrating, real-time case
study of itself. On the heels of this exercise, teams can ex-
amine the identified problems and return with action
plans and milestones within 30 to 60 days.

Step 4: Make the problem concrete. Corporations are
awash in meaningless discourse. While words are ex-
changed and heads are nodded, a great deal of signal dis-
tortion is happening between sender and receiver. Be-
cause of unwritten social codes meant to keep individuals
from being put on the spot, people aren’t forced to speak
concretely– in fact, they’re often discouraged from doing
so. These abstractions do a lot to obscure insight. Con-
sider, for example, how the format of PowerPoint can blur
or hide hard facts: Before NASA’s devastating loss of the
Columbia space shuttle, engineers from Martin Mari-
etta and Boeing buried the imminent risks to the space-

craft’s protective ceramic tiles within the complicated,
nested, ten-point-font bullet points of their PowerPoint
presentation.

A firm grasp of reality obliterates vague assumptions
and helps focus attention on what’s really working. Deal-
ing directly with an uncomfortable truth requires stating
it concretely so that there is no way to duck the challenge
at hand. This is not merely a matter of being specific. It
also entails portraying or dramatizing a pivotal issue in 
a compelling way. An example of this type of framing oc-
curred during a positive deviance workshop devoted to
finding practices to curtail the spread of HIV/AIDS in
Myanmar. The group consisted of prostitutes – nearly all
of whom insisted that she faithfully made her clients use
condoms. The moment of truth occurred when each par-
ticipant was asked to apply a condom to a banana. Vary-
ing degrees of dexterity quickly differentiated the pre-
tenders from the practitioners. The positive deviants,
once identified, began sharing the negotiation strategies
they used to persuade their partners to use condoms.
Soon the others in the group became adept at overcom-
ing their partners’ objections. With the right exercises,
many organizations could profit from appropriate rein-
carnations of the “banana test.”

Step 5: Leverage social proof. The old adage “Seeing 
is believing” has particular potency when it comes to
change. Take Alcoholics Anonymous. In the 1930s, two
positive deviants stumbled onto the notion of holding
weekly get-togethers to help keep themselves sober. Oth-
ers joined. An inductive process of reflection and learning
gave rise to the 12-step program – a protocol that was de-
cades ahead of any intervention that had been devised by
professional psychiatry. The approach is enshrined today
in the worldwide success of AA and its application to
many afflictions. Social proof is the lifeblood of the sup-
port group movement.

Let’s turn to a far more dramatic example of the power
of social proof. Envision a frightened child struggling 
in the grip of her mother and aunt against the assault of 
a barber and his straight razor. In Egypt, female genital
mutilation (FGM) or female circumcision is a 4,000-year-
old practice used by Christian Copts and Muslims alike to
deprive women of sexual enjoyment and to ensure faith-
fulness. Ninety percent of Egyptian girls, usually between
the ages of nine and 13, undergo the painful and some-
times dangerous procedure, often without understanding
what is happening to them or why. Girls sometimes die
from infection or blood loss. The practice is tightly woven
into the fabric of Egyptian life and, as such, is strongly 
resistant to change. Traditionally, it hasn’t been seen as 
a problem; it’s simply “the way it is.”

Could women’s advocates find families in Egyptian vil-
lages that did not circumcise their girls – and would such
families be willing to talk? Eventually, advocates in one
village identified a few exceptions to the norm. The first
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interviews–with uncircumcised women, mothers and fa-
thers who were against the practice, and husbands who
had knowingly married uncircumcised women – were
held in a remote, guarded monastery to ensure anonym-
ity. The half-dozen families that came forward provided
additional contacts who were willing to give testimony. A

year into the project, more than 100 families had been
identified and interviewed.

For victims, their mothers, and other female relatives,
discussing the trauma of the practice spawned a thera-
peutic cycle of catharsis, forgiveness, and healing. The
women gave poignant testimony: “We are butchering our
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Best practices and benchmarking share one trait with posi-
tive deviance: They strive to utilize success models to stim-
ulate learning. But the similarities end there. Best practices
rely on an external authority, not on the community itself,
to identify and introduce a superior template. That, in part,
is why best practices are often interpreted as code for “Why
aren’t you as good as the other guy?” With best practices,
onlookers view the circumstances that fostered the success
as being quite different from their own – it’s easy to accuse
advocates of having incubated success under exceptional
and unreplicable conditions. Best practices are a foreign
import. No surprise, then, that they suffer a dismal replica-
tion rate.

Recent events at top biopharmaceutical firm Genentech
illustrate both the opportunities of positive deviance and
the pitfalls of best practices. In 2003, Genentech introduced
Xolair, a miracle drug for many chronic asthma sufferers.
Unlike standard treatments, which arrest asthma attacks
after they occur, Xolair modulates the histamines in the 
immune system and addresses asthma preventatively. The
patient can lead a normal life, free from the fear of debili-
tating attacks. But despite Xolair’s pharmacological superi-
ority, sales remained well below expectations six months
after launch.

As the company sought an explanation for the disap-
pointing results, managers spotted an anomaly. Two sales-
people among a national force of 242 were selling 20 times
more Xolair than their peers. Here were classic positive 
deviants. Two women, responsible for the Dallas and Fort
Worth territories, had successfully overcome resistance in
the target audience.

Upon closer investigation, executives could see why this
was happening. Genentech’s traditional stronghold was in
cancer medicine. Whereas oncologists and pulmonary spe-
cialists routinely administer chemotherapy – an infusion
procedure – in their offices on an outpatient basis, allergists
and pediatricians – the target market for asthma drugs –
do not. Infusion protocols (delivering medication in the
form of an intravenous drip) require infusion rooms, infu-
sion couches, and infusion nurses – all of which were unfa-
miliar for this segment of physicians and their nursing

staffs. The positive deviants from Dallas and Fort Worth 
understood that product acceptance would not happen
through a standard sit-down physician call. Nor could resis-
tance be allayed with yet more data demonstrating Xolair’s
pharmacological superiority. The hidden obstacles were
fear of seemingly exotic procedures, concerns about time-
consuming insurance approvals, and worries that patients
would be exposed to unnecessary risks. At the heart of the
matter was a need to alter the doctors’ mind-sets and the
front-office culture.

The two women guided doctors and nurses through the
process of readying the drug for infusion and administering
it to patients. They taught administrators how to fill out the
specialized paperwork. They pitched the drug’s lifestyle 
impact and described how children who took Xolair could
own pets and participate in outdoor sports. In expanding
the horizons of doctors, nurses, and administrators, the two
salespeople had discovered what armies of Genetech’s mar-
ket researchers had missed. They were successful because
they had morphed into change agents.

Our narrative seems headed for the predictable success-
ful conclusion. But what actually unfolded provides a sober-
ing counterpoint. The aberrant sales results actually evoked
consternation and scrutiny. Management’s initial assump-
tion was that the sales team had an unfair advantage and
that territories or the quota system needed to be reconfig-
ured. Belatedly, after retaining an external market research
firm, the company accepted the merits of the change agent
strategy. It then implemented a conventional best practices
rollout. The manager of the Dallas and Fort Worth reps de-
scribed the techniques to other managers during a confer-
ence call. The result? Partial acceptance by some members
of the sales force. Implementation at modest velocity.

When identification of a superior method is imposed,
not self-discovered, cries of “We’re not them” or “It just
won’t work here” predictably limit acceptance. By contrast,
a design that allows a community to learn from its own hid-
den wisdom is, among other things, respectful. Innovator
and adopter share the same DNA. Community members
invest sweat equity in discovering the positive deviants,
and, in the process, they become partners to change.

best practices are hard to copy
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girls.” “Cutting out the tongue
does not deny the experience
of hunger.” “Desire is in the
mind, not the organs.”“I could
never trust my mother again.”
As the conversation progressed,
a new consciousness began to
form. Word spread, and com-
munities began to more openly
discuss female circumcision.
Other families expressed their
willingness not only to be inter-
viewed but also to be advocates
within their communities.

Over time, the village experi-
enced a contagion of sponta-
neous initiatives. In one case,
an 18-year-old girl gathered her
peers in the dusty shade of a 
village tamarisk tree. Together,
they relived the horror of their
experiences and their feelings
of betrayal. All agreed to re-
turn home and beg their moth-
ers not to subject their younger
sisters to the same fate. In an-
other case, a sheik, speaking in
the mosque during prayers, as-
serted that circumcision was not required by Islam. Soon,
mainstream village voices began to join the chorus of dis-
senters. An alternative possibility – rejecting the practice
of FGM – was gaining legitimacy.

In the past five years, tens of thousands of ordinary
villagers have proven that it is possible for a woman to
be uncircumcised and still be virtuous. More than 1,000
circumcisions have been averted in a few villages alone.
More remarkable, the Egyptian government is initiating
its first nationwide anti-FGM campaign.

Step 6: Confound the immune defense response.
Newton was right: Every action has an equal and opposite
reaction. In organizations, that reaction comes in the
form of avoidance, resistance, and exceptionalism. But
when you fan the embers within a community rather
than rely on firebrands from headquarters or outside the
group, change feels natural. Internally developed solu-
tions circumvent transplant rejection, since the change
agents share the same DNA as the host. The trick is to in-
troduce already existing ideas into the mainstream with-
out excessive use of authority. Why use a sledgehammer
when a feather will do?

Five years ago, Goldman Sachs’s Private Wealth Man-
agement (PWM) business unit had experienced a string of
top-down change initiatives. Its field force of more than
300 investment advisers felt strong pressure to adopt 
an unproven business model imposed by New York’s far-

reaching policy shifts and top-
down edicts. Headquarters
felt thwarted in achieving the
pace of change needed to stay
in step with the marketplace.

Investment professionals
(IPs) in the field historically
operated independently or 
as two-person teams. Each
unit evolved highly idiosyn-
cratic approaches to the work
of persuading high-net-worth
clients to entrust it with the
management of their money.
Success depended on perfor-
mance, of course, but also on
the creation of deep, trust-
ing relationships with clients
that often lasted for genera-
tions. Investors often invited
IPs to weddings,bar mitzvahs,
and graduations, extending
relationships from anchor
clients to heirs.

By late 2000, PWM’s top
management was deeply con-
cerned that the industry was
undergoing a transformation

of seismic proportions. Investment firms were under pres-
sure to deliver greater transparency and compliance over-
sight while simultaneously reducing their brokerage fees.
How could Goldman Sachs retain its clients, improve its
profitability, and grow its assets in a depressed but in-
creasingly competitive environment? Management’s so-
lution was to transform the IPs’ approach from a model
that relied heavily on brokerage income to one focused on
fee-based advice. But the IPs, having built their individual
franchises on a well-proven formula, were passionate ad-
vocates of the “If it ain’t broke, don’t fix it” maxim.

One of the leaders of the PWM unit at the time was 
at the center of the impasse. His chosen path was to re-
linquish the conventional role of authority figure and let
go of top management’s deep attachment to its solution.
Instead, he exercised a stealth brand of leadership, asking
the IPs one arresting question: “Are some teams, with sim-
ilar territories and prospects, able to thrive in this difficult
climate?”

A six-person council of influential IPs (selected as guer-
rilla leaders from nationwide field offices) spearheaded 
a “sales force effectiveness”inquiry. The council’s task was
to identify exceptionally successful approaches. Its mem-
bers assured the rank and file that any findings would be
subjected to an acid test of relevance and scalability –
what was working for the best team in Boston would have
to be transferable to teams everywhere else.
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Phase one of the project began in 2000 with a two-
month discovery period that identified five positive de-
viant practices among the most successful IP teams. Phase
two expanded the community of discovery by creating
five rollout squads (again made up of informal leaders se-
lected from around the country) for each of the five prac-
tices. The squads were charged with coming up with a
template that every IP team in the country could adopt
and implement on a voluntary basis.

When it was time to roll out the new templates and
train others, these squads became the pointed end of the
spear. They visited each office and explained why and
how their particular practices worked. There was one per-
son on each squad from each office, so one of the pre-
senting IPs could double as a local resource on the topic.
When local IP teams had questions, they turned to the re-
source person. This dynamic generated an amazing buzz
throughout the PWM unit.

Phase three of the process involved building a system
to measure progress toward goals and to track trends.
Each of the 11 regional offices were ranked by their in-
corporation of the five practices, and the results were
publicized. The process relied exclusively on transpar-
ency and peer review. No sanctions for nonadoption
were imposed. People automatically felt good about
being on top or bad about being on the bottom. This sus-
tained attention when backsliding might have other-
wise set in.

During the course of this endeavor, old rivalries be-
tween teams subsided. For the first time in memory,
a sense of “We win together” emerged as the new ethic.
Skepticism gave way to conviction as the IPs overcame
their own exceptionalism. The positive deviance ap-
proaches, implemented over 18 months, shifted behavior,
practice, and performance. The PWM unit got a jump on
the competition. Three years later, it has gone from being
a source of tumult and marginal economic returns to
being a major contributor to overall firm earnings. The av-
erage productivity per IP has nearly doubled, team size
has increased from 1.7 to the near-optimal three IPs per
team, and the fee-based model has achieved almost uni-
versal acceptance. Today, Goldman Sachs reports that
high net-worth assets under management have reached
an astonishing $130 billion.

The Leader’s New Role 
The positive deviance approach requires a role reversal in
which experts become learners, teachers become stu-
dents, and leaders become followers. Leaders must relin-
quish to the community the job of chief discoverer. This
isn’t easy, for it requires leaders to set aside their egos and
habitual identities (being the go-to guy, the decision
maker who knows what to do). What, then, becomes of
the leader?
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While he or she seemingly abdicates the traditional
role of discoverer, important work remains to be done.
This includes four primary tasks: management of atten-
tion, allocation of scarce resources, reinforcement to sus-
tain the momentum of inquiry, and application of score-
keeping mechanisms to sustain attention and ensure
progress toward goals once the community has chosen its
course of action.

Instead of being the “CEO”– chief expert officer – the
leader becomes the “CFO” – chief facilitation officer –
whose job is to guide the positive deviance process as it
unfolds. This role is as radically different from traditional
leadership practices as the technique itself is from stan-
dard approaches.

The classic KAP (knowledge,attitude,practice) behavior-
change model holds that knowledge changes attitudes,
which in turn change practice. Positive deviance facilita-
tors turn this upside down and employ a PAK (practice,
attitude, knowledge) approach instead. Once you help 
the community discover who the positive deviants are
and identify their practices, you help change people’s at-
titudes through action. Why? Because people are much
more likely to act their way into a new way of thinking
than to think their way into a new way of acting.

• • •
Should the positive deviance approach be applied to
every change initiative? Of course not. When there are
proven remedies to technical problems–the Salk vaccine
to polio, supply-chain management practices, hardware
and software solutions–companies can use them to work
harder, faster, or smarter. And problems that rely on
brainpower but that don’t require major behavioral ad-
justments, as in the case of portfolio rebalancing, are 
unsuitable for the positive deviance approach.

The method works best when behavioral and attitu-
dinal changes are called for – that is, when there is no 
apparent off-the-shelf remedy and successful coping
strategies remain isolated and concealed. In such cases,
change from within, discovered, celebrated, and imple-
mented by the people who need to do the changing, is 
a surefire win.

The Taoist sage Lao-tzu captures the essence of the pos-
itive deviance approach with eloquent simplicity: 

Learn from the people
Plan with the people
Begin with what they have
Build on what they know
Of the best leaders
When the task is accomplished
The people all remark
We have done it ourselves 

Reprint r0505d
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“I dropped the ball at work today, but I managed to kick
it under someone else’s desk before anyone noticed.”
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“We have watched employees turn the

slogan Quality in Everything We Make

into Quality Is Everything We Fake….

The frontline workforce is not sprinkled

with a handful of cynics; it is cynical

through and through.”

T.J. Larkin and Sandar Larkin
“Reaching and Changing Frontline
Employees”
Harvard Business Review
May–June 1996 

Office
Cynicism
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“Just remember, they can’t outsource your
job if they don’t know what you do.”

“This misinformation is very usable.”
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by Youngme Moon

n his classic 1965 Harvard Business Review article,
Theodore Levitt introduced marketers to the concept of 
the product life cycle and showed how it could be put 
to work as an “instrument of competitive power.”Today,

this concept remains at the center of most firms’ marketing
and positioning strategies, helping them to manage the me-
thodical progress of their offerings along a bell-shaped curve,
from introduction and growth to maturity and decline.

But as useful as this model has been over the past 40 years,
it has given marketers tunnel vision. They tend to see only one
trajectory for successful products: an inexorable advance
along the curve. And because they all view the product life
cycle in the same way, companies tend to adopt similar posi-
tioning approaches for products and services during each of
the life cycle’s stages.LE
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There’s nothing inevitable about the product   

life cycle. Marketers are disrupting it by 

redefining the boundaries between product 

types. In the process, they’re rejuvenating

categories and creating whole new markets.

BREAK FREE
FROM THE PRODUCT LI FE CYCLE



One consequence of this tunnel vision is a competitive
reflex to augment products as they mature. Typically, mar-
keters layer new product benefits on top of the old in an
endless struggle to differentiate and rejuvenate their of-
ferings. For example, a toothpaste manufacturer once had
only to consider a few dimensions–like “freshens breath”
and “fights cavities”– in order to compete. Today, it must
offer consumers an ever-broadening array of attributes,
from “helps prevent gum disease” to “whitens teeth” to
“removes plaque.” Over time, the augmented product
becomes the expected product, and so it must be further
enhanced to remain competitive. To wit, nowadays even
generic toothpastes remove plaque.

It’s hard to win such a competition. As marketers in-
stinctively embrace the old life cycle paradigm, they need-
lessly consign their products to following the curve into
maturity and decline. Over the past five years, I have stud-
ied dozens of successful companies and products that
have defied the “rules”of the life cycle. In interviews with
the executives behind these successes, I’ve found that
their strategies converge at one point: By positioning–or,
often, repositioning – their products in unexpected ways,
companies can change how customers mentally catego-
rize them. As a result, companies can rescue products
foundering in the maturity phase
of their life cycles and return
them to the growth phase. And
they can catapult new products
forward into the growth phase,
leapfrogging obstacles that could
slow consumers’ acceptance.

In this article, I describe three
positioning strategies that mar-
keters use to force consumers’
mental shift. Reverse positioning
strips away “sacred” product at-
tributes while adding new ones;
breakaway positioning associates
the product with a radically dif-
ferent category; and stealth positioning acclimates leery
consumers to a new offering by cloaking the product’s
true nature. Companies can use each of these strategies
to alter a product’s competitive environment to their ad-
vantage. But they needn’t stop there.

In his disruptive innovation model, Clayton Chris-
tensen describes how new, simple technologies can upend
a market. The proliferation of features and attributes that
occurs as companies ride the product life cycle can create
the kind of “product overshoot” that leaves them vulner-
able to a disruptive competitor with a simpler technology.
In an analogous way, the strategies I describe can exploit
the vulnerability of established categories not to new

technologies but, rather, to new positioning. In the right
circumstances, a company can use these techniques to go
on the offensive and transform a category by demolishing
its traditional boundaries. Companies that successfully
disrupt a category through positioning create a lucrative
place to ply their wares – and can leave category incum-
bents scrambling.

Reverse Positioning 
Most players in a category continually augment their
value proposition because they assume customers can
never be fully satisfied. Reverse positioners, however, as-
sume that although customers do want something more
than the baseline product, they don’t necessarily want
an endless parade of new features. Such firms make the
heretical decision to step off the augmentation treadmill,
shedding product attributes the rest of the industry con-
siders sacred. Once a product is returned to its baseline
state, reverse positioners supplement the stripped-down
product with one or more carefully selected attributes
that would typically be found only in a highly augmented
product. This unconventional combination of attributes
allows the product to assume a new competitive position

within the category and move backwards from maturity
into a growth position on the life cycle curve. Consider
these cases: 

IKEA. The global furniture retailer IKEA has long been
celebrated in the business press for its innovative market-
ing and phenomenal growth. There are plenty of good
reasons for IKEA’s success, not the least of which is its
cheap but stylish inventory. But a key factor in the store’s
high performance is its brilliant reverse positioning.

Like most players in mature categories, furniture com-
panies have steadily augmented their offerings. Today,
top stores compete by carrying enormous and varied in-
ventories, assuring not only that customers will find ex-
actly what they want, but that the couch they bring home
will be the only one like it in the neighborhood. Sales con-
sultants coddle customers, helping them measure furni-
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ture and visualize their options. Most retailers deliver new
furniture to customers’ homes and even truck away the
old. And retailers work hard to instill the idea that furni-
ture is designed to last forever.

Given this, IKEA’s success is surprising. When consum-
ers visit a typical IKEA store, they find that there is no in-
store sales assistance (though they will find disposable
measuring tape so they can make their own measure-
ments); that the variety is limited (IKEA’s furniture comes
in just a few basic styles); that there is no delivery option
(buyers must grapple with heavy boxes on their own);
that most of the furniture requires assembly; and that
durability is not to be expected (IKEA works to convince
buyers that furniture should be replaced often).

If IKEA had stuck with this stripped-down offering, it’s
doubtful that the company could have competed success-
fully in its crowded category. But the store skillfully re-
verse positioned itself by supplementing this bare-bones
value proposition with a store environment and services
that are virtually unheard-of among typical low-end par-
ticipants. Its stores have an airy, ultramodern look. Cus-
tomers can drop off their children at a beautifully de-
signed, company-operated day care center while they
shop. They can stop for lunch at a delightful café that

serves delicacies like smoked salmon and lingonberry
tarts. And they can purchase items besides furniture –
brightly colored housewares and cleverly designed toys
that are not available at most other furniture stores.

The formula works. While U.S. furniture stores have
been steadily losing out to retailers like Sam’s Club and
Wal-Mart, IKEA has become the seventh-largest furniture
store in the country. It has doubled its market share and
nearly tripled its U.S. sales over the past eight years, going
from $600 million to $1.7 billion. Using reverse position-
ing to plainly distinguish itself from middle-tier furniture
stores, low-end warehouse stores, and big-box retailers,
IKEA shook up the category and, in effect, created a new
customer segment by attracting an eclectic mix of custom-
ers – from students to young urban professionals – who
previously had spread their furniture shopping across 
a range of outlets.

Commerce Bank. Most banks offer dozens of checking
and savings accounts and compete by claiming to offer ac-
count holders the highest interest rates. Yet Commerce
Bank, serving New Jersey, Delaware, New York, and met-
ropolitan Philadelphia, pays among the lowest rates in its
market. What’s more, it offers a conspicuously limited
product line – just four checking accounts, for example.

This stingy approach would seem
like a doomed strategy, were it not
for the bank’s astonishing growth.
Between 1999 and 2004, Com-
merce Bank expanded from 120 to
319 branches, deposits quintupled
from $5.6 billion to $27.7 billion,
and loans tripled from $3 billion
to $9.4 billion.

The bank’s growth is due in no
small part to its unprecedented
service perks. After stripping away
what customers expect – competi-
tive interest rates and abundant
choices – Commerce Bank reverse
positioned itself as “the most con-
venient bank in America.”It’s open
seven days a week, including eve-
nings. You can get a debit card
while you wait, and, when it rains,
an escort with an umbrella will
walk you to your car. The bank 
offers free coffee and newspap-
ers, and most branches have free
coin-counting “penny arcade” ma-
chines that customers love (in one
recent month, bank patrons fed
the machines a total of $28 million
in loose change). Customers may
have limited choices and get infe-
rior rates, but they’re flocking to
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the bank. In 2004, Commerce Bank
opened 1.1 million new customer
accounts, increasing total accounts
by nearly 600,000.

JetBlue. In December 2004,
while most of the airline industry
hemorrhaged, JetBlue celebrated
its sixteenth consecutive profitable
quarter. Its 2004 operating reve-
nues reached $1.27 billion, a 26.8%
increase over the previous year.
The upstart carrier achieved this
performance in part by following
Southwest’s lead, offering cheap
seats and a lean value proposition:
no meals, no round-trip fares, and no first-class seating.
But then it supplemented its bare-bones offering with sur-
prising indulgences like leather seats, high-end personal
entertainment systems with satellite television, and extra
legroom in the back two-thirds of the plane. This coun-
terintuitive juxtaposition of attributes has helped JetBlue
establish a unique position in the market and steal share
from less creative competitors. By setting itself apart from
both the low and high end while offering features of each,
JetBlue successfully appeals to customers across seg-
ments – from college students to business executives.

Breakaway Positioning 
With reverse positioning, a product establishes a unique
position in its category but retains its clear category mem-
bership. With breakaway positioning, a product escapes
its category by deliberately associating with a different
one. Marketers leverage the new category’s conventions
to change both how products are consumed and with
whom they compete.

Products communicate their category membership in
many ways – through their design, distribution channels,
promotions, and pricing. Each of these elements of the
marketing mix cue consumers to mentally categorize an
offering in a certain way. By manipulating these cues, a
firm can change how consumers “frame” a product and,
therefore, how they respond to it. Instead of seeing the
breakaway product as simply an alternative to others in
its category, consumers perceive it as altogether different.

When a breakaway product succeeds in leaping out of
its category and into a new one, it can redefine its com-
petition. Like reverse positioning, this strategy allows the
product to shift backward on the life cycle curve, moving
from the doldrums of maturity into a thriving growth po-
sition. Just as important, it can disrupt both the category
it has left and the one it has affiliated with, particularly if
copycats begin to emulate the breakaway strategy.

Swatch. Every businessperson knows the Swatch story,
but few appreciate that it is a prototypical example of suc-

cessful breakaway positioning. Before Swatch launched in
1983, Swiss watches were marketed as a form of jewelry.
They were serious, enduring, expensive, and discreetly
promoted. A customer bought only one, and it lasted a
lifetime. Swatch changed all that by defining its watches
as playful fashion accessories. They were fun, ephemeral,
inexpensive, and showily promoted. And they inspired
impulse buying – customers often would purchase half 
a dozen in different designs. Their price – $40 when the
brand was introduced – expanded Swatch’s reach beyond
its default category (watches as high-end jewelry) and
into the fashion accessory category, where it has different
customers and competitors.

Swatch’s breakaway positioning also disrupted the
watch category by creating a fashion accessory sub-
category. In doing so, Swatch not only opened up uncon-
tested space for its own growth, but it allowed almost all
of the industry giants, such as Timex and Citizen, as well
as dozens of fashion brands, including Calvin Klein and
Coach, to expand with their own lines of fashion accessory
watches. Fossil, for example, was launched a year after
Swatch specifically to exploit the new market space. Using
this breakaway positioning strategy, Swatch has become
the best-selling wristwatch of all time.

The Simpsons. The Fox network was understandably
nervous when it launched its animated series The Simp-
sons in 1989. Although The Flinstones appeared on eve-
ning TV in the 1960s, no network had created a cartoon
specifically for adults and placed it in the shark-infested
waters of prime time. But Fox was then a relatively new
network; with a younger, smaller audience and a less-
established network identity than its mainstream com-
petitors, it was willing to take chances.

Fast-forward 15 years: The Simpsons is not just the
longest-running animated series on American TV, but this
spring it became the longest-running sitcom ever, surpass-
ing the previous record holder, The Adventures of Ozzie
and Harriet. Along the way, The Simpsons has amassed 21
Emmy awards, made the cover of Time, and consistently
ranked among the highest-rated shows on TV.
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Certainly the show’s smart writing and oddly appealing
characters have fueled its success. But, crucially, so did its
ability to break away from its presumed category (car-
toons) and associate itself with an entirely different one
(adult prime-time sitcoms). With features of both catego-
ries, The Simpsons attracted a wide demographic.

From its first episode, The Simpsons disrupted the sit-
com category, transforming consumers’ expectations of
prime-time TV. Because it was “only a cartoon,” the series
could get away with caustic satire and subversive social
commentary that, 15 years ago, could have stalled a typi-
cal live-action situation comedy. It spawned other edgy
animated sitcoms, including South Park, King of the Hill,
and Beavis and Butt-head, and inspired conventional sit-

coms to experiment with riskier content. And, unlike any
live-action sitcom, it generated an enormous merchandis-
ing business, selling, at times, a million Simpsons T-shirts
a week. Today, with about 11 million viewers per episode,
the show is Fox’s number one Sunday series and ranks
first in its time slot for adult viewers.

The Simpsons’s breakaway positioning has had an im-
portant impact on its progress along the life cycle. Most
live-action sitcoms have a compressed life cycle, in part
because actors age. Lucille Ball, for example, delighted
audiences as an eccentric young housewife in the 1950s
but lost them when she tried to play an eccentric single
grandmother in the 1980s. Similarly, Friends exited after
a ten-year run when its stars, originally cast as dizzy 
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Each of the three positioning strategies for breaking
free of the product life cycle lends itself for use in par-
ticular categories. Reverse positioning is best suited
to service categories; breakaway positioning to con-
sumer packaged goods; and stealth positioning to
consumer technologies. These aren’t hard-and-fast
rules, but a clear logic underlies them.

Reverse for Services. Services are intangible, so
it’s hard for consumers to grasp nuanced differences
between them (for example, they have to study end-
less fine print to distinguish between credit card of-
fers). Because proliferating service options tend to
confuse rather than delight customers, they often
welcome the elimination of certain benefits or op-
tions when it means that, in return, they will receive
transparency and simplicity – and a few surprising
perks. The reverse positioning at Commerce Bank
makes it easy for consumers to know exactly what
they are getting in exchange for limited choice and
uncompetitive returns. Similarly, passengers on Jet-
Blue may sacrifice meals, but they can be confident
that seat pricing is equitable, unlike pricing at other
airlines where adjacent seats can be invisibly priced
hundreds of dollars apart. Reverse-positioned ser-
vices often create loyal “brand missionaries” who are
enchanted by the combination of simplicity and un-
expected delights. Both JetBlue and Commerce Bank
are known for the positive word of mouth they gener-
ate. Reverse positioning also tends to create powerful
brand identities by subverting convention, as JetBlue
famously does.

Breakaway for Packaged Goods. Products, on the
other hand, are tangible, and, through constant expo-

sure, consumers learn to easily navigate new features
as products evolve. Thus, consumers tend to welcome
new options, particularly in mature products where
purchasing feels mundane and routine. Although
continual line extensions do give consumers the di-
versity they seek – and perhaps keep them faithful to
a particular brand – incremental changes rarely ignite
the sort of passionate buying that breakaway posi-
tioning can stimulate. As Heinz’s experience with EZ
Squirt ketchup shows, breakaway positioning lever-
ages the ease with which consumers judge familiar
products and their desire for novelty. It also often ex-
pands category boundaries by attracting copycats
who emulate the breakaway strategy. The watch-as-
fashion-accessory subcategory pioneered by Swatch
now represents a significant portion of the overall
watch market.

Stealth for Technologies. Stealth positioning
works by moving a product out of a category that 
customers may resist and placing it into a more de-
sirable one. Thus it is well suited to categories whose
products are perceived as having intrinsic short-
comings, such as being difficult to use, unreliable, or
threatening. Although many types of products have
such shortcomings, they are particularly common
among consumer technologies in early development.
In cases like these, repositioning the product – with-
out actually changing it – can neutralize its apparent
shortcomings or even turn them into assets. Sony’s
positioning of the AIBO robot as a lovable pet shifted
consumers’ attention away from its limitations as a
household aide and turned even the elderly into early
technology adopters.

Which Strategy When?



20-somethings, started approaching 40. But cartoon char-
acters are ageless (Bart Simpson has been ten years old
for a decade and a half). Just as Bugs Bunny exploited the
cartoon medium to stay fresh for 65 years, The Simpsons’s
breakaway status has allowed the series to pause indef-
initely on the life cycle curve at a point at which live-
action sitcoms usually head into decline.

EZ Squirt Ketchup. For generations, parents have told
children not to play with their food. So what was Heinz
thinking when it launched EZ Squirt ketchup in 2000? EZ
Squirt came in a spectrum of unketchuppy hues – green,
purple, orange, pink, and teal – and was sold in flamboy-
ant squeeze bottles with kid-friendly nozzles. Heinz’s ad-

vertising emphasized the product’s “creative”applications
and encouraged kids to write their names on hot dogs and
draw dinosaurs on burgers. Children immediately grasped
that EZ Squirt was more than a food; it was an edible arts
and crafts product. Households that used to buy ketchup
one bottle at a time, and consume it over a period of
months, started buying several different colors at once
and polishing them off in days. It was one of the most suc-
cessful product launches in the company’s history, result-
ing in a 10% leap in market share.

Other companies tried to mimic EZ Squirt by intro-
ducing strangely colored foods, but none took off. What
these firms failed to recognize was that EZ Squirt’s suc-
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The venerable product life cycle curve describes the growth trajectory 
most products take from introduction to decline. But by changing products’
positioning in the marketplace, companies can propel their products 
backward or forward into the lucrative growth phase.
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By combining features of
products in distinctly differ-
ent categories, companies can
reposition a mature product
for growth.

Reverse Positioning
By stripping away attributes con-
sumers expect in a mature product,
and adding some surprising new
ones, companies can shift a product
backward from maturity into the
growth phase.

Stealth Positioning
By associating a “tainted”
product with a category
consumers embrace, a
company can overcome
consumer resistance and
advance the product from
introduction to growth.
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cess had less to do with its color than with the way it was
positioned in the marketplace. Heinz’s insight was to
change how children (and their parents) mentally cate-
gorized the product by breaking it away from the food
category and affiliating it with the arts and crafts cate-
gory. By successfully redefining what ketchup was, Heinz
repositioned this mature product with stagnant sales for
growth. (Because EZ Squirt’s appeal stems largely from its
novelty, Heinz carefully controls its availability, tactically
introducing selected colors into new markets to reinvigo-
rate the category.)

Stealth Positioning
When firms adopt a reverse or breakaway positioning
strategy, there is no pretense about what they’re up to.
Part of the appeal of their cleverly positioned product
offerings comes from explicitly subverting convention
through unconventional promotions,prices,and attributes.
In contrast, companies that use stealth positioning adopt
a covert approach. They conceal the true nature of their
products by affiliating them with a different category.

This is a powerful strategy for marketers when a cate-
gory is in some way tainted. Consumers may feel intimi-
dated by products in the category (as can be the case with
new technologies); they may be skeptical of the products
because previous offerings have failed to live up to ex-
pectations; or they may have personal objections to prod-
ucts or companies in the category. By using stealth posi-
tioning, companies can, in effect, sneak products into the
market and gain acceptance that might otherwise prove
elusive. Although stealth positioning doesn’t typically dis-
rupt categories, it can give products a fresh run at the life
cycle and keep them from languishing – or dying out-
right – in the introduction phase.

One word of caution: There is an important difference
between stealth positioning and deceit. The difference is
both ethical and economic. When used thoughtfully,
stealth positioning is a legitimate way to diffuse prejudice
about a product or company, encourage acceptance, and
deliver value to customers. But the strategy can backfire
if consumers discover that a company used the tech-
nique to cheat them by exploiting their naïveté. The dif-
ference is evident in the following examples, where com-
panies have thoughtfully adopted a stealth-positioning
approach.

EyeToy: Play. Sony’s PlayStation is the dominant game
console in the market. But its market penetration – like
that of rivals Microsoft (with the Xbox) and Nintendo
(with the GameCube)–has been limited by a narrow cus-
tomer base of mostly males in their late teens and twen-
ties. Sony’s goal is to make the PlayStation a broad plat-
form for home entertainment and communications. But
first, it has to undo the common perception that the prod-
uct is an intimidating machine for guys.

As part of its strategy, in July 2003, Sony introduced 
a PlayStation product in Europe called EyeToy: Play – a
video camera (the EyeToy) and game software (called
Play) that plugged into the new PlayStation 2 console.
The game concept was simple but groundbreaking. Stand-
ing in front of the EyeToy camera (which sits unthreaten-
ingly on top of the TV), users place themselves into the
game, appearing “inside” it on the television. There they
interact with objects on the screen by moving their bod-
ies, without using a complicated handheld controller.
EyeToy: Play was an enormous success, selling more than
2.5 million units in its first seven months on the European
market. More significant, it succeeded in engaging moth-
ers and fathers, boys and girls, the very old and the very
young. The immediate appeal for the atypical user was
that the game was simple and unintimidating. But it was
also a fun social activity, a diverting game to bring out
during the holidays or at informal get-togethers.

In fact, EyeToy: Play is more than a toy, although most
customers don’t yet see that. It can record brief video mes-
sages, and, with an application called Chat slated for re-
lease this year, it will be able to turn the PlayStation into
a video phone.“It’s not just that we wanted to break the
ice with a piece of software that people would view as a
game rather than a communications application,” one
Sony executive explained.“It’s also that we wanted to es-
tablish the EyeToy hardware in people’s minds as a play-
thing rather than a scary communications device…Grad-
ually introduce it, and then slowly add functionality.”
Sony hopes its stealth-positioning strategy will change
the way consumers view its PlayStation offering and
slowly shift this niche product into the mainstream.

AIBO. Sony exploited a similar stealth strategy to gain
a foothold in the nascent household robot category. In a
March 2004 article in Harvard Business Review, I de-
scribed the company’s approach to the challenge of
warming consumers to its imperfect early robots. Sony
had spent tens of millions of dollars to develop the first
household robot, with the goal of seizing a leadership po-
sition in the emerging field against formidable competi-
tors like Honda, Toyota, and Matsushita. But making a
robot that could do anything useful proved daunting.
Sony knew that marketing an unreliable, humanlike
household robot that couldn’t handle even simple chores
was sure to backfire.

Sony’s solution was to stealth position its product.
Rather than set consumers up to be disappointed by an
inadequate household robot, Sony positioned the prod-
uct as a lovable but otherwise useless pet. Although
buggy and unpredictable, the doglike AIBO was an im-
mediate hit. In its first two years on the market, Sony sold
out its limited production of 100,000 units. During what
amounts to a five-year market test of a flawed technology,
Sony has gathered invaluable consumer feedback to
guide continued development of its robots. The company
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is now prototyping its next-generation robot, a little hu-
manoid named QRIO.

Mac Mini. Moments after Apple unveiled its $499 Mac
Mini in January 2005, the Internet was buzzing with spec-
ulation about just what the new computer was for. Sold
without a monitor, mouse, or keyboard, the Mini was a
minimalist aluminum box,six inches square and two inches
tall. It left everything up to the imagination–which is pre-
cisely what Apple had in mind. Downplaying its PC capa-
bility,Apple’s marketers emphasized the Mini’s many other
uses: It could be a music server for your car; a dedicated
Internet port for the kitchen; a mobile recording studio
for the band; a backup device for your photos; a TiVo-like
recorder and digital entertainment hub for the living room.

Despite the buzz, Apple faced a familiar marketing
challenge. Most people use Windows-based PCs, and to
many of them, Apple computers seem overpriced and out
of step. Past attempts to woo PC users have been unsuc-
cessful, and Apple’s share of the PC market has steadily
eroded. Saddled with this baggage, the company stealth
positioned the Mini as anything but what it fundamen-

tally is: a competitively priced machine that can go head-
to-head in the low-end PC market. What’s striking about
this stealth strategy is that Apple didn’t affiliate the prod-
uct with a specific alternative category. It simply sug-
gested that it was not a PC – a strategy that not only dis-
associates the Mini from other low-priced, commoditized
PCs, but leaves future marketing options wide open.

• • •
Most companies aren’t technology innovators like Apple
or Sony, whose novel products readily lend themselves to
unconventional positioning. But a product does not have
to be novel to benefit from radical new positioning, nor
does it have to be past its prime. Watches, banks, furni-
ture,airlines, sitcoms–even ketchup–can defy the old rules
of the product life cycle by simply challenging consumers’
notions about what, exactly, they are. Ask your customers
what they expect your products to be, then shatter their
expectations. You’ll find they’ll be delighted.

Reprint r0505e; HBR OnPoint 9963
To order, see page 155.
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usiness schools are on the wrong track.
For many years, MBA programs enjoyed rising 
respectability in academia and growing pres-

tige in the business world. Their admissions were ever
more selective, the pay packages of graduates ever more
dazzling. Today, however, MBA programs face intense crit-
icism for failing to impart useful skills, failing to prepare
leaders, failing to instill norms of ethical behavior – and
even failing to lead graduates to good corporate jobs.
These criticisms come not just from students, employers,
and the media but also from deans of some of America’s
most prestigious business schools, including Dipak Jain 
at Northwestern University’s top-ranked Kellogg School
of Management. One outspoken critic, McGill University
professor Henry Mintzberg, says that the main culprit 
is a less-than-relevant MBA curriculum. If the number of 
reform efforts under way is any indication, many deans
seem to agree with this charge. But genuine reform of 
the MBA curriculum remains elusive. We believe that is
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because the curriculum is the effect, not the cause, of what
ails the modern business school.

The actual cause of today’s crisis in management edu-
cation is far broader in scope and can be traced to a dra-
matic shift in the culture of business schools. During the
past several decades, many leading B schools have quietly
adopted an inappropriate–and ultimately self-defeating–
model of academic excellence. Instead of measuring them-
selves in terms of the competence of their graduates, or 
by how well their faculties understand important driv-
ers of business performance, they measure themselves al-
most solely by the rigor of their scientific research. They
have adopted a model of science that uses abstract finan-
cial and economic analysis, statistical multiple regressions,
and laboratory psychology. Some of the research pro-
duced is excellent, but because so little of it is grounded
in actual business practices, the focus of graduate business
education has become increasingly circumscribed – and
less and less relevant to practitioners.

This scientific model, as we call it, is predicated on the
faulty assumption that business is an academic discipline
like chemistry or geology. In fact, business is a profession,
akin to medicine and the law, and business schools are
professional schools–or should be. Like other professions,
business calls upon the work of many academic disci-
plines. For medicine, those disciplines include biology,
chemistry, and psychology; for business, they include
mathematics, economics, psychology, philosophy, and 
sociology. The distinction between a profession and an 
academic discipline is crucial. In our view, no curricular
reforms will work until the scientific model is replaced by
a more appropriate model rooted in the special require-
ments of a profession.

Before asking how business education should change,
we need to examine its evolution. Most business schools
claim a dual mission: to educate practitioners and to cre-
ate knowledge through research. Historically, business
schools have emphasized the former at the expense of the
latter. In fact, for the first half of the twentieth century,
B schools were more akin to trade schools; most profes-
sors were good ole boys dispensing war stories, cracker-
barrel wisdom, and the occasional practical pointer. We
remember when MIT’s Sloan School of Management was
known as MIT School of Industrial Management and its
production class was taught by the manager of a nearby
General Motors assembly plant. That was a useful, but
hardly comprehensive and professional, education.

Then, in 1959, prompted at least in part by the enor-
mous demand for professional managers in a booming
postwar economy, the Ford and Carnegie foundations is-
sued devastating reports on the woeful state of business
school research and theory. Both foundations recom-
mended ways to give B schools respectable academic un-
derpinnings and offered grant money toward achieving
that end. Driven by conscience and cash, top-tier univer-
sities began to treat their business schools almost as seri-
ously as law schools. By the end of the twentieth century,
nearly all the nation’s leading business schools – the 
two dozen or so elite MBA-granting institutions and an-
other dozen schools fighting to join the highest echelon–
offered a curriculum of academic distinction. But, in the
process, their focus switched, and now the objective of
most B schools is to conduct scientific research. Going
back to the trade school paradigm would be a disaster.
Still, we believe it is necessary to strike a new balance be-
tween scientific rigor and practical relevance.

The Scientific Model
Virtually none of today’s top-ranked business schools
would hire, let alone promote, a tenure-track professor
whose primary qualification is managing an assembly
plant, no matter how distinguished his or her perfor-
mance. Nor would they hire professors who write articles
only for practitioner reviews, like this one. Instead, the
best B schools aspire to the same standards of academic
excellence that hard disciplines embrace – an approach
sometimes waggishly referred to as “physics envy.” In 
departments such as physics and economics, top faculty
members have few responsibilities other than to attend 
to their disciplines. They are not required to train practi-
tioners or to demonstrate practical uses of their work; and
they are free to do whatever research they choose and to
produce subsequent, even more focused, generations of
scholars. In this scientific model, the university exists pri-
marily to support the scholar’s interests. For the most
part, universities accept this arrangement and the intel-
lectual premise on which it rests: namely, that universities
help society advance by supporting scientists who push
back the boundaries of knowledge. They leave the practi-
cal implications to others.

It’s very different in schools of law and medicine, which
deliberately engage with the outside world. Law schools
expect faculty members to be first-rate scholars; in fact,
articles published in law reviews are often cited in trials.
But these institutions also value professors’ability to teach.
Similarly, medical schools carry on advanced biological
research, but most members of the teaching faculty are
also practicing doctors.

Why have business schools embraced the scientific
model of physicists and economists rather than the pro-
fessional model of doctors and lawyers? Although few
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B school faculty members would admit it, professors like
it that way. This model gives scientific respectability to the
research they enjoy doing and eliminates the vocational
stigma that business school professors once bore. In short,
the model advances the careers and satisfies the egos 
of the professoriat. And, frankly, it makes things easier:
Though scientific research techniques may require con-
siderable skill in statistics or experimental design, they
call for little insight into complex social and human fac-
tors and minimal time in the field discovering the actual
problems facing managers.

Business school professors using the scientific approach
often begin with data that they use to test a hypothesis 
by applying such tools as regression analysis. Instead of
entering the world of business, professors set up simu-
lations (hypothetical portfolios of R&D projects, for in-
stance) to see how people might behave in what amounts
to a laboratory experiment. In some instances those meth-
ods are useful, necessary, and enlightening. But because
they are at arm’s length from actual practice, they often
fail to reflect the way business works in real life.

When applied to business–essentially a human activity
in which judgments are made with messy, incomplete, and

incoherent data – statistical and methodological wizardry
can blind rather than illuminate.Consider some of the most
difficult questions facing managers: How does a culture 
of celebrity affect leadership? How should a CEO be com-
pensated? How does one design global operations so they
are at once effective and equitable? What is the purpose
of a corporation beyond the creation of shareholder
value? Such broad, multifaceted questions do not easily
lend themselves to scientific experiment or validation.

Another consequence of the scientific model is that
professors’ evaluations are influenced by the number of
articles they publish in A-list business research journals.
Submissions to these discipline-based publications are 
refereed by anonymous panels of scholars who assess re-
search findings based on objective, scientific standards.
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Those safeguards, de rigueur for A-list journals, help en-
sure that published research passes scientific muster.
Indeed, the system works fairly well in the hard business
disciplines, such as economics and finance, to which math-
ematical modeling can be easily applied. Even in finance,
however, the system creates pressure on scholars to pub-
lish articles on narrow subjects chiefly of interest to other
academics, not practitioners.

To be fair, some of what is published in A-list journals
is excellent, imaginative, and valuable. But much is not.
A renowned CEO doubtless speaks for many when he 
labels academic publishing a “vast wasteland” from the
point of view of business practitioners. In fact, relevance
is often systematically expunged from these journals.
For instance, a leading management journal recently re-
viewed the results of a promising study of the behavior of
several thousand leaders in global corporations. The initial
research results showed that certain indicators of leader-
ship misbehavior could be monitored to identify ethical
problems before a crisis occurs. Unfortunately, that find-
ing could not be proved in a strictly scientific sense. As a
result, the version of the article that was finally published
focused not on developing practical methods to reduce or-
ganizational risk but, instead, on questioning a minor de-
tail in a previous study on a different subject. The article
was factual, but it was neither interesting nor useful.

Scholars, in their own defense, argue that the gradual
accumulation of tiny facts will one day accrete to a larger
and more general scientific understanding of organi-
zational behavior. Practitioners who have to make real 
decisions, however, must meanwhile look elsewhere for
guidance, notably to the business press and to the best-
seller list–now home to fewer and fewer books by faculty
members.

Most issues facing business leaders are, in the final anal-
ysis, questions of judgment. What looks like a straight-
forward financial decision – say, to cut costs by relocating 
a service center – often has implications for marketing,
sales, manufacturing, and morale that can’t be shoe-
horned into an equation. Strategic decisions, especially,
are likely to go awry when based purely on quantitative

When applied to business –
where judgments are made with messy,
incomplete data–statistical and methodological
wizardry can blind rather than illuminate.



factors, as Robert McNamara–the developer of many such
techniques at Ford and, later, the U.S. Department of 
Defense – ruefully admits. In what amounts to a major
mea culpa, he now argues that hard analysis often leads to
overweighting the value of the knowledge you have. Of
course, this bias affects everyone,not just scientists,but the
aura of quantification masks the fact that social scientists
often assume that the variables not included in their equa-
tions are insignificant. In business research, however, the
things routinely ignored by academics on the grounds that
they cannot be measured – most human factors and all
matters relating to judgment, ethics, and morality–are ex-
actly what make the difference between good business 
decisions and bad ones.

As McNamara’s Vietnam War–era experience painfully
demonstrates, leaders tend to get into trouble not by foul-
ing up the numbers but by failing to give the correct
weight to all the quantitative and qualitative factors that
should figure in their decisions. The greatest risks they run
are the by-products of their trained tendency to define
problems in terms of what they know and then to fall 
back on past behavior when faced with a new challenge.
As McNamara concedes,“We see what we want to believe.”
That is not surprising; most of us wear the concrete shoes
of our earlier successes. But in a rapidly changing global
economy,business education should help students learn to
recognize their conditioned reflexes. However reassuring
the halo of science, it can also lull us into a false sense of
confidence that we are making objective decisions.

By allowing the scientific research model to drive out
all others, business schools are institutionalizing their
own irrelevance. We fear that this will be a difficult prob-
lem to correct because many business professors lack
enough confidence in the legitimacy of their enterprise 
to define their own agenda. For example, business eco-
nomics journals today are practically indistinguishable
from traditional economics journals. And, not to be “out-
scienced,” management researchers now focus on techni-
cal issues that have the look and feel of topics studied by
their peers in the harder disciplines.

Business scholars could take a lesson from their col-
leagues in the discipline of psychology, which was stifling
under the scientific model three or four decades ago. Psy-
chological research then was dominated by rigorous, but
ultimately unproductive, studies of reaction time. As long
as psychology professors labored within that small area,
they learned little that was of value to anyone. It was only
after they began to apply their imaginations–and rigor–
to much broader problems that psychology began to
make enormous strides. Not until respected psychologists
dared to ask questions that mattered, whether or not they
could be quantified in traditional ways, were ground-
breaking studies undertaken, such as the Nobel Prize–
winning work of Daniel Kahneman and the late Amos
Tversky on how people make financial decisions. Unfor-

tunately, most B school professors still limit their sights 
to what they can measure readily – a kind of “methodol-
atry”– instead of searching for new ways to study what is
important. In fact, management professors seem to have
an almost morbid fear of being damned as popularizers.
Do they believe that the regard of their peers is more im-
portant than studying what really matters to executives
who can put their ideas into practice? Apparently so.

Who Gets Tenure
This new emphasis on scientific research in business
schools remains, for the most part, unspoken. Indeed,
most deans publicly deny it exists, claiming that their
schools remain focused on practice, albeit with an in-
creasing awareness of the value of rigorous research. Here
we must watch what leaders do, not what they say.
At elite business schools, and at the wannabes emulating
their practices, the shift toward the centrality of scientific
research is evidenced almost everywhere.

Just look at the hiring and tenure processes. Deans may
say they want practitioner-oriented research, but their
schools reward scientific research designed to please aca-
demics. By recruiting and promoting those who publish 
in discipline-based journals, business schools are creating
faculties filled with individuals whose main professional
aspiration is a career devoted to science. Today it is possi-
ble to find tenured professors of management who have
never set foot inside a real business, except as customers.

At many schools, the road to tenure does not run
through field work in businesses. Among young academ-
ics and their advisers, this understanding is explicit. Junior
scholars are urged to avoid too much work with practi-
tioners and to concentrate their research on narrow, sci-
entific subjects, at least until late in their quest for tenure.
(While many conscientious researchers take it upon them-
selves to learn about the practice of business after they
are tenured, there are few incentives for them to do so.)
To be sure, there is merit in suggesting that fledgling fac-
ulty members try their wings before attempting arduous
intellectual journeys, but B school research is becoming
too narrow even for academics. One traditional factor in
tenure decisions is how often a candidate’s work is cited
by other scholars. Paradoxically, deans and tenure com-
mittees tell us that the number of citations of articles
written by candidates is dramatically lower than it was 
a decade ago–evidence that researchers’work doesn’t mat-
ter even to their peers.

Nevertheless, a management professor who publishes
rigorously executed studies in the highly quantitative Ad-
ministrative Science Quarterly is considered a star, while
an academic whose articles appear in the accessible pages 
of a professional review – which is much more likely to 
influence business practices – risks being denied tenure.
We know of no scholar at a first-rate business school with
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mathematical and quantitative skills in the revised Grad-
uate Management Admission Test, the first filter of future
managers.

Business professors too often forget that executive de-
cision makers are not fact collectors; they are fact users
and integrators. Thus, what they need from educators is
help in understanding how to interpret facts and guid-
ance from experienced teachers in making decisions in
the absence of clear facts. After all, any low-level admin-
istrator can make sound decisions when all the facts are
in; having the courage to take a shot in the dark is one 
of the hallmarks of leadership. If the purpose of gradu-
ate business education is to develop executives–leaders–
then the faculty must have expertise in more than just
fact collection. The best classroom experiences are those

in which professors with broad perspectives and diverse
skills analyze cases that have seemingly straightforward
technical challenges and then gradually peel away the
layers to reveal hidden strategic, economic, competitive,
human, and political complexities – all of which must be
plumbed to reach truly effective business decisions. We
all can name great practitioners of this style of business
education; unfortunately, given the narrowing of the in-
tellectual paradigm over the past two decades, chances
are good that not one of them would be hired – or
tenured–at a top business school today. Columnist David
Brooks laments that “…our universities operate too much
like a guild system, throwing plenty of people with dis-
sertations at students, not enough with practical knowl-
edge. Why aren’t there more scholars…who teach stu-
dents to be generalists, to see the great connections?”

In that regard, conditions at business schools have wors-
ened dramatically since the mid-1980s. During the 1970s
and early 1980s, the best business schools were arguably
the most intellectually exciting places in academia. In
many universities,B schools were the primary loci of multi-
disciplinary research. That intellectual ferment and cross-
pollination helped make business schools the hugely 
popular institutions they are today. At one point, the fac-
ulty in our department at the University of Southern Cali-
fornia’s Marshall School of Business included individuals

a good publishing record who has been denied tenure or
promotion for being a poor teacher or for being unable 
to teach effectively in executive education programs,
where teachers must have real-world business experience.
But we do know of a professor of finance who was denied
promotion when his department decided he was not 
a serious scholar. The damning evidence against him in-
cluded seven articles in this publication and the highest

teaching ratings in his department. In short, the stated end
of business education may remain the same: to educate
practitioners and to create knowledge through research.
But the means make that end impossible to achieve be-
cause rewards are directed elsewhere.

What Gets Taught
What professors study, and the way they study it, directly
affects the education of MBA candidates. As research-
oriented business professors come to dominate B school
faculties, they assume responsibility for setting the MBA
curriculum. Not surprisingly, they tend to teach what
they know, which often translates into first-class instruc-
tion on methodology and scientifically oriented research.
These professors are brilliant fact collectors; but despite
their high level of competence, they are too often un-
comfortable dealing with multidisciplinary issues in 
the classroom. They are ill at ease subjectively analyzing
multifaceted questions of policy and strategy, or exam-
ining cases that require judgment based on wisdom and
experience in addition to – and sometimes opposed to –
isolated facts. As a result, these messy issues, no matter
how pressing, receive less attention in MBA courses.
The trend away from using the case method corroborates
this point and is accelerated by greater emphasis on
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academic publishing than about the problems of the
workplace. It’s no wonder there’s been such a marked in-
crease in the number of in-house corporate universities
and for-profit management education organizations.

Regaining Relevance
In a 1927 address to the American Association of the Col-
legiate Schools of Business, the philosopher and mathe-
matician Alfred North Whitehead spoke prophetic words:

Imagination is not to be divorced from the facts: It is
a way of illuminating the facts….The tragedy of the
world is that those who are imaginative have but
slight experience, and those who are experienced have
feeble imaginations.

Today, Whitehead’s observation is more fitting than
ever. If business schools are to regain their relevance, they
must come to grips with the reality that business man-
agement is not a scientific discipline but a profession,
and they must deal with what a professional education 
requires. Harvard Business School associate professor
Rakesh Khurana has pointed out that professions have 
at least four key elements: an accepted body of knowl-
edge, a system for certifying that individuals have mas-
tered that body of knowledge before they are allowed to
practice, a commitment to the public good, and an en-
forceable code of ethics. Professions thus are oriented 
toward practice and focused on client needs. Above all,
professions integrate knowledge and practice. We do not
propose making management a gated profession requir-
ing credentialing and licensing. Nonetheless, we believe 
a useful step toward acknowledging that business is a pro-
fession would be to recognize that both imagination and
experience are vital – and ought, therefore, to be central 

to business education. With an eye toward integrating
knowledge and practice, Polaroid’s Edwin Land suggested
50 years ago that every business school should run its 
own business.Why shouldn’t business schools operate ven-
tures that function like the equivalent of medical-school
teaching hospitals? Cornell University’s S.C. Johnson
Graduate School of Management has recently responded

with advanced degrees in mathematics, anthropology,
sociology, engineering, decision sciences, economics, and
psychology. Recruitment committees actively sought out
scholars who were conducting innovative research and,
at the same time, were committed to making a difference
in organizations. Those scholars published regularly, but
few appeared in what today are regarded as the “right”
journals. During the past 15 years, however, hiring almost
everywhere, including at the Marshall School, has focused
on narrowly trained specialists, particularly those holding
discipline-based doctorates from other business schools.
One unfortunate result of this trend has been that many
B schools have to hire adjunct professors to teach re-
quired MBA courses.

Worse, the integration of disciplined-based knowledge
with the requirements of business practice is left to the
student. A few years back, the curriculum committee of 
a highly regarded B school considered a proposal for a 
multidisciplinary first-semester MBA course based on the
current challenges of a well-known global corporation.
The committee rejected the proposal–but not because it
was poorly designed or pedagogically flawed; in fact, the
committee said it would be an advance over the existing
program. The problem, in the words of one faculty mem-
ber, was that “we are not qualified to teach it.”

The impact of this loss extends far beyond the class-
room. Businesspeople are starting to sense that individu-
als in the academy are not engaged in the same profession
they practice. Employers are noticing that freshly minted
MBAs, even those from the best schools – in some cases,
especially those from the best schools – lack skills their 

organizations need. At first, employers were confused
about the source of this problem, but they seem to be re-
alizing that the people who taught their new hires had
spent little time in organizations as managers or consul-
tants and that younger faculty members may not even
know many businesspeople. Today, business practitioners
are discovering that B school professors know more about
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to this long-ignored challenge by establishing the Cayuga
MBA Fund, run by students at the Parker Center for In-
vestment Research.

By whatever means they choose – running businesses,
offering internships, encouraging action research, con-
sulting, and so forth – business school faculties simply
must rediscover the practice of business. We cannot imag-
ine a professor of surgery who has never seen a patient,
or a piano teacher who doesn’t play the instrument, and
yet today’s business schools are packed with intelligent,
highly skilled faculty with little or no managerial experi-
ence. As a result, they can’t identify the most important
problems facing executives and don’t know how to ana-
lyze the indirect and long-term implications of complex
business decisions. In this way, they shortchange their stu-
dents and, ultimately, society. Things won’t improve until
professors see that they have as much responsibility for
educating professionals to make practical decisions as
they do for advancing the state of scientific knowledge.

The strongest potential force for change is the business
community, but, unfortunately, most corporate employers
have been sending mixed signals. They complain that
B schools aren’t producing potential leaders, but then
they hire MBAs with narrow specialties. What’s more,
business leaders have been unstinting in their support 
of business schools, often giving large sums of money, typ-
ically without strings. This support is interpreted as a vote
of confidence. After all, when a donor gives $30 million to
put his name on the outside of a school, one can’t blame
faculty members for assuming that donor is pleased with
what they do inside. In our view, business leaders have not
demanded enough from the educational institutions pur-
porting to serve them. But until the business community
clearly articulates its needs, deans will continue to re-
spond to calls from the faculty for more of the same.

If prestigious organizations like the Business Round-
table or the World Economic Forum were to undertake 
a study of the quality and utility of business education, the
findings would likely garner a level of attention among
faculty and administrators similar to that generated by
the 1959 Ford and Carnegie reports. We don’t think it is
healthy for corporate philanthropists to micromanage
the policies of educational institutions; but in the case of
professional schools, practitioners must adopt a gover-
nance role. The first step in this process is for corporate
leaders to educate themselves about the current practices
of the schools producing their future managers. They
might start by picking up a copy of an A-list business jour-
nal and asking themselves if the articles in it say anything
their managers need to hear.

At the risk of sounding repetitive, let us be clear: We are
not advocating a return to the days when business schools
were glorified trade schools. In every business, decision
making requires amassing and analyzing objective facts, so
B schools must continue to teach quantitative skills. The

challenge is to restore balance to the curriculum and the
faculty: We need rigor and relevance. The dirty little secret
at most of today’s best business schools is that they chiefly
serve the faculty’s research interests and career goals, with
too little regard for the needs of other stakeholders. Serv-
ing the business community by educating practitioners and
generating knowledge they can use may exist as secondary
functions at those institutions, but such objectives are hon-
ored mainly in speeches made by deans seeking donations.

The Professional Model
To balance the goals of faculty members with the needs
of other constituencies, business schools might look to
their sister professional schools in medicine, dentistry,
and law for guidance. Dental education is an apt model 
to the extent that it prepares students to deliver a service
requiring sophisticated skills and to manage hands-on en-
terprises. Research is critical to dental education, but it
plays a secondary role to the task of educating competent
and ethical practitioners. Isn’t that also the right balance
for business education?

Ultimately, however, we believe business schools would
reap the greatest benefit from emulating the most inno-
vative law schools. The law is a broad-based activity draw-
ing upon many of the same disciplines relevant to business:
economics, psychology, accounting, politics, philosophy,
history, sociology, language, literature, and so on. Law
schools, however, have not succumbed to physics envy
and the scientism it spawns. Instead, they tend to reward
excellence in teaching and in pragmatic writing. Research

is an important component of legal practice and educa-
tion, but most of it is applied research, and its validity is
not equated with the presence of a scientific patina.Law
schools recognize that a well-written book or a well-
documented article published in a serious,practitioner-
oriented review is as valuable as a quantitative article
published in a journal read only by cutting-edge research-
ers.Nevertheless,scientific publications are certainly val-
ued in law school performance assessments.A law school
professor who uses the scientific method to demonstrate
that a commonly held belief is wrong, or to quantify an
insight that is counterintuitive, will be rewarded. When
assessing the work of law school faculty members,evalu-
ators ask questions such as, Is the research important? Is
it useful? Is it interesting or original? Is it well thought-
out, well argued, and well designed? All of these queries
seem more appropriate as standards for appraising the
work of business school faculties than the narrowly de-
fined standard of scientific rigor.

Of course, not all business schools suffer from the at-
tenuated focus we find so alarming. Deans and faculties at
a few top-tier institutions are conscientiously struggling
to find ways to conduct rigorous research without aban-
doning their professional missions. At Harvard Business
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School, for instance, continued emphasis on case studies
makes practitioners an integral part of the educational pro-
cess.And Harvard helps ensure that its curriculum will keep
evolving by making course development a consideration in
tenure and promotion decisions. Similarly, Tom Campbell,
dean of the Haas School of Business at the University of Cal-
ifornia, Berkeley, has made a public commitment to teach-
ing and research in the broader and softer areas of business
that are the focus of his school’s influential–but unrefer-
eed – California Management Review.

Many second-tier B schools, especially those not housed
in large research-oriented universities, have also retained
their professional focus. (Unfortunately, the quality of ed-
ucation offered at some of those institutions harkens back
to trade school days). We are impressed with the Univer-
sity of Dallas’s recognition that an overly narrow approach
to business education may have been a factor in the Tyco,
Arthur Andersen, WorldCom, and Enron scandals. As
Thomas Lindsay, the university’s former provost, explains:

[B]usiness education in this country is devoted over-
whelmingly to technical training. This is ironic, be-
cause even before Enron, studies showed that exec-
utives who fail – financially as well as morally – rarely
do so from a lack of expertise. Rather, they fail because
they lack interpersonal skills and practical wisdom; 
what Aristotle called prudence.

Aristotle taught that genuine leadership consisted
in the ability to identify and serve the common good.
To do so requires much more than technical training.
It requires an education in moral reasoning, which
must include history, philosophy, literature, theology,
and logic….

Lindsay estimates that, before the recent scandals, busi-
ness students spent “95% of their time learning how to cal-
culate with a view to maximizing wealth. Just 5% of their
time…is spent developing their moral capacities.”To right
that balance, the Dallas business school introduced liberal
studies into the curriculum and initiated a series of intel-
lectual and ethical exercises.

Looking Ahead 
Traditionally, business schools have lacked offerings in the
humanities. That is a serious shortcoming. As teachers of
leadership, we doubt that our topic can be understood
properly without solid grounding in the humanities.
When the hard-nosed behavioral scientist James March
taught his famous course at Stanford using War and Peace
and other novels as texts, he emphatically was not teach-
ing a literature course. He was drawing on works of imag-
inative literature to exemplify and explain the behavior of
people in business organizations in a way that was richer
and more realistic than any journal article or textbook.
Similarly, when executives are given excerpts from the
classics of political economy and philosophy in seminars

at the Aspen Institute, the intent is not to turn them into
experts on Plato and Locke but to illuminate the pro-
found recesses of leadership that scientifically oriented
texts either overlook or oversimplify.

Naturally, reforming business education means more
than adding courses in the humanities. The entire MBA
curriculum must be infused with multidisciplinary, prac-
tical, and ethical questions and analyses reflecting the
complex challenges business leaders face. We are encour-
aged on this score that the freshly appointed dean of the 
Marshall School has courageously gone on record as ad-
vocating a major rebalancing of our MBA program in
order to link hard and soft skills. We certainly do not ad-
vocate that business schools, in revising MBA curricula,
abandon science. Rather, they should encourage and re-
ward research that illuminates the mysteries and ambigu-
ities of today’s business practices. Oddly, despite B schools’
scientific emphasis, they do little in the areas of contem-
porary science that probably hold the greatest promise for
business education: cognitive science and neuroscience.
In those fields, pioneering researchers use magnetic reso-
nance imaging technology to study how the brain behaves
while making economic decisions, taking into account such
factors as gender differences and the role of trust.

The problem is not that business schools have embraced
scientific rigor but that they have forsaken other forms of
knowledge. It isn’t a case of either-or. Not every professor
needs to be a switch-hitter, however. In practice, business
schools need a diverse faculty populated with professors
who, collectively, hold a variety of skills and interests that
cover territory as broad and as deep as business itself.
As the late Sumantra Ghoshal wrote in a shrewd analysis
of the problems with management education today,“The
task is not one of delegitimizing existing research ap-
proaches, but one of relegitimizing pluralism.”

Rebalancing runs against the perceived self-interest 
of many professors, not to mention the seemingly un-
stoppable trend in academia toward specialization. We
believe the most effective levers for overcoming this re-
sistance are personnel policies related to recruitment,
promotion, tenure, and other academic rewards. Instead
of blindly following the paths forged by trade schools or
traditional academic departments, business schools must
create their own standards of excellence. However, many
business school leaders now say their universities are forc-
ing them to adopt the same standards for hiring and pro-
motion used by graduate departments in the hard sci-
ences. In our view, this is often an excuse for maintaining
a dysfunctional (but comfortable) system. Other profes-
sional schools have carved out standards that are appro-
priate for their various professions; now business schools
must have the courage to do the same.
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But the power equation is shifting as viable alterna-

tives are emerging. Suddenly, nuclear power is

regaining favor, as is cleaner coal and, to a lesser

extent, renewable energy sources such as hydrogen.

But we remain a petroleum economy and, for that

reason, there’s continued interest in—and good

news to report about—imports of liquefied natural

gas (LNG) and also ongoing petroleum exploration

in exotic destinations.

Nuclear Resurgence
Nuclear power, once shunned, is becoming an

increasingly popular energy option. Why? The U.S.

government projects that use of electricity domesti-

cally will grow by 50 percent over the next 20 years.

And while natural gas has been the fuel of choice for

the past decade, recent price increases—coupled

with uncertainty about supply—have prompted

experts to explore other options. In light of this,

all the lesson Energy Economics 101: When crude oil prices consistently rise above
$40 per barrel and occasionally top $50 per barrel, as they recently did again in

early March, the consequences are pervasive. High petroleum prices have motivated a
flurry of activity around alternative ways to power the economy. What might have seemed
absurd when oil was priced at $22 to $28 per barrel—the OPEC cartel’s official price
band as recently as 2002—is now looking viable. And there’s no end in sight. Rebound-
ing western economies are thirstier than ever for energy, as are emerging economies such
as China and India, intensifying pressure on petroleum supplies and pricing. OPEC, for
its part, has recently discussed setting its official price band at $40 to $50, signifying that
high petroleum prices are likely an enduring reality.
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nuclear power is considered attractive because it is inex-
pensive; domestic supplies of uranium are ample; and it
does not exacerbate global warming, emit greenhouse
gases, or lead to any of the other environmental issues
associated with fossil fuels. Nuclear energy is reemerging
as a clean, environmentally friendly fuel and it is gaining
plenty of support.

This support extends beyond the
United States. Countries that once decided
to phase out nuclear plants, such as Swe-
den, Germany, and Italy, are reversing
those decisions, says Richard Myers, senior
director of business & environmental 
policy at the Nuclear Energy Institute in
Washington, D.C. New nuclear power
plant construction is booming globally,
according to Myers: Japan, Taiwan, and
China all have opened numerous new
plants; new plant construction is under
way in Finland; and France is considering similar plans. 

Nuclear energy produces approximately 20 percent
of domestic electricity, a percentage that has remained
stable for the past 10 years, says Myers. But this may
increase, as the United States may also soon build new
plants. Myers anticipates that as many as three compa-
nies will be submitting applications for new construction
permits in the next several months. Detailed review by
the U.S. Nuclear Regulatory Commission will take many
months, as will construction. But by 2013 to 2014, “We
are likely to see the first new nuclear plants opened in the
United States in decades,” says Myers. 

It has been a long time since the nuclear industry has
been this optimistic. Nuclear power executives believe
that the energy source’s double benefit—“low operating
costs and our very small environmental footprint,” per
Myers—is a winning combination.

What about the disposal of nuclear waste? Myers
admits this problem still needs to be resolved. “Spent fuel
management is our most significant challenge,” he says.
But Myers asserts that the science and engineering of safe
disposal have been developed; what is delaying progress
are policy and governmental issues.

The LNG Solution
For more than a decade, natural gas has been the United
States’ fuel of choice. Consumption has continued to
sharply rise, triggering supply problems as well as higher

prices. Now there may be a solution. A number of
nations, including Venezuela, Nigeria, Australia, Algeria,
and Trinidad and Tobago, have vast quantities of natural
gas they are eager to export. 

In the past, there have been various logistical prob-
lems in transporting natural gas. But new, cost-effective

transportation methods are gaining popu-
larity. Technologies have been developed to
cool natural gas to a liquefied state, aptly
called liquefied natural gas (LNG), which
can then be transported via specially built
ships. Already, Japan, Taiwan, and China
are large importers of LNG and there are
efforts to expand the United States’ LNG
capacity. How? The critical step is building
terminals where tankers will off-load the
fuel. So far, a “not in my backyard” 
resistance to LNG terminals has hampered

construction in the United States, but according to Bob
Linden, an expert with PA Consulting, “Terminal devel-
opers are getting smarter.” For instance, there are plans
under way to build terminals in nearby Mexico (four
projects have been permitted by Mexico; another eight
are under review). LNG terminals in Jamaica and the
Bahamas are also being considered. 

Will new LNG terminals ever be built in the United
States? Very possibly. Linden says proposals to build 
terminals off the California coast are receiving a great
deal of attention. John Olsen, Australia’s consul-general
in Los Angeles, supports this possibility. Since Australia
has a surplus of natural gas and California has an abun-
dant demand for the fuel, to Olsen’s eyes, this is a perfect
relationship. “We can envision the first shipments 
arriving in California as early as 2007,” he says.

Either way, two facts about LNG are plain. “The
natural gas market is moving from being a local market
to a global one, much like oil,” says Linden. The other
fact: U.S. consumption of LNG is expected to skyrocket;
government figures show LNG imports increasing by
two trillion cubic feet (42 million tons) between 2002 to
2010. By 2010, LNG is expected to account for 39 per-
cent of U.S. natural gas imports, with further increases
anticipated. LNG has become a major factor in the
nation’s fuel mix and, going forward, this trend seems
destined to continue.
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Cleaner Coal
“King Coal is back, that’s the headline for this year,”
Luke Popovich, a vice president at the National Mining
Association in Washington, D.C., says. Why? Pricing.
“On a Btu basis, coal costs one-third what natural gas
costs,” he explains.

This price advantage is rippling
through the mines of Wyoming, Montana,
and the other big coal producers. “There’s a
lot of optimism in the coal industry,” notes
PA Consulting energy expert Jerry Eyster.
That said, prices last winter “went through
the roof ”—spikes were the largest in
years—and, says Eyster, coal also encoun-
tered some transportation problems.

Even so, according to the Edison Elec-
tric Institute, in 2002, 50.1 percent of the
nation’s electricity came from coal, a simi-
lar percentage to 2004 estimates, and, Popovich says,
“No one predicts coal’s share of the electricity market will
dip below 50 percent in the period through 2025.”

Another positive trend in the coal industry has
been “significant progress with clean coal technologies,”
says Popovich, who indicates that most of the main
coal-bred pollutants have been severely reduced by
existing technologies. 

The picture may get sharper still, however, because
“work is being done to produce a zero-emissions coal
plant by 2020,” Eyster says. Dubbed FutureGen, this $1
billion initiative has been endorsed by the Bush Admin-
istration. If FutureGen is built as scheduled and delivers

on its environmentally friendly promise, domestic con-
sumption of the nation’s more-than-200-year coal supply
almost certainly will skyrocket.

Abroad, however, the impact may be just as pro-
found. The U.S. Department of Energy is explicitly
inviting foreign governments to participate in the 

project, which may lead to improved envi-
ronmental practices worldwide. “Nations
such as China and India have significant
coal supplies they intend to burn,” says Joe
Lucas, a vice president with Americans for
Balanced Energy Choices, an advocacy
group. FutureGen advocates believe that
the benefits will be global if coal is 
burned with fewer—or no—pollutants as 
a byproduct.

Today, there are literally hundreds of
research projects (some funded by the

Department of Energy, some public- and private-sector
joint ventures) aimed at reducing coal-burning emissions.
While FutureGen aims for the skies, these smaller projects
may have profound effects before 2020. They promise to
provide the tools and tactics to incrementally transform coal
from the 20thcentury’s polluter into a 21st-century hero. Our
ample supply makes this research critical, and lately, advo-
cates are increasingly optimistic about coal’s promise.

Oil Rules
Despite all of the promise of energy alternatives, the reality
is, oil is the fuel that every industrial and emerging econ-
omy demands most. Oil powers cars, trucks, buses, and, in
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Up in the Air
As petroleum prices rocket higher, suddenly there is intense interest in what may be the most Buck Rogers, sci-fi alternative fuel of all: 
hydrogen. As the earth’s most abundant element, hydrogen offers the delicious promise of ready availability and, even better, it may be the
elixir that can power tomorrow’s cars. Oil giant BP has emerged as one of the lead players in using hydrogen as a prime energy source. “We
have been working on hydrogen for at least five years,” Carol Battershell, BP’s director of alternative fuels, says.

While Battershell is notably optimistic about hydrogen’s potential, she cautions against overconfidence in the near term: “Hydrogen is
15 to 20 years away from being an everyday consumer fuel,” she explains. What is the holdup? Manufacturing hydrogen cost-effectively is
not the problem—BP alone produces 5,000 tons of it every day, mainly for use in the company’s gasoline refineries.

For mass-market use, one main obstacle is that automobile fuel cells need to be made more durable, more reliable, and less 
expensive. Infrastructure, too, is a major issue, as the logistics of getting hydrogen to market need to be resolved. But breakthrough research
is occurring. At BP, for example, the company is closely investigating the feasibility of transporting hydrogen to refueling stations while 
simultaneously looking at on-site manufacture of hydrogen at those stations. Which mode will prevail? This groundbreaking research
promises to find the best solution so that by 2020 or so, hydrogen will take its rightful place among the fuels that power the globe.
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some cases, heats homes and factories. And now two shock-
waves are rippling through the petroleum universe.

The first is what seems to be an inexorable rise in
demand. According to the U.S. Energy Information Admin-
istration, demand for oil in Asia’s developing countries will
more than double between 2000 and 2025. By 2025, the
those countries’ demand will equal that of 
the United States. In the meantime, U.S.
demand is slated to increase by 50 percent in
the same period while smaller increases are
projected for oil consumption in Western
Europe and industrialized Asia (Japan, Tai-
wan, etc). Where will the new oil come from? 

The second shockwave is that sharply
higher oil prices now make exploration
and production in what were once consid-
ered too-expensive regions economically
feasible, particularly for the largest oil
companies. Total, a France-based company (the result of
the 2000 merger of Totalfina and Elf Aquitaine) that
now ranks as the world’s fourth-largest producer of
hydrocarbons, now has production in 27 countries and
exploration and production activities in 43 countries.
Total plans to increase petroleum production by 4 per-
cent yearly through 2008. Where, how? Total is active in
Africa, where it is the largest producer; the Middle East;
South America; Asia; and elsewhere. In just one
month—January 2005—Total announced new produc-
tion or exploration activities in Nigeria, Trinidad and
Tobago, Venezuela, Australia, and Mauritania. Surpris-

ing? Not in today’s petroleum economy, where the hunt
is on in ever-deeper waters, further and further offshore,
in frigid climates, and in parched deserts. 

Oil, too, has become remarkably international in
character. While BP, Shell, and Total are among the
biggest players, now there are so many more interna-

tional companies, often with governmental
links. In early March, for example, India’s
state-owned petroleum company, Videsh
Ltd., signed a joint-venture deal with
Venezuela’s state-owned oil company,
PDVSA, to hunt for and produce oil in
India.  Such partnerships have become the
norm because the hunt for new petroleum
has gotten fiercely complex—technologi-
cally and, often, politically—and it also has
gotten ever more expensive as the search has
extended into regions that impose high

operational costs. But the payoff is shaping up to be
more petroleum discoveries in more unlikely places. A
longtime energy industry axiom is to never bet against
the engineers, because even when obstacles seem impos-
sibly high, somehow they find ways to bring the Btus to
market. There’s no reason to believe engineers will be any
less skillful in the 21st century.

Jersey City, NJ-based Robert McGarvey frequently writes
about energy for a range of leading magazines. He also has
authored a number of special advertising sections on energy
for HBR. He can be reached at: rjmcgarvey@mcgarvey.net.
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Blackout Cures?
U.S. power industry executives are increasingly confident that new tools are making the nation’s electricity grid dramatically more reliable
and more efficient. These new tools are allowing for companies to remotely monitor individual components, such as transformers, that help
shift power around the country. It was just August 2003 when the Northeast United States and parts of Canada were devastated by power
outages, but evolving technology may be making such blackouts obsolete.

“We are now producing systems that let utility companies monitor their operations, in real time,” says Randy Schreiber, a senior vice
president with ABB in Connecticut, a leader in developing advanced power technologies for utilities. “Utilities may be able to see problems
as they arise and take the steps needed to prevent them from cascading into another blackout,” says Schreiber.

Called a Wide Areas Monitoring System (WAMS), this toolset does more than simply act as an early warning system for disturbances. It
also helps provide insights that allow for the most effective, and most cost-effective, optimization of transmission capacities.

But there may be a stealth benefit to these monitoring tools. Much of the nation’s electricity infrastructure is aging. By one estimate,
the average age of a transformer is over 40 years. While utilities lack the cash to implement wholesale replacement programs, “New tools
such as ones we offer let utilities target exactly which parts are most prone to failure,” says Schreiber, “and this will let them replace what
needs to be replaced before there are problems.” This, too, is contributing to the increased confidence in the grid. 
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Total has been an innovator in oil exploration for 
forty years. Today, we are drilling to ever greater 
depths in response to an urgent need to access new 
energy resources. We have also been preparing the 
way for the future of solar energy since the 1980s. 
Through our active involvement in the development 
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populations far from electricity networks.
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Numbers tell this story. There are 1,473 biotechnol-
ogy companies in the United States. They employ
approximately 200,000 people and, for each
employee, the eight biggest biotech firms spend
more than $100,000 on R&D, according to num-
bers collected by BIO, the Biotechnology Industry
Organization in Washington, D.C. This level of
investment indicates the industry’s determination to
make itself ever-more important to our lives.

Turning a Profit
These numbers don’t lie. For 2004, south San Fran-
cisco-based Genentech reported revenues of $4.6
billion, and the company also reported significant
earnings. This is very important work, too. Central
to Genentech’s revenues are BioOncology products

such as Avastin, Rituxan, Herceptin, and other 
products that are giving new hope to cancer patients.

Genentech remains true to its biotechnology
heritage. “Our business model is about taking the
biology as we find it and using it. We don’t force the
biology,” says Joe McCracken, Genentech’s vice 
president of business development. Historically,
McCracken elaborates, drug discovery teams have
developed specific drug candidates to alleviate, for
example, high cholesterol or high blood pressure.
While that strategy may work for some companies,
Genentech focuses more closely on what its
researchers are turning up in their labs right now.

That said, Genentech clearly focuses on com-
mercial opportunities. For instance, the company
has long been a leader in angiogenesis drugs and,

iotechnology helped you wake up this morning. To reduce chlorine, your 
coffee filter was bleached with biotechnology-manufactured enzymes; your
vitamin C and B2 vitamins were made by biotechnology processes, as were

some 190 biotech-derived prescription drugs that are on the market. Over the past
20 years, the biotechnology industry has matured dramatically and is now 
making people healthier and producing products we all use. Biotechnology has
become a powerful engine for economic development in regions that have 
established themselves as biotech-friendly.
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specifically, in substances that help thwart the formation
of new blood vessels to tumors. The core idea is a simple
one: Deny blood flow to tumors and they won’t grow.
This is how Avastin, a Genentech drug approved for
patients with previously untreated metastatic colon or
rectal cancer, works. But Genentech sees more potential
for Avastin, which is now in trials to treat renal cell car-
cinoma, advanced non-small-cell lung cancer, metastatic
breast cancer, and metastatic and locally
advanced pancreatic cancer. Assuming the
positive results continue, these tests may
herald a new day of optimism for sufferers
of some of the deadliest cancers.

Genentech also plans to use its expertise
in angiogenesis to help stimulate blood vessel
growth in patients suffering from diabetic
ulcers. This is, in essence, reversing the
idea—but with potentially powerful implica-
tions. In severe cases of diabetic ulcers, for
some patients, amputation is the only
option. So Genentech is zeroing in on using
what it has learned about inhibiting blood vessel growth to
prompt new blood vessel growth. Now in Stage II clinical 
trials, this substance, called PRO128115, illustrates how
Genentech works, says McCracken. For one, “We tend to go
where other companies aren’t” and—unlike, say, cholesterol
drugs, where there are a slew of competitors—few biotech
firms are targeting diabetic ulcers. “We also like targets where
there is a strong scientific story that we understand,” says
McCracken. Genentech’s lengthy work on angiogenesis gives
the company unparalleled knowledge in this area. 

Genentech is an undisputed biotechnology leader
but, in a sign of the sector’s strength, it is not alone.
Down the California coast a few hundred miles, Amgen
is the other biotech leader, with 2004 reported revenues
of approximately $10.6 billion and income of roughly
$2.4 billion. Amgen, too, targets tough diseases such as
cancer and inflammatory diseases, and its products also
change lives.

Between them, these superstars richly illustrate the
industry’s growing profitability and also the increasing
focus on products that give hope to people who, a 
generation ago, might have had none. And Amgen and

Genentech aren’t alone. Many biotechnology firms are
now successfully introducing products that are good
news for patients and investors alike. 

Outsourcing the “Last Miles”
Another major trend behind the industry’s growing prof-
itability is the emergence of new-breed outsourcing
firms. These firms already have the product development

expertise biotech companies sometimes
need to get over the last hurdles. To bring
drugs to market, many specific steps must
be taken, in a precise order and in ways
that are satisfactory to the U.S. Food and
Drug Administration, which monitors not
just drug safety but proper labeling, adver-
tising, and so forth. It can be easy for a
small or mid-market company—particu-
larly one founded by researchers who love
the thrill of the lab but may have little
marketing prowess—to get sidetracked,
even lost, as it enters what might have

seemed to be the last mile. 
Companies like PAREXEL, a Waltham, MA-based

biopharmaceutical outsourcing firm with 57 offices in 36
countries, expertly cut through the thickets and ensure
that the right steps get taken. Among its many activities,
PARAXEL has managed HIV/AIDS trials involving
45,000 patients worldwide. When a small or mid-size
biotech firm has a promising drug candidate, increasingly
the call goes out to PAREXEL or one of its competitors
for their expertise in clinical trials management, data
management, biostatistical analysis, medical marketing,
clinical pharmacology, regulatory and medical consulting,
and other drug-development consulting services. 

The ready availability of so much expertise is a large
reason why biotechnology at last is seeing more drug can-
didates entering trials and, eventually, successfully going
to market. This is analogous to the shipping industry.
While the ship’s captain sees the vessel across the ocean, as
the ship comes into dock in congested urban areas, often
a local pilot helps the captain safely navigate into the port.
“Biotechs need guidance navigating the last miles, and
that’s where we come in,” says PAREXEL Chairman and

B3 BIOTECHNOLOGY / MAY 2005



Two months after his son Christian was born, John Nesbitt was
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CEO Josef von Rickenbach. “Many are science-oriented,
not development-oriented—and that is the expertise they
need to get their products to market in a timely way.
What we do is provide navigational help, which results in
more products reaching the patients who need them.”

Big Pharma Roars
Don’t count the big pharmaceuticals out of the race to
discover and commercialize new drugs. Some analysts do
exactly that, but in the largest drugmakers’
labs, researchers are working overtime to
streamline drug development processes.
At Novartis, says Trevor Mundel, Global
Head of Exploratory Clinical Develop-
ment, the company is integrating R&D
functions to help their scientists choose
better disease targets, i.e., ones where suc-
cessful outcomes are more probable. “We
are trying to steer away from open-ended
research and low-probability directions,”
says Mundel.

This doesn’t mean Novartis is any less ambitious 
in its targets. To the contrary, Mundel indicates that
Alzheimer’s disease, which has long stymied researchers,
remains a top Novartis target. That is because the 
company believes it has some special strengths to bring
to the chase. Furthermore, Novartis is using a core strat-
egy it calls translational medicine to focus on its
knowledge base—developed over years of prior
research—and to eliminate from consideration strategies
that it ranks as unlikely to produce meaningful results.
Translational medicine will help Novartis eliminate non-
productive drug candidates earlier and, according to
Mundel, it will lead to greater efficiency.

In the meantime, says Mundel, many labs get mired
in what admittedly are great intellectual breakthroughs,
such as genetics research. While Mundel doesn’t want to
terminate the heavy thinking, he believes that the route
to efficiency will be in rigorously holding to a patient-
centric focus: How will patients benefit now from this
approach? Novartis believes that this strategy will enable
it to move with the alacrity and precision of a biotech
firm in picking and hitting research targets.

Filling in the Gaps
Children love to poke around the cracks in a sofa, feeling

between the cushions in search of cash; often they find a

treasure trove of small change. For today’s drug manufac-

turers, a comparable activity is occurring—but it’s

definitely not child’s play and the payoffs may be huge

and critically important, too. As the big pharmaceuticals

and well-established biotech firms narrow their focus, vast

opportunities emerge for newcomers that

can find ways to profitably fill in the gaps.
One such niche product is CroFab, a

rattlesnake anti-venom that Protherics, a
190-employee biotech firm with facilities
in the United Kingdom, Australia, and
Nashville, TN, manufactures using sheep
blood. CroFab, launched in the United
States in 2001, already is the leader in its
niche, according to company president
Saul Komisar, a market he estimates at 
$80 million. And every bit as important, 
CroFab saves lives. CroFab was the first

new anti-venom drug approved for use in the United
States in 50 years, but its high level of effectiveness and
safety has persuaded physicians to make it the anti-venom
of choice. In fact, after CroFab was introduced, a big phar-
maceutical company withdrew its established anti-venom
drug, a move that put pressure on Protherics to step up
manufacturing the product. How is it made? Sheep are
injected with venom, antibodies are extracted from the
sheep blood, and eventually the anti-venom is produced.
Sheep-derived anti-venom is well-tolerated in humans,
and this has hastened CroFab’s acceptance, says Komisar.

Lexington, MA-based Cubist, another niche player,
specializes in anti-infective drugs for use primarily in
acute-care contexts. Its flagship product is Cubicin, an
anti-bacterial agent that combats skin infections. Sales in
2005 are projected to exceed $110 million, which admit-
tedly would be a rounding error on a big drugmaker’s
general ledger. But that presents an opportunity for small
biopharmaceutical firms like Cubist, says Robert Perez,
senior vice president, commercial operations. “Big pharma
is attracted to chronic therapies.” The reason, of course, is
that a prescription for a chronic therapy—a cholesterol pill

B5 BIOTECHNOLOGY / MAY 2005



http://eflorida.com/hbr
http://eflorida.com


s p e c i a l  a d v e r t i s i n g  s e c t i o n

such as Lipitor or a high-blood-pressure pill such as
Lotensin—potentially represents many years of refills. Not
so with an acute-care treatment such as Cubicin, which is
prescribed in response to a condition that, hopefully, it will
resolve in short order. Even so, Perez says that for compa-
nies that know how to pursue the acute-care marketplace,
there’s a solid upside. Marketing costs, for
instance, are comparatively low: “The data
sells acute-care products,” says Perez, who
adds that Cubicin only needs a small sales
force to target the hospital market so 
critical to the company’s success. Think
lean, keep focused, and, says Perez, 
fast-moving small companies can find prof-
itable acute-care niches. 

Industrial Biotech Has
Answers
Long an industry sweet spot, industrial

biotechnology—where industrial processes are stream-

lined by introducing new biotech-derived tools—has,

paradoxically, received scant attention. But literally 

hundreds of new enzymes and other biotechnology 

products are making it faster and easier to do business,

and industrial biotech may soon hit a home run. 
Biotech firms’ long-term efforts to convert 

agricultural wastes, known as biomass, into usable fuels
are beginning to pay off. Increasingly, these firms are
achieving success in their efforts to convert cellulose into
fermentable sugars, which can be turned into a so-called
carbohydrate crude oil. When oil is priced at $50 per
barrel, research into such alternatives gains real speed. 

For some years now, companies have converted
starches from corn and other grains into ethanol that
(usually when blended with gasoline) is used to power
automobiles. Today’s breakthrough is that new technolo-
gies will allow cellulose to be converted into fuel,
allowing much more of the plant to be utilized in these
processes. And production of ethanol from crop residues
(straw, for instance) is highly energy efficient. According
to BIO, when perfected, these processes will produce
eight to 10 times more energy than they consume, thus
reducing dependence on imported oil and the volume of
greenhouse gases released into the atmosphere. 

This is just one dramatic example of how industrial
biotechnology is, increasingly, where biotechnology
affects almost all of our lives, every day. 

Got Work?
You would have great difficulty trying to name a U.S.
state that is not actively courting biotech firms to set up

shop or expand operations there. In fact,
it seems nearly every economic develop-
ment agency is keen to lure biotechnology
companies to their locales, for several 
reasons. The main attraction is that, in the
21st century, biotech firms have all of the
excitement surrounding them that high-
technology companies had in the 20th
century. Biotech firms are also considered
clean enterprises that produce few 
environmental problems and offer high-
quality jobs. 

Surprising winners are emerging in
the race for new biotech investment. The perennial 
leaders, of course, are California and, in second place,
Massachusetts. But just as visionary biotech leaders are
challenging traditional healthcare paradigms, they are also
settling in places that might not instantly be top of mind. 

One emerging biotech hub is Puerto Rico, which
recently won more than $1.5 billion in new investments
from Amgen, Eli Lilly, and Abbott Laboratories. Puerto
Rico actually has longstanding roots in biotechnology:
“We’ve had biotechs here for over 20 years,” says Marie
Robert, executive director of the Puerto Rico Industrial
Development Company, an agency responsible for
recruiting industry to the island. Another reason for
Puerto Rico’s success in winning the biotechnology 
factories is its history in drug manufacturing. “We have a
long record manufacturing pharmaceuticals. The first
plants went in 40 years ago,” says Robert, who indicates
that, globally, Puerto Rico ranks among the top five man-
ufacturers of pharmaceuticals. Robert contends that
Puerto Rico is prepared to offer a range of favorable tax
incentives to companies that locate on the island. “We
position ourselves as the lowest-cost gateway to mainland
United States,” says Robert, who adds that companies
that settle there find the quality of the workforce 
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particularly appealing. Puerto Rico ranks ninth among
U.S. states and commonwealths in the number of engi-
neering degrees awarded, and it trails only Japan in
rankings of manufacturing days lost due to labor disputes. 

Another regional winner in the rush for biotechnol-

ogy business is Florida. Almost in stealth mode, Florida

has quietly emerged as a major biotechnology center; 54

biotech companies call Florida home.

Importantly, Florida has been gaining

strength in areas that particularly attract

biotech firms. In the past two years, 22

Florida life-sciences companies received

venture funding and, conveniently,

approximately two dozen sizable venture

funds now have set up offices in the state. 
Florida has also become the second

largest manufacturer of medical devices—
1,021 device companies employ 23,000
Floridians—and, in a large coup, Florida
houses a new campus of the famed Scripps Research
Institute. That facility, which had its ribbon-cutting 
ceremony in March, brings more than 100 staffers to
work on cutting-edge research in a new, $12 million
state-of-the-art building. A particular focus will be
biotech building blocks such as a genetics disease infor-
matics program and research into the genetics of
complex diseases. “For us, this is an historic opportunity,
and we are creating a new model for doing this work,”
says SRI spokesman Steve Kay. 

With facilities such as Scripps, Florida suddenly is
gaining favor as a genuine player in life sciences in 
general, and biotechnology in particular. Adds Enterprise
Florida CEO Darrell Kelly: "Each day, Florida's life-
sciences researchers and business professionals are 
making remarkable discoveries that can have a positive
impact on the world. Our universities, business leaders,
and elected officials are all committed to fulfilling
Florida's legacy as a hub for biotech innovation." 

The Era of Personalized Medicine 
Don’t think that today’s biotechnology has focused only
on small targets. In fact, one of the biggest goals of all

may soon become a reality, says Dr. David Nash, Chair
of the Department of Health Policy at Jefferson Medical
College in Philadelphia. “The era of personalized medi-
cine is closer than we think; it’s right on the horizon,”
says Nash. How close? “Two or three years away,” he says.

That is enormously exciting news. Many professionals
had turned away from pharmacogenomics—the study

and practice of pairing drugs and dosages
to an individual’s unique genetic makeup
to produce a revolution in healthcare. The
core idea is that, with medicine, one size
definitely does not fit all. Different
patients react differently to the same drug.
While the idea was universally praised,
until recently, progress has been slow.

Nash predicts that a sea change in

pharmaceutical and biotechnology labs

will soon occur. He contends that 

the quest for “blockbusters”—by design,

one-size-fits-all drugs because blockbusters must be 

consumable by many to earn their status—is slowing.

This places new emphasis on drugs that may have limited

applicability but, when the proper patient population

can be readily predicted using genetic scans, those drugs

may indeed be very profitable, too. 

Iressa, for example, has been approved by the FDA

for treating non-small-cell lung cancer. This disease is

deadly; there are few options for victims. And while

Iressa doesn’t help 90 percent of patients, in 10 percent,

it produces significant tumor reductions. Because of

these success rates, at some prior point in medical his-

tory, Iressa might not have won approval. Increasingly,

though, experts recognize that medicine’s weapons need

to become more personalized and more individual. As

that happens, we just may produce improved results in

individual patients, says Nash.

Jersey City, NJ-based Robert McGarvey frequently writes about

biotechnology for a range of leading magazines. He also has

authored a number of special advertising sections on biotechnology

for HBR. He can be reached at: rjmcgarvey@mcgarvey.net.
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Any company can deliver

outstanding customer

service–even convenience

stores, where low pay and

high turnover supposedly

make service a problem.

The secret: generating a

bond between employees

and the brand.
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hat company first comes to 
mind when you think about

outstanding customer service? Most of
us would single out Nordstrom or Ritz-
Carlton or one of the other luxury com-
panies so often showcased in articles on
the subject. In fact, it’s easy to conclude
from the literature and the lore that top-
notch service is the exclusive province of
a select few and that any retailer outside
that rarefied atmosphere is condemned
to offer mediocre service at best.

But even companies that position
themselves for the mass market can pro-
vide outstanding customer–employee
interactions and profit from them. Their
secret? They consider employees their
living brand and devote a great deal 
of time and energy to training and de-
veloping them so that they reflect the
brand’s core values. In fact, these com-
panies make as much effort to groom

employees as they do to develop pithy
messages about what the brand is and
does. Look at two companies in the
convenience store industry: QuikTrip
(QT), a $4 billion privately held firm
based in Tulsa, Oklahoma, that oper-
ates 462 stores in nine central, western,
and southern states, and the $2.8 bil-
lion Wawa, a privately held company
based in Wawa, Pennsylvania, that op-
erates more than 500 stores in five east-
ern states. QT has been listed as one 
of Fortune’s 100 best places to work
three years in a row; in 2005 it was
ranked number 19. Turnover rates at
QT and Wawa are 14% and 22% respec-
tively, a small fraction of the triple-digit
average turnover in the retail sector.
Wawa gets a couple of hundred appli-
cations for each position, and in 2004
QT received close to 118,580 applica-
tions for just 284 new jobs. Customers

Creating the Living Brand
by Neeli Bendapudi and Venkat Bendapudi



are raving fans. There are even blogs
and Web sites dedicated to these com-
panies. The “We love Wawa” commu-
nity on LiveJournal has more than 700
members.

But this is not just a feel-good story.
Both companies routinely outperform
the market. From 1977 through 2003,
Wawa stock has grown at an average
annual compounded rate of 17%, nearly
twice that of the S&P 500. QT’s stock
value has risen 19.2% in the past three-
year period, more than four times the
S&P’s rate. (Stock values are determined
through an independent appraisal.)

We have studied the convenience
store industry in depth during the past
two years in conjunction with the Na-
tional Association of Convenience Stores
and conducted detailed case studies of
these two companies. We uncovered six
principles that both companies embrace
to instill the brand and its meaning in
their employees–and to create a strong
culture of customer service. Both Wawa
and QT demonstrate the power, even in
minimum-wage businesses, of invest-
ment in employees to create a positive
customer experience.

Six Lessons 
of the Living Brand
Know what you’re looking for. It may
seem a truism that every organization
must have a clear vision of the skills
and characteristics it wants in its work-
force and a plan for getting them. But
few companies that hire in the mass
market have the discipline to go about
doing that rationally and systematically
or to think past such vague qualities as
“service orientation” and “good work
ethic.” Even if a company does have a
clear wish list of employee behaviors, it
needs to go one step further and decide
whether to “make or buy.” It must de-
cide which skills and qualities can be
taught and which must be hired.

QT insists on hiring “nice”people who
like people, because that’s a tough qual-
ity to teach; it’s either present or not.
Other key qualities for QT hires include
the ability to work in teams, the humil-
ity to learn from others, and an appre-
ciation for diversity. But while it focuses
on these intangibles, QT does not take
a subjective approach to hiring. On the
contrary, it puts applicants through a
rigorous, structured process that includes
a personality assessment designed to re-
veal specifics such as how patient or ex-
troverted candidates are. The personal-
ity profiles are based on the qualities of
QT’s most successful performers across
the company and are continually up-
dated and refined.

It’s hard for an applicant to game the
test, because each question is asked sev-
eral ways–and recruiters reviewing the
answers will notice any results that look
too perfect and will flag the applicant
for an especially careful follow-up. In-
terviewers probe for stories to com-
plete the picture. One manager might

ask about past experiences with difficult
customers and listen for clues about the
candidate’s service orientation. Did he
blame the customer? Did he find a cre-
ative solution? Another might ask what
life experience the candidate would like
to do over and what he or she would
do differently. All of the interviewers
have served in the positions for which
they’re hiring, so they can bring first-
hand knowledge to choosing a success-
ful candidate.

Hiring decisions at QT aren’t left to
store managers, a departure for the in-
dustry. Instead, managers in each of
the company’s eight geographic divi-
sions do all the recruiting and hiring
for their regions. There are two reasons
for this. First, centralized hiring allows
the company to maintain a consistent
employee profile so that it can assign
workers to positions and locations as
needed, though the company makes
every effort to place people in the stores
closest to their homes. Second, central-
ized hiring reduces the risk that a store
manager who is pressured for time or
not skilled in identifying talent will hire
weak employees who will bring down
a store’s brand equity and, by extension,
the company’s.

A focus on intrinsic traits, rather than
on a particular set of work experiences,
allows these companies to look past a
typical retail background to find people
who will naturally bring the right qual-
ities to the job. At Wawa, the must-have
is passion, for work and life. Since the
late 1980s, Wawa has been “importing”
teenagers from Ireland and the UK
every year to fill the demand for sum-
mer labor on the New Jersey shore. Col-
leges in Europe break in June and don’t
start up again until October (many U.S.
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colleges break in May and resume in
late August). On the Jersey shore, the
rush continues well past Labor Day,
and the competition for employees is
steep, so Wawa hires American students
for the start of the season, then brings
in the English and Irish recruits to over-
lap with the Americans and finish out
the season. The company has relation-
ships with several schools in Ireland that
have food-service programs, so these stu-
dents view the job not only as an oppor-
tunity to spend some time in the United
States but also as relevant work experi-
ence that will beef up their résumés.
And because the recruitment program
is more than 20 years old, each new
batch of students has heard things about
working at Wawa from those who came
previously. Their abundant enthusiasm
makes them good brand ambassadors.

Make the most of talent. In mass-
market retail environments, talent is
generally viewed as a commodity, and
employees are basically interchange-
able. But that outlook becomes a self-
fulfilling prophesy. Studies have repeat-
edly shown that people rise or stoop to
the expectations set for them, whether
it be schoolchildren achieving more
when their teachers are told they’re
especially bright or employees outper-
forming their colleagues after being la-
beled as fast-trackers. Wawa and QT get
more from their people because they ex-
pect more. One way they communicate
expectations is through training.

In most retail environments, training
is minimal – seven hours, on average.
Training is typically conducted off-site,
and if it’s done inside a store, it’s usually
in a low-volume outlet, where the new
employee is less likely to be in the way.
At QT, the process looks very different.
Each new full-time employee is part-

nered with a personal trainer who has
previously held the same position (the
trainer is, in fact, the person from the re-
gional hiring office who recruited and
hired that employee). The two work the
same shifts–in the store where the new
hire will work – and the trainer acts as
a buddy and mentor for two weeks. This
allows the new employee to interact
with his colleagues and provides the
best preview of life after training. That
way, the pace of work in a bustling store
won’t come as a shock.

Such investment in people continues
well beyond the initial hire. Wawa en-
courages its people to pursue degrees
in any field of study – philosophy, biol-
ogy, history – and reimburses tuition at
three colleges with which it has rela-
tionships. Executives reason that higher

education benefits individuals, the com-
munity, and Wawa by boosting employ-
ees’ confidence and critical-thinking
skills. This is a clear differentiator in the
industry. In addition, the company has
an in-house curriculum that offers more
than 100 courses, in a central training
facility, on topics as diverse as safety, in-
ventory management, and people skills.
Sometimes a store manager will decide
that his entire staff needs education on
a particular topic, and Wawa will send
the store either internal trainers or teach-
ers from the colleges. The emphasis on
learning helps Wawa to be an employer
of choice (witness its low turnover),
even though its pay is on a par with
other companies in its labor market.

People perform at their best if they
see a future for themselves at a com-
pany. Employees know they can have a
career at QT, due to its strong culture 
of promoting from within. All of its
more than 400 store managers and very
nearly all of its top executives started
at the bottom and worked their way

up. The culture fosters teamwork, too–
managers have empathy for their em-
ployees, and frontline workers have
role models to emulate. It is harder for
the rank and file to think in terms of
“us” versus “them” than it is at other
companies.

Another way QT maintains loyalty is
with its tailored benefits packages. Full-
time employees get regular coverage
from day one, and part-time employees
are offered a scaled-back plan. The com-
pany also has a medical reimbursement
plan to allow employees to save for the
expenses the plan doesn’t cover, such as
deductibles and copayments. Flexibility
is a hallmark of QT’s time-off program.
Depending on tenure, employees re-
ceive ten to 25 days of vacation, plus ten
days of sick pay, and they can purchase

an extra two weeks of vacation. All full-
time employees may request ten addi-
tional days off without pay for personal
activities such as school plays and grad-
uations. Nearly every employee takes
advantage of this benefit, an unusual
perk in the retail industry. The arrange-
ment works well for the company, be-
cause employees needing to take a day
here and there would otherwise call in
sick on the morning of the absence, and
service would suffer. QT’s policy allows
managers to get advance notice of such
absences and staff accordingly.

Finally, these companies ensure that
employees have the support they need,
both externally and internally, to do
their jobs well. Wawa involves store
managers, who have the best informa-
tion on store operations, in improving
the performance of vendors. Twice a
year, the managers formally assess se-
lected vendors’ delivery accuracy, cus-
tomer service, and other attributes. The
vendors are then given an opportunity
to discuss the feedback and determine
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A focus on intrinsic traits, rather than 
particular work experiences, allows these
companies to hire people who will naturally
bring the right qualities to the job.
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what steps should be taken to improve
performance.

The company takes the same hard-
nosed approach to analyzing the qual-
ity of internal support processes such
as marketing and human resources,
with the same expectation that perfor-
mance will be improved. When a sur-
vey showed that store managers found
it frustrating to get stuck in voice mail
when they phoned the marketing peo-
ple, for example, the department set
up a call center so that store managers
would always be immediately connected
to a live contact. In year-end reviews,
Wawa’s marketing department won
most improved, beating out even its 
external vendors.

Create pride in the brand. In retail,
service is the manifestation of the brand,
and service quality depends directly on
employees’attachment to the brand. QT
and Wawa constantly and consciously
invest in maintaining brands that em-
ployees can take pride in. Wawa has a
devoted following for its private-label
offerings, with a brand identity rare in
the convenience store industry. Its focus
is on simplifying customers’ lives, which
can mean sacrifices when it comes to

profits. ATMs in the stores carry no sur-
charge, a benefit prominently labeled
on the machines. And when lottery jack-
pots are huge, there are no long lines of
bettors to inconvenience regular cus-
tomers, because Wawa doesn’t carry lot-
tery tickets. QT was the leader in remov-
ing adult magazines from its stores – it
did so in 1986, resulting in an annual
loss of more than $1 million in profit.

Such is the attachment to Wawa
brands that the company’s 1994 move
to put Taco Bell and Pizza Hut outlets
in more than 100 stores, and Dunkin’
Donuts outlets in all stores, was met
with opposition from customers and
employees alike. Wawa had invested a
great deal in franchise fees, training
costs, facility redesign, and so forth in
this effort to meet customers’expressed
desire for more variety. But the prod-
ucts didn’t sell; customers were used to
seeing Wawa-branded items. And asso-
ciates grumbled about working hard to
build other companies’ brands – they
wanted people to come into the store
for Wawa, not for Pizza Hut. In 1996,
Wawa began to phase out the brands to
make more room for Wawa products.
The company openly discussed with as-

sociates the error of the earlier deci-
sion and acknowledged the value of
employee input.

Build community. While many con-
venience store chains have focused on
speed of transactions and sales volume
per store, Wawa and QT have made con-
certed efforts to build customer loyalty
through a sense of community. We in-
terviewed 80 customers, and almost all
of them mentioned employee friendli-
ness as one of the reasons they come
back to the stores. A Wawa coffee host
we observed in Richmond, Virginia,
greeted most people by name when
they came in and knew their coffee pref-
erences. One Wawa we visited closed its
doors for 45 minutes to allow a couple–
who had met and become acquainted
over daily coffee at the store – to get
married at “their” Wawa. We went to
the ceremony; the store was decked out
like a chapel. Wawa provided coffee and
cake, and all the store associates were
in attendance.

QT customers reported similar sen-
timents. “I feel better when I am in QT
land,” said one. “I can’t imagine my life
without QT,”said another.At both stores,
customers remarked upon two things
they believed were unique: The people
who worked at the stores seemed to be
glad to be there, and they seemed to
like one another. The perceived sense
of community among store associates
appears to spill over into a sense of com-
munity with customers.

Both companies have strong com-
mitments to local charities and causes.
Customers in one area mentioned that
Wawa provides coffee and other bever-
ages to families of patients at a local
children’s hospital. QT allocates 5% of its
annual net profits to charity (the same
percentage donated by Target, which is
sometimes held up as a community-
investment model). QT has partnered
with Safe Place, a nonprofit that helps
get runaways and other troubled youths
off the streets.QT’s stores are ubiquitous
in its market area, so they make great
havens. A store employee will offer a
young person seeking help something
to eat and drink while a Safe Place vol-
unteer is called to pick up the person
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and take him or her to a place to stay or
get professional help.

The community spirit is evident in-
ternally, too. At Wawa, when a store
faces a natural disaster or a personnel
difficulty, the manager can count on the
Wawa flock to provide support until
the store is fully functional. Managers
came from hundreds of miles away to
help clean storefronts and do whatever
else was necessary after Hurricane Isa-
bel smashed into the Virginia area in
2003. (“Wawa” is a Native American
word for Canada goose, and employees
often point to the cooperative migra-
tory habits of geese as an inspiration for
their sense of community.)

At QT, the community feeling extends
to the customer-service appraisal system
and the reward structure. The emphasis
is on the team’s performance in satisfy-
ing and delighting customers. If a mys-
tery shopper–someone who visits a store
anonymously and reports on service–is
especially impressed with a particular
employee, everyone on staff at the store

during that shift receives a bonus, be-
cause the company believes that indi-
vidual rewards would undermine the
message that all employees contribute to
the customer’s experience. Outstanding
individual contributions are recognized
with a note from the CEO.

Share the business context. Employ-
ees need a clear understanding of how
their company operates – particularly,
how it defines success. Wawa considers
an employee successful if he or she acts
to preserve the level of trust that the
company has built up over many years.
(In the 1950s and 1960s, when women
were entering the workforce and leav-

ing their homes empty during the day,
Wawa milkmen were commonly trusted
to use hidden keys so they could put de-
liveries in refrigerators.) Because they
understand the company’s values, em-
ployees don’t have to follow a rigid set of
rules – they just have to behave in ways
that meet customer needs.

Employees also need to know how
their work affects companywide finan-
cial performance and how the company
arrives at its targets. Armed with this in-
formation, workers can better under-
stand the decisions of upper manage-
ment and improve job performance.
Both QT and Wawa show a remarkable
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While many convenience store chains have
focused on speed of transactions and volume 
of sales per store,Wawa and QT have made
a concerted effort to build customer loyalty
through a sense of community.



openness in discussing company perfor-
mance and strategy with associates. At
QT, every full-time associate is trained
to read the store’s monthly financial
statements and earns a bonus that is
based on the store’s operating profit.

QT executives are quick to dissect
their mistakes, from the installation of
individual gasoline pumps along the
sidewalk for drivers’ convenience (cus-
tomers didn’t like the arrangement, so
QT switched to a more typical pump

setup) to failed products and catego-
ries. One of the purposes of this policy
of openness is to encourage innovation
by conveying the company’s tolerance
for well-meant mistakes. Chet Cadieux,
the CEO, tells employees that as long 
as the company hires smart and caring
people, no employee can make an error
that the company cannot recover from.
In a recent meeting introducing a new
product category, he told employees
that there might be missteps along the

way. The point, he emphasized, was to
try to minimize them but not to let the
fear of a mistake stifle innovation among
associates, an important source of new
product ideas. Wawa coffee, which has
a devoted following, was introduced be-
cause a lone employee decided to offer
brewed coffee in a store. And as we write
this, the company has a contest on its
intranet for the best recipe for mixing
fountain drinks. The winner will get
$100, and the recipe will be posted in
the store.

Satisfy the soul. Researchers suggest
that to truly harness an individual’s cre-
ativity, to get her full passion and en-
gagement, a company must meet her
needs for security, esteem, and justice.
Security. QT’s employees know that

their safety and well-being are of para-
mount importance to top management,
which deploys technology and staffing
models to create a sense of security.
No employee ever works alone. The
stores are brightly lit both inside and
out. Every store has a raised checkout

Our Study
To learn how Wawa and QT have become known as both employers of choice and
retail stores that are an integral part of customers’ lives, we conducted an in-depth
study involving observation and interviews with top managers, store associates,
and customers. The companies coordinated about half of our visits and informed
the store managers that we were coming. During those visits, we got permission
from the store teams to talk with customers. The companies gave us store coupons
that we offered shoppers to thank them for participating in the study. The rest of
the time, we went unannounced so that we could quietly observe such things as the
upkeep of the stores and interactions between customers and employees.
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stand and uncluttered front windows to
ensure visibility from the street. The
company sets the industry standard in
the number of sophisticated alarm and
video monitoring devices in every store.
For several decades, Wawa has staffed
stores with more than two associates 
at a time to increase safety.

Esteem. The emotional and physical
demands of a service job can be wear-
ing, so Wawa provides rejuvenation by
celebrating successes and milestones.
Employees are informed about store
performance every month, and each
year, the top 20% of store managers and
store supervisors, determined by finan-
cial performance and improvement
over the previous year, are inducted into
the President’s Club. Induction means a
three-night trip with a guest to a resort
location for a series of events that cul-
minates in the President’s Club ring cer-
emony, held in some dramatic setting
such as a major-league baseball park or
ancient ruins. The choreographed ex-
travaganza carries a motivational mes-

sage and is designed to inspire managers
to create an atmosphere of excellence at
their stores. The President’s Club is an
important part of a corporate culture
that emphasizes celebration and the im-
portance of employees’ taking the time
to support one another.

Every month, mystery shoppers eval-
uate Wawa stores along the company’s
brand standards, which detail expecta-
tions for every element of the store ex-
perience, from waiting time to the fresh-
ness of the food to the cleanliness of the
restrooms. High-scoring teams are vis-
ited by the “prize patrol,”which brings re-
wards and a party. Every quarter, associ-
ates from the prize patrol stores are
entered into a drawing for trips to Dis-
ney.Even part-timers from the teams get
a chance to win vacation trips – one got
a trip around the world.

Justice. So that workers will feel they
are being treated fairly, Wawa gives el-
igible employees (people who have
been at the company for more than a
year and work more than 1,000 hours

a year) a share in about 10% of the com-
pany’s base profits. It has expanded its
employee stock-ownership plan and is
offering associates an opportunity to
purchase additional shares. A mark of
employee confidence in the company:
Some 29% of company shares are held
by associates.

• • •
At first glance, the investments that
Wawa and QT make in their living
brands may seem excessive. Executives
are quick to agree that both organiza-
tions spend more than their competi-
tors, though as private companies they
keep the numbers close to the vest.
“How can they afford to do that?” is a
question we have heard as we have
shared these stories of uncommon ser-
vice quality in a commonplace industry.
The leaders of Wawa and QT would
most likely reply: “How can you afford
not to?”
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any companies have become 
good at managing costs and mas-

tering manufacturing efficiencies. The
TQM and Six Sigma movements have
seen to that. But the discipline so often
brought to the cost side of the business
equation is far less common on the rev-
enue side. As a result, many companies
continue to leak cash from the top line.

In this article,we describe how a global
manufacturer of industrial equipment,
which we will call Acme Incorporated,
applied Six Sigma rigor to its price-
setting process for one product line to
great effect. Acme met its target of in-
creasing annual revenue by $500,000
in less than three months. When Acme
subsequently raised list prices across the
board, the company reaped the full
value of the increase for this product
line, but much less in others. And in just
six months, annual revenue increases
reached an eye-popping $5.8 million for
this product line alone, all of which
went straight to the bottom line as well.

Not only did the reforms stem the
revenue leaks, they also removed much

of the organizational friction that had
long bedeviled the company’s pricing
process by making it clear who had au-
thority over which pricing decisions. Un-
certainty about pricing policy (or rather
the appearance of it) may help sales-
people in their negotiations with cus-
tomers, but it does a company no good
for its own people to be confused and
conflicted on that score.

At Acme, that tension was readily ap-
parent. On the one hand, Acme’s sales
reps saw their mission as building mar-
ket share – senior management’s stated
aim. Being close to the customer, they
felt they knew what the best price was.
They saw the pricing managers and an-
alysts as an obstruction, out of touch
and too slow to respond to changing
facts on the ground. They would often
circumvent the necessary checks and
controls on invoiced prices, potentially
eroding the company’s profit margins.

For their part, the pricing analysts
saw themselves as the guardians of
Acme’s profitability, providing essential
pricing analysis and, in their opinion,JO
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quick turnaround on approvals. As we
will see, the Six Sigma project generated
hard evidence that significantly reduced
the tension in this uneasy Sales–Pricing
relationship, which became less influ-
enced by gut instinct or emotion.

The Problem
The trigger for the project was a change
in market conditions, which put Acme
under considerable pricing pressure.
The price of two key raw materials, steel
and petroleum, had risen quickly and
sharply, threatening to inflict a projected
$20 million in unplanned annual incre-
mental costs on the company. Some of
its steel suppliers had even refused to
honor existing contracts. Overall, aver-
age costs had doubled within the space
of a few months.

The company had no choice but to
raise list prices. But by how much? Raise
prices too much, and Acme stood to
lose customers to rivals. Raise prices too
little, and it would not be worth the ef-
fort to announce and implement the
change. Moreover, Acme could not be
sure whether a nominal increase in list
prices would even hit the bottom line.
The organization’s pricing processes
made it difficult to control the price that
was actually invoiced.

Acme’s myriad products could each
be configured in numerous ways, ac-
cording to customers’ needs, and the
company published list prices for every
possible configuration. But each sale
then had its own individually approved
discount and hence its own invoiced
price. Prices and discounts were set by
the pricing division. Acme’s sales divi-
sion had market-specific blanket ceilings
for percentage discounts on all prod-
ucts, and sales reps had to obtain au-
thorization from Pricing to offer deeper
discounts. Pricing either approved the
request or set a slightly higher approved
price, typically expressed as a percent-
age of the list price. After the transac-

tion was completed, Sales invoiced the
customer with a final transaction price,
which was (in principle) the same as or
slightly higher than the approved price.

But it was well known that top man-
agement frowned on losing market
share, and the absence of any effective
controls encouraged some salespeople
to short-circuit the process. A sales rep-
resentative would ask Pricing for a dis-
count that was much deeper than the
guidelines allowed for, and even if Pric-
ing complied, the representative might
offer a further, unapproved discount to
close a deal. For instance, one order ap-
proved by Pricing at $81,000 was actu-
ally invoiced at $75,000, and another at
$31,000 was invoiced at $28,000.

With tens of thousands of sales trans-
actions per year, the task of making sure
each invoice accorded with the list and
approved prices was daunting. But the
lack of control over final prices meant
that even if Acme could work out how
much of a hike in list prices the market
could bear, the company still could not
be sure it would actually see the in-
crease in each transaction or even over-
all, across transactions.

The Project
How to get a grip on the situation? Se-
nior managers began by considering
what other parts of the organization
had done to bring similarly variable
processes under control. They knew that
Acme had enjoyed considerable success
in reducing manufacturing variability
by applying the famous Six Sigma disci-
pline. Employees from different func-
tions and organizational levels under-
stood the methodology, and some had
company-specific Six Sigma certifica-
tion, holding titles like Green Belt and
Black Belt, following the example of
such companies as Motorola and Gen-
eral Electric.

It seemed to Acme’s executives that
pricing closely resembled many manu-

facturing processes.A product’s invoiced
price could be considered a final prod-
uct, the result of a “manufacturing”pro-
cess encompassing several stages. They
decided, therefore, to pilot a Six Sigma
pricing project in one of the company’s
North American subsidiaries. If the
project led to better control of final
prices, they could roll out the approach
throughout the company’s entire global
operations.

A manager from Pricing was ap-
pointed as project manager to carry
out the five Six Sigma steps: define,
measure, analyze, improve, and control.
He was given the help of a Six Sigma
expert, or Master Black Belt, recruited
from the manufacturing side. The proj-
ect sponsor was the senior executive re-
sponsible for pricing.

Definition. The first step in any Six
Sigma project is to clarify the problem
and narrow its scope in such a way 
that measurable goals can be achieved
within a few months. Then a team is 
assembled to examine the process in
detail, suggest improvements, and im-
plement those recommendations. In the
manufacturing realm, project manag-
ers and their sponsors typically begin
by defining what constitutes a defect
and then establish a set of objectives
designed to reduce the occurrence of
such defects. (The phrase “Six Sigma”in
fact implies a goal of reducing the num-
ber of defects to less than 3.4 per mil-
lion occurrences, assuming that the
quality of a product’s attributes varies
according to a normal bell-shaped dis-
tribution pattern.) 

Acme’s project manager proposed
that a defect should be defined as a
transaction invoiced at a price lower
than the one Pricing had approved (or
lower than those allowed by the current
blanket guidelines, when approval had
not been sought). Note that defects are
being defined in relative terms, accord-
ing to the blanket discount ceilings set
for the salespeople and the guidelines
established by the pricing analysts. If
the market were to take a turn for the
worse, the ceilings could be raised; if
the market were to strengthen, they
could be lowered. A defect occurs only

136 harvard business review

T O O L  K I T •  Six Sigma Pricing

ManMohan S. Sodhi (mohansodhi@gmail.com) is an associate professor at the City
University’s Cass Business School in London. Navdeep S. Sodhi (navdeepsodhi@gmail
.com) is a pricing strategist who has worked in the airline, medical device, and manu-
facturing industries. He is currently director of global pricing at Kennametal Inc., a tool-
ing solutions company based in Latrobe, Pennsylvania.

mailto:mohansodhi@gmail.com
mailto:navdeepsodhi@gmail.com
mailto:navdeepsodhi@gmail.com


when the actual invoiced price is out of
compliance with the guidelines.

Once the definition of a defect was
set, the project manager, with the help
of the sponsor, recommended an ap-
propriate scope for the project – that is,
whether it should be limited to only one
particular product line or applied to sev-
eral. In this case, the project sponsor lim-
ited the scope to a single product line.

The next step for the project manager
is to propose a charter for the project
that specifies the expected deliverables.
Given the definition of a defective price,
it was clear that this project would have
to deliver: 
• a better understanding of the existing
pricing process;

• a modified process to control and,
hence, improve final transaction prices; 

• ways to track improvement in final
prices and to monitor compliance with
the process and with pricing guidelines.

Next, to collect data, carry out analy-
sis, and ensure everyone’s buy-in for any
subsequent implementation, the proj-
ect manager enlisted people from the
pricing, finance, marketing, IT, and sales
divisions to be part of the Six Sigma
team. The various team members were
selected for their functional and ana-
lytical expertise. The finance person, for
example, was chosen because she was
familiar with the many pricing-related
reports Acme was currently generating
and also with many of the company’s
data sources.

In addition, to endow the project with
institutional backing and to ensure that
team members had good access to data,
the project manager asked people in po-
sitions of influence at Acme to serve on
a steering committee for the project.
The chair of the committee was the proj-
ect sponsor. Other members included
the director of sales, the vice president
of IT, the vice president of finance, and
the vice president of marketing. They
agreed that the project manager would
meet with the team and the steering
committee as needed to keep them ap-
prised of the project’s progress.

The first duty of the team was to con-
firm the proposed problem definition
and project charter and to set a financial

goal for the project. That was no easy
task, as it was the first time Acme had
embarked on such a project. Nonethe-
less, the team set a goal of increasing
revenues by $500,000 in the first year
following implementation. This addi-
tional revenue was to come entirely
from more efficient price management–
in other words, from actions that did
not incur any losses in market share or
sales volumes. This was a far more am-
bitious number than Acme had ever set
for comparable manufacturing or ser-
vice Six Sigma projects, which had typi-
cally delivered average annual cost sav-
ings of less than $100,000.

Measurement. In the second step of
a Six Sigma project, the team gathers
data and prepares it for analysis. At
Acme, the project manager began by
mapping the price agreement process,
with team members helping to fill in
process details. To generate and verify

the information he needed, the project
manager formally interviewed eight
colleagues from five functional divi-
sions: IT, sales, pricing, finance, and
marketing. He also sought informal
feedback from other people in these
functions. As a result of this exercise,
the team was able to draw a high-level
diagram of the entire process showing
the flow of information from one step
to the next (see the exhibit “What Are
We Doing?”).

The map was supported by docu-
mentation detailing the inputs (called
X’s, in Six Sigma parlance) and outputs
(Y’s) associated with each step, showing
all the people and IT systems involved,
and specifying whether the decision-
making inputs could be controlled by
Pricing or Sales. The eventual output
variable for the entire process is the
final transaction price, but intermedi-
ate steps have their own intermediate
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outputs. For example, after an initial
discussion with a customer, the output
could be an agreed upon price that con-
forms to guidelines, or it might be a
proposed price that would have to be
referred to Pricing for approval. The in-
puts are the characteristics of the deal,
such as the product type, order size, or
time of year.

The map revealed a pricing process
with six main steps, which seemed
straightforward in principle. But it was
clear that in practice the sequence did
not work smoothly, that it was replete
with exceptions and shortcuts, and that
the quality of inputs available to Sales
or Pricing personnel in any step could
be quite poor.

1. Perform initial price assessment with
customer (Sales). The inputs for this are
the list price, the blanket discount guide-
lines for Sales in the particular market,

and the customer’s product and pric-
ing requirements. The output is a ten-
tative price (that is, a discount off the
list price). Approval is needed from Pric-
ing if the discount is deeper than the
maximum authorized for the particular
market.

2. Submit price approval request to Pric-
ing (Sales). For the Pricing personnel re-
ceiving such a request, the inputs are
the price the sales rep has requested and
the guidelines for pricing analysts. In
practice, sometimes this step, and most
of the subsequent ones, were circum-
vented when a sales rep offered a final
discounted price to the customer with-
out prior Pricing approval.

3. Compile quotation information (Pric-
ing). The input is the information about
the customer and the order provided
by the sales rep to support his or her
request. The output is the complete de-

tails of the transaction in question. This
step should be trivial but often, in prac-
tice, the sales rep did not or could not
provide enough information about the
quotation, and the Pricing analyst or
manager would have to chase around
to get the missing information.

4. Review and analyze quote (Pricing).
Inputs are the completed quotation in-
formation generated in the previous
steps (including the tentative price the
sales rep has requested); reports sum-
marizing the history of similar trans-
actions in the particular market; and,
when available, reports of similar trans-
actions with the same customer. In the-
ory, such reports would guide Pricing’s
efforts to accept or modify the price re-
quested and to produce the output–the
tentative approved price. In reality, with
information scattered in different com-
puter systems, the guidelines available
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to the pricing analyst could be quite
poor. Or the sales rep might request 
a very quick turnaround, leaving little
time for a pricing analyst to carry out
this step effectively.

5. Communicate approval to sales office
(Pricing). The input is the tentative ap-
proved price from the analysis in the
previous step and any additional infor-
mation regarding the order and cus-
tomer. The output is the approved price.
This should be the penultimate step be-
fore the sales rep approaches the cus-
tomer but, in practice, this could instead
be the beginning of a prolonged nego-
tiation between Sales and Pricing. Other
people may weigh in at this point as
well, and the final approved price could
end up quite a bit lower because of pres-
sure from a manager or from a more se-
nior sales or marketing executive.

6. Submit price to customer (Sales). The
input is the approved price. The output
is the tentative price for invoicing that
the sales rep submits to the customer. At
this point, the sales rep should simply
be offering the customer the approved
price. But this entire project was based
on the observation that the price the
sales rep actually offered the customer,
as indicated by the invoice from the sub-
sequent transaction (if there was one),
could be quite a bit lower than the ap-
proved price.

Before moving on to the next stage
of the project, the team assessed the
quality of the input data that supported
the pricing process. It would be difficult
to improve the process if the current
steps systematically produced faulty
data.Moreover, the team needed to have
faith in the numbers on which it was
going to base its findings and recom-
mendations. By examining representa-
tive samples of data in detail, the team
was able to confirm that the actual sales
transaction data were by and large sta-
ble and reliable, even though different
reports presented the information in
different formats.

Analysis. Once a process has been
mapped and documented, and the qual-
ity of the hard data supporting it has
been verified, the Six Sigma team can
begin the analysis. The team members

usually start by meeting to identify 
the ways in which people fail to act as
needed or fail to assert effective control
at each stage.

To aid in this analysis, the Acme team
used a common Six Sigma tool called
the Cause and Effect (C&E) Matrix to
guide discussion. With the help of the
Master Black Belt, the project manager
held a workshop using the tool to iden-
tify problems and put them in order of
priority. The rows on the C&E matrix
list all the steps in the current process,
and the columns list all of the require-
ments a particular process customer has
for the entire process. Each requirement
is then weighted according to how 
important it is to that customer. (See
the exhibit “Which Steps Matter?”) For
Acme’s team, the customers were senior
executives who wanted better controls
in the pricing process and, eventually,
better price performance.

The team did not actually assign
number scores. Instead, members used
the structure of the matrix to focus on

possible causes for lack of control at
each step. The process diagram was pro-
jected as a slide, and team members
used a whiteboard to discuss each step
in turn. The main findings from this ex-
ercise suggested that the defects arose
largely from problems in steps 1, 4, and
6, and from failures in reporting.

• Step 1. The team found that the abil-
ity of the sales reps to help customers
select the right products, and the right
features for those products, was critical
to managing customers’ price expecta-
tions. Unfortunately, salespeople’s fail-
ures in assessing customer require-
ments could not be easily detected and
controlled.

• Step 4. The key constraint here was
time; sales reps sometimes wanted dis-
count approval within hours of for-
warding a request, which made it diffi-
cult for pricing analysts to work out
whether or not the discount was rea-
sonable. Giving Pricing more time for
analysis would make it easier to reduce
the incidence of defective prices.
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• Step 6. Sales reps sometimes offered
final prices to customers without prior
approval, leaving Pricing with little
choice but to OK the price after the fact.
The team agreed that such situations
should be tracked.

• Reporting. Information about trans-
actions was not gathered or presented
in a consistent manner. The unit’s vari-
ous functions generated more than a
hundred different transaction reports
that summarized sales data by product
line, market, and other ways at weekly,
monthly, or quarterly intervals. Dis-
crepancies and redundancies in those
reports led to variability in the deci-
sions analysts came to in deciding prices.
This meant that managers could neither
track pricing defects easily nor obtain
the data they needed for Step 4 in time

to do adequate due diligence on price
quotes.

After completing the C&E work-
shop, the project manager did a stan-
dard statistical analysis of transaction-
level data for all of the individual
transactions that occurred in the two
years before the project started. As the
exhibit “What Are We Really Charging?”
reveals, he confirmed that actual trans-
action prices were distributed along
normal bell-shaped curves around the
average transaction prices. But he also
discovered distinct bell curves for dif-
ferent transaction sizes: average dis-
counts increased the higher the list price
of the transaction. That indicated that
many customers were willing to pay
higher prices for smaller transactions,
suggesting that pricing guidelines could

and should be differentiated for different-
sized transactions.

In addition, the analysis revealed that
salespeople serving certain territories
within the same market had a greater
tendency than their colleagues in other
territories to invoice at prices either
significantly higher or lower than ap-
proved. The team concluded from this
analysis that different pricing guidelines
needed to be set not only for different
transaction sizes but also for different ter-
ritories within the same market and pos-
sibly even for different customer groups.
Pricing guidelines had always been mar-
ket specific but were not differentiated
by transaction size, by territory, or, for
the most part, by customer group.

Improvement. The results from the
analysis created a lot of positive buzz
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4. List all of 
its inputs.

1. List the customer’s 
requirements for the 
process as a whole.

2. Rate how important each 
requirement is to the customer.

5. Rate the effect each step has on 
the customer requirement.

6. Multiply the importance
rating by the effect score
for each step. Add across
to get a score that indi-
cates how important the
step is for meeting the
customer’s requirements.

The Cause and Effect Matrix is one of the basic
tools of any Six Sigma project. It is a systematic
way to judge the impact of each step on the pro-
cess’s customers (whether internal or external) 

as a prelude to prioritizing underlying problems
and identifying their causes. In this example,
we’ve filled in two steps, and senior management
is the customer.

Which
Steps
Matter?

Importance of Process Step 
to Requirement (score 1–10) 

Customer Requirements

3. Describe each step 
in the process.



among Acme’s senior managers. It was
time to recommend modifications to the
existing process to decrease the number
of unapproved prices without creating
an onerous approval process. Response
speed was critical for salespeople so they
could continue to act quickly and close
deals. But this was a challenge for pric-
ing personnel. What they needed, the
team concluded, was clear guidelines to
help them decide when they should or
should not approve any deeper-than-
usual discounts that Sales had requested
or promised to customers.

So the team proposed giving gradu-
ated discount approval authority to 
individuals in three levels of the organi-
zation’s hierarchy: sales reps or manag-
ers, pricing analysts, and the pricing
manager. Finally, at a fourth level, top
executives could continue to approve
discounts without any limit. So, for ex-
ample, in one particular market for a
transaction size between $100,000 and
$150,000, a sales representative could
offer any discount up to 30%, but to be
able to offer an even lower price to 
a customer, he would have to contact a
pricing analyst for approval. She would
first check against the guideline price
for that region, type of product, trans-
action size, and perhaps other criteria,
and use this to negotiate with the sales
rep any further discount, up to 35%. If
the sales rep felt that the situation de-
manded an even lower price than the
analyst could authorize, the request
would be elevated to the pricing man-
ager, who could approve a discount of
up to 40%. If the salesperson was going
for an even lower price, the request was
passed up to a specified group at the top
leadership level, which alone could ap-
prove a higher discount. Making both
the guidelines and the escalation pro-
cess clear made the process more effi-
cient and faster.

In cases where sales representatives
had already offered a customer a price
and needed post hoc authorization, the
new process required that the rep in-
volve his boss, who would have to
e-mail or call Pricing for approval. The
price already offered would still be hon-
ored, but now reps could be held more

accountable for making unauthorized
commitments.

The new distribution of pricing re-
sponsibilities required a process for de-
veloping–and, from time to time, reeval-
uating – all of the discount limits. To
ensure that limits did not become out-
dated, the team created a spreadsheet
tool that let Pricing work off recent
transaction history.

The team also created exception
codes that enabled Acme to track the
reasons for variations in prices. The
codes made it clear who had been in-
volved in the decision to deviate from
guidelines. For instance, if someone
from the leadership had approved a
deep discount, the eventual transaction
was tagged with a Leadership Approval
code. If Acme needed to match a com-
petitor’s aggressive price, the pricing
manager could approve a low price that

was tagged with a Competitive Match
code. If a sales rep had already promised
a price to a customer before getting
approval, the transaction would have
to be tagged with a Sales Error code.
What’s more, Pricing would now have
24 hours to do due diligence before 
approving a price request, and Acme
tracked which sales reps consistently
asked for extra-fast turnarounds.

Control. In the final stage of a Six
Sigma project, the team creates controls
that enable the company to sustain and
extend the improvements. Acme set up
a monthly review at which executives –
mainly the vice presidents of market-
ing, sales, and finance, along with their
direct reports – look at the company’s
overall performance and at particular
geographic markets and transaction
sizes to see if the new process is indeed
resulting in higher average transaction
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At Acme, analysis of two years’ sales data showed that the

higher the list price, the deeper the mean discount tended

to be. For large transactions with list prices in the $200,000

range, for instance, the mean price negotiated with the cus-

tomer was 50% lower than list. For transactions in the $5,000 range, the

mean price Acme actually charged was 60% of the list price. This suggested

that Acme could improve average prices by differentiating the pricing

guidelines for transactions of different sizes – precluding deep discounts,

for instance, on small transactions.
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prices, fewer exceptions, and no loss in
market share. If prices are under con-
trol but the company is losing market
share, it might be a sign that Acme
needs to review its pricing guidelines
or the way sales reps are managing
their territories. If the review group no-
tices that a particular sales rep is fre-
quently making Sales Error transac-
tions, the rep’s boss will take a closer
look at how that person is negotiating.
And if the review group sees that trans-
actions of a particular size regularly re-
quire the pricing manager’s approval,
the group would instigate a reexamina-
tion of the pricing guidelines for that
transaction size.

The Payoff
The initial goal of generating half a mil-
lion dollars in incremental revenues
in the first year was handily exceeded in
only three months. More important, fol-
lowing a subsequent across-the-board
list price increase, the average transac-
tion price for the pilot product line went
up by slightly more than the list prices;
in other words, the increase was fully
reflected in the top line. But other prod-
uct lines realized less than half the in-
crease. That list price increase, together

with the tighter controls the Six Sigma
team developed and implemented, re-
sulted in the $5.8 million in incremental
sales in just the first six months follow-
ing implementation going straight to
the bottom line.

From an organizational perspective,
the Six Sigma approach has consider-
ably reduced the friction inherent in the
Pricing–Sales relationship. The exercise
of systematically collecting and analyz-
ing price transaction data gave pricing
analysts hard evidence to counter the
more intuitive claims that the sales staff
had typically advanced in negotiating
discounts. A frequent refrain, for in-
stance, was: “My customers want just 
as high a percentage discount for a
$3,000 transaction as they would get
for a $300,000 one.” Now that Pricing
knows for certain that Acme’s custom-
ers tend to accept lower discounts on
smaller transactions and that some cus-
tomers are willing to pay higher prices
than others, analysts can more easily
push back when negotiating price ap-
provals with sales staff. They can re-
spond confidently and authoritatively
when sales reps ask questions like
“Why is my authorized price higher
than those in another market?”or “How
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come we don’t authorize the same price
for all customers?”

Salespeople, for their part, are less
likely to feel that the negotiation with
Pricing is driven by political motives or
by a purely personal desire to assert con-
trol, and they can, of course, use the
same data to press their own points. It
became clear, for example, that some
sales offices that had previously been
under scrutiny for aggressive pricing
practices had in fact been acting per-
fectly reasonably given their local mar-
ket conditions.

In light of the project’s success and its
low cost, Acme is rolling out Six Sigma
pricing across the entire organization.
Other companies operating in competi-
tive environments can also benefit from
Acme’s experience as they look for ways
to exercise price control without alien-
ating customers. They can transform the
tenor of the relationship between their
pricing and sales staffs from adversity to
relative harmony by giving them a pro-
cess for making joint decisions that are
aligned with company objectives and
based on solid data and analysis.
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Complimentary Business Class travel for 
your companion kicks off our new service.

Fly New York - Bangkok nonstop aboard our 
brand new Airbus A340-500.

To celebrate the introduction of our new nonstop service from New York to
Bangkok and the fastest service to Southeast-Asia, your roundtrip Royal Silk
(Business) Class ticket translates into a complimentary trip on the same flight
for your companion as well. You can both discover more space, more comfort,
more personal entertainment, and our legendary Royal Orchid in-flight service
aboard our well-appointed Airbus A340-500. Equally ground breaking is the
Premium Economy Class that redefines air travel, conceived for optimum 
comfort, with the widest seat in its class.

For reservations or more information, please call your local travel agent or 
Thai Airways at 1-877-THAI AIR.
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and, most important, gather confiden-
tial references for our candidates from
as many as 15 to 20 independent and
objective sources. We now also engage
specialized investigative firms, which
conduct due diligence to uncover any
potentially devastating skeletons in the
closet. On the basis of our three-year re-
search effort on the best and worst lead-
ership transitions, we are able to go well
beyond the search to ensure that our
placements achieve a successful first 100
days as well.

Charan’s comment that “Just three
recruiters control some 80% of the For-
tune 100 CEO search market…and one
or two people within those companies 
direct the most important searches”has
some statistical truth to it, but it is dan-
gerously misleading. Several members
of our firm who are associated with CEO
succession may be more visible, but our
searches are always team efforts. We
routinely have multiple partners work-
ing on major assignments. In one recent
representative, high-profile CEO search,
for example, no fewer than eight part-
ners developed candidates around the
world. Some of the successful outcomes
we have helped bring about for our 
clients include placing Terry Semel at
Yahoo, Jim Kilts at Gillette,and Ed Breen
at Tyco International.

Finally, Charan makes a sweeping
statement about “the trouble with out-
siders,” asserting that new leaders im-
port new management teams, causing
a collapse of morale, continuity, and mo-
mentum. This is simply not true. Most
high-performing new CEOs do not blow
up management teams. Witness Jim
McNerney’s revitalization of 3M and Ed
Zander’s similar feat at Motorola, both

Ending the CEO Succession Crisis

Ram Charan’s article “Ending the CEO
Succession Crisis”(February 2005) raises
many important points. However, it pro-
vides a distorted and damaging impres-
sion about the role of executive recruit-
ers in the process. We at Spencer Stuart,
the executive search firm, strongly agree
that adding rigor and board leadership
to CEO succession is a positive develop-
ment for corporations around the world.
In fact, executive recruiters have been
leading the way in this effort.

The statement that “Too often, new
leaders are plucked from the well-worn
Rolodexes of a small recruiting oligar-
chy” is not only inaccurate, it is offen-
sive. Spencer Stuart follows a rigorous
process based on in-depth interviews
with the board and, when appropriate,
members of the management team. We
develop specific and measurable selec-
tion criteria that drive our research ef-
fort, which is as comprehensive as it is
exhaustive. We assess candidates against
the criteria, perform financial analyses,
review publicly available information,

We welcome letters from all readers wishing to comment on articles in this issue. Early responses have
the best chance of being published. Please be concise and include your title, company affiliation,
location, and phone number. E-mail us at hbr_letters@hbsp.harvard.edu; send faxes to 617-783-7493;
or write to The Editor, Harvard Business Review, 60 Harvard Way, Boston, MA 02163. HBR reserves
the right to solicit and edit letters and to republish letters as reprints.
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completed with the existing manage-
ment teams. The right new CEO tailors
his or her style to the situation, rejuve-
nates momentum, and causes morale to
flourish. Of course, there are times when
an overhaul is deemed necessary: Ed
Breen decided to sweep out Tyco’s en-
tire corporate senior management team
and board shortly after he arrived.

In crisis situations, the right succes-
sion solution may very well be an out-
sider. However, as demonstrated by the
notable successes of A.G. Lafley at Proc-
ter & Gamble, Anne Mulcahy at Xerox,
and Dick Parsons at Time Warner, trans-
formation and revitalization can also
come from within. We routinely incor-
porate internal candidates in our succes-
sion assignments, putting them through
the same evaluation and referencing pro-
cesses that we do for outsiders. Insiders
are often the best solution, as was the
case with Hugh Grant at Monsanto and
Christopher McCormick at L.L. Bean.

The bottom line is that the most ef-
fective boards and search committees
work with executive recruiters as trusted
partners during a succession process.
Spencer Stuart strives to add significant
value over and above simply teeing up
candidates, and we believe that our
track record achieved over a half a cen-
tury of hard work bears this out.

James M. Citrin
Senior Director

Spencer Stuart

Stamford, Connecticut

Charan’s article proposes two good
ideas: Companies should have better
and deeper pools of successors, and
there should be succession plans for
CEOs (though I don’t think the board
alone should create them).

I would add that there also must be
ongoing succession processes. People
develop (or don’t develop), and needs
shift. Charan does not address the dy-
namic nature of these processes. He
states that, in general, internal succes-
sion in accordance with a plan produces
better results than an external appoint-
ment. But a review of the literature sug-
gests that in certain instances (for ex-
ample, during a period of rapid change

in an industry), an appropriate outsider
typically performs better than someone
promoted from within. A succession
plan – even one with carefully identi-
fied internal candidates – developed a
mere 12 months earlier may simply no
longer be the right one in the current
environment.

Charan’s third recommendation (that
the board members be “exacting, in-
formed drivers” of the process) is more
problematic. I have seen and worked
with boards that are intimately involved
with succession planning and that do 
a great job. I have also seen boards that
simply can’t spend the time to do this
well. Charan says that executive search
firms often “wield disproportionate in-
fluence,”relying on “boilerplate”criteria
and the “usual-suspect bias.”But if we do
our jobs poorly because we’ve failed to
understand a company’s needs and chal-
lenges, then shame on us–and shame on
the board for not demanding excellence
in the process and in the result.

Charan and others misunderstand
the role executive search firms can play
in ending the succession crisis. We help
our clients build enduring leadership
teams. That means working with them
(and often with outside strategy advis-
ers) to develop and implement a lead-
ership strategy that includes internal
and external perspectives and competi-
tive benchmarking.We often do our best
work when we have already been in-
volved in a relationship with the com-
pany and helped the board and the
current CEO develop and continually
update their succession plan.

Thomas J. Friel
Chairman and CEO

Heidrick & Struggles

Chicago

Should Nonprofits Seek Profits?

The question posed in the title of Wil-
liam Foster and Jeffrey Bradach’s arti-
cle “Should Nonprofits Seek Profits?”
(February 2005) appears, on the sur-
face, to be utterly reasonable. However,
the article itself is another example 
of the story of the blind men who de-

scribe the different parts of an elephant
but fail to convey its entirety.

Focusing on whether charities should
or should not run businesses is asking
the wrong question, and it leads to a
tired, unproductive, academic debate.
Suggesting that charities shun all com-
mercial ventures is like telling all chari-
ties they should drop their direct-mail
campaigns, telemarketing efforts, golf
tournaments, awards dinners, and phil-
anthropic development programs. Non-
profit groups need to evaluate all the
ways in which they can generate reve-
nue and choose those that are most ap-
propriate for meeting their mission and
financial goals.

To be sure, some groups might be bet-
ter off getting rid of their businesses or
their mailings, but creating commercial
ventures, like sending direct mail, is a
proven strategy. The more appropriate
and meaningful questions that leaders in
this field are asking are: Which nonprof-
its have the assets and capacity to suc-
ceed at commercial ventures? How do
we replicate proven,successful strategies?

Given the financial challenges facing
charities today – with foundation and
government money decreasing and com-
petition for donations increasing – why
rule out commercial activities and busi-
ness ventures that produce $300 bil-
lion annually in revenue for the non-
profit sector? Blanket suggestions to
stop this activity ignore the importance
of this revenue.

Nonprofit groups have run businesses
for nearly 100 years. Goodwill thrift
shops and museum gift stores have been
part of the nonprofit landscape for de-
cades. In virtually every city, job-training
groups offset their program costs by run-
ning businesses – such as Ben & Jerry’s
ice-cream shops – that provide their cli-
ents an opportunity to gain real-world
job skills.

Nonprofit groups hold different goals
for their ventures. A job-training group
might simply want its business to pay
for the costs of recruiting and training
its clients so that it doesn’t have to ex-
pend energy on fund-raising activities.
In other instances, the goal of the busi-
ness is to generate profits that will sup-
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port charitable programs in the long
term. Measuring short-term profits is
not enough to determine whether a
business venture is good for a charity’s
long-term health. It is far more impor-
tant to assess whether the venture is
achieving a nonprofit’s key objectives.

One of the more disturbing assertions
in the article is that running a business
overly distracts charities from carrying
out their social missions. Most nonprofit
businesses are connected to the orga-
nizations’ charitable missions. In a re-
cent nationwide survey our company
conducted, 90% of nonprofit groups re-
ported that their commercial enter-
prises were directly or closely related to
their missions. These ventures provide
nonprofit groups with opportunities to
advance their missions in new and in-
novative ways.

Running a business is certainly not
an easy way to make money; even the
strongest proponents of nonprofit ven-
tures know that it is not an appropriate
option for many organizations. But the

gap between the amount of money
needed to solve our country’s social
problems and the limits of government
and philanthropic resources is growing
quickly. Now is the wrong time to tell
charities to stop being entrepreneurial.

What makes our economy the envy
of the world is its entrepreneurial drive.
To deny nonprofit leaders the oppor-
tunity to better help society through
active participation in that economy 
is flawed logic. The question is not
whether but how best to help entrepre-
neurial nonprofit leaders succeed.

Evan Hochberg and Alfred Wise
Managing Directors

Community Wealth Ventures

Washington, DC

Foster and Bradach’s characterization
of the emerging field of social enterprise
is flawed. Caution is fine, but the authors
have erected an unwarranted stop sign.

Properly managed,nonprofit ventures
represent one of the most effective and
powerful means of addressing social

objectives ranging from fighting home-
lessness to restoring economic vitality
to communities affected by a flight of
capital.

In any emerging field of endeavor that
seeks public acceptance and support,
the success stories are magnified. Even
so, during my 13 years as a social entre-
preneur, I’ve found that my colleagues
rarely hold unrealistic expectations or
waste resources. Hardly “passive bureau-
crats,”these nonprofit executives are will-
ing to take calculated risks and demon-
strate their ability to see the big-picture
possibility of real social transformation.

Can misguided social ventures distract
from a nonprofit’s mission? Of course,
but let’s be clear: It isn’t only earned-
income ventures that pose a threat. We
are all aware of the risks inherent in the
nonprofit’s pursuit of dollars. Consider
the distractions caused by classic fund-
raising activities–mail appeals, golf out-
ings, and rubber chicken events.

Unlike other fund-raising activities,
thoughtfully developed earned-income
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ventures restore a nonprofit’s pursuit
of mission.They are an important way of
generating a long-term revenue stream
free from the need to conform the non-
profit’s services to the funder’s agenda.

Finally, I agree that social enterprises
must be accountable, but that applies
to more than just the financial bottom
line. Jed Emerson, cited approvingly by
the authors for his “cautionary notes”
about social enterprise, is better known
for stressing the importance of measur-
ing the social return of nonprofit ven-
tures. It’s not all about the money.

The rapidly growing field of social
enterprise benefits from a vigorous de-
bate about the risks and rewards of pur-
suing earned-income strategies. Since
it’s here to stay, let’s avoid sweeping
judgments and focus instead on what
we know works best. The Social Enter-
prise Alliance was created by successful
social enterprise practitioners for just
that purpose.

Charles G. Lief
Chairman

Social Enterprise Alliance

Burlington, Vermont

Foster and Bradach rightly warn non-
profits about the pitfalls of starting an
earned-income venture. It is true that
too many organizations view revenue-
generating activities as a panacea for
their fund-raising challenges, without
accounting for the true costs of such
endeavors.

In my experiences as a board member
of several venture-philanthropy organi-
zations that combine business and so-
cial goals, including REDF in San Fran-
cisco, it was clear to me that enterprises
stand the best chance of success when
they serve the social mission of the
parent nonprofit in ways that extend
beyond just money. The authors’ obser-
vation that “earned income’s contribu-
tion grew substantially only among em-
ployment and community-improvement
organizations”is not surprising, since so-
cial enterprise can be especially effec-
tive when used to provide real-life jobs
and training opportunities for people
in need.

The keys to success in social enter-
prise – even for a venture that is well
aligned with a nonprofit’s mission – are
thoughtful and realistic business plan-
ning, strong organizational capacity, and
access to patient and knowledgeable
capital. Many foundations don’t offer
funding for these resources, and com-
mercial banks are often cautious about
lending to a business that bears the 
additional costs of employing people
whom many consider “unemployable.”

I hope that nonprofits will follow
Foster and Bradach’s advice to consider
both the financial and the social bot-
tom line when starting ventures. I also
hope that more philanthropic organi-
zations will consider providing appro-
priate and tailored support to nonprof-
its that are well suited to the social

enterprise model. It can be a tremen-
dously powerful tool in the battle
against poverty.

Stuart Davidson
Managing Partner

Labrador Ventures

Palo Alto, California

Board Treasurer and Secretary

REDF

San Francisco

Foster and Bradach respond: Judging
from the e-mails, letters, and phone calls
we’ve received,“Should Nonprofits Seek
Profits?” has clearly struck a chord. We
believe that leaders in the nonprofit sec-
tor and their supporters will benefit
greatly from this heightened attention to
the potential and challenges of earned-
income ventures.

What strikes us is that there is more
agreement about the challenges to
earned income than might appear. Our
article does not argue that nonprofits
should shun all commercial ventures.
But we find that the hopefulness that
surrounds earned income gives many
nonprofits an overly rosy view of the
impact such ventures will have on their
financial outlooks and sometimes even
their missions. Given the difficulty of
raising funds from more traditional
charitable sources, such optimism is not
surprising.

Our intent, therefore, was to outline
the challenges so that neither nonprofit
executives nor funders would view
earned-income strategies as a magic bul-
let. Based on Bridgespan’s experience
in the field, earned-income ventures
should be undertaken only after a clear-
eyed assessment of the amount of fund-
ing they are likely to generate relative to
the resources they require. And non-
profits must understand that the initia-
tives are most likely to succeed when
they are closely linked to their organi-
zations’ missions. These are sentiments
that almost all our readers seem to en-
dorse. The real challenge is applying
these principles.

It is important to note that we are not
suggesting that nonprofits stop being
entrepreneurial. Now, more than ever,
talented leaders must address social
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problems in creative ways. However, it
is a mistake to equate being entrepre-
neurial solely with efforts to generate
earned income. In fact, some of the sec-
tor’s greatest social entrepreneurs have
secured resources and addressed prob-
lems in novel ways that do not involve
earned income.

As interest in earned income contin-
ues to increase, nonprofit executives,
board members, funders, and organi-
zations like Bridgespan, Community
Wealth Ventures, REDF, and the Social
Enterprise Alliance should do every-
thing possible to ensure that all in-
volved have a realistic understanding of
these ventures’ financial potential and
of the importance of maintaining a
meaningful connection to mission.

Change Through Persuasion

I read David A. Garvin and Michael A.
Roberto’s article “Change Through
Persuasion”(February 2005) with great
interest. Having lived through a very
bloody two-and-a-half year restructur-
ing as a result of the collapsing technol-
ogy bubble, I witnessed firsthand the

positive and negative effects of varying
approaches to critical change.

During the course of our company’s
retrenchment, many things could have
been done to smooth the transition,
some of which were touched on in
Garvin and Roberto’s article. The most
obvious factor that could have been
improved upon was the amount of up-
front time devoted to developing and
clearly communicating a strategic vision
that supported and defended the im-
pending change. That vision also needed

to be aligned with the company’s long-
term values, goals, and mission.

This is something that Paul Levy, the
CEO described in this article, under-
stood very well and took pains to en-
sure happened at Beth Israel Deaconess
Medical Center. In our case, however,
a major impediment to developing and
implementing this important strategic
step was an incumbent leadership team
that had a vested stake in the success of
the policies we were now trying to over-
come. By contrast to the Levy example,
our ongoing leaders were, at least in
part, a root cause of the need for the
massive restructuring effort.

Quickly shifting competitive and fi-
nancial pressures, especially in a pub-
licly traded corporation, can sometimes
compel leaders to embrace poorly de-
fined survival-at-any-expense approaches
to change. The speed with which our re-
structuring began did not allow for the
careful planning or execution of a strat-
egy consistent with our values, vision, or
goals. What it did do was create a meat-
ax approach to tactical cost reduction
as an on-the-fly proxy for a targeted stra-
tegic plan. This approach eventually led
to the elimination of some positions and
locations that would later, upon more
careful thought, be seen as strategic to
the renewed organizational pursuits.

Levy’s use of a turnaround proposal
as the framing device for helping Beth
Israel’s employees understand the jour-
ney they were about to take is an excel-
lent example of the thoughtful use of
and critical need for clear communica-
tion. By “reiterating points at every op-
portunity,” Levy reinforced a consistent
strategic message, which is a concept of
paramount importance for any organi-
zation regardless of the perceived no-
tion or need for change. In fact, I would
suggest that relentless and thorough
communication with an aligned adher-
ence to the organization’s values, vision,
and goals might have reduced or even
eliminated the very need for restruc-
turing in the first place.

Bob Woodward
Author

Aligned Yellow Bricks
Charlotte, North Carolina
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In Praise of Uncertainty The tech industry
has a really good grasp of what works and
how its products will be used – and that’s
killing innovation, says the Berkman Cen-
ter’s Jonathan Zittrain. Reprint f0505a

Trust, but Verify The unwillingness of 
autonomous teams to monitor members’
work can depress performance, finds 
Washington University’s Claus Langfred.
Reprint f0505b

Real Products in Imaginary Worlds The
online universe is ripe for product place-
ments, suggests Edward Castronova of 
Indiana University. Reprint f0505c

Culture Matters Most Managers with dif-
ferent jobs in the same company are more
likely to have similar leadership styles than
managers with similar jobs in different
companies, report Thomas Kell and Greg-
ory T. Carrott of Heidrick & Struggles.
Reprint f0505d

Treat Employees like Adults Businesses
claim to revere intellectual capital but
treat workers like children, says the Univer-
sity of Kent’s Frank Furedi. Reprint f0505e

Emerging Expertise Emerging markets
are increasingly becoming economies 
of expertise, says IBM’s Steven Sams.
Reprint f0505f

Innovate at Your Own Risk Risk aversion
is undermining U.S. innovation, warns Deb-
orah Wince-Smith, president of the Council
on Competitiveness. Reprint f0505g

Lessons from the Egg Master Fabergé
perfected the concept of the artisan brand,
says author John Butman. Reprint f0505h

The New Tools of Trade Harvard Business
School’s Regina M. Abrami and Texas A&M’s
Leonard Bierman argue that companies
only hurt themselves when they block leg-
islation that would put labor standards
into trade agreements. Reprint f0505j

Capturing Customers’ Spare Change Soft-
ware that “understands” psychology is
helping fast-food restaurants capture cus-
tomers’ spare change, explains GE edge-
lab’s Terri C. Albert and marketing profes-
sor Russell S. Winer. Reprint f0505k
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HBR CASE STUDY

Fat Chance
Bronwyn Fryer and Julia Kirby
Sid Shawn is a ten-year veteran of NMO 

Financial Services and a mainstay of the

pensions marketing group. He’s been a

good, consistent worker – garnering above-

average performance reviews and regular

pay raises – and an invaluable resource for

the salespeople and consultant relations

managers, many of whom have come to

depend on him to outline their talking

points and pitch books.

Sid also weighs 400 pounds. So when 

he is the only internal candidate for the

customer-facing position of consultant 

relations manager, sales and marketing 

VP Bill Houglan feels that he has a tough

hiring decision to make. No question, Sid

knows the company’s products backward

and forward. But to succeed in the new

job, he would have to impress the polished

professionals at major benefits consultan-

cies. What kind of image would Sid present

in face-to-face sales situations? Could he

keep up with the job’s physical demands

and fast pace? Does Sid’s weight matter?

Bill wonders.

With obesity reaching epidemic propor-

tions in the United States, companies are

feeling its impact on their insurance costs

and their employees’ health. They are in-

creasingly compelled to adopt policies con-

cerning overweight workers. Is obesity a

form of disability that should be accommo-

dated? Or is it the outcome of personal fail-

ings that an employer need not tolerate? 

Offering expert advice on this fictional

case study are Howard Weyers, CEO of

Weyco, which has fired employees for smok-

ing and is now targeting the issue of obe-

sity at work; Sondra Solovay, a California

attorney focusing on weight-related issues

and the author of Tipping the Scales of Jus-

tice: Fighting Weight-Based Discrimination;

Mark V. Roehling, a Michigan State Univer-

sity professor whose research has focused

on issues of obesity in the workplace; and

Amy Wilensky, author of The Weight of It: 

A Story of Two Sisters.

Reprint r0505a
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FIRST PERSON

Back Where We Belong
Michael J. Critelli
If you were the CEO of Pitney Bowes, the

postage meter maker, how would you envi-

sion the future of the business? The com-

pany has an undeniable core competence

in the solutions it provides to high-volume

postal service users. But with snail mail on

the decline, some would say that core has

about as much future as the buggy whip.

In this article, Pitney Bowes chairman

and CEO Michael Critelli gives us a glimpse

of how he leads his company’s strategy 

development – and how that development

has supported a counterintuitive return to

the company’s core after decades of diver-

sification. He and others in the company

begin the process by tapping into deeply

knowledgeable people and organizations

to understand key trends in the business

and the rate at which change is occurring.

Then, it’s a question of the firm reshaping

the environment in which it does busi-

ness, whether through R&D investments

or work with regulators and policy makers

who influence market forces; this is espe-

cially important in emerging markets. Fo-

cusing on a core business area enables a

company to find adjacent high-margin op-

portunities and to offer comprehensive 

solutions to customers. What stands out

most sharply in this account, however, is

the importance of having a strategist’s

mind-set. Whether Critelli is reading the

day’s news, visiting a key account, or spend-

ing an hour with his own people working

in the context of a customer mail room, he

is constantly extrapolating possible long-

term competitive implications from the

immediate facts.

Often inspired by strategic thinkers,

Critelli believes that the greatest thing he

can do for his organization is to shift the

terms of the debate.“Rarely am I credited

with sterling words or bold, symbolic ac-

tions,” he writes.“Instead, I help people to

see the business we are in differently and

to reach a shared vision as to where we

want to end up. And, little by little, things

move in the right direction.”

Reprint r0505b
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Building Breakthrough
Businesses Within Established
Organizations
Vijay Govindarajan and Chris Trimble
Many companies assume that once they’ve

launched a major innovation, growth 

will soon follow. It’s not that simple. High-

potential new businesses within estab-

lished companies face stiff headwinds well

after their inception. That’s why a com-

pany’s emphasis must shift: from ideas to

execution and from leadership excellence

to organizational excellence.

The authors spent five years chronicling

new businesses at the New York Times

Company, Analog Devices, Corning, Has-

bro, and other organizations. They found

that a breakthrough new business (referred

to as NewCo) rarely coexists gracefully with

the established business in the company

(called CoreCo). The unnatural combina-

tion creates three specific challenges – for-

getting, borrowing, and learning–that NewCo

must meet in order to survive and grow.

NewCo must first forget some of what

made CoreCo successful. NewCo and

CoreCo have elemental differences, so

NewCo must leave behind CoreCo’s no-

tions about what skills and competencies

are most valuable.

NewCo must also borrow some of

CoreCo’s assets – usually in one or two key

areas that will give NewCo a crucial com-

petitive advantage. Incremental cost reduc-

tions, for example, are never a sufficient

justification for borrowing.

Finally, NewCo must be prepared to

learn some things from scratch. Because

strategic experiments are highly uncertain

endeavors, NewCo will face several critical

unknowns. The more rapidly it can resolve

those unknowns – that is, the faster it can

learn – the sooner it will zero in on a win-

ning business model or exit a hopeless sit-

uation. Managers can accelerate this learn-

ing by planning more simply and more

often and by comparing predicted and ac-

tual trends.

Reprint r0505c; HBR OnPoint 9955;

OnPoint collection “Building Break-

through Businesses in Emerging Compa-

nies” 9971
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Your Company’s Secret 
Change Agents
Richard Tanner Pascale 
and Jerry Sternin
Organizational change has traditionally

come about through top-down initiatives

such as hiring experts or importing best-

of-breed practices. Such methods usually

result in companywide rollouts of tem-

plates mandated from on high. These do

little to get people excited.

But within every organization, there are

a few individuals who find unique ways to

look at problems that seem impossible to

solve. Although these change agents start

out with the same tools and access to re-

sources as their peers, they are able to see

solutions where others do not. They find a

way to bridge the divide between what is

happening and what is possible.

These positive deviants are the key, the

authors believe, to a better way of creating

organizational change. Your company can

make the most of their methods by follow-

ing six steps.

In Step 1, Make the group the guru, the

members of the community are engaged in

the process of their own evolution. Step 2,

Reframe through facts, entails restating the

problem in a way that opens minds to new

possibilities. Step 3, Make it safe to learn,

involves creating an environment that sup-

ports innovative ideas. In Step 4, Make the

problem concrete, the community com-

bats abstraction by stating uncomfortable

truths. In Step 5, Leverage social proof, the

community looks to the larger society for

examples of solutions that have worked 

in parallel situations. In Step 6, Confound

the immune defense response, solutions

are introduced organically from within the

group in a way that promotes acceptance.

Throughout the steps, the leader must sus-

pend his or her traditional role in favor of

more facilitatory practices.

The positive-deviance approach has un-

earthed solutions to such complicated and

diverse problems as malnutrition in Mali

and human trafficking in East Java. This

methodology can help solve even the most

extreme dilemmas.

Reprint r0505d
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Break Free from the Product 
Life Cycle
Youngme Moon
Most firms build their marketing strate-

gies around the concept of the product life

cycle – the idea that after introduction,

products inevitably follow a course of

growth, maturity, and decline. It doesn’t

have to be that way, says HBS marketing

professor Youngme Moon. By positioning

their products in unexpected ways, compa-

nies can change how customers mentally

categorize them. In doing so, they can shift

products lodged in the maturity phase

back–and catapult new products forward–

into the growth phase.

The author describes three positioning

strategies that marketers use to shift con-

sumers’ thinking. Reverse positioning strips

away “sacred” product attributes while

adding new ones (JetBlue, for example,

withheld the expected first-class seating

and in-flight meals on its planes while of-

fering surprising perks like leather seats

and extra legroom). Breakaway positioning

associates the product with a radically dif-

ferent category (Swatch chose not to asso-

ciate itself with fine jewelry and instead

entered the fashion accessory category).

And stealth positioning acclimates leery con-

sumers to a new offering by cloaking the

product’s true nature (Sony positioned its

less-than-perfect household robot as a

quirky pet).

Clayton Christensen described how new,

simple technologies can upend a market.

In an analogous way, these positioning

strategies can exploit the vulnerability of

established categories to new positioning.

A company can use these techniques to go

on the offensive and transform a category

by demolishing its traditional boundaries.

Companies that disrupt a category through

positioning create a lucrative place to ply

their wares – and can leave category in-

cumbents scrambling.

Reprint r0505e; HBR OnPoint 9963
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How Business Schools Lost 
Their Way
Warren G. Bennis and James O’Toole
Business schools are facing intense criti-

cism for failing to impart useful skills, fail-

ing to prepare leaders, failing to instill

norms of ethical behavior – and even fail-

ing to lead graduates to good corporate

jobs. These criticisms come not just from

students, employers, and the media but

also from deans of some of America’s most

prestigious B schools.

The root cause of today’s crisis in man-

agement education, assert Warren G. Ben-

nis and James O’Toole, is that business

schools have adopted an inappropriate –

and ultimately self-defeating – model of ac-

ademic excellence. Instead of measuring

themselves in terms of the competence of

their graduates, or by how well their fac-

ulty members understand important driv-

ers of business performance, they assess

themselves almost solely by the rigor of

their scientific research. This scientific

model is predicated on the faulty assump-

tion that business is an academic discipline

like chemistry or geology when, in fact,

business is a profession and business

schools are professional schools – or should

be. Business school deans may claim that

their schools remain focused on practice,

but they nevertheless hire and promote 

research-oriented professors who haven’t

spent time working in companies and are

more comfortable teaching methodology

than messy, multidisciplinary issues – the

very stuff of management.

The authors don’t advocate a return to

the days when business schools were glori-

fied trade schools. But to regain relevancy,

they say, business schools must rediscover

the practice of business and find a way 

to balance the dual mission of educating

practitioners and creating knowledge

through research.

Reprint r0505f
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BEST PRACTICE

Creating the Living Brand
Neeli Bendapudi and Venkat Bendapudi
It’s easy to conclude from the literature

and the lore that top-notch customer ser-

vice is the province of a few luxury compa-

nies and that any retailer outside that rar-

efied atmosphere is condemned to offer

mediocre service at best. But even compa-

nies that position themselves for the mass

market can provide outstanding customer–

employee interactions and profit from

them, if they train employees to reflect the

brand’s core values.

The authors studied the convenience

store industry in depth and focused on two

that have developed a devoted following:

QuikTrip (QT) and Wawa. Turnover rates at

QT and Wawa are 14% and 22% respectively,

much lower than the typical rate in retail.

The authors found six principles that

both firms embrace to create a strong cul-

ture of customer service. Know what you’re

looking for: A focus on candidates’ intrinsic

traits allows the companies to hire people

who will naturally bring the right qualities

to the job. Make the most of talent: In mass-

market retail, talent is generally viewed as

a commodity, but that outlook becomes a

self-fulfilling prophesy. Create pride in the

brand: Service quality depends directly on

employees’ attachment to the brand. Build

community: Wawa and QT have made con-

certed efforts to build customer loyalty

through a sense of community. Share the

business context: Employees need a clear

understanding of how their company oper-

ates and how it defines success. Satisfy the

soul: To win an employee’s passionate en-

gagement, a company must meet his or

her needs for security, esteem, and justice.

Reprint r0505g
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TOOL KIT  

Six Sigma Pricing
ManMohan S. Sodhi and 
Navdeep S. Sodhi
Many companies are now good at manag-

ing costs and wringing out manufacturing

efficiencies. The TQM movement and the

disciplines of Six Sigma have seen to that.

But the discipline so often brought to the

cost side of the business equation is found

far less commonly on the revenue side.

The authors describe how a global man-

ufacturer of industrial equipment, which

they call Acme Incorporated, recently ap-

plied Six Sigma to one major revenue-

related activity – the price-setting process.

It seemed to Acme’s executives that pricing

closely resembled many manufacturing

processes. So, with the help of a Six Sigma

black belt from manufacturing, a manager

from Acme’s pricing division recruited a

team to carry out the five Six Sigma steps: 

• Define what constitutes a defect. At

Acme, a defect was an item sold at an unau-

thorized price.

• Gather data and prepare it for analy-

sis. That involved mapping out the existing

pricing-agreement process.

• Analyze the data. The team identified

the ways in which people failed to carry out

or assert effective control at each stage.

• Recommend modifications to the 

existing process. The team sought to de-

crease the number of unapproved prices

without creating an onerous approval 

apparatus.

• Create controls. This step enabled

Acme to sustain and extend the improve-

ments in its pricing procedures.

As a result of the changes, Acme earned

$6 million in additional revenue on one

product line alone in the six months fol-

lowing implementation – money that went

straight to the bottom line. At the same

time, the company removed much of the

organizational friction that had long be-

deviled its pricing process. Other compa-

nies can benefit from Acme’s experience as

they look for ways to exercise price control

without alienating customers.

Reprint r0505h
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The
Problem
with
Plaudits

P a n e D i s c u s s i o n by Don Moyer

Feedback and distortion go hand in hand. Electric-guitar players know that, and so does anyone
whose boss ever leaned across the desk and asked,“So tell me honestly: How am I doing?”

Leaders have always been stroked by the led – and with good reason. Subordinates may not be
well placed to judge a superior’s actions. Praise is easier to deliver than criticism. And then there’s
that whole flattery-will-get-you-everywhere angle. But a little varnish can be a dangerous thing, as
Lynn Offermann reminds us in her article,“When Followers Become Toxic” (HBR, January 2004).
“Make sure there are people in your world you can trust to tell you what you need to hear,” she
warns,“no matter how unpopular or unpalatable it is.”

So invite challenges in staff meetings. Assemble a kitchen cabinet of trusted advisers. Hire a
corporate jester whose job it is to tell unpleasant truths. And remember, sometimes the hardest
thing to downsize is your own ego.

Don Moyer can be reached at don@amsite.com.
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Stephen L. Jen, Global Head of Currency Research

Currency volatility will intensify in 2005…
Faster U.S. growth should support the dollar, but the
widening current account deficit is USD negative; the tension 
between these opposing forces means more volatility. The euro is 
deep in overvalued territory, so the dollar’s trend should be up.  
Against the yen, we see the dollar falling, while other Asian 
currencies should perform well if the U.S. economy stays strong.

… but a weak USD won’t fix the external deficits. The U.S. 
current account problem remains the dominant theme for 2005, 
but only time will help. The deficit reflects the U.S. quest for 
growth following the correction in 2000, as well as high savings 
rates in Asia. As the U.S. withdraws fiscal and monetary stimuli, 
domestic savings should gradually recover. To normalize the current 
account deficit, interest-rate adjustments are much more important 
than exchange-rate adjustments.

Moving too fast to rebalance the global 
 economy will do more harm than good. 

 “Nudging” the USD lower could be 
 destabilizing. The lower it’s pushed, 
 the more aggressively Asian central 

 banks will intervene — and the more 
 a flat yield curve will buoy U.S. demand 
 and therefore the current account deficit.

                                                   Currency politics will only become 
                                 more important ...  Sentiment is critical 
when currencies depart from economic fundamentals. The 
Ministry of Finance in Japan could be less hawkish as long as 
headline growth remains positive and the Nikkei is supported. On 
the other hand, we expect Beijing to move to a float sometime 
during 2005, in response to protectionist pressures and G7 calls 
for a weaker USD/Asia. If push comes to shove, the ECB will 
intervene unilaterally to fight speculative capital flows and 
portfolio diversification moves, both of which would respond to 
its signals.

… as monetary policy cycles diverge. The Fed is one of the only 
major central banks in tightening mode. As long as it remains 
ahead of the curve, higher short-term yields and minimal capital 
losses on long bonds should support the dollar. As divergent 
inflation and growth trends play out, interest-rate differentials will 
reflect the cyclical factors that should prove positive for the dollar.

Five risks for 2005:  • China does not relax its currency peg, 
undercutting our assumption that Asian currencies  
will appreciate and begin to relieve  
structural imbalances.  

•   U.S. protectionism  
makes a comeback,
damaging the chances for a USD bounce. 

•   An inflationary scare hurts the dollar as the markets see the Fed 
falling behind, as it did in 1994.

•  U.S. growth falters as macroeconomic stimulus is withdrawn, 
instead of a virtuous cycle of Chinese growth slowing to a 
sustainable level and stronger U.S. growth supporting the markets.

•   The fifth risk is a wild card unrelated to relative fundamentals:  
diversification away from the dollar. Even though we expect only 
very gradual shifts by central banks and no stampede, private 
investors have great scope to diversify…and generate powerful 
forces in currency markets.

The only certainty is uncertainty.
Global currency in 2005.
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