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Who Has the D? How Clear Decision Roleg
Enhance Organizational Performance
Paul Rogers and Marcia Blenko

Decision-making bottlenecks can erode performance
even in highly successful companies. The most impor-
tant step in unclogging them is to clarify roles and re-
sponsibilities. A practical approach sorts out who makes
recommendations, who must agree, who gives input,
who makes the final decision, and who gets it done.

[Evidence-Based Management|
Jeffrey Pfeffer and Robert I. Sutton

Where do most managers turn for guidance when they
have decisions to make? Surprisingly, just about every-
where except the latest and best knowledge of what actu-
ally works. It’s time to change that.

Stop Making Plans; Start Making Decisiond
Michael C. Mankins and Richard Steele

Your company’s strategic-planning process may look
good on paper, but chances are it’s being sidestepped
by senior executives because it focuses on business
units instead of issues. Here’s how to create a process
that can really help you make informed decisions.
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Decisions Without Blinders
Max H. Bazerman and Dolly Chugh

Even when spared a deluge of data and given ample
time to make decisions, most executives fail to take into
account the most critical information at the right time.
Understanding such bounded awareness is the first step
toward overcoming it.

ICompeting on Analyticq
Thomas H. Davenport

A new breed of competitor is dominating rivals by
amassing and analyzing mountains of data. Inside this
type of organization, technology serves strategy, and
employees live and breathe the numbers.
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Did You Ever Have to Make Up
Your Mind?

Managers spend their days making (or
avoiding) choices and are judged on

the outcomes. Yet most managers have
only the foggiest idea how they came to
those choices. Hence this special issue
of HBR, devoted to giving executives
clear frameworks and processes for mak-
ing better, faster, and smarter decisions.

HBR CASE STUDY
All the Wrong Moves
David A. Garvin

Executives at Nutrorim used to make
decisions smoothly. However, a series of
egregious business mistakes and a sud-
den PR crisis have brought problems in
the company to the fore. Can Nutrorim’s
decision-making process be saved?

A Brief History off
Decision Making
Leigh Buchanan and
Andrew O’Connell

From oracles and entrails to the scien-
tific method, executive information
systems, rock-paper-scissors, and gut
instinct, our efforts to improve the way
we make decisions have hardly marched
straight toward rationalism.

RONTIERS
Decisions and Desire
Gardiner Morse

The closer scientists look into our brains,
the clearer it becomes how much we’re
like animals. We have dog brains, basi-
cally, with human cortexes stuck on top.
And these ancient dog brains confer
with these modern cortexes to influence
their choices—for better and for worse—
without us even knowing it.
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Conquering a Culture of
Indecision
Ram Charan

Leaders set the tone for a decisive or
indecisive corporate culture. The ones
who insist on honest dialogue and
follow-through will be rewarded with
organizations that execute consistently
and well.

The Hidden Traps in

Decision Making

John S. Hammond, Ralph L. Keeney,
and Howard Raiffa

Making decisions is the most important
job of any executive. But hidden flaws in
the way our minds work can undermine
even the most carefully considered deci-
sions. Discover eight mental traps that
managers often fall into, and get practi-
cal suggestions for avoiding them.

LETTERS TO THE EDITOR

People can feel like impostors not just
because of gender or family pressures;
racial differences and a spiritual discon-
nect in the workplace also play a part.

XECUTIVE SUMMARIES

PANEL DISCUSSION
The View from Above
Don Moyer

Only a few are empowered to make the
big-picture decisions that move entire
companies, but everyone can benefit
from an understanding of where his or
her particular decision piece fits into
the larger puzzle.
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DECISION MAKING >> FROM THE EDITOR

Did You Ever Have to
Make Up Your Mind?

ABASEBALL PLAYER IS A SUPERSTAR
if he makes the right decision at
the plate a third of the time. A neuro-
surgeon had better be correct nearly
always. For managers, the margin for
error falls somewhere in between.
William Jovanovich once told me that
a person who was right 51% of the time
could rise —as Jovanovich did — from
being a textbook salesman to being
the CEO of a Fortune 500 publisher.
And, of course, the number of correct
decisions a person makes often mat-
ters less than the relative value of those decisions.

Decisions are the essence of management. They’re what
managers do—sit around all day making (or avoiding) deci-
sions. Managers are judged on the outcomes, and most of
them —most of us—have only the foggiest idea how we do
what we do. After-the-fact accounts of a decision are almost
always fictive rationalizations. This same “retrospective co-
herence,” as a friend calls it, is seen in group decisions. In
most companies, consultants Michael Mankins and Richard
Steele say, what’s called strategic planning really serves as
a mechanism for ratifying and funding decisions that were
made ad hoc months before.

Hence this special issue of HBR, devoted to the art and
science of faster, better, and smarter decision making. We
can rarely anticipate precisely the decisions we’ll face; deci-
sion making is a kind of fortune-telling, a bet on the future.
Perhaps it’s appropriate, then, that we begin the issue by look-
ing back, with a history of decision making—from reading en-
trails to data mining —compiled by HBR editors Leigh Bu-
chanan and Andrew O’Connell. Appropriate, too, that the
next article in the book looks forward. In “Decisions and De-
sire,” HBR’s Gardiner Morse describes how neuroscientists
literally probe the brain to watch how its rational and primi-
tive parts interact as an individual makes up his or her mind.

The contest between rationality and gut instinct per-
vades the research on decision making. You can find even
mathematicians on both sides of the fence. One, Blaise Pas-
cal, argued: “The heart has its reasons of which reason
knows nothing.” Another, Lewis Carroll, said: “Use your
head” The right approach is to seek the insights of both.
Thus, in “Evidence-Based Management,” Stanford profes-
sors Jeffrey Pfeffer and Robert Sutton demonstrate why
managers reach for half-forgotten half-truths when better,
proven ideas are available. This month’s case, written by

12

Harvard Business School’s David Gar-
vin, asks why some people and groups
can’t ever seem to make decisions
well. Garvin’s colleague Max Bazer-
man has long studied the phenome-
non of bounded awareness—a quirk of
cognition that leads us, time and
again, to base decisions on too narrow
a worldview. In “Decisions Without
Blinders,” he and doctoral candidate
Dolly Chugh explain how to avoid
these self-set traps. Babson College’s
Tom Davenport, meanwhile, describes
the formidable decision-making style of companies that
create competitive advantage out of analytics.

Good decision making depends foremost on accounta-
bility. Whose decision is it? That’s the subject of a knowing
and practical article called “Who Has the D?” by Bain con-
sultants Paul Rogers and Marcia Blenko. | daresay that any
organization that uses the authors’ method to clarify deci-
sion rights will be better managed as a result.

One of the pleasures of putting together a special issue
of HBR is the chance to search past issues for articles to re-
publish. We’ve chosen two standouts: Ram Charan’s “Con-
quering a Culture of Indecision” and “The Hidden Traps in
Decision Making” by John Hammond, Ralph Keeney, and
Howard Raiffa. But making choices inevitably means leav-
ing something out. An important aspect of decision making
is unrepresented in these pages. Every decision has an eth-
ical dimension. Do we promote Mary or Martha? Invest
in India or Indiana? Boycott sweatshops or reform them?
Reprints editorial director Jane Heifetz has compiled a spe-
cial set of articles that provide a searching look at the
ethics of decisions. You can find this collection online at
lwww.ethicsofdecisions.hbr.org.

As this issue was being put to bed, Peter F Drucker,
HBR’s most prolific—and influential — contributor, died at
the age of 95. The February issue will include a tribute to
this remarkable man. In the meantime, this special issue is
surely an appropriate, if unplanned, acknowledgment of
a thinker whose work can be read as an extended essay on
the art and discipline of effective decision making.

()Mt

Thomas A. Stewart
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In fact, it has become so complex that some
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BY DAVID A. GARVIN
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Nutrorim'’s best-selling
sports supplement has
been recalled because

of a “new and improved”
ingredient. The company’s
CEO wonders: Why do the
decisions we make keep
coming back to haunt us?
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HE COLD JANUARY SKY was just
dawning gray over Minneapolis as Don
Rifkin awoke. With every cell in his
body, he longed to put a pillow over his
head and sleep, but the alarm added in-
sult to injury. Slapping the off button
and pulling on his oversized Turkish
bathrobe, he stole from the bedroom
and quietly shut the door behind him,
leaving his wife to sleep. He padded
toward the kitchen and turned on the
coffeemaker.

Sitting down at the kitchen table, Don
sleepily clicked a few keys on his laptop
and began glancing through his favorite
stock chat. Scanning the list of senders,

he saw a red exclamation point next to
the name Stan with the headline “Bad
news!” When he read the message, Don
gasped:

Did anyone hear that Wally Cum-
mings just resigned from Dipensit?
Turns out he lied on his resume —
never received that PhD from U.C.
Berkeley as he’d claimed! The stock’s
gonna drop fast once this hits the
street.

Don felt slightly queasy. A year ear-
lier, his own company, Nutrorim, had
purchased a small stake in Dipensit.
“Sheesh, I didn’t exactly trust that guy,”
he grumbled.

HBR’s cases, which are fictional, present common managerial dilemmas
and offer concrete solutions from experts.
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He recalled how smoothly the whole
decision process had seemed to go when
Laurence Wiseman, the hard-driving
CFO of Nutrorim, had championed the
purchase of the Dipensit stock, insist-
ing that the small company might make
an excellent acquisition candidate in
the future. A subcommittee had been
formed to carefully review the purchase
decision. Don vaguely remembered that
there had been a few murmurs of con-
cern—someone had even questioned the
credentials of Cummings, the start-up’s
CEO. But in the end, the subcommittee
seemed to have addressed the concerns,
and the senior team stood behind the
decision.

Don cinched his bathrobe tighter.
During the past year, Nutrorim had suf-
fered from a spate of bad decisions. In
fact, that’s what today’s meeting was
about. A consultant, hired to review the
company’s decision-making processes,
was coming in that morning to present
the results of his individual interviews
with senior managers.

To Everyone’s Taste?

The previous spring, Nutrorim had been
at the top of its game. Founded in 1986
by an organic farmer and his wife, the
company had sold its products through
a network of individual distributors
before Don had joined as CEO in 1989.
Thanks to a series of testimonials of-
fered by doctors and personal trainers,
Nutrorim’s products had gained na-
tional attention. Then, following an en-
dorsement by a famous Olympic ath-
lete, sales of ChargeUp, the company’s
organic, performance-enhancing sup-
plement powder, had gone through the
roof. As a result, Nutrorim had hired
hundreds of new employees, expanded
its production facilities, and acquired
two vitamin firms. After going public in
1997, the company had expanded dis-
tribution of ChargeUp through exclu-
sive deals with nutrition stores and ath-
letic clubs, and by 2002, ChargeUp was

David A. Garvin is
the C. Roland Christensen Professor of
Business Administration at Harvard Busi-
ness School in Boston.
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the best-selling performance-enhancing
sports powder on the market.

The following year, when the new ver-
sion of ChargeUp had been in its final
stages of development, Don and R&D
head Steve Ford had dressed in white
coats and walked through the com-
pany’s huge lab, agleam with chrome
and white tile. They wended their way

Wiseman, Ford, and a group of others
tended to form strong opinions and
push them aggressively. And while Don
had his own opinions—and often voiced
them-he also worked hard to keep the
company’s decision-making processes
open and democratic, and made a point
of asking for input from as many people
as possible.

“For decisions with a certain amount of built-in
predictability...the process seems to work really well.

But if a decision involves clear winners and losers,

it stalls.”

past stainless steel tables where techni-
cians milled seeds and blended the all-
organic ingredients that comprised Nu-
trorim’s various lines of vitamins and
nutritional supplements.

“Hey, Darlene, how are you?” Don
waved at a lab technician who was wear-
ing gloves, a hair bonnet, and a face
mask and pushing a trundle cart down
an aisle. Though she was recognizable
only by the walnutrimmed glasses she
wore, she smiled —he could tell by the
wrinkles around her eyes — and said a
brief “Fine, boss, thanks.”

Don loved being in the Iab. Though
he was a manager and not a scientist, he
was an increasingly enthusiastic student
of microbiology; every day, he learned
something new about the nutritional
benefits of Nutrorim’s products. He also
believed strongly in management by
walking around. From the start, he had
tried hard to foster a happy, participa-
tory, democratic culture at Nutrorim.
This had seemed relatively easy, since
most of the company’s employees hailed
from the Minneapolis area, where “Min-
nesota nice” was practically a state law.
It was also partly an act of defiance:
When Don was fresh out of business
school, he’d had a terrible run-in with
his boss, the dictatorial CEO of a retail
chain.

Of course, there were some excep-
tions to Minnesota nice, especially
among the more competitive, highly
analytical types in upper management.

Steve stopped at a table where a tech-
nician was mixing raspberry-colored
powder from two large canisters into
two beakers of water. “Hey, Jerri, mind
if Don does the blind taste test?” he
asked.

“Not at all, it would be an honor,”
Jerri replied, pouring some liquid from
a beaker into two cups.

“Shut your eyes,’ said Steve. Don com-
plied, and Steve handed him one of the
cups. “Down the hatch”

Sipping from the first cup, Don recog-
nized the familiar taste of ChargeUp.
It smelled like a combination of dried
raspberries, newly mowed grass, and
burnt toast.

“Here, take a sip of water before you
try the next one,” Steve offered. Don
drank some, then tried the second cup.

“Sor” Steve inquired.

“No difference” Don opened his eyes
and looked at Steve.

“That’s what we like to hear,” said
Steve. “The only real difference is that
the second cup is the one with Lipitrene
init”

“Ah,” said Don. Lipitrene, developed
in Nutrorim’s labs, was a new combina-
tion of organic oils and seeds that ap-
peared to enhance fat burning. Steve
wore his pride in the new ingredient like
a new father.

“We’ve finished with all the tests,
and now we’re gathering final input on
the taste,” Steve said, his eyes glinting.
“The handoff to marketing and sales
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is already in gear.” He paused. “In fact,
I was invited to the product marketing
meeting at 2:00. Any chance you’ll be
there?”

“Ill drop in,” Don replied,“at least for
a minute.”
The meeting started out peaceably
enough. Cynthia Pollington, the prod-
uct marketing manager, presented three
final designs for the new ChargeUp can-
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ister, all of which had “Now with Lip-
itrene” splayed across them in large, em-
bossed letters. She asked everyone in
the room for feedback. In the end, the
majority — including Steve and Don -
liked the label with the gold letters. But
when asked for her opinion, Nora Stern,
a former entrepreneur whose company
had been acquired by Nutrorim the pre-
vious year, was recalcitrant.
“Do I have to vote?” she asked.

“Well, we’d like your opinion, yes,”
said Cynthia.

“Okay, here it is,” Nora responded.
“I know this whole thing is already a
done deal, but I don’t understand why
there was this huge need to improve
ChargeUp. It’s selling very well as it is.
Why fix something that isn’t broken?”

Steve shot back,“Nora, you don’t know
what you’re talking about.” Everyone
stared at Steve; the silence was palpable.
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Don jumped in, feeling the need to re-
store peace. “Tell you what, Nora and
Steve. Let’s take this off-line, OK?”

The Recall

By late September, at the end of the first
quarter, sales of ChargeUp with Lip-
itrene had leapfrogged the standard
product by 20% in the test market of
greater Minneapolis. Plans for a state-
wide launch, followed by a national one,
were well under way. Don was pleased.
In an all-staff meeting, he asked Steve
and the ChargeUp team to stand and be
recognized. “You have all demonstrated
the kind of gung ho spirit that makes
Nutrorim a leader,” he noted, nodding
to Steve while the audience broke into
applause.

The phone call came on October 5.“Mr.
Rifkin?” said a male voice. “My name is
Matthew Norton, and I’'m an investiga-
tor with the Minnesota state depart-
ment of health. I'm calling because
we’ve been investigating 11 cases of gas-
trointestinal distress among people who
took your ChargeUp supplement with
Lipitrene”

“What? Are you sure?”

“Unfortunately, yes,” the inspector
responded. “The affected parties are all
members of Syd’s Gyms, and they all
recall using the product there between
September 25 and 29. The victims range
in age from 19 to 55

Don felt the blood drain from his face.
“Are you telling me that the product has
to be recalled?”

“Idon’t have the authority—or the ev-
idence —to make you do that. So for the
time being, I’d simply like your cooper-
ation in conducting an investigation. I
understand that distribution is limited
to the Twin Cities area, is that correct?”

“Yes”

“That’s fortunate. Meanwhile, you
may want to consider a voluntary re-
call,” he said just before hanging up.

Don asked his assistant to call an
emergency meeting with the heads of
PR, sales, R&D, Sports Supplements,
and legal.

As he described his discussion with
the inspector to the team, PR director
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June Rotenberg looked increasingly
grim. When Don finished, she spoke up.
“I'just checked my voice mail,” she said.
“It was Linda Dervis at KXAQ radio. One
of the people who got sick must have
contacted her” She looked around the
room. “Guys, once this news hits, things
are going to go downhill quickly.”

Jerry Garber, the general counsel,
chimed in. “I think we have no choice
but to pull ChargeUp off the shelves,”
he said. “If we don’t, we could be facing
a class action lawsuit. Talk about PR
problems...”

“Why are we even considering a re-
call?” asked Ned Horst, who headed the
Sports Supplements division. “There’s
nothing wrong with the product. I should
know, because I've been using it since it
came out”

“T suspect you’re right,” Jerry added.
“And a recall will cost us””

“Well, thank God we haven’t ex-
panded distribution yet,” said Don.

“Recalls are expensive,’said June.“But
under the circumstances, I'm with Jerry.
Besides, think about the cost of not re-
calling a potentially bad product.”

“Damn it, people, there’s no way
ChargeUp is unsafe!” Steve exclaimed,
slamming his hand down on the confer-
ence table. “We put Lipitrene through

enough. The public always seems to re-
member how a crisis is handled more
than the crisis itself. People will remem-
ber only how long it takes us to act”

Suddenly everyone began talking at
once. Steve took an increasingly en-
trenched position against June, who
tried to get him to see things from the
public’s perspective. Ned worried openly
about Nutrorim’s relationships with
Syd’s Gyms and other channel partners.
Jerry tried to remind everyone of fa-
mous recall cases — the Tylenol crisis
faced by Johnson & Johnson, Suzuki’s
recall of its 2002 and 2003 auto mod-
els—and noted how the companies dealt
with them.

The din in the room grew louder and
louder. Don, frustrated, whistled every-
one to attention.

“Look, we’re getting nowhere,” he
said. “The first question here is, What
are the criteria for making a recall deci-
sion? What lenses should we use to
reach such an important decision? We
need that kind of framework to come up
with an answer, and we need that an-
swer fast. You, you, and you,” he said,
pointing to June, Jerry, and Ned. “Go
find out as much relevant data as you
can, and pull together an analysis in the
next 24 hours. I'll meet with you, and

“It seems like everything is a matter of debate.”

Nora sighed. “Ever since I came here, I've been

in too many meetings about meetings.”

two full years of testing. We ran all kinds
of toxicity studies in animals and on
human volunteers. Then we did another
tier of clinical trials in humans.” He
looked hard at June. “If you need me to
defend ChargeUp to the health depart-
ment, the reporters, or anyone else, I
have about 500,000 pages of documen-
tation to show them?”

“Of course we all believe you, Steve,”
June replied tentatively, “but that kind
of response can look like defensiveness,
and it can backfire” She looked plead-
ingly at Don. “I've already drafted a
press release saying we’ll fully cooperate
with any investigation, but that’s not

we’ll form a preliminary view. 'm call-
ing all the senior managers for an 8 Am
meeting tomorrow. You can present our
findings, and we’ll take a vote.”

He looked hard at Steve, who was
scowling. “Steve, I want you out of the
discussion for the time being. You're a
little too passionate about this, and I
need some cool analysis here. You can
speak your mind at tomorrow’s meeting”

The following morning, after hearing
the analyses and prognoses, the major-
ity of senior managers quickly agreed
with the subcommittee’s view that re-
calling the product was the only choice.
Following the meeting, June issued a
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press release announcing the decision.
The release included a quote from Don,
assuring the public that Nutrorim was
“doing everything possible to cooperate
with the investigation.”

Two weeks later, Don received an-
other call from Matthew Norton.“I have
good news,” he said. “It turns out that
the people who got sick picked up a bug
from the gym’s smoothie bar”

Don gasped.“So that means Nutrorim
is exonerated?” he asked.

“Yes, and fully,” the inspector replied.
“We’ll send out a press release saying so
today”

Calling All Volunteers

The boardroom was abuzz as Nutrorim’s
15 top managers settled into their seats.
The consultant sat quietly on Don’s
right, sipping coffee.

“Okay, let’s get started,” said Don.
“As you all know, we’re going to hear
this morning from Synergy Consulting
Group’s Gibson Bryer, who will present
his preliminary findings. But first, let me
review quickly why I, with the full sup-
port of the board, wanted this process
review.”

Don reported that the board had
been heartened by a recent analyst’s
report calling the series of unfortunate
events with ChargeUp a “fluke” for an
“otherwise solid firm that has a history
of making sound decisions.” Despite the
fact that the analyst had recommended
a “buy,” the board members were con-
cerned about the damage to the Charge-
Up brand and adamant about making
absolutely sure that this type of thing
would never happen again. To that end,
the board strongly recommended a top-
to-toe process review. Gibson, having
worked with two CEOs who sat on the
board, was the “obvious choice” for a
consultant.

Someone turned down the lights as
the first PowerPoint slide appeared
on the conference room screen. “I want
to thank each of you for allowing me to
speak with you during the past month,”
the consultant began. “My initial find-
ings show areas of agreement and dis-
agreement about the effectiveness of the
decision-making process at Nutrorim.”
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He clicked to another slide. “You told
me that for decisions with a certain
amount of built-in predictability —deci-
sions like how to improve your distribu-
tion network, whether to alter your
print ads — the process seems to work
really well” He clicked to the next slide.
“But if a decision involves clear winners
and losers, it stalls” Click.“A preliminary
survey about the inner workings of the
process itself, however, reveals mixed re-
views.” Click.

“Some of you feel that this company
is too consensus driven and that things
don’t get done in a timely fashion.” Click.
“Others say that the decision-making
process is fine the way it is. Still others
get a bit frustrated at times, wishing
that the CEO would make definitive
calls more often.” Click. “Some say that
the company deals well with tough is-
sues; others say that conflict is too often
suppressed or swept under the rug and
that this causes resentment.” Click.
“Some feel that the culture of the com-
pany is democratic and inclusive; oth-
ers worry that the louder voices and
squeakier wheels dominate. Lights up,
please. 'm assuming many of you have
questions.”

Some hands went up, and Bryer spent
45 minutes methodically addressing the
concerns. Don looked at the clock and
then stood up to thank him. “It’s almost
time for us to end this meeting, but be-
fore we do, I need three volunteers for a
subcommittee,” he said.“The next phase
of our work with Gibson is to come up
with a better, more resilient decision-
making process that works well both in
calm times and in rough. Anyone?”

No one volunteered. Then Anne Han-
nah, who headed the vitamin division,
and Ned Horst tentatively raised their
hands. Don looked around the room
and gazed at Nora, the former entre-
preneur. “Nora, I’d like you on the
team,” he said. “Your perspective is al-
ways invaluable.”

Just Make a Decision!

“Hey, Nora,” Steve said sarcastically, wav-
ing to her as the meeting disbanded,
“congratulations for volunteering. Jolly
good show.”

Don, who was talking to another
manager, pretended not to hear. A few
minutes later, he walked to Nora’s office
and tapped on the door.“Got a second?”
he said, poking his head in the door.

Nora nodded, and Don perched on
the corner of her desk. “You don’t look
very pleased about this,” Don said
soothingly.

“Well, no,” Nora said, clearly peeved.
“I'm completely buried in this market-
ing launch at the moment, and I have
other fish to fry. And to be honest,” she
went on, “I'm pretty tired of all this
navel-gazing nonsense.”

Nora tightened her lips.
“Maybe it’s time for you
to take a more dictatorial
approach to decision
making.”

“Well, I picked you because you seem
to hold back in the senior management
meetings,” Don replied, trying his best
to be gentle. “You know, the ChargeUp
problem presented us with a real oppor-
tunity to look at what’s broken. You
come from outside the company, and
you have clever, fresh ideas. I think you
are just the person to bring these issues
to the fore”

“Look, Don, I appreciate that, and I
completely sympathize with what you're
trying to do. But I come from a com-
pany where all decisions were made in
the room. I didn’t allow anyone to leave
until a call was made. Here, it seems
like everything is a matter of debate”
She sighed. “You know, this consultant-
driven committee is just more evidence
of what’s wrong. Ever since I came here,
I’'ve been in too many meetings about
meetings.”

She tightened her lips. “Maybe it’s
time for you to take a more dictatorial
approach to decision making.”

What’s the right decision-making
process for Nutrorim? ¢ Four
commentators offer expert advice.
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Christopher J. McCormick
is the president and CEO of
L.L.Bean in Freeport, Maine.

|f | were to give points for good intentions,
then Don Rifkin would score pretty well.
He seems honest and genuinely interested in
doing the right thing. Both are laudable
attributes in a leader, but they go only so far.
Rifkin does not appear to have a problem
making decisions and, as evidenced by his
choice to launch the new and improved
ChargeUp, he appears to encourage creativ-
ity, innovation, and risk taking.

On the other hand, it seems that Rifkin has
created a culture devoid of candid inquiry,
where objective analysis and oversight take a
backseat to maintaining a “happy, participa-
tory, democratic culture” As a consequence,
Rifkin now realizes that the outcomes of de-
cisions made in this kind of culture are lead-
ing to an unhealthy organizational dynamic,
paradoxically creating the type of corporate
culture he disdains.

Rifkin’s biggest problem is that he doesn’t
ask enough questions. | often say that my com-
pany’s greatest asset is its people, and that
this asset is at its best when engaged. Without

By asking the right questions of the experts
in his organization, Rifkin would put into
play healthy dynamics that would lead to
more cross-functional collaboration.

a culture of inquiry,engagement doesn’t hap-
pen.In addition to being a champion of inno-
vation, a CEO is responsible for constantly
assessing risk through questioning. Unfortu-
nately, Rifkin is not asking the types of ques-
tions that will create the environment of ac-
countability his organization needs to succeed.

By not probing the experts on his staff,
Rifkin has missed a huge opportunity to re-
shape the culture of his organization and es-
tablish himself as a strong leader. A stricter
mode of inquiry would have, among other
things, made the decision about whether to
recall ChargeUp much easier.

Of course, it must be understood that suc-
cessful top managers are rarely experts in
more than a few organizational disciplines.

But how they utilize and play off the strengths
and skills of their in-house experts is key. This
ability to juggle skill sets includes knowing
how to leverage personalities so that each
team member is continually challenging
status-quo thinking and developing new
problem-solving techniques. For Rifkin in
particular, this skill also involves asking the
right questions of the people he relies on to
provide critical information. Granted, there is
an art to creating this type of engagement,
but it seems as though Rifkin doesn’t have
even the slightest idea how to initiate those
conversations.

A look back at how my organization re-
cently responded to a change in local labor
market conditions speaks to the value of this
interplay. As site work began on a new
L.L.Bean customer contact center, another
company announced its plans to locate an
even larger call center right next door. Be-
cause this development posed a reasonable
threat to our seasonal staffing needs, the
challenge | put forward to the organization
was “Is it too late to reconsider? What are
our options, and what are the costs?” These
questions led to countless others that imme-
diately mobilized the entire company to con-
sider alternatives, despite the fact that ground
had already been broken. The result is that
we found a new location and started opera-
tions in the same amount of time and on bet-
ter terms than we had for the original project.

Rifkin’s challenge is complicated by the fact
that his decision-making process has led to a
reactionary culture characterized by consider-
able resentment and second-guessing on the
part of his management team. With a renewed
focus on inquiry, Rifkin would experience two
important benefits. First, he would create ac-
cess to the information he needs to make bet-
ter decisions. Second, he would set an example
for his own managers that speaks to the value
of diligence and personal accountability.

By asking people the right questions,
Rifkin would put into play healthy dynamics
that would lead to more cross-functional col-
laboration, greater acceptance of decisions,
and better business results in which his en-
tire team would feel more fully vested.
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Rifkin wants to be a better leader than his
former boss and has strived to form a
corporate culture that takes into account
the “Minnesota niceness” of most of his em-
ployees. While these objectives are good
starting points, the lack of consistency in

The decision-making crisis at

Nutrorim is a blessing in disguise,
for it offers Rifkin a chance to
install firm management rules and

build trust within the company.

Hauke Moje (hauke moje
\@de.rolandberger.com) is
a partner at Roland Berger
Strategy Consultants in
Hamburg, Germany.

Rifkin’s approach to management and deci-
sion making undermines trust. It’s difficult
for teams to function well together when
there is so much inconsistency and volatility
at work.

Let’s start with Rifkin’s leadership style. In
the case of the bad stock purchase, he showed
poor judgment, a lack of professionalism, and
an inability to view facts objectively. In addi-
tion to not taking simple business precau-
tions by personally vetting Dipensit, Rifkin
demonstrated selective hearing that kept
him from absorbing dissent.

The picture is different in the case of the
recall. If you look at it from the perspective
of decision theory, Rifkin reacted in a rational
manner. Nutrorim faced two scenarios: Ei-
ther ChargeUp with Lipitrene would be found
to be the cause of the customers’illness, or it
would not. Likewise, Nutrorim had two op-
tions: Recall the product, or don’t. If the
product turned out to be faulty, keeping it on
the market would most likely have meant the
company’s demise, given the possibility of
a lawsuit. Management could not take that
risk, since the probability of the product
being faulty was obviously beyond a negligi-
ble level and there was no time for further in-
vestigation. Rifkin did a good job of hearing
people out and decisively following the sub-
committee’s recommendation to withdraw
the product immediately.

But Rifkin’s inconsistent approach to these
events undercuts his authority and the over-

all quality of decision making. Fortunately,
there are a few things he can do to improve
matters. First, he should demonstrate strong
leadership by setting firm management pro-
cess rules —especially for investment and
M&A decisions, product launches, and risk
management — that are easy to apply and
transparent to everyone.

M&A decisions, for example, should be
formed on the basis of precisely defined cri-
teria that cover everything from due dili-
gence, strategic and operational aspects of
the merger, and a clear exit strategy. Trans-
parent rules prevent management from
growing too bullish, practicing selective hear-
ing, and ignoring risks. They also go a long
way toward establishing trust, because peo-
ple know what to expect and what they’re
responsible for.

I would also recommend that Rifkin un-
dergo intensive coaching to help him de-
velop a consistent leadership style and learn
to take a more active role in managing his
team. Coaching could help Rifkin do a better
job of developing his people. For example,
it’s clear that Nora Stern is a hands-on man-
ager, rather than a talker, so Rifkin should
keep her on practical tasks —such as giving
her responsibility for a plant where she can
develop her skills—rather than force her onto
subcommittees. He should also let his man-
agers know what is expected of them, espe-
cially in terms of team behavior. He can
praise Steve Ford for his R&D expertise but
make him understand that his is only one
viewpoint among many, and that he must
remain a team player even if he does not
agree with particular decisions.

As the Swiss novelist Max Frisch wrote, “A
crisis is a productive situation—you only have
to take away the flavor of catastrophe.” The
decision-making crisis at Nutrorim is a bless-
ing in disguise, for it offers Rifkin a chance to
install firm management rules. And Rifkin
can build trust within his management team
by setting an example and openly commu-
nicating his intentions and goals for the
company. In accomplishing both, he’s doing
what is necessary to improve the company’s
decision-making processes.
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Ralph Biggadike [(rb317@

is a professor
of professional practice in
the management division of
Columbia Business School in
New York.

“What's the right decision-making process for
Nutrorim?” raises another question: “What’s the
right decision-making process for Don Ritkin?”

agree with Gibson Bryer that the current

decision-making process at Nutrorim
seems to work fine for decisions with some
built-in predictability but not for those with
clear winners and losers. Day-to-day opera-
tional and procedural issues are one thing;
important problems or strategic matters that
involve conflict or debate are quite another.
And when it comes to the latter, the process
at Nutrorim is broken.

The problems with the decision-making
process at Nutrorim stem primarily from
Rifkin’s aversion to conflict. He believes that
he keeps the process open and asks for input,
but he doesn’t realize that his approach to
building a friendly culture squelches dissent
and debate. He’s trying to build a “nice” cul-
ture by making it homogeneous, and that’s
causing trouble. Murmurs go unaddressed,
opinions are unbalanced, top managers feel
increasingly frustrated, and bad decisions are
the norm. Hence, the final question—“What’s
the right decision-making process for Nu-
trorim?”—raises another question: “What’s the
right decision-making process for Rifkin?”

It would help if Rifkin could view conflict
as an important source of energy and see
that it’s his responsibility to understand all
sides of an issue. To do this, he needs to ex-
plore his own issues first. If | were coaching
him, I would begin by asking him why he
hasn’t investigated the “murmurs” he’s over-
heard, and why he chooses to deal with con-
flict in private rather than in public. | might
ask, “How has the decision to take things off-
line helped you in the past? What are the
benefits and drawbacks of doing things this
way?” The difficulties he’s had with his man-
agers reflect his aversion to conflict. All lead-
ers face people like Steve Ford from time to
time. Commitment and passion are worth
encouraging in direct reports, but assertive-
ness and conviction can have their down-
sides. To become more comfortable dealing
with people who possess these qualities, par-

ticularly in group settings, Rifkin needs to
get away from his and others’ personal feel-
ings. In a group meeting, he could say, for ex-
ample,“We’ve heard a strong case for Y. Does
anyone else have data or experiences that
might suggest another approach?”

Rifkin should also take a good, hard look at
the way he selects members of his subcom-
mittees. In his desire to avoid disagreements,
he seems to seek out homogeneity. Public re-
lations and legal, for example, are corporate
kindred spirits, and leaving the head of R&D
out of a discussion on a product recall looks
alot like deck stacking. If Rifkin wants a better
balance of views and, hence, better decisions,
he should choose members more carefully.

Nora Stern makes an important point
when she says that in her former company,
debate was held out in the open, and differ-
ences were worked out in the group. Follow-
ing this example would cut down on the frus-
tration among Rifkin’s managers, reduce
lobbying, and bring to light some key opin-
ions. | recommend that Rifkin use subgroups
to gather data, identify assumptions, and cre-
ate options. Each subgroup should report
regularly to the larger group, which can then
debate a given issue’s pros and cons. These
groups can be set up like teams of lawyers,
with one critical exception: Those individu-
als with the strongest opinions should argue
the case for the opposing side. This kind of
decision-making structure can go a long way
toward unearthing the opinions of all in-
volved, including those who feel left out, and
toward building the kind of balance Rifkin
needs to develop in his company.

I would stress to Rifkin that he has two pri-
mary responsibilities: to guide the decision-
making process so that all the data, opinions,
assumptions, and options are identified and
fairly discussed, and to make the final deci-
sions. It would also help if he explained the
reasoning behind his decisions to his direct
reports.
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What's the Right Decision-Making Process for Nutrorim? >> HBR CASE COMMENTARY

Nutrorim needs a serious reality check.
Nora Stern, as the outsider, is the voice
of reason when she notes that there is too
much navel-gazing at the company. Too
many people, including Rifkin, are operat-
ing on hunches and gut reactions that could
put the company at risk. Rifkin abdicates his
responsibility when he fails to sponsor a
learning organization that builds knowledge
as a competitive advantage. He needs to
show leadership and a willingness to make
decisions.

The stock purchase is a perfect case in
point. The CFO, Laurence Wiseman, may
have his talents, but it seems he pushed
through the decision to purchase stock in
Dipensit without exercising due diligence.
Investing in a company is like buying a
house: One makes the purchase decision
based on a combination of hard factors such
as price, condition, and school system, as
well as soft factors such as general impres-
sions, conversations with neighbors, and so
on. Itis inexcusable that Rifkin allowed share-
holders’ money to be spent on a stake in

The payoff for a lot of hard

Rifkin can’t allow his team members to
create their own versions of reality. For exam-
ple, Ford, the R&D head with vested inter-
ests and a difficult personality, prevents
people from having candid conversations
when they are most needed —during times
of crisis. Rifkin needs to buckle down and
make it clear to Ford and everyone else that
they will be held accountable for their ac-
tions and their results and that no one gets to
steamroll others. Without this rule, the com-
pany can only react after the horse has left
the stable.

To ensure better decision making, Rifkin
should work hard to create a culture that re-
wards on the basis of unit performance as
well as individual contributions. He should
spend more time developing leaders—1 like
to think of them as mini-CEOs —who have a
passion for results and understand how their
actions affect the company. Rifkin’s job is to
monitor his managers’ progress, motivate
them, and give them feedback. He should
make sure that results are openly celebrated
and that when failure occurs, everyone learns

work and seemingly endless

preparation occurs when it’s time to make hard decisions.

Dipensit without having launched a thor-
ough investigation of the CEO’s background
when questions first arose. Rifkin and his
team should have delved into any rumors,
probed any allegations, studied the business
model, and fully understood any contractual
obligations.

The same fact-finding failure occurred
with the ChargeUp fiasco, which should have
been investigated immediately. Rifkin should
have dispatched a qualified team to Syd’s
Gyms to investigate the facts and interview
the people affected. Ford and his team should
have reviewed the allegations in light of ear-
lier toxicity studies and clinical trials to deter-
mine whether any of the alleged problems
had ever occurred during testing. Indeed, a
thorough investigation might have prevented
the crisis in the first place.

JANUARY 2006

from it. Like members of a sports team, every
one of these individuals is accountable for
his or her own assignment. Without that
accountability, the team cannot win. In the
end, Rifkin should play the role of a quarter-
back and be the one calling all the plays.
Getting this role right sometimes leads to
tough discussions, but the results can be
outstanding.

Sometimes the answers to dilemmas will
be obvious; other times, more analysis will be
required. Either way, the teams at Nutrorim
must do a better job of getting at the heart of
problems. The payoff for a lot of hard work
and seemingly endless preparation occurs
when it’s time to make hard decisions. O
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UTOMOTIVE DESIGN IS A FIELD FOR
A DREAMERS. Eventually, the best
dreams become real. The project ends, a
new one begins, and back to the drawing
board the designers go. Our Calty Design
Research centers are full of such inspired
dreamers. Together with the talented «
engineers at Toyota Technical
Center (TTC), they bring these

dreams to life. Yet Calty and TTC may
be two of Toyota’s best kept secrets.

By now, most people know that we
build vehicles in the U.S* But what they
might not know is just how much we

rely on Calty and TTC. They're an

integral part of our investment in

i America, and we can’t wait to see
what they draw up next.
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Humans have perpetually sought new tools and insights '
to help them make decisions. From entrails to artificial
intelligence, what a long, strange trip it’s been.

RANDY LYHUS

BY LEIGH BUCHANAN AND ANDREW O'CONNELL



DECISION MAKING >> A BRIEF HISTORY

SOMETIME IN THE MIDST OF THE LAST CENTURY, Chester Barnard,
aretired telephone executive and author of The Functions

of the Executive, imported the term “decision making”

from the lexicon of public administration into the busi-

ness world. There it began to replace narrower descrip-

tors such as “resource allocation” and “policy making.”
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The introduction of that phrase changed how
managers thought about what they did and
spurred a new crispness of action and desire for
conclusiveness, argues William Starbuck, pro-
fessor in residence at the University of Oregon’s
Charles H. Lundquist College of Business.“Pol-
icy making could go on and on endlessly, and
there are always resources to be allocated,” he
explains. “‘Decision’ implies the end of deliber-
ation and the beginning of action.”

So Barnard—and such later theorists as James
March, Herbert Simon, and Henry Mintzberg—
laid the foundation for the study of managerial
decision making. But decision making within
organizations is only one ripple in a stream of
thought flowing back to a time when man, fac-
ing uncertainty, sought guidance from the stars.
The questions of who makes decisions, and how,
have shaped the world’s systems of govern-
ment, justice, and social order. “Life is the sum
of all your choices,” Albert Camus reminds us.
History, by extrapolation, equals the accumu-
lated choices of all mankind.

The study of decision making, consequently,
is a palimpsest of intellectual disciplines: math-
ematics, sociology, psychology, economics, and
political science, to name a few. Philosophers
ponder what our decisions say about ourselves
and about our values; historians dissect the
choices leaders make at critical junctures. Re-
search into risk and organizational behavior
springs from a more practical desire: to help
managers achieve better outcomes. And while
a good decision does not guarantee a good out-
come, such pragmatism has paid off. A growing
sophistication with managing risk, a nuanced
understanding of human behavior, and ad-
vances in technology that support and mimic

cognitive processes have improved decision
making in many situations.

Even so, the history of decision-making strat-
egies is not one of unalloyed progress toward
perfect rationalism. In fact, over the years we
have steadily been coming to terms with con-
straints—both contextual and psychological-on
our ability to make optimal choices. Complex
circumstances, limited time, and inadequate
mental computational power reduce decision
makers to a state of “bounded rationality,” ar-
gues Simon. While Simon suggests that people
would make economically rational decisions if
only they could gather enough information,
Daniel Kahneman and Amos Tversky identify
factors that cause people to decide against their
economic interest even when they know better.
Antonio Damasio draws on work with brain-
damaged patients to demonstrate that in the ab-
sence of emotion it is impossible to make any
decisions at all. Erroneous framing, bounded
awareness, excessive optimism: the debunking
of Descartes’s rational man threatens to swamp
our confidence in our choices, with only im-
proved technology acting as a kind of empiri-
cal breakwater.

Faced with the imperfectability of decision
making, theorists have sought ways to achieve,
if not optimal outcomes, at least acceptable
ones. Gerd Gigerenzer urges us to make a vir-
tue of our limited time and knowledge by mas-
tering simple heuristics, an approach he calls
“fast and frugal”reasoning. Amitai Etzioni pro-
poses “humble decision making,” an assortment
of nonheroic tactics that include tentativeness,
delay, and hedging. Some practitioners, mean-
while, have simply reverted to the old ways.
Last April, a Japanese television equipment
manufacturer turned over its $20 million art
collection to Christie’s when the auction house
trounced archrival Sotheby’s in a high-powered
round of rock-paper-scissors, a game that may
date back as far as Ming Dynasty China.

In this special issue on decision making, our
focus—as always—is on breaking new ground.
What follows is a glimpse of the bedrock that
lies beneath that ground.

Leigh Buchanan [Ibuchanan@hbsp.harvard.edu) is a senior editor and Andrew O’Connell

(ao’connell@hbsp.harvard.edu) is a manuscript editor at HBR.
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DECISION MAKING

Chances

Are

RISK IS AN INESCAPABLE PART OF EVERY DECISION. For most of the everyday choices people make,
the risks are small. But on a corporate scale, the implications (both upside and downside) can

be enormous. Even the tritely expressed (and rarely encountered) win-win situation entails
opportunity costs in the form of paths not taken.

To make good choices, companies
must be able to calculate and manage
the attendant risks. Today, myriad so-
phisticated tools can help them do so.
But it was only a few hundred years
ago that the risk management tool kit
consisted of faith, hope, and guess-
work. That’s because risk is a numbers
game, and before the seventeenth
century, humankind’s understanding
of numbers wasn’t up to the task.

Most early numbering methods
were unwieldy, as anyone knows who

has tried to multiply XXIII by VI. The
Hindu-Arabic numeral system (which,
radically, included zero) simplified
calculations and enticed philosophers
to investigate the nature of numbers.
The tale of our progression from
those early fumblings with base 10 is
masterfully told by Peter Bernstein in
Against the Gods: The Remarkable
Story of Risk.

Bernstein’s account begins in the
dark days when people believed they
had no control over events and so
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turned to priests and oracles for clues
to what larger powers held in store for
them. It progresses quickly to a new
interest in mathematics and measure-
ment, spurred, in part, by the growth
of trade. During the Renaissance,
scientists and mathematicians such
as Girolamo Cardano mused about
probability and concocted puzzles
around games of chance. In 1494, a
peripatetic Franciscan monk named
Luca Pacioli proposed “the problem of
points”—which asks how one should
divide the stakes in an incomplete
game. Some 150 years later, French
mathematicians Blaise Pascal and
Pierre de Fermat developed a way to
determine the likelihood of each pos-
sible result of a simple game (balla,
which had fascinated Pacioli).

But it wasn’t until the next century,
when Swiss scholar Daniel Bernoulli

399 BC 333BC

For millennia, human
decisions are guided
by interpretations of
entrails, smoke, dreams,
and the like; hundreds
of generations of
Chinese rely on the
poetic wisdom and
divination instructions
compiled in the / Ching.
The Greeks consult the
Oracle of Delphi.
Prophets and seers of
all kinds peer into the
future.
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Lao-tzu teaches the
principle of “nonwillful
action”: letting events
take their natural course.

Confucius says decisions
should be informed by
benevolence, ritual,
reciprocity, and filial piety.

Male citizens in Athens,
in an early form of
democratic self-
government, make
decisions by voting.

Plato asserts that all
perceivable things are
derived from eternal
archetypes and are better
discovered through the
soul than through the
SEnses.

Aristotle takes an
empirical view of
knowledge that values
information gained
through the senses
and deductive
reasoning.

Alexander the Great
slices through the
Gordian knot with his
sword, demonstrating
how difficult problems
can be solved with bold
strokes.

In an early jury-trial

decision, 500 Athenian
citizens agree to send
Socrates to his death.
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took up the study of random events,
that the scientific basis for risk man-
agement took shape.

Bernoulli (who also introduced the
far-reaching concept of human capi-
tal) focused not on events themselves
but on the human beings who desire
or fear certain outcomes to a greater
or lesser degree. His intent, he wrote,
was to create mathematical tools that
would allow anyone to “estimate his
prospects from any risky undertaking
in light of [his] specific financial cir-
cumstances.” In other words, given
the chance of a particular outcome,
how much are you willing to bet?

In the nineteenth century, other
scientific disciplines became fodder
for the risk thinkers. Carl Friedrich
Gauss brought his geodesic and astro-

nomical research to bear on the bell
curve of normal distribution. The in-
satiably curious Francis Galton came
up with the concept of regression to
the mean while studying generations
of sweet peas. (He later applied the
principle to people, observing that
few of the sons — and fewer of the
grandsons — of eminent men were
themselves eminent.)

But it wasn’t until after World War I
that risk gained a beachhead in eco-
nomic analysis. In 1921, Frank Knight
distinguished between risk, when the
probability of an outcome is possible
to calculate (or is knowable), and un-
certainty, when the probability of an
outcome is not possible to determine
(or is unknowable) — an argument
that rendered insurance attractive and

entrepreneurship, in Knight’s words,
“tragic” Some two decades later, John
von Neumann and Oskar Morgen-
stern laid out the fundamentals of
game theory, which deals in situations
where people’s decisions are influ-
enced by the unknowable decisions
of “live variables” (aka other people).

Today, of course, corporations try
to know as much as is humanly and
technologically possible, deploying
such modern techniques as deriva-
tives, scenario planning, business
forecasting, and real options. But at a
time when chaos so often triumphs
over control, even centuries’ worth of
mathematical discoveries can do only
so much. Life “is a trap for logicians,”
wrote the novelist G.K. Chesterton.
“Its wildness lies in wait.”

49 BC

Ninth Century

Eleventh Century

Fourteenth Century

Seventeenth Century

1602

Julius Caesar makes the
irreversible decision to
cross the Rubicon, and
a potent metaphor in
decision making is born.

The Hindu-Arabic number
system, including zero,
circulates throughout
the Arab empire,
stimulating the growth

of mathematics.
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Omar Khayyam uses the
Hindu-Arabic number
system to create a
language of calculation,
paving the way for the
development of algebra.

An English friar proposes
what became known as
“Occam’s razor,” a rule of
thumb for scientists and
others trying to analyze
data: The best theory

is the simplest one that
accounts for all the
evidence.

Stable keeper Thomas
Hobson presents his
customers with an
eponymous “choice”:
the horse nearest the
door or none.

Hamlet, facing arguably
the most famous dilemma
in Western literature,
debates whether “to be,
or not to he.”
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DECISION MAKING

The Meeting of Minds

IN THE FIFTH CENTURY BC, Athens became the first (albeit limited) democracy. In the seventeenth
century, the Quakers developed a decision-making process that remains a paragon of effi-

ciency, openness, and respect. Starting in 1945, the United Nations sought enduring peace
through the actions of free peoples working together.

There is nobility in the notion of
people pooling their wisdom and
muzzling their egos to make deci-
sions that are acceptable—and fair-to
all. During the last century, psychol-
ogists, sociologists, anthropologists,
and even biologists (studying every-
thing from mandrills to honeybees)
eagerly unlocked the secrets of effec-
tive cooperation within groups. Later,
the popularity of high-performance
teams, coupled with new collabora-
tive technologies that made it “virtu-
ally” impossible for any man to be an
island, fostered the collective ideal.

The scientific study of groups be-
gan, roughly, in 1890, as part of the
burgeoning field of social psychology.
In 1918, Mary Parker Follett made a
passionate case for the value of con-
flict in achieving integrated solutions
in The New State: Group Organiza-

tion — The Solution of Popular Govern-
ment. A breakthrough in understand-
ing group dynamics occurred just
after World War 11, sparked — oddly
enough - by the U.S. government’s

Consensus is good,
unless it is achieved
too easily, in which case
it becomes suspect.

wartime campaign to promote the
consumption of organ meat. Enlisted
to help, psychologist Kurt Lewin dis-
covered that people were more likely
to change their eating habits if they
thrashed the subject out with others
than if they simply listened to lec-

tures about diet. His influential “field
theory” posited that actions are deter-
mined, in part, by social context and
that even group members with very
different perspectives will act to-
gether to achieve a common goal.

Over the next decades, knowledge
about group dynamics and the care
and feeding of teams evolved rapidly.
Victor Vroom and Philip Yetton es-
tablished the circumstances under
which group decision making is ap-
propriate. R. Meredith Belbin defined
the components required for success-
ful teams. Howard Raiffa explained
how groups exploit “external help”
in the form of mediators and facili-
tators. And Peter Drucker suggested
that the most important decision may
not be made by the team itself but
rather by management about what
kind of team to use.

1641

} 1620

1654 1660

1738 Nineteenth Century

René Descartes proposes
that reason is superior to
experience as a way of
gaining knowledge and
establishes the framework
for the scientific method.

Francis Bacon asserts
the superiority of
inductive reasoning in
scientific inquiry.
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Prompted by a gamblers’
question about the
“problem of points,”
Blaise Pascal and Pierre
de Fermat develop the
concept of calculating
probabilities for chance
events.

Pascal’s wager on the
existence of God shows
that for a decision maker,
the consequences, rather
than the likelihood, of
being wrong can be
paramount.

Daniel Bernoulli lays
the foundation of risk
science by examining
random events from the
standpoint of how much
an individual desires or
fears each possible
outcome.

Carl Friedrich Gauss
studies the bell curve,
described earlier by
Abraham de Moivre, and
develops a structure
for understanding the
occurrences of random
events.
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Meanwhile, research and events
collaborated to expose collective deci-
sion making’s dark underbelly. Poor
group decisions—of the sort made by
boards, product development groups,
management teams—are often attrib-
uted to the failure to mix things up
and question assumptions. Consensus
is good, unless it is achieved too eas-
ily, in which case it becomes suspect.
Irving Janis coined the term “group-

Francis Galton discovers
that although values in
arandom process may
stray from the average,
in time they will trend
toward it. His concept of
regression to the mean
will influence stock and
business analysis.

Oliver Wendell Holmes, in
a series of lectures later
published as The Common
Law, puts forth the thesis
that “the life of the law
has not been logic; it has
been experience.” Judges,
he argues, should base
decisions not merely on
statutes but on the good
sense of reasonable =
members of the
community.
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think” in 1972 to describe “a mode of
thinking that people engage in when
they are deeply involved in a cohesive
in-group, when the members’ striv-
ings for unanimity override their mo-
tivation to realistically appraise al-
ternative courses of action” In his
memoir, A Thousand Days, former
Kennedy aide Arthur Schlesinger re-
proached himself for not objecting
during the planning for the Bay of

Sigmund Freud’s work
on the unconscious
suggests that people’s
actions and decisions
are often influenced by
causes hidden in the
mind.

Economist Irving Fisher
introduces net present
value as a decision-
making tool, proposing
that expected cash flow
be discounted at a rate
that reflects an
investment’s risk.

Pigs invasion: “I can only explain my
failure to do more than raise a few
timid questions by reporting that
one’s impulse to blow the whistle on
this nonsense was simply undone by
the circumstances of the discussion.”

It seems that decisions reached
through group dynamics require,
above all, a dynamic group. As Clar-
ence Darrow neatly put it: “To think is
to differ”

Chester Barnard
separates personal from
organizational decision
making to explain why
some employees act in the
firm’s interest rather than
in their own.

Frank Knight distin-
guishes between risk,

in which an outcome’s
probability can be known
(and consequently
insured against), and
uncertainty, in which

an outcome’s
probability is
unknowable.
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Thinking Machines

COMPUTER PROFESSIONALS EULOGIZE XEROX PARC OF THE 1970S as a technological Eden where some
of today’s indispensable tools sprouted. But comparable vitality and progress were evident two

decades earlier at the Carnegie Institute of Technology in Pittsburgh. There, a group of distin-

guished researchers laid the conceptual — and in some cases the programming — foundation for

computer-supported decision making.

Future Nobel laureate Herbert
Simon, Allen Newell, Harold Guetz-
kow, Richard M. Cyert, and James
March were among the CIT scholars
who shared a fascination with orga-
nizational behavior and the work-
ings of the human brain. The philos-
opher’s stone that alchemized their
ideas was electronic computing. By
the mid-1950s, transistors had been
around less than a decade, and IBM
would not launch its groundbreaking
360 mainframe until 1965. But al-
ready scientists were envisioning how
the new tools might improve human
decision making. The collaborations
of these and other Carnegie scientists,
together with research by Marvin
Minsky at the Massachusetts Institute
of Technology and John McCarthy of
Stanford, produced early computer

models of human cognition —the em-
bryo of artificial intelligence.

Al was intended both to help re-
searchers understand how the brain
makes decisions and to augment the

In the 1990s, technology-
aided decision making
found a new customer:
customers themselves.

decision-making process for real peo-
ple in real organizations. Decision
support systems, which began ap-
pearing in large companies toward
the end of the 1960s, served the latter
goal, specifically targeting the practi-

cal needs of managers. In a very early
experiment with the technology, man-
agers used computers to coordinate
production planning for laundry
equipment, Daniel Power, editor of
the Web site [DSSResources.com) re-
lates. Over the next decades, manag-
ers in many industries applied the
technology to decisions about invest-
ments, pricing, advertising, and logis-
tics, among other functions.

But while technology was improv-
ing operational decisions, it was still
largely a cart horse for hauling rather
than a stallion for riding into battle.
Then in 1979, John Rockart published
the HBR article “Chief Executives
Define Their Own Data Needs,” pro-
posing that systems used by corpo-
rate leaders ought to give them data
about the key jobs the company must

1946

} 1944

1947 1948

1950s 1951

In their book on game
theory, John von Neumann
and Oskar Morgenstern
describe a mathematical
basis for economic
decision making; like
most theorists before
them, they take the
view that decision
makers are rational
and consistent.
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The Alabe Crafts
Company of Cincinnati

markets the Magic 8 Ball.

Rejecting the classical
notion that decision
makers behave with
perfect rationality, Herbert
Simon argues that
because of the costs of
acquiring information,
executives make decisions
with only “bounded
rationality”—they make

do with good-enough
decisions.

Project RAND, its name a
contraction of “research
and development,”
separates from Douglas
Aircraft and becomes a
nonprofit think tank.
Decision makers use its
analyses to form policy
on education, poverty,
crime, the environment,
and national security.

Research conducted at
the Carnegie Institute of
Technology and MIT will
lead to the development
of early computer-based
decision support tools.

Kenneth Arrow introduces
what becomes known as
the Impossibility Theorem,
which holds that there can
be no set of rules for social
decision making that
fulfills all the requirements
of society.
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do well to succeed. That article helped
launch “executive information sys-
tems,” a breed of technology specifi-
cally geared toward improving strate-
gic decision making at the top. In the
late 1980s, a Gartner Group consult-
ant coined the term “business intelli-
gence” to describe systems that help
decision makers throughout the orga-
nization understand the state of their
company’s world. At the same time,
a growing concern with risk led more
companies to adopt complex simula-

tion tools to assess vulnerabilities and
opportunities.

In the 1990s, technology-aided de-
cision making found a new customer:
customers themselves. The Internet,
which companies hoped would give
them more power to sell, instead gave
consumers more power to choose
from whom to buy. In February 2005,
the shopping search service BizRate
reports, 59% of online shoppers vis-
ited aggregator sites to compare
prices and features from multiple

vendors before making a purchase,
and 87% used the Web to size up the
merits of online retailers, catalog mer-
chants, and traditional retailers.
Unlike executives making strate-
gic decisions, consumers don’t have
to factor what Herbert Simon called
“zillions of calculations” into their
choices. Still, their newfound ability
to make the best possible buying de-
cisions may amount to technology’s
most significant impact to date on
corporate success—or failure.

1952 1960s 1961 1965 1966 1968
Harry Markowitz Edmund Learned, Joseph Heller's term Corporations use IBM's The phrase “nuclear Howard Raiffa’s Decision
demonstrates C. Roland Christensen, “catch-22" becomes System/360 computers option” is coined with

mathematically how to
choose diversified stock
portfolios so that the
returns are consistent.

JANUARY 2006

Kenneth Andrews, and
others develop the SWOT
(strengths, weaknesses,
opportunities, threats)
model of analysis, useful
for making decisions
when time is short and
circumstances complex.

popular shorthand for
circular, bureaucratic
illogic that thwarts good
decision making.

to start implementing
management information
systems.

Roger Wolcott Sperry
begins publishing
research on the
functional specialization
of the brain’s two
hemispheres.

respect to developing
atomic weapons and is
eventually used to
designate a decision to
take the most drastic
course of action.

Analysis explains many
fundamental decision-
making techniques,
including decision trees
and the expected value of
sample (as opposed to
perfect) information.
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The Romance of the Gut

“GUT,” ACCORDING TO THE FIRST DEFINITION IN MERRIAM-WEBSTER’S LATEST EDITION, means “bowels” But
when Jack Welch describes his “straight from the gut” leadership style, he’s not talking about
the alimentary canal. Rather, Welch treats the word as a conflation of two slang terms: “gut”

(meaning emotional response) and “guts” (meaning fortitude, nerve).

That semantic shift—from human’s
stomach to lion’s heart—helps explain
the current fascination with gut de-
cision making. From our admiration
for entrepreneurs and firefighters, to
the popularity of books by Malcolm
Gladwell and Gary Klein, to the out-
comes of the last two U.S. presidential
elections, instinct appears ascendant.
Pragmatists act on evidence. Heroes
act on guts. As Alden Hayashi writes
in “When to Trust Your Gut” (HBR
February 2001): “Intuition is one of
the X factors separating the men from
the boys”

We don’t admire gut decision mak-
ers for the quality of their decisions so
much as for their courage in making
them. Gut decisions testify to the con-
fidence of the decision maker, an in-
valuable trait in a leader. Gut deci-
sions are made in moments of crisis

when there is no time to weigh argu-
ments and calculate the probability
of every outcome. They are made in
situations where there is no prece-
dent and consequently little evi-
dence. Sometimes they are made in

A gut is a personal,
nontransferable attribute,
which increases the value

of a good one.

defiance of the evidence, as when
Howard Schultz bucked conventional
wisdom about Americans’ thirst for a
$3 cup of coffee and Robert Lutz let
his emotions guide Chrysler’s $80 mil-
lion investment in a $50,000 muscle

car. Financier George Soros claims
that back pains have alerted him to
discontinuities in the stock market
that have made him fortunes. Such de-
cisions are the stuff of business legend.

Decision makers have good rea-
sons to prefer instinct. In a survey of
executives that Jagdish Parikh con-
ducted when he was a student at Har-
vard Business School, respondents
said they used their intuitive skills as
much as they used their analytical
abilities, but they credited 80% of
their successes to instinct. Henry
Mintzberg explains that strategic
thinking cries out for creativity and
synthesis and thus is better suited to
intuition than to analysis. And a gut is
a personal, nontransferable attribute,
which increases the value of a good
one. Readers can parse every word
that Welch and Lutz and Rudolph

’ 1970 1972 1973 1979 1980s
John D.C. Little develops | Irving Janis coins the term | Fischer Black and Myron Victor Vroom and Amos Tversky and “Nobody ever got fired
the underlying theory and | “groupthink” for flawed Scholes (in one paper) Philip Yetton develop Daniel Kahneman publish | for buying IBM” comes to
advances the capability | decision making that and Robert Merton (in the Vroom-Yetton model, | their Prospect Theory, stand for decisions whose
of decision-support values consensus over the | another) show how to which explains how which demonstrates chief rationale is safety.
systems. best result. accurately value stock different leadership that the rational model
options, beginning a styles can be harnessed of economics fails to
Michael Cohen, James revolution in risk to solve different types of | describe how people
March, and Johan Olsen management. problems. arrive at decisions when
F— oo | publish “A Garbage Can facing the uncertainties
. | Model of Organizational Henry Mintzberg describes of real life.
| o5 = | | Choice,” which advises several kinds of decision
{/ (e 'b' asos i = organizations to search makers and positions John Rockart explores the
| ] their informational trash | decision making within specific data needs of
i Sz || hins for solutions thrown | the context of managerial chief executives, leading
ot out earlier for lack of work. to the development of
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Giuliani write. But they cannot repli-
cate the experiences, thought pat-
terns, and personality traits that in-
form those leaders’ distinctive choices.

Although few dismiss outright the
power of instinct, there are caveats
aplenty. Behavioral economists such
as Daniel Kahneman, Robert Shiller,
and Richard Thaler have described
the thousand natural mistakes our
brains are heir to. And business exam-
ples are at least as persuasive as be-
havioral studies. Michael Eisner (Euro
Disney), Fred Smith (ZapMail), and
Soros (Russian securities) are among

the many good businesspeople who
have made bad guesses, as Eric Bona-
beau points out in his article “Don’t
Trust Your Gut” (HBR May 2003).

Of course the gut/brain dichotomy
is largely false. Few decision makers
ignore good information when they
can get it. And most accept that there
will be times they can’t get it and so
will have to rely on instinct. Fortu-
nately, the intellect informs both in-
tuition and analysis, and research
shows that people’s instincts are often
quite good. Guts may even be train-
able, suggest John Hammond, Ralph

Keeney, Howard Raiffa, and Max Ba-
zerman, among others.

In The Fifth Discipline, Peter Senge
elegantly sums up the holistic ap-
proach: “People with high levels of
personal mastery...cannot afford to
choose between reason and intuition,
or head and heart, any more than
they would choose to walk on one leg
or see with one eye.” A blink, after all,
is easier when you use both eyes. And
so is a long, penetrating stare. V]
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1984

1989

1992

1995

1996

2005

W. Carl Kester raises
corporate awareness of
real options by suggesting
that managers think of
investment opportunities
as options on the
company’s future growth.

Daniel Isenberg explains
that executives often
combine rigorous planning
with intuition when faced
with a high degree of
uncertainty.

JANUARY 2006

Howard Dresner
introduces the term
“business intelligence”
to describe a set of
methods that support
sophisticated analytical
decision making aimed
at improving business
performance.

Max Bazerman and
Margaret Neale connect
behavioral decision
research to negotiations
in Negotiating Rationally.

Anthony Greenwald
develops the Implicit
Association Test, meant
to reveal unconscious
attitudes or beliefs that

can influence judgment.

Web users start making
buying decisions based
on the buying decisions
of people like themselves.

In Blink, Malcolm Gladwell
explores the notion that our
instantaneous decisions
are sometimes better than
those based on lengthy,
rational analysis.
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HEN WE MAKE DECISIONS,
we’re not always in charge. We can be
too impulsive or too deliberate for our
own good; one moment we hotheadedly
let our emotions get the better of us,and
the next we’re paralyzed by uncertainty.
Then we’ll pull a brilliant decision out
of thin air—and wonder how we did it.
Though we may have no idea how deci-
sion making happens, neuroscientists
peering into our brains are beginning to
get the picture. What they’re finding
may not be what you want to hear, but
it’s worth your while to listen.

The primitive, emotional parts
of our brains have a powerful
influence on the choices we

make. Now, neuroscientists

are mapping the risk and

reward systems in the brain
that drive our best-and
worst—decision making.

The closer scientists look, the clearer
it becomes how much we’re like ani-
mals. We have dog brains, basically, with
a human cortex stuck on top, a veneer
of civilization. This cortex is an evolu-
tionarily recent invention that plans,
deliberates, and decides. But not a sec-
ond goes by that our ancient dog brains
aren’t conferring with our modern cor-
texes to influence their choices—for bet-
ter and for worse —and without us even
knowing it.

Using scanning devices that measure
the brain’s activity, scientists can glimpse
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DECISION MAKING

how the different parts of our brain,
ancient and modern, collaborate and
compete when we make decisions. Sci-
ence is not going to produce anytime
soon a formula for good decision mak-
ing or for manipulating people’s deci-
sions (the hype surrounding “neuro-
marketing” notwithstanding). But the
more we understand how we make de-
cisions, the better we can manage them.

Into the Deep

Consider what happens beneath the
brain’s surface when people play the
ultimatum game, a venerable econom-
ics experiment that pits participants
against each other in a simple negotia-
tion: One player has $10 to split with
a second player —let’s say you’re the re-
cipient. She can offer you any amount,
from zero to $10, and she gets to keep
the change —but only if you accept her
offer. You are free to reject any offer,
but if you do, neither of you gets any-
thing. According to game theory, you
should accept whatever she offers,
however measly, because getting some
money is better than getting none.

Of course, it doesn’t work like that.
In these experiments, when the offer
dwindles to a few dollars, people on the
receiving end consistently turn it down,
forfeiting a free couple of bucks for —
well, for what, exactly? Ask these partic-
ipants and they’ll tell you, in so many
words, that they rejected the lowball
offer because they were ticked off at
the stingy partner (who, remember,
loses her share, too). Not exactly a tri-
umph of reason. This sounds like the
dog brain at work, and it is.

Alan Sanfey, a cognitive neuroscien-
tist at the University of Arizona, and col-
leagues used fMRI scans to look into
people’s brains while they played this
game. (For a brief description of brain-
scanning techniques, see the sidebar
“Spots on Brains.”) As offers became in-
creasingly unfair, the anterior insula,
a part of the animal brain involved in
negative emotions including anger and
disgust, became more and more active,

Gardiner Morse |(gmorse@hbsp.harvard|
is a senior editor at HBR.
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asifregistering growing outrage. Mean-
while, part of the higher brain, an area
of the prefrontal cortex involved in goal
orientation (in this case, making money)
was busy, too, assessing the situation.
By tracking the activity of these two re-
gions, Sanfey mapped what appeared
to be a struggle between emotion and
reason as each sought to influence the
players’ decisions. Punish the bastard?
Or take the money, even though the
deal stinks? When the disgusted ante-
rior insula was more active than the
rational goal-oriented prefrontal cor-
tex —in a sense, when it was shouting
louder —the players rejected the offer.
When the prefrontal cortex dominated,
the players took the money. (For a tour
of the brain, see the sidebar “Three
Brains in One.”)

results, emotions must be kept out.”
Damasio’s research demolished that
notion. Building on the work of many
thinkers in the field, including Marsel
Mesulam, Lennart Heimer, and Mor-
timer Mishkin, Damasio showed that
patients with damage to the part of
the prefrontal cortex that processes
emotions (or, in a way, “listens” to them)
often struggle with making even rou-
tine decisions.

A patient named Elliot was among
the first to raise this weird possibility in
Damasio’s mind 20 years earlier. Elliot
had been an exemplary husband, father,
and businessman. But he began to suf-
fer from severe headaches and lose track
of work responsibilities. Soon, his doc-
tors discovered an orange-sized brain
tumor that was pushing into his frontal

Not a second goes by that our ancient dog brains
aren’t conferring with our modern cortexes to

influence their choices.

Experiments like these illuminate the
aggressive participation of our emotion-
driven animal brains in all kinds of de-
cision making. And they’re beginning
to expose the complex dance of primi-
tive brain circuits involved in feelings
of reward and aversion as we make
choices. In the ultimatum game, it cer-
tainly looks as if our dog brains some-
times hijack our higher cognitive func-
tions to drive bad or, at least, illogical
decisions. But, as we shall see, our ani-
mal brains play an important part in ra-
tional decision making as well.

Emotion and Reason

Most of us are taught from early on that
sound decisions come from a cool head,
as the neurologist Antonio Damasio
noted in his 1994 book Descartes’ Error.
The last thing one would want would
be the intrusion of emotions in the
methodical process of decision making.
The high-reason view, Damasio writes,
assumes that “formal logic will, by it-
self, get us to the best available solution
for any problem....To obtain the best

lobes, and they carefully removed it,
along with some damaged brain tissue.
It was during his recovery that family
and friends discovered (as Damasio put
it) that “Elliot was no longer Elliot.”
Though his language and intelligence
were fully intact, at work he became
distractible and couldn’t manage his
schedule. Faced with an organizational
task, he’d deliberate for an entire after-
noon about how to approach the prob-
lem. Should he organize the papers he
was working on by date? The size of
the document? Relevance to the case?
In effect, he was doing the organiza-
tional task too well, considering every
possible option —but at the expense of
achieving the larger goal. He could no
longer effectively reach decisions, par-
ticularly personal and social ones, and
despite being repeatedly shown this
flaw, he could not correct it.

Though brain scans revealed isolated
damage to the central (or ventrome-
dial) portion of Elliot’s frontal lobes,
tests showed that his IQ, memory, learn-
ing,language, and other capacities were
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fine. But when Elliot was tested for emo-
tional responses, the true nature of his
deficit emerged. After viewing emotion-
ally charged images—pictures of injured
people and burning houses — Elliot re-
vealed that things that had once evoked
strong emotions no longer stirred him.
He felt nothing.

Damasio and his colleagues have
since studied over 50 patients with brain
damage like Elliot’s who share this com-
bination of emotional and decision-
making defects. And researchers have
found that patients with injuries to

JANUARY 2006
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parts of the limbic system, an ancient
group of brain structures important in
generating emotions, also struggle with
making decisions. There’s something
critical to decision making in the con-
versation between emotion and reason
in the brain, but what?

Call it gut. Or hunch. Or, more pre-
cisely,“prehunch,”to use Damasio’s term.
In a famous series of experiments de-
signed by Damasio’s colleague Antoine
Bechara at the University of Iowa, pa-
tients with Elliot’s emotion-dampening
type of brain damage were found to be

unusually slow to detect a losing prop-
osition in a card game. (Malcolm Glad-
well offers an account of this game in his
best seller Blink.)

In the game, players picked cards from
red and blue decks, winning and losing
play money with each pick. The players
were hooked up to lie-detector-like de-
vices that measure skin conductance re-
sponse, or CSR, which climbs as your
stress increases and your palms sweat.
Most players get a feeling that there’s
something amiss with the red decks
after they turn over about 50 cards, and

45



DECISION MAKING

after 30 more cards, they can explain ex-
actly what’s wrong. But just ten cards into
the game, their palms begin sweating
when they reach for the red decks. Part
of their brains know the red deck is a bad
bet, and they begin to avoid it — even
though they won’t consciously recognize
the problem for another 40 cards and
won’t be able to explain it until 30 cards
after that. Long before they have a hunch
about the red deck, a subconscious pre-
hunch warns them away from it.
Though the brain-damaged patients
eventually figured out that the red decks
were rigged against them, they never

The brain’s frontal lobes, so critical
to decision making, don’t fully mature
until after puberty. Until then, the neu-
ronal wiring that connects the pre-
frontal cortex to the rest of the brain is
still under construction. Meanwhile,
the parts of the brain that incite impul-
sive behavior seem particularly primed
in teenagers. For instance, Gregory Berns
and colleagues at Emory University
found that certain still-developing cir-
cuits in adolescents’ brains become hy-
peractive when the kids experience
pleasurable novel stimuli. An adoles-
cent’s brain is wired to favor immediate

Much of the traffic between the primitive and modern

parts of our brains is devoted to the conscious

calculation of risks and rewards.

developed palm-dampening CSRs. And,
even though they consciously knew
better, they continued to pick red cards.
What were they missing? The injured
parts of their brains in the prefrontal
cortex seemed unable to process the
emotional signals that guide decision
making. Without this emotion inter-
preter pushing them in the right direc-
tion (toward the winning decks), these
patients were left spinning their wheels,
unable to act on what they knew. They
couldn’t decide, apparently, what was
in their own best interest. You could say
they lacked good judgment.

Risk and Reward

You don’t have to be a neuroscientist to
see how the emotional brain can badly
distort judgment. Just ask any parent.
From the toddler climbing the shelves
to get candy to the teenager sneaking
off for unprotected sex, kids have a dan-
gerous shortage of common sense. Their
bad behavior often looks consciously
defiant (and sometimes it is), but the
real problem may be that their brains
haven’t yet developed the circuitry that
judiciously balances risks and rewards
to yield level-headed decisions. This is
where the neuroscientists can offer
special insight.
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and surprising rewards, even when the
teen knows full well that pursuing them
may be a bad idea.

In a sense, teenagers have yet to com-
plete the wiring that manifests as will-
power. The prefrontal cortex, it appears,
is the seat of willpower —the ability to
take the long-term perspective in eval-
uating risks and rewards. As such, this
area of the brain is in close contact with
the structures and circuits of the emo-
tional animal brain that seek gratifica-
tion and alert us to danger.

Much of the traffic between the prim-
itive and modern parts of our brains is
devoted to this conscious calculation
of risks and rewards. Though animals’
reward and aversion circuitry is a lot
like ours, unlike most animals, we can
look out at the horizon and contem-
plate what might flow from a decision
to chase immediate gratification. And
we can get immediate pleasure from the
prospect of some future gratification.

Thrill of the Hunt

Jean-Paul Sartre was a famous woman-
izer, but for him the excitement was in
the chase. As Louis Menand wrote of
him in the New Yorker, “He took enor-
mous satisfaction in the conquest but
little pleasure in the sex (and so he usu-

ally terminated the physical part of his
affairs coldly and quickly).” Sartre’s pur-
suits underscore a fundamental fact
about how our brains experience re-
wards. Whether it’s reacting to a sexual
conquest, a risky business deal, or an
addictive drug, the brain often distin-
guishes clearly between the thrill of
the hunt and the pleasure of the feast.

The brain’s desire for rewards is a
principal source of bad judgment, in
teenagers and adults alike. But it would
be wrong to assign blame for ill-advised
reward seeking to a single part of the
brain. Rather, the brain has a complex
reward system of circuits that spans
from bottom to top, old to new. These
circuits interact to motivate us to
search for things we like and to let us
know when we’ve found them. Hans
Breiter, a neuroscientist at Massachu-
setts General Hospital, was among the
first to use fMRI to explore this reward
system. In collaboration with the be-
havioral economist Daniel Kahneman
and colleagues, Breiter showed that the
brain regions that respond to cocaine
or morphine are the same ones that
react to the prospect of getting money
and to actually receiving it. It’s perhaps
no surprise that chocolate, sex, music,
attractive faces, and sports cars also
arouse this reward system. Curiously, re-
venge does too, as we shall see. (Though
Breiter’s work suggests there’s great
overlap between the brain’s reward-
seeking and loss-aversion circuits, for
simplicity this article will discuss them
separately.)

The reward circuits depend on a
soup of chemicals to communicate,
chief among them the neurotransmit-
ter dopamine. Dopamine is often re-
ferred to as the brain’s “pleasure chemi-
cal,” but that’s a misnomer. It’s more of
a pleasure facilitator or regulator. (The
writer Steven Johnson calls it a “plea-
sure accountant.”) Produced in the an-
cient structures of our animal brains, it
helps to regulate the brain’s appetite for
rewards and its sense of how well re-
wards meet expectations.

Well-regulated appetites are crucial
to survival. Without these drives, our an-
cestors wouldn’t have hunted for food

HARVARD BUSINESS REVIEW



Three Brains in One

Think of your brain as composed of three layers, the evolutionarily
oldest and simplest at the center and the most modern and
complex on the outside. At the top of the spinal cord—the cen-
ter of the brain—lie the most primitive structures, ones we
share with reptiles and fish, which control basic survival
functions like breathing and hunger. Wrapped around
these is the ancient limbic system, which we share with
dogs and other mammals. Containing the thalamus,
amygdala, and hippocampus, it is the seat of basic emo-
tions such as fear, aggressiveness, and contentment. It’s
the part of the brain that allows your dog to seem so
pleased that you’re home while your fish couldn’t care less.

Encasing these older structures is the modern cortex,
the folded gray matter that we all recognize as the human
brain. Dogs, chimps, and other mammals have cortexes,
but ours has grown to a huge size. The cortex manages all
sorts of higher brain processes like hearing and vision. The
frontal lobes and, in particular, the prefrontal cortex (at the
front of the frontal lobes) are the parts that make us human.
They are the center of personality, reasoning, and abstract
thought. Often, the prefrontal cortex is called the “executive”
part of the brain because it considers input from throughout the
brain in goal formation and planning.

or pursued sexual partners, and you
wouldn’t be here to read this article.
By the same token, unchecked reward
seeking isn’t very adaptive either, as
patients with disrupted dopamine sys-
tems demonstrate. Consider what hap-
pened to Bruce (as I will call him), a

Decisions and Desire > FRONTIERS

his wife’s growing alarm, he began to
demand sex several times a day.
Bruce’s story would be little more
than a footnote in the medical litera-
ture but for one twist: He had Parkin-
son’s disease, and just before his compul-
sions began, his neurologist had added

Whether reacting to a sexual conquest, a risky
business deal, or an addictive drug, the brain
distinguishes between the thrill of the hunt
and the pleasure of the feast.

computer programmer, who had had no
history of psychiatric problems. Bruce
had never been a gambler, but at the
age of 41, he abruptly began compul-
sively gambling, frittering away thou-
sands of dollars in a matter of weeks
over the Internet. He began to shop
compulsively, too, buying things that
he neither needed nor wanted. And to

JANUARY 2006

a new drug to his regimen — pramipex-
ole —which relieves the tremors of the
disease by mimicking dopamine. When
Bruce described his worrisome new
passions to his neurologist, the doctor,
suspecting the pramipexole might be
involved, advised him to reduce his
dose. Bruce stopped taking the drug al-
together, and two days later, his de-

sires — to gamble, to shop, to have sex
many times a day —simply vanished. It
was, he said, “like a light switch being
turned off”

Cases like Bruce’s reveal the extraor-
dinary power of our dopamine-fueled
appetite for rewards — as distinct from
the rewards themselves —to ride rough-
shod over reason. But what about the rest
of us who go about our reward-seeking
business in apparently more balanced
ways? We clearly do a better job of weigh-
ing trade-offs than Bruce did, but much
of the same circuitry is at work —and,
as such, sometimes our pursuits aren’t
as rational as we think they are.

Show me the money. Economists
have assumed that people work because
they place value on the things money
can buy (or, in economic terms, they
gauge “utility”). But neuroscience stud-
ies show how chasing money is its own
reward. In one set of experiments, Stan-
ford neuroscientist Brian Knutson used
fMRI to watch subjects’ brains as they
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reacted to the prospect of receiving
money. Among the brain regions that lit
up in this experiment was the nucleus
accumbens, signaling in its primitive
way, “You want this” (Rats with elec-
trodes planted near the accumbens will
press a lever to stimulate the area until
they drop from exhaustion.) The higher
the potential monetary reward, the
more active the accumbens became.
But activity ceased by the time the sub-
jects actually received the money —sug-
gesting that it was the anticipation, and
not the reward itself, that aroused them.

As Knutson puts it, the nucleus ac-
cumbens seems to act as a gas pedal
that accelerates our drive for rewards,
while the relevant part of the prefrontal
cortex is the steering wheel that directs
reward seeking toward specific goals.
When it comes to making money, hav-
ing the accumbens on the gas pedal is
often desirable — it motivates high per-
formance at work among other things.
But when you step on the gas, you want
to be pointed in the right direction.

Sweet revenge. It’s no surprise that
the prospect of money or food or sex
stimulates our reward circuits. But re-
venge? Consider Clara Harris. Her name
may not ring a bell, but her case proba-
bly will. Harris is the Houston dentist
who, upon encountering her husband
and his receptionist-turned-mistress in
a hotel parking lot in 2002, ran him
down with her Mercedes. What was she
thinking? According to an Associated

and the jury’s conclusion that she acted
with “sudden passion” suggest a woman
in a vengeful rage whose emotional
brain overwhelmed any rational delib-
eration. We do know that a desire to re-
taliate, to punish others’ bad behavior,
however mild, even at personal cost,
can skew decision making. Recall the
ultimatum card game, in which a player
could accept or reject another player’s
offer of money. Alan Sanfey’s brain

A desire to punish others’ bad behavior,
however mild —even at personal cost—can skew

decision making.

Press report at the time of her murder
conviction in 2003, Harris testified, “I
didn’t know who was driving...every-
thing seemed like a dream.” As she put
it,“I wasn’t thinking anything.”

No one can know exactly what was
going on in Harris’s mind when she hit
the accelerator. But her own testimony

scans of people feeling vengeful in
these games show how (at least in part)
a sense of moral disgust manifests in
the brain. But anyone who has settled a
score knows that a desire for vengeance
ismore than an angry response to a bad
feeling. Revenge, as they say, is sweet —
even contemplating it is.
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When University of Zurich researchers
Dominique J.E. de Quervain, Ernst Fehr,
and colleagues scanned subjects with
a PET device during an ultimatum-like
game, they found certain reward circuits
in the brain’s striatum activated when
players anticipated, and then actually
punished, ill-behaved partners. What'’s
more, the greater the activation of the
striatum, the greater the subjects’ will-
ingness to incur costs for the opportu-
nity to deliver punishment. At the same
time, the researchers saw activation in
the medial prefrontal cortex, the delib-
erative part of the higher brain that’s
thought to weigh risks and rewards.
Once again, neuroscientists seem to
have caught on camera an engagement
between the emotional and reasoning
parts of the brain.

These same brain regions—the reward-
seeking striatum and the deliberative
prefrontal cortex, both of which are
activated by the pleasing possibility of
revenge — also light up when people
anticipate giving rewards to partners
who cooperate. Though the players’
behaviors are opposite — bestowing a
reward versus exacting punishment -
their brains react in the same way in
eager anticipation of a satisfying social
experience.

Fear and Loathing

Like the brain’s reward circuits, its sys-
tems for sensing and making decisions
about risks are powerful and prone to
error. Often this fact confronts us di-
rectly. Many people, for instance, have
a paralyzing fear of flying that’s unre-
lated to its true risks. All the time, peo-
ple make the irrational decision to travel
by car rather than fly, believing on a gut
level that it’s safer, even though they
know it’s not.

This behavior is partly the work of
the amygdala, a structure near the base
of the brain. Colin Camerer, a behavioral
and experimental economist at the Cal-
ifornia Institute of Technology, calls the
amygdala an “internal hypochondriac,”
which provides quick and dirty emo-
tional signals in response to potential
threats. It’s also been called the “fear
site,” responsible for both producing
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fear responses and learning from expe-
rience to be afraid of certain stimuli.
The amygdala responds instantaneously
to all manner of perceived potential
threats and pays particular attention
to social cues. This leads to good and,
often, very bad decisions.

Face your fear. Look at how the
amygdala influences first impressions:
Brain-scanning experiments show that
it activates when people see spiders,
snakes, frightening expressions, faces
that look untrustworthy — and faces of
another race. It’s easy to see how a “that’s
a threat”response to a snake could guide
good decisions, particularly a million
years ago out on the savanna. But a gut
reaction that says “watch out”when you
see a face of a different race?

MRI studies have shown that the
amygdala becomes more active when
whites see black faces than when they
see white faces; similarly, in blacks, the
amygdala reacts more to white faces
than black ones. Taken alone, this find-
ing says nothing about people’s con-
scious attitudes. But research by Harvard
social ethicist Mahzarin Banaji and col-
leagues shows that even people who
consciously believe they have no racial
bias often do have negative uncon-
scious feelings toward “outgroups” —
people not like themselves. (For more
on this work, see “How (Un)ethical Are
You?” by Banaji, Max Bazerman, and
Dolly Chugh in the December 2003
issue of Harvard Business Review.) Inves-
tigators have found, too, that the greater
a person’s unconscious bias on these
tests, the more active the amygdala.

Researchers are very cautious in inter-
preting these findings. The facile con-
clusion that our animal brains auto-
matically fear people of other races is
probably not right. But this and related
work does suggest that our brains are
wired so that we’re primed in a way—-we
learn easily—to go on alert when we en-
counter people who seem different.
(Research also suggests that this primed
response can be reduced by positive ex-
posure to people of other races — but
that’s a different article.)

On the one hand, we should be happy
that our amygdalas warn us of potential
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dangers before our conscious brains
grasp that something’s amiss. But a
brain circuit that was indispensable to
our ancestors, warning them away from
legitimate threats like snakes, certainly
contributes to an array of bad and irra-
tional decisions today. In the case of
our readiness to fear outgroups, think
of the countless missed opportunities
and just plain bad decisions made by
good people who consciously hold no
racial biases but who nonetheless have
gone with an inchoate gut sense to with-
hold a job offer, deny a promotion, or
refuse a loan because their amygdalas,
for no good reason, said, “Watch out”

Wheel of misfortune. The amyg-
dala’s role in warning us about perils
real and imagined seems to extend even
to the threat of losing money. In Bre-
iter’s lab, researchers monitored brain
activity while volunteers watched im-
ages of roulette-like wheels, each with
a spinning arrow that would come to a
stop on a particular dollar amount, ei-
ther a gain, a loss, or zero. It was obvi-
ous at a glance that some wheels were
likely to produce dollar wins while oth-
ers were clearly losers. When the losing

Spots on Brains

Eye-popping color images of brain scans in the popular press imply that
scientists are pinpointing the precise location in the brain of feelings like
fear, disgust, pleasure, and trust. But the researchers doing this work are
highly circumspect about just what these colorful spots show. The two most
common scanning methods, PET (positron emission tomography) and fMRI
(functional magnetic resonance imaging), offer only approximations of
what’s really going on in the brain. PET, the older and less popular of the two,
measures blood flow in the brain; fMRI measures the amount of oxygen in
the blood. Local blood flow and oxygenation indicate how active a part of the
brain is but offer a crude snapshot at best. These scanners typically can’t see
anything smaller than a peppercorn and can take only one picture every
two seconds. But neural activity in the brain can occur in a fraction of the
space and time that scanners can reveal. Thus, the splashy images we see
are impressionistic, and the conclusions researchers draw about them are
usually qualified—and often disputed. Like the images themselves, the details
of brain function are just beginning to come into focus.

Consider investment decisions. In-
vestors who should be focused on
maximizing utility routinely take risks
when they shouldn’t and don’t take
risks when they should. (Among the bi-
ases that skew utility seeking is that
people weigh equivalent losses and

The amygdala activates when people see spiders,

frightening expressions, faces that look

untrustworthy —and faces of another race.

wheels spun, subjects’ amygdalas acti-
vated even before the arrows stopped,
signaling their discomfort about the
losses they saw coming.

Beyond the amygdala, the brain has
another risk-aversion region that steers
us from disagreeable stimuli. Recall in
the ultimatum game that it was the an-
terior insula that reacted with disgust
to the other player’s rotten offer; this re-
gion also activates when people think
they’re about to experience pain or see
something shocking. Like our reward-
seeking circuitry, loss-avoidance circuits
involving the amygdala and anterior in-
sula serve us well-when they’re not driv-
ing us to overact and make bad decisions.
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gains differently; that is, they feel bet-
ter about avoiding a $100 loss than se-
curing a $100 gain.) To see what’s going
on in their heads when people make
bad investment choices, Stanford re-
searchers Camelia Kuhnen and Brian
Knutson had volunteers play an invest-
ment game while their brains were
scanned with fMRI.

In the game, volunteers chose among
two different stocks and a bond, adjust-
ing their picks with each round of the
game based on the investments’ perfor-
mance in the previous round. While the
bond returned a constant amount, one
stock was more likely to make money
over a series of trades (the “good” stock)

and the other to lose money (the “bad”
stock). Kuhnen and Knutson found
that, even when players had developed
a sense of which was the good stock,
they’d still often head for the riskless
bond after they’d made a losing stock
choice — what the researchers called a
risk-aversion mistake. In other words,
even though they should have known
to pick the good stock on each round,
when they got stung with a loss they’d
often irrationally retreat.

The MRI scans revealed this risk-
aversiveness unfolding. Prior to choos-
ing the safety of the bond, the players’
anterior insulas would activate, signal-
ing their (perhaps not-yet-conscious)
anxiety. In fact, the more active this
primitive risk-anticipating brain region,
the more risk averse players were—often
to their own detriment.

Know Your Brain

Controversial though some of his ideas
may be, Freud wasn’t so far off when he
posited the struggle between the ani-
malistic id and the rational superego.
But he may have been too generous in
his assessment of the superego’s ability
to channel our emotions. Neuroscien-
tists are showing that the emotional
and deliberative circuits in the brain
are in constant interaction (some would
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say struggle), and the former, for better
or for worse, often holds sway. What’s
more, with each new study it becomes
clearer just how quickly, subtly, and
powerfully our unconscious impulses
work. Flash a picture of an angry or a
happy face on a screen for a few hun-
dredths of a second, and your amygdala
instantly reacts—but you, your conscious
self, have no idea what you saw.
MGH’s Breiter believes the more we
learn about the brain science of motiva-
tion, the more readily it can be applied
in business. “People’s decision-making
and management styles probably arise
from common motivational impulses
in the brain,” he points out. “If a man-
ager is hardwired to be more risk seek-
ing, or risk avoiding, or more driven to
pursue a goal than to achieve it, that’s
going to affect how he manages and
makes decisions.” With our increasingly
clear understanding of how basic moti-
vations affect conscious decisions, Bre-
iter says, it should be possible to tailor
incentives accordingly. A manager who

Decisions and Desire > FRONTIERS

shows a preference for the hunt might,
for instance, be well served by incentives
that increase his motivation to reach
goals rather than simply chase them.

Neuroscience research also teaches
us that our emotional brains needn’t
always operate beneath our radar.
Richard Peterson, a psychiatrist who
applies behavioral economics theory
in his investment consulting business,
advises clients to cultivate emotional
self-awareness, notice their moods as
they happen, and reflect on how their
moods may influence their decisions.
In particular, he advises people to pay
close attention to feelings of excite-
ment (a heightened expression of re-
ward seeking) and fear (an intense ex-
pression of loss aversion) and ask, when
such a feeling arises, “What causes this?
Where did these feelings come from?
What is the context in which I'm having
these feelings?” By consciously monitor-
ing moods and the related decisions,
Peterson says, people can become more
savvy users of their gut feelings.

This advice may sound familiar; it
lies at the heart of books like Blink and
Gary Klein’s The Power of Intuition,
which promise to help readers harness
their gut feelings. But for executives
taught to methodically frame problems,
consider alternatives, collect data, weigh
the options, and then decide, cultivat-
ing emotional self-awareness may seem
like a dispensable exercise — or at least
not a critical tool in decision making.
The picture emerging from the neuro-
science labs is that you ignore your gut
at your own peril. Whether you’re ne-
gotiating an acquisition, hiring an em-
ployee, jockeying for a promotion,
granting a loan, trusting a partner—tak-
ing any gamble — be aware that your
dog brain is busy in increasingly pre-
dictable, measurable ways with its own
assessment of the situation and often
its own agenda. You’d better be paying
attention.
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DECISION MAKING

Your organization can become more decisive —
and can implement strategy more quickly —if you know where the
bottlenecks are and who's empowered to break through them.

by Paul Rogers and Marcia Blenko

WHO HAS THE

How Clear Decision Roles Enhance
Organizational Performance

ECISIONS ARE THE COIN OF THE REALM IN BUSINESS.
Every success, every mishap, every opportunity seized
or missed is the result of a decision that someone made
or failed to make. At many companies, decisions routinely
get stuck inside the organization like loose change. But
it’s more than loose change that’s at stake, of course; it’s
the performance of the entire organization. Never mind
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what industry you’re in, how big and well known your
company may be, or how clever your strategy is. If you
can’t make the right decisions quickly and effectively, and
execute those decisions consistently, your business will
lose ground.

Indeed, making good decisions and making them hap-
pen quickly are the hallmarks of high-performing orga-
nizations. When we surveyed executives at 350 global
companies about their organizational effectiveness, only
15% said that they have an organization that helps the
business outperform competitors. What sets those top
performers apart is the quality, speed, and execution of
their decision making. The most effective organizations
score well on the major strategic decisions — which mar-
kets to enter or exit, which businesses to buy or sell,
where to allocate capital and talent. But they truly shine

a major capital investment, for example, depend on the
approval of the business unit that will own it, or should
headquarters make the final call?

Function versus function decision making is perhaps
the most common bottleneck. Every manufacturer, for
instance, faces a balancing act between product develop-
ment and marketing during the design of a new product.
Who should decide what? Cross-functional decisions too
often result in ineffective compromise solutions, which
frequently need to be revisited because the right people
were not involved at the outset.

The fourth decision-making bottleneck, inside versus
outside partners, has become familiar with the rise of
outsourcing, joint ventures, strategic alliances, and fran-
chising. In such arrangements, companies need to be
absolutely clear about which decisions can be owned by

A good decision executed quickly beats a brilliant

decision implemented slowly.

when it comes to the critical operating decisions requir-
ing consistency and speed —how to drive product inno-
vation, the best way to position brands, how to manage
channel partners.

Even in companies respected for their decisiveness, how-
ever, there can be ambiguity over who is accountable for
which decisions. As a result, the entire decision-making
process can stall, usually at one of four bottlenecks: global
versus local, center versus business unit, function versus
function, and inside versus outside partners.

The first of these bottlenecks, global versus local deci-
sion making, can occur in nearly every major business
process and function. Decisions about brand building
and product development frequently get snared here,
when companies wrestle over how much authority local
businesses should have to tailor products for their mar-
kets. Marketing is another classic global versus local
issue—should local markets have the power to determine
pricing and advertising?

The second bottleneck, center versus business unit deci-
sion making, tends to afflict parent companies and their
subsidiaries. Business units are on the front line, close to
the customer; the center sees the big picture, sets broad
goals, and keeps the organization focused on winning.
Where should the decision-making power lie? Should

Paul Rogers|(paul.rogers@bain.cont) is a partner with Bain

& Company in London and leads Bain’s global organiza-
tion practice. Marcia Blenko |(marcia.blenko@bain.com) is
a Bain partner in Boston and the leader of Bain’s North
American organization practice.
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the external partner (usually those about the execution
of strategy) and which must continue to be made inter-
nally (decisions about the strategy itself). In the case of
outsourcing, for instance, brand-name apparel and foot-
wear marketers once assumed that overseas suppliers
could be responsible for decisions about plant employees’
wages and working conditions. Big mistake.

Clearing the Bottlenecks

he most important step in unclogging decision-

making bottlenecks is assigning clear roles and re-

sponsibilities. Good decision makers recognize

which decisions really matter to performance.
They think through who should recommend a particu-
lar path, who needs to agree, who should have input,
who has ultimate responsibility for making the decision,
and who is accountable for follow-through. They make
the process routine. The result: better coordination and
quicker response times.

Companies have devised a number of methods to clar-
ify decision roles and assign responsibilities. We have used
an approach called RAPID, which has evolved over the
years, to help hundreds of companies develop clear decision-
making guidelines. It is, for sure, not a panacea (an inde-
cisive decision maker, for example, can ruin any good sys-
tem), but it’s an important start. The letters in RAPID
stand for the primary roles in any decision-making pro-
cess, although these roles are not performed exactly in
this order: recommend, agree, perform, input, and decide—
the “D” (See the sidebar “A Decision-Making Primer.”)
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How Clear Decision Roles Enhance Organizational Performance

A Decision-Making Primer

Good decision making depends on assigning clear and specific roles. This sounds simple enough, but many companies
struggle to make decisions because lots of people feel accountable—or no one does. RAPID and other tools used to ana-
lyze decision making give senior management teams a method for assigning roles and involving the relevant people.
The key is to be clear who has input, who gets to decide, and who gets it done.

The five letters in RAPID correspond to the five critical decision-making roles: recommend, agree, perform, input,
and decide. As you’ll see, the roles are not carried out lockstep in this order—we took some liberties for the sake of creat-

ing a useful acronym.

Recommend >> People in this role are responsible
for making a proposal, gathering input, and providing the
right data and analysis to make a sensible decision in a
timely fashion. In the course of developing a proposal,
recommenders consult with the people who provide input,
not just hearing and incorporating their views but also
building buy in along the way. Recommenders must have
analytical skills, common sense, and organizational smarts.

Agree >> Individuals in this role have veto power—
yes or no—over the recommendation. Exercising the
veto triggers a debate between themselves and the recom-
menders, which should lead to a modified proposal. If
that takes too long, or if the two parties simply can’t agree,
they can escalate the issue to the person who has the D.

Input >> These people are consulted on the decision.
Because the people who provide input are typically in-
volved in implementation, recommenders have a strong
interest in taking their advice seriously. No input is bind-
ing, but this shouldn’t undermine its importance. If the
right people are not involved and motivated, the decision
is far more likely to falter during execution.

Decide >> The person with the D is the formal deci-
sion maker. He or she is ultimately accountable for the
decision, for better or worse, and has the authority to

The people who recommend a course of action are re-
sponsible for making a proposal or offering alternatives.
They need data and analysis to support their recommen-
dations, as well as common sense about what’s reason-
able, practical, and effective.

The people who agree to a recommendation are those
who need to sign off on it before it can move forward. If
they veto a proposal, they must either work with the rec-
ommender to come up with an alternative or elevate
the issue to the person with the D. For decision making
to function smoothly, only a few people should have such
veto power. They may be executives responsible for legal
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resolve any impasse in the decision-making process and
to commit the organization to action.

Perform >> Once a decision is made, a person or
group of people will be responsible for executing it. In
some instances, the people responsible for implementing
a decision are the same people who recommended it.

Writing down the roles and assigning accountability
are essential steps, but good decision making also re-
quires the right process. Too many rules can cause the
process to collapse under its own weight. The most effec-
tive process is grounded in specifics but simple enough
to adapt if necessary.

When the process gets slowed down, the problem can
often be traced back to one of three trouble spots. First
is a lack of clarity about who has the D. If more than one
person think they have it for a particular decision, that
decision will get caught up in a tug-of-war. The flip side
can be equally damaging: No one is accountable for cru-
cial decisions, and the business suffers. Second, a prolif-
eration of people who have veto power can make life
tough for recommenders. If a company has too many
people in the “agree” role, it usually means that decisions
are not pushed down far enough in the organization.
Third, if there are a lot of people giving input, it’s a sig-
nal that at least some of them aren’t making a meaning-
ful contribution.

or regulatory compliance or the heads of units whose op-
erations will be significantly affected by the decision.
People with input responsibilities are consulted about
the recommendation. Their role is to provide the relevant
facts that are the basis of any good decision: How practi-
cal is the proposal? Can manufacturing accommodate
the design change? Where there’s dissent or contrasting
views, it’s important to get these people to the table at
the right time. The recommender has no obligation to act
on the input he or she receives but is expected to take it
into account - particularly since the people who provide
input are generally among those who must implement
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a decision. Consensus is a worthy goal, but as a decision-
making standard, it can be an obstacle to action or a
recipe for lowest-common-denominator compromise.
A more practical objective is to get everyone involved
to buy in to the decision.

Eventually, one person will decide. The decision maker
is the single point of accountability who must bring the
decision to closure and commit the organization to act
on it. To be strong and effective, the person with the D
needs good business judgment, a grasp of the relevant
trade-offs, a bias for action, and a keen awareness of the
organization that will execute the decision.

The final role in the process involves the people who
will perform the decision. They see to it that the decision
is implemented promptly and effectively. It’s a crucial
role. Very often, a good decision executed quickly beats
a brilliant decision implemented slowly or poorly.

RAPID can be used to help redesign the way an orga-
nization works or to target a single bottleneck. Some com-
panies use the approach for the top ten to 20 decisions,
or just for the CEO and his or her direct reports. Other
companies use it throughout the organization —to im-
prove customer service by clarifying decision roles on
the front line, for instance. When people see an effective
process for making decisions, they spread the word. For
example, after senior managers at a major U.S. retailer

The trick in decision making is to avoid becoming either
mindlessly global or hopelessly local. If decision-making
authority tilts too far toward global executives, local cus-
tomers’ preferences can easily be overlooked, undermin-
ing the efficiency and agility of local operations. But
with too much local authority, a company is likely to miss
out on crucial economies of scale or opportunities with
global clients.

To strike the right balance, a company must recognize
its most important sources of value and make sure that
decision roles line up with them. This was the challenge
facing Martin Broughton, the former CEO and chairman
of British American Tobacco, the second-largest tobacco
company in the world. In 1993, when Broughton was ap-
pointed chief executive, BAT was losing ground to its
nearest competitor. Broughton knew that the company
needed to take better advantage of its global scale, but
decision roles and responsibilities were at odds with this
goal. Four geographic operating units ran themselves au-
tonomously, rarely collaborating and sometimes even
competing. Achieving consistency across global brands
proved difficult, and cost synergies across the operating
units were elusive. Industry insiders joked that “there are
seven major tobacco companies in the world —and four
of them are British American Tobacco.” Broughton vowed
to change the punch line.

The trick in decision making is to avoid becoming either
mindlessly global or hopelessly local.

used RAPID to sort out a particularly thorny set of corpo-
rate decisions, they promptly built the process into their
own functional organizations.

To see the process in action, let’s look at the way four
companies have worked through their decision-making
bottlenecks.

Global Versus Local

very major company today operates in global mar-

kets, buying raw materials in one place, shipping

them somewhere else, and selling finished products

all over the world. Most are trying simultaneously
to build local presence and expertise, and to achieve econ-
omies of scale. Decision making in this environment is far
from straightforward. Frequently, decisions cut across the
boundaries between global and local managers, and
sometimes across a regional layer in between: What in-
vestments will streamline our supply chain? How far
should we go in standardizing products or tailoring them
for local markets?
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The chief executive envisioned an organization that
could take advantage of the opportunities a global busi-
ness offers—global brands that could compete with estab-
lished winners such as Altria Group’s Marlboro; global
purchasing of important raw materials, including tobacco;
and more consistency in innovation and customer man-
agement. But Broughton didn’t want the company to lose
its nimbleness and competitive hunger in local markets
by shifting too much decision-making power to global
executives.

The first step was to clarify roles for the most impor-
tant decisions. Procurement became a proving ground.
Previously, each operating unit had identified its own
suppliers and negotiated contracts for all materials.
Under Broughton, a global procurement team was set up
in headquarters and given authority to choose suppliers
and negotiate pricing and quality for global materials,
including bulk tobacco and certain types of packaging.
Regional procurement teams were now given input into
global materials strategies but ultimately had to imple-
ment the team’s decision. As soon as the global team
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A Recipe for a Decision-Making Bottleneck

At one automaker we studied, marketers and product developers were confused about who was responsible

for making decisions about new models.

When we asked, “Who has the right to decide which features will be standard?”

640/0 of product developers said, “We do.”

830/0 of marketers said, “We do.”

When we asked, “Who has the right to decide which colors will be offered?”

770/0 of product developers said, “We do.”

Not surprisingly, the new models were delayed.

signed contracts with suppliers, responsibility shifted to
the regional teams, who worked out the details of deliv-
ery and service with the suppliers in their regions. For
materials that did not offer global economies of scale
(mentholated filters for the North American market, for
example), the regional teams retained their decision-
making authority.

As the effort to revamp decision making in procure-
ment gained momentum, the company set out to clarify
roles in all its major decisions. The process wasn’t easy.
A company the size of British American Tobacco has a
huge number of moving parts, and developing a practi-
cal system for making decisions requires sweating lots of
details. What’s more, decision-making authority is power,
and people are often reluctant to give it up.

It’s crucial for the people who will live with the new
system to help design it. At BAT, Broughton created work-
ing groups led by people earmarked, implicitly or explic-
itly, for leadership roles in the future. For example, Paul
Adams, who ultimately succeeded Broughton as chief
executive, was asked to lead the group charged with re-
designing decision making for brand and customer man-
agement. At the time, Adams was a regional head within
one of the operating units. With other senior executives,
including some of his own direct reports, Broughton spec-
ified that their role was to provide input, not to veto rec-
ommendations. Broughton didn’t make the common
mistake of seeking consensus, which is often an obstacle
to action. Instead, he made it clear that the objective was
not deciding whether to change the decision-making pro-
cess but achieving buy in about how to do so as effectively
as possible.

The new decision roles provided the foundation the
company needed to operate successfully on a global basis
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61 0/0 of marketers said, “We do.”

while retaining flexibility at the local level. The focus
and efficiency of its decision making were reflected in
the company’s results: After the decision-making over-
haul, British American Tobacco experienced nearly ten
years of growth well above the levels of its competitors in
sales, profits, and market value. The company has gone
on to have one of the best-performing stocks on the UK
market and has reemerged as a major global player in
the tobacco industry.

Center Versus Business Unit

he first rule for making good decisions is to in-

volve the right people at the right level of the

organization. For BAT, capturing economies of

scale required its global team to appropriate some
decision-making powers from regional divisions. For
many companies, a similar balancing act takes place be-
tween executives at the center and managers in the busi-
ness units. If too many decisions flow to the center, deci-
sion making can grind to a halt. The problem is different
but no less critical if the decisions that are elevated to se-
nior executives are the wrong ones.

Companies often grow into this type of problem. In
small and midsize organizations, a single management
team — sometimes a single leader — effectively handles
every major decision. As a company grows and its opera-
tions become more complex, however, senior executives
can no longer master the details required to make deci-
sions in every business.

A change in management style, often triggered by
the arrival of a new CEQ, can create similar tensions. At
a large British retailer, for example, the senior team was
accustomed to the founder making all critical decisions.
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When his successor began seeking consensus on impor-
tant issues, the team was suddenly unsure of its role, and
many decisions stalled. It’s a common scenario, yet most
management teams and boards of directors don’t specify
how decision-making authority should change as the
company does.

A growth opportunity highlighted that issue for Wyeth
(then known as American Home Products) in late 2000.
Through organic growth, acquisitions, and partnerships,
Wyeth’s pharmaceutical division had developed three siz-
able businesses: biotech, vaccines, and traditional phar-
maceutical products. Even though each business had its
own market dynamics, operating requirements, and re-
search focus, most important decisions were pushed up
to one group of senior executives. “We were using gener-
alists across all issues,” said Joseph M. Mahady, president
of North American and global businesses for Wyeth Phar-
maceuticals. “It was a signal that we weren’t getting our
best decision making.”

The problem crystallized for Wyeth when managers
in the biotech business saw a vital — but perishable — op-
portunity to establish a leading position with Enbrel, a
promising rheumatoid arthritis drug. Competitors were

the decisions that required the senior team’s input, such
as marketing strategy and manufacturing capacity.

In short order, Wyeth gave authority for many deci-
sions to business unit managers, leaving senior executives
with veto power over some of the more sensitive issues
related to Grange Castle. But after that investment deci-
sion was made, the D for many subsequent decisions
about the Enbrel business lay with Cavan Redmond, the
executive vice president and general manager of Wyeth’s
biotech division, and his new management team. Red-
mond gathered input from managers in biotech manu-
facturing, marketing, forecasting, finance, and R&D, and
quickly set up the complex schedules needed to collabo-
rate with Immunex. Responsibility for execution rested
firmly with the business unit, as always. But now Red-
mond, supported by his team, also had authority to make
important decisions.

Grange Castle is paying off so far. Enbrel is among the
leading brands for rheumatoid arthritis, with sales of
$1.7 billion through the first half of 2005. And Wyeth’s
metabolism for making decisions has increased. Recently,
when the U.S. Food and Drug Administration granted pri-
ority review status to another new drug, Tygacil, because

Many of the most important cross-functional decisions
are, by their very nature, the most difficult to orchestrate.

working on the same class of drug, so Wyeth needed to
move quickly. This meant expanding production capacity
by building a new plant, which would be located at the
Grange Castle Business Park in Dublin, Ireland.

The decision, by any standard, was a complex one.
Once approved by regulators, the facility would be the
biggest biotech plant in the world —and the largest capi-
tal investment Wyeth had ever undertaken. Yet peak de-
mand for the drug was not easy to determine. What’s
more, Wyeth planned to market Enbrel in partnership
with Immunex (now a part of Amgen). In its delibera-
tions about the plant, therefore, Wyeth needed to factor
in the requirements of building up its technical exper-
tise, technology transfer issues, and an uncertain com-
petitive environment.

Input on the decision filtered up slowly through
a gauze of overlapping committees, leaving senior exec-
utives hungry for a more detailed grasp of the issues.
Given the narrow window of opportunity, Wyeth acted
quickly, moving from a first look at the Grange Castle
project to implementation in six months. But in the midst
of this process, Wyeth Pharmaceuticals’ executives saw
the larger issue: The company needed a system that
would push more decisions down to the business units,
where operational knowledge was greatest, and elevate
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of the antibiotic’s efficacy against drug-resistant infec-
tions, Wyeth displayed its new reflexes. To keep Tygacil on
a fast track, the company had to orchestrate a host of
critical steps—refining the process technology, lining up
supplies, ensuring quality control, allocating manufactur-
ing capacity. The vital decisions were made one or two lev-
els down in the biotech organization, where the expertise
resided. “Instead of debating whether you can move your
product into my shop, we had the decision systems in
place to run it up and down the business units and move
ahead rapidly with Tygacil,” said Mahady. The drug was
approved by the FDA in June 2005 and moved into vol-
ume production a mere three days later.

Function Versus Function

ecisions that cut across functions are some of the
most important a company faces. Indeed, cross-
functional collaboration has become an axiom of
business, essential for arriving at the best answers
for the company and its customers. But fluid decision
making across functional teams remains a constant chal-
lenge, even for companies known for doing it well, like
Toyota and Dell. For instance, a team that thinks it’s more
efficient to make a decision without consulting other
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functions may wind up missing out on relevant input or
being overruled by another team that believes-rightly
or wrongly—it should have been included in the process.
Many of the most important cross-functional decisions
are, by their very nature, the most difficult to orchestrate,
and that can string out the process and lead to sparring
between fiefdoms and costly indecision.

The theme here is a lack of clarity about who has the
D. For example, at a global auto manufacturer that was
missing its milestones for rolling out new models — and
was paying the price in falling sales — it turned out that
marketers and product developers were confused about
which function was responsible for making decisions
about standard features and color ranges for new mod-
els. When we asked the marketing team who had the D
about which features should be standard, 83% said the
marketers did. When we posed the same question to
product developers, 64% said the responsibility rested
with them. (See the exhibit “A Recipe for a Decision-
Making Bottleneck?”)

The practical difficulty of connecting functions through
smooth decision making crops up frequently at retailers.
John Lewis, the leading department store chain in the
United Kingdom, might reasonably expect to overcome
this sort of challenge more readily than other retailers.
Spedan Lewis, who built the business in the early twenti-
eth century, was a pioneer in employee ownership. A
strong connection between managers and employees
permeated every aspect of the store’s operations and re-
mained vital to the company as it grew into the largest
employee-owned business in the United Kingdom, with
59,600 employees and more than £5 billion in revenues
in 2004.

Even at John Lewis, however, with its heritage of coop-
eration and teamwork, cross-functional decision making
can be hard to sustain. Take salt and pepper mills, for in-
stance. John Lewis, which prides itself on having great se-
lection, stocked nearly 50 SKUs of salt and pepper mills,
while most competitors stocked around 20. The com-
pany’s buyers saw an opportunity to increase sales and re-
duce complexity by offering a smaller number of popular
and well-chosen products in each price point and style.

When John Lewis launched the new range, sales fell.
This made no sense to the buyers until they visited the
stores and saw how the merchandise was displayed. The
buyers had made their decision without fully involving
the sales staff, who therefore did not understand the strat-
egy behind the new selection. As a result, the sellers had
cut shelf space in half to match the reduction in range,
rather than devoting the same amount of shelf space to
stocking more of each product.

To fix the communication problem, John Lewis needed
to clarify decision roles. The buyers were given the D on
how much space to allocate to each product category. If
the space allocation didn’t make sense to the sales staff,
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Clear Decision Roles Enhance Organizational Performance

The Decision-Driven Organization

The defining characteristic of high-performing organiza-
tions is their ability to make good decisions and to make
them happen quickly. The companies that succeed tend
to follow a few clear principles.

Some decisions matter more than others. The deci-
sions that are crucial to building value in the business
are the ones that matter most. Some of them will be the
big strategic decisions, but just as important are the crit-
ical operating decisions that drive the business day to
day and are vital to effective execution.

Action is the goal. Good decision making doesn’t end
with a decision; it ends with implementation. The objec-
tive shouldn’t be consensus, which often becomes an ob-
stacle to action, but buy in.

Ambiguity is the enemy. Clear accountability is essen-
tial: Who contributes input, who makes the decision,
and who carries it out? Without clarity, gridlock and
delay are the most likely outcomes. Clarity doesn’t nec-
essarily mean concentrating authority in a few people;
it means defining who has responsibility to make deci-
sions, who has input, and who is charged with putting
them into action.

Speed and adaptability are crucial. A company that
makes good decisions quickly has a higher metabolism,
which allows it to act on opportunities and overcome
obstacles. The best decision makers create an environ-
ment where people can come together quickly and effi-
ciently to make the most important decisions.

Decision roles trump the organizational chart. No
decision-making structure will be perfect for every deci-
sion. The key is to involve the right people at the right
level in the right part of the organization at the right time.

A well-aligned organization reinforces roles. Clear
decision roles are critical, but they are not enough. If an
organization does not reinforce the right approach to
decision making through its measures and incentives,
information flows, and culture, the behavior won’t be-
come routine.

Practicing beats preaching. Involve the people who
will live with the new decision roles in designing them.
The very process of thinking about new decision behav-
jors motivates people to adopt them.
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however, they had the authority to raise their concerns
and force a new round of negotiations. They also had re-
sponsibility for implementing product layouts in the
stores. When the communication was sorted out and shelf
space was restored, sales of the salt and pepper mills
climbed well above original levels.

Crafting a decision-making process that connected
the buying and selling functions for salt and pepper mills
was relatively easy; rolling it out across the entire busi-
ness was more challenging. Salt and pepper mills are just
one of several hundred product categories for John Lewis.
This element of scale is one reason why cross-functional
bottlenecks are not easy to unclog. Different functions
have different incentives and goals, which are often in
conflict. When it comes down to a struggle between
two functions, there may be good reasons to locate the D
in either place —buying or selling, marketing or product
development.

Here, as elsewhere, someone needs to think objectively
about where value is created and assign decision roles
accordingly. Eliminating cross-functional bottlenecks
actually has less to do with shifting decision-making re-
sponsibilities between departments and more to do with
ensuring that the people with relevant information are
allowed to share it. The decision maker is important, of
course, but more important is designing a system that
aligns decision making and makes it routine.

Inside Versus Outside Partners

ecision making within an organization is hard

enough. Trying to make decisions between sepa-

rate organizations on different continents adds

layers of complexity that can scuttle the best strat-
egy. Companies that outsource capabilities in pursuit of
cost and quality advantages face this very challenge.
Which decisions should be made internally? Which can
be delegated to outsourcing partners?

These questions are also relevant for strategic part-
ners—a global bank working with an IT contractor on a
systems development project, for example, or a media
company that acquires content from a studio — and for
companies conducting part of their business through
franchisees. There is no right answer to who should have
the power to decide what. But the wrong approach is to
assume that contractual arrangements can provide the
answer.

An outdoor-equipment company based in the United
States discovered this recently when it decided to scale up
production of gas patio heaters for the lower end of the
market. The company had some success manufacturing
high-end products in China. But with the advent of super-
discounters like Wal-Mart, Target, and Home Depot, the
company realized it needed to move more of its produc-
tion overseas to feed these retailers with lower-cost offer-
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A Decision Diagnostic

Consider the last three meaningful decisions you've
been involved in and ask yourself the following questions.

1. Were the decisions right?

2. Were they made with appropriate speed?

3. Were they executed well?

4. Were the right people involved, in the right way?

B. Was it clear for each decision
- who would recommend a solution?
- who would provide input?
- who had the final say?
- who would be responsible for following through?

6. Were the decision roles, process, and time frame
respected?

7. Were the decisions based on appropriate facts?

8. To the extent that there were divergent facts or
opinions, was it clear who had the D?

9. Were the decision makers at the appropriate level
in the company?

10. Did the organization’s measures and incentives
encourage the people involved to make the right
decisions?

ings. The timetable left little margin for error: The com-
pany started tooling up factories in April and June of
2004, hoping to be ready for the Christmas season.

Right away, there were problems. Although the Chi-
nese manufacturing partners understood costs, they had
little idea what American consumers wanted. When ex-
pensive designs arrived from the head office in the United
States, Chinese plant managers made compromises to
meet contracted cost targets. They used a lower grade
material, which discolored. They placed the power switch
in a spot that was inconvenient for the user but easier
to build. Instead of making certain parts from a single
casting, they welded materials together, which looked
terrible.
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How Clear Decision Roles Enhance Organizational Performance

To fix these problems, the U.S. executives had to draw
clear lines around which decisions should be made on
which side of the ocean. The company broke down the
design and manufacturing process into five steps and an-
alyzed how decisions were made at each step. The com-
pany was also much more explicit about what the manu-
facturing specs would include and what the manufacturer
was expected to do with them. The objective was not sim-
ply to clarify decision roles but to make sure those roles
corresponded directly to the sources of value in the busi-
ness. If a decision would affect the look and feel of the fin-
ished product, headquarters would have to sign off on it.
But if a decision would not affect the customer’s experi-
ence, it could be made in China. If, for example, Chinese
engineers found a less expensive material that didn’t com-
promise the product’s look, feel, and functionality, they
could make that change on their own.

To help with the transition to this system, the com-
pany put a team of engineers on-site in China to ensure
a smooth handoff of the specs and to make decisions on
issues that would become complex and time-consuming
if elevated to the home office. Marketing executives in
the home office insisted that it should take a customer
ten minutes and no more than six steps to assemble the
product at home. The company’s engineers in China,
along with the Chinese manufacturing team, had input
into this assembly requirement and were responsible
for execution. But the D resided with headquarters, and

the requirement became a major design factor. Deci-
sions about logistics, however, became the province of
the engineering team in China: It would figure out how
to package the heaters so that one-third more boxes
would fit into a container, which reduced shipping costs
substantially.

If managers suddenly realize that they’re spending less
time sitting through meetings wondering why they are
there, that’s an early signal that companies have become
better at making decisions. When meetings start with a
common understanding about who is responsible for pro-
viding valuable input and who has the D, an organiza-
tion’s decision-making metabolism will get a boost.

No single lever turns a decision-challenged organiza-
tion into a decision-driven one, of course, and no blue-
print can provide for all the contingencies and business
shifts a company is bound to encounter. The most success-
ful companies use simple tools that help them recognize
potential bottlenecks and think through decision roles
and responsibilities with each change in the business en-
vironment. That’s difficult to do—and even more difficult
for competitors to copy. But by taking some very practical
steps, any company can become more effective, begin-
ning with its next decision. V]

Reprint R0601D; HBR OnPoint 3021
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Executives routinely dose their

organizations with strategic snake
oil: discredited nostrums,

partial remedies, or untested
management miracle cures.
In many cases, the facts
about what works are
out there — so why
don’t managers
use them?

IDENCE-BASED

MANAGEMENT

JANUARY 2006

by Jeffrey Pfeffer and Robert I. Sutton

BOLD NEW WAY OF THINKING has taken the medical
establishment by storm in the past decade: the idea that
decisions in medical care should be based on the latest
and best knowledge of what actually works. Dr. David
Sackett, the individual most associated with evidence-
based medicine, defines it as “the conscientious, explicit
and judicious use of current best evidence in making de-
cisions about the care of individual patients.” Sackett, his
colleagues at McMaster University in Ontario, Canada,
and the growing number of physicians joining the move-
ment are committed to identifying, disseminating, and,
most importantly, applying research that is soundly con-
ducted and clinically relevant.
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If all this sounds laughable to you-after all, what else
besides evidence would guide medical decisions? —then
you are woefully naive about how doctors have tradition-
ally plied their trade. Yes, the research is out there—thou-
sands of studies are conducted on medical practices and
products every year. Unfortunately, physicians don’t use
much of it. Recent studies show that only about 15% of
their decisions are evidence based. For the most part,
here’s what doctors rely on instead: obsolete knowledge

Still, it makes sense that when managers act on better
logic and evidence, their companies will trump the com-
petition. That is why we’ve spent our entire research ca-
reers, especially the last five years, working to develop
and surface the best evidence on how companies ought to
be managed and teaching managers the right mind-set
and methods for practicing evidence-based management.
As with medicine, management is and will likely always
be a craft that can be learned only through practice and

The use and defense of stock options as a compensation
strategy seems to be a case of cherished belief
trumping evidence, to the detriment of organizations.

gained in school, long-standing but never proven tradi-
tions, patterns gleaned from experience, the methods
they believe in and are most skilled in applying, and infor-
mation from hordes of vendors with products and ser-
vices to sell.

The same behavior holds true for managers looking to
cure their organizational ills. Indeed, we would argue,
managers are actually much more ignorant than doctors
about which prescriptions are reliable —and they’re less
eager to find out. If doctors practiced medicine like many
companies practice management, there would be more
unnecessarily sick or dead patients and many more doc-
tors in jail or suffering other penalties for malpractice.

It’s time to start an evidence-based movement in the
ranks of managers. Admittedly, in some ways, the chal-
lenge is greater here than in medicine. (See the sidebar
“What Makes It Hard to Be Evidence Based?”) The evi-
dence is weaker; almost anyone can (and often does)
claim to be a management expert; and a bewildering
array of sources—Shakespeare, Billy Graham, Jack Welch,
Tony Soprano, fighter pilots, Santa Claus, Attila the
Hun - are used to generate management advice. Manag-
ers seeking the best evidence also face a more vexing
problem than physicians do: Because companies vary so
wildly in size, form, and age, compared with human be-
ings, it is far more risky in business to presume that a
proven “cure” developed in one place will be effective
elsewhere.

experience. Yet we believe that managers (like doctors)
can practice their craft more effectively if they are rou-
tinely guided by the best logic and evidence —and if they
relentlessly seek new knowledge and insight, from both
inside and outside their companies, to keep updating
their assumptions, knowledge, and skills. We aren’t there
yet, but we are getting closer. The managers and compa-
nies that come closest already enjoy a pronounced com-
petitive advantage.

What Passes for Wisdom

f a doctor or a manager makes a decision that is not

based on the current best evidence of what may work,

then what is to blame? It may be tempting to think the

worst. Stupidity. Laziness. Downright deceit. But the
real answer is more benign. Seasoned practitioners some-
times neglect to seek out new evidence because they trust
their own clinical experience more than they trust re-
search. Most of them would admit problems with the
small sample size that characterizes personal observation,
but nonetheless, information acquired firsthand often
feels richer and closer to real knowledge than do words
and data in a journal article. Lots of managers, likewise,
get their companies into trouble by importing, without
sufficient thought, performance management and mea-
surement practices from their past experience. We saw
this at a small software company, where the chair of the

Jeffrey Pfeffer (pfeffer_ieffrey@gsb.stanford.edu) is the Thomas D. Dee II Professor of Organizational Behavior at Stanford
Graduate School of Business in California. Robert I. Sutton |(robert.sutton@stanford.edul) is a professor of management sci-
ence and engineering at Stanford School of Engineering, where he is also a codirector of the Center for Work, Technology, and
Organization. Pfeffer and Sutton are the authors of The Knowing-Doing Gap: How Smart Companies Turn Knowledge into
Action (Harvard Business School Press,1999) and Hard Facts, Dangerous Half-Truths, and Total Nonsense: Profiting from
Evidence-Based Management (Harvard Business School Press, forthcoming in March 2006).
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compensation committee, a successful and smart execu-
tive, recommended the compensation policies he had em-
ployed at his last firm. The fact that the two companies
were dramatically different in size, sold different kinds of
software, used different distribution methods, and tar-
geted different markets and customers didn’t seem to faze
him or many of his fellow committee members.

Another alternative to using evidence is making deci-
sions that capitalize on the practitioner’s own strengths.
This is particularly a problem with specialists, who default
to the treatments with which they have the most experi-
ence and skill. Surgeons are notorious for it. (One doctor
and author, Melvin Konner, cites a common joke amongst
his peers: “If you want to have an operation, ask a surgeon
if you need one.”) Similarly, if your business needs to
drum up leads, your event planner is likely to recom-
mend an event, and your direct marketers will
probably suggest a mailing. The old saying
“To a hammer, everything looks like a
nail” often explains what gets done.

Hype and marketing, of course,
also play a role in what information
reaches the busy practitioner. Doctors
face an endless supply of vendors,
who muddy the waters by exaggerat-
ing the benefits and downplaying the
risks of using their drugs and other
products. Meanwhile, some truly effi-
cacious solutions have no particularly
interested advocates behind them. For
years, general physicians have referred
patients with plantar warts on their feet
to specialists for expensive and painful sur-
gical procedures. Only recently has word
got out that duct tape does the trick
just as well.

Numerous other decisions are
driven by dogma and belief. When
people are overly influenced by ideol-
ogy, they often fail to question whether
a practice will work —it fits so well with
what they “know” about what makes peo-
ple and organizations tick. In business, the use
and defense of stock options as a compensation
strategy seems to be just such a case of cherished belief
trumping evidence, to the detriment of organizations.
Many executives maintain that options produce an own-
ership culture that encourages 80-hour workweeks, fru-
gality with the company’s money, and a host of personal
sacrifices in the interest of value creation. T.J. Rodgers,
chief executive of Cypress Semiconductor, typifies this
mind-set. He told the San Francisco Chronicle that without
options, “I would no longer have employee shareholders,
I would just have employees.” There is, in fact, little evi-
dence that equity incentives of any kind, including stock
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options, enhance organizational performance. A recent
review of more than 220 studies compiled by Indiana Uni-
versity’s Dan R. Dalton and colleagues concluded that
equity ownership had no consistent effects on financial
performance.

Ideology is also to blame for the persistence of the first-
mover-advantage myth. Research by Wharton’s Lisa
Bolton demonstrates that most people — whether experi-
enced in business or naive about it—believe that the first
company to enter an industry or market will have a big
advantage over competitors. Yet empirical evidence is
actually quite mixed as to whether such an advantage ex-
ists, and many “success stories” purported to support the

first-mover advantage turn out to be false.[[Amazon.conij,
for instance, was not the first company to start selling
books online.) In Western culture, people believe that the
early bird gets the worm, yet this is a half-truth. As futur-
ist Paul Saffo puts it, the whole truth is that the second
(or third or fourth) mouse often gets the cheese. Unfortu-
nately, beliefs in the power of being first and fastest in
everything we do are so ingrained that giving people
contradictory evidence does not cause them to abandon
their faith in the firstmover advantage. Beliefs rooted in
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ideology or in cultural values are quite “sticky,” resist dis-
confirmation, and persist in affecting judgments and
choice, regardless of whether they are true.

Finally, there is the problem of uncritical emulation and
its business equivalent: casual benchmarking. Both doc-
tors and managers look to perceived high performers in
their field and try to mimic those top dogs’ moves. We
aren’t damning benchmarking in general — it can be a
powerful and cost-efficient tool. (See the sidebar “Can
Benchmarking Produce Evidence?”) Yet it is important to
remember that if you only copy what other people or com-
panies do, the best you can be is a perfect imitation. So the
most you can hope to have are practices as good as, but no
better than, those of top performers—and by the time you
mimic them, they’ve moved on. This isn’t necessarily a
bad thing, as you can save time and money by learning
from the experience of others inside and outside your in-

dustry. And if you consistently implement best practices
better than your rivals, you will beat the competition.
Benchmarking is most hazardous to organizational
health, however, when used in its “casual” form, in which
the logic behind what works for top performers, why it
works, and what will work elsewhere is barely unraveled.
Consider a quick example. When United Airlines decided
in 1994 to try to compete with Southwest in the Califor-
nia market, it tried to imitate Southwest. United created
a new service, Shuttle by United, with separate crews and
planes (all of them Boeing 737s). The gate staff and flight
attendants wore casual clothes. Passengers weren’t served
food. Seeking to emulate Southwest’s legendary quick
turnarounds and enhanced productivity, Shuttle by United
increased the frequency of its flights and reduced the
scheduled time planes would be on the ground. None of
this, however, reproduced the essence of Southwest’s ad-

WHAT MAKES IT HARD TO BE EVIDENCE BASED?

You may well be trying to bring the best evidence to bear on
your decisions. You follow the business press, buy business
books, hire consultants, and attend seminars featuring business
experts. But evidence-based management is still hard to apply.
Here’s what you’re up against.

There’s too much evidence. With hundreds of English-language
magazines and journals devoted to business and management
issues, dozens of business newspapers, roughly 30,000 business
books in print and thousands more being published each year,
and the Web-based outlets for business knowledge continuing
to expand (ranging from online versions of Fortune and the Wall
Street Journal to specialized sites like |Hr.com|and|Gantthead.com),
it is fair to say that there is simply too much information for any
manager to consume. Moreover, recommendations about man-
agement practice are seldom integrated in a way that makes
them accessible or memorable. Consider, for instance, Business:
The Ultimate Resource, a tome that weighs about eight pounds
and runs 2,208 oversize pages. Business claims that it “will be-
come the ‘operating system’ for any organization or anyone in
business” But a good operating system fits together in a seam-
less and logical manner — not the case here or with any such en-
cyclopedic effort to date.

There's not enough good evidence. Despite the existence of
“data, data everywhere,” managers still find themselves parched
for reliable guidance. In 1993, senior Bain consultant Darrell
Rigby began conducting the only survey we have encountered
on the use and persistence of various management tools and
techniques. (Findings from the most recent version of Bain’s
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Management Tools survey were published in Strategy and Lead-
ership in 2005.) Rigby told us it struck him as odd that you could
get good information on products such as toothpaste and cereal
but almost no information about interventions that companies
were spending millions of dollars to implement. Even the Bain
survey, noteworthy as it is, measures only the degree to which
the different programs are used and does not go beyond subjec-
tive assessments of their value.

The evidence doesn’t quite apply. Often, managers are con-
fronted with half-truths — advice that is true some of the time,
under certain conditions. Take, for example, the controversy
around stock options. The evidence suggests that, in general,
heavier reliance on stock options does not increase a firm’s per-
formance, but it does increase the chances that a company will
need to restate its earnings. However, in small, privately held
start-ups, options do appear to be relevant to success and less
likely to produce false hype. One hallmark of solid research is
conservatism — the carefulness of the researcher to point out
the specific context in which intervention A led to outcome B.
Unfortunately, that leaves managers wondering if the research
could possibly be relevant to them.

People are trying to mislead you. Because it’s so hard to dis-
tinguish good advice from bad, managers are constantly enticed
to believe in and implement flawed business practices. A big part
of the problem is consultants, who are always rewarded for getting
work, only sometimes rewarded for doing good work, and hardly
ever rewarded for evaluating whether they have actually improved
things. Worst of all, if a client’s problems are only partly solved,
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vantage-the company’s culture and management philos-
ophy, and the priority placed on employees. Southwest
wound up with an even higher market share in California
after United had launched its new service. The Shuttle is
now shuttered.

We’ve just suggested no less than six substitutes that
managers, like doctors, often use for the best evidence -
obsolete knowledge, personal experience, specialist skills,
hype,dogma, and mindless mimicry of top performers—so
perhaps it’s apparent why evidence-based decision mak-
ing is so rare. At the same time, it should be clear that re-
lying on any of these six is not the best way to think about
or decide among alternative practices. We’ll soon describe
how evidence-based management takes shape in the com-
panies we’ve seen practice it. First, though, it is useful to
get an example on the table of the type of issue that com-
panies can address with better evidence.

that leads to more work for the consulting firm! (If you think our
charge is too harsh, ask the people at your favorite consulting
firm what evidence they have that their advice or techniques
actually work—and pay attention to the evidence they offer.)

You are trying to mislead you. Simon and Garfunkel were
right when they sang, “A man hears what he wants to hear and
disregards the rest” Many practitioners and their advisers rou-
tinely ignore evidence about management practices that clashes
with their beliefs and ideologies, and their own observations are
contaminated by what they expect to see. This is especially dan-
gerous because some theories can become self-fulfilling — that
is, we sometimes perpetuate our pet theories with our own ac-
tions. If we expect people to be untrustworthy, for example, we
will closely monitor their behavior, which makes it impossible to
develop trust. (Meanwhile, experimental evidence shows that
when people are placed in situations where authority figures
expect them to cheat, more of them do, in fact, cheat.)

The side effects outweigh the cure. Sometimes, evidence
points clearly to a cure, but the effects of the cure are too nar-
rowly considered. One of our favorite examples comes from out-
side management, in the controversy over social promotion in
public schools — that is, advancing a child to the next grade even
if his or her work isn’t up to par. Former U.S. president Bill Clin-
ton represented the views of many when, in his 1999 State of the
Union address, he said, “We do our children no favors when we
allow them to pass from grade to grade without mastering the
material” President George W. Bush holds the same view. But
this belief is contrary to the results from over 55 published stud-
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An Example: Should We Adopt
Forced Ranking?

he decision-making process used at Oxford’s Centre

for Evidence-Based Medicine starts with a crucial

first step — the situation confronting the practi-

tioner must be framed as an answerable question.
That makes it clear how to compile relevant evidence.
And so we do that here, raising a question that many
companies have faced in recent years: Should we adopt
forced ranking of our employees? The question refers to
what General Electric more formally calls a forced-curve
performance-ranking system. It’s a talent management
approach in which the performance levels of individuals
are plotted along a bell curve. Depending on their posi-
tion on the curve, employees fall into groups, with per-
haps the top 20%, the so-called A players, being given

ies that demonstrate the net negative effects of ending social
promotion (versus no careful studies that find positive effects).
Many school systems that have tried to end the practice have
quickly discovered the fly in the ointment: Holding students
back leaves schools crowded with older students, and costs sky-
rocket as more teachers and other resources are needed because
the average student spends more years in school. The flunked
kids also consistently come out worse in the end, with lower test
scores and higher drop-out rates. There are also reports that bul-
lying increases: Those flunked kids, bigger than their classmates,
are mad about being held back, and the teachers have trouble
maintaining control in the larger classes.

Stories are more persuasive, anyway. It’s hard to remain de-
voted to the task of building bulletproof, evidence-based cases
for action when it’s clear that good storytelling often carries the
day. And indeed, we reject the notion that only quantitative data
should qualify as evidence. As Einstein put it, “Not everything
that can be counted counts, and not everything that counts can
be counted” When used correctly, stories and cases are powerful
tools for building management knowledge. Many quantitative
studies are published on developing new products, but few come
close to Tracy Kidder’s Pulitzer-winning Soul of a New Machine in
capturing how engineers develop products and how managers
can enhance or undermine the engineers’ (and products’) suc-
cess. Gordon MacKenzie’s Orbiting the Giant Hairball is the most
charming and useful book on corporate creativity we know. Good
stories have their place in an evidence-based world, in suggest-
ing hypotheses, augmenting other (often quantitative) research,
and rallying people who will be affected by a change.
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outsize rewards; the middle 70% or so, the B players, being
targeted for development; and the lowly bottom 10%, the
C players, being counseled or thrown out of their jobs.

Without a doubt, this question arose for many compa-
nies as they engaged in benchmarking. General Electric
has enjoyed great financial success and seems well stocked
with star employees. GE alums have gone on to serve as
CEOs at many other companies, including 3M, Boeing,
Intuit, Honeywell, and the Home Depot. Systems that
give the bulk of rewards to star employees have also been
thoroughly hyped in business publications - for instance,
in the McKinsey-authored book The War for Talent. But
it’s far from clear that the practice is worth emulating. It
isn’t just the infamous Enron —much praised in The War
for Talent —that makes us say this. A couple of years ago,
one of us gave a speech at a renowned but declining high-
technology firm that used forced ranking (there, it was
called a “stacking system”). A senior executive told us

Next, management would have assembled more evi-
dence and weighed the negative against the positive. In
doing so, it would have found plenty of evidence that per-
formance improves with team continuity and time in po-
sition — two reasons to avoid the churn of what’s been
called the “rank and yank” approach. Think of the U.S.
Women’s National Soccer Team, which has won numer-
ous championships, including two of the four Women’s
World Cups and two of the three Olympic women’s tour-
naments held to date. The team certainly has had enor-
mously talented players, such as Mia Hamm, Brandi Chas-
tain, Julie Foudy, Kristine Lilly, and Joy Fawcett. Yet all
these players will tell you that the most important factor
in their success was the communication, mutual under-
standing and respect, and ability to work together that de-
veloped during the 13 or so years that the stable core
group played together. The power of such joint experi-
ence has been established in every setting examined, from

In a recent survey of more than 200 HR professionals,
respondents reported that forced ranking had
consequences such as lower productivity, inequity,
damage to morale, and mistrust in leadership.

about an anonymous poll conducted among the firm’s
top 100 or so executives to discover which company prac-
tices made it difficult to turn knowledge into action. The
stacking system was voted the worst culprit.

Would evidence-based management have kept that
company from adopting this deeply unpopular program?
We think so. First, managers would have immediately
questioned whether their company was similar enough to
GE in various respects that a practice cribbed from it
could be expected to play out in the same way. Then, they
would have been compelled to take a harder look at the
data presumably supporting forced ranking — the claim
that this style of talent management actually has caused
adherents to be more successful. So, for example, they
might have noticed a key flaw in The War for Talent’s re-
search method: The authors report in the appendix that
companies were first rated as high or average performers,
based on return to shareholders during the prior three to
ten years; then interviews and surveys were conducted
to measure how these firms were fighting the talent
wars. So, for the 77 companies (of 141 studied), manage-
ment practices assessed in 1997 were treated as the
“cause” of firm performance between 1987 and 1997. The
study therefore violates a fundamental condition of
causality: The proposed cause needs to occur before the
proposed effect.
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string quartets to surgical teams, to top management
teams, to airplane cockpit crews.

If managers at the technology firm had reviewed the
best evidence, they would have also found that in work
that requires cooperation (as nearly all the work in their
company did), performance suffers when there is a big
spread between the worst- and best-paid people — even
though giving the lion’s share of rewards to top perform-
ers is a hallmark of forced-ranking systems. In a Haas
School of Business study of 102 business units, Douglas
Cowherd and David Levine found that the greater the gap
between top management’s pay and that of other em-
ployees, the lower the product quality. Similar negative ef-
fects of dispersed pay have been found in longitudinal
studies of top management teams, universities, and a sam-
ple of nearly 500 public companies. And in a recent No-
vations Group survey of more than 200 human resource
professionals from companies with more than 2,500 em-
ployees, even though over half of the companies used
forced ranking, the respondents reported that this ap-
proach resulted in lower productivity, inequity, skepti-
cism, decreased employee engagement, reduced collab-
oration, damage to morale, and mistrust in leadership.
We can find plenty of consultants and gurus who praise
the power of dispersed pay, but we can’t find a careful
study that supports its value in settings where coopera-
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tion, coordination, and information sharing are crucial to
performance.

Negative effects of highly dispersed pay are even seen
in professional sports. Studies of baseball teams are es-
pecially interesting because, of all major professional
sports, baseball calls for the least coordination among
team members. But baseball still requires some coopera-
tion — for example, between pitchers and catchers, and
among infielders. And although individuals hit the ball,

Evidence-Based Management

teammates can help one another improve their skills
and break out of slumps. Notre Dame’s Matt Bloom did a
careful study of over 1,500 professional baseball players
from 29 teams, spanning an eight-year period, which
showed that players on teams with greater dispersion in
pay had lower winning percentages, gate receipts, and
media income.

Finally, an evidence-based approach would have sur-
faced data suggesting that average players can be

CAN BENCHMARKING PRODUCE EVIDENCE?

Across the board, U.S. automobile com-
panies have for decades benchmarked
Toyota, the world leader in auto man-
ufacturing. In particular, many have
tried to copy its factory-floor practices.
They’ve installed just-in-time inven-
tory systems, statistical process control
charts, and pull cords to stop the as-
sembly line if defects are noticed. Yet,
although they (most notably, General
Motors) have made progress, for the
most part the companies still lag be-
hind Toyota in productivity—the hours
required to assemble a car—and often
in quality and design as well.

Studies of the automobile industry,
especially those by Wharton professor
John Paul MacDuffie, suggest that the
U.S. companies fell prey to the same
pair of fundamental problems we have
seen in so many casual-benchmarking
initiatives. First, people mimic the most
visible, the most obvious, and, fre-
quently, the least important practices.
The secret to Toyota’s success is not a
set of techniques per se, but the philoso-
phy of total quality management and
continuous improvement the company
has embraced, as well as managers’ ac-
cessibility to employees on the plant
floor, which enables Toyota to tap these
workers’ tacit knowledge. Second, com-
panies have different strategies, cul-
tures, workforces, and competitive envi-
ronments—so that what one of them
needs to do to be successful is different
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from what others need to do. The To-
yota system presumes that people will
be team players and subordinate their
egos for the good of the group, a collec-
tivistic mind-set that tends to fit Asian
managers and workers better than it
does U.S. and European managers and
workers.

Before you run off to benchmark, pos-
sibly spending effort and money that
will result in no payoff or, worse yet,
problems that you never had before, ask
yourself the following questions:

- Do sound logic and evidence indi-
cate that the benchmarking target’s
success is attributable to the practice we
seek to emulate? Southwest Airlines is
the most successful airline in the his-
tory of the industry. Herb Kelleher, its
CEO from 1982 to 2001, drinks a lot of
Wild Turkey bourbon. Does this mean
that your company will dominate its in-
dustry if your CEO drinks a lot of Wild
Turkey?

- Are the conditions at our company —
strategy, business model, workforce—
similar enough to those at the bench-
marked company to make the learning
useful? Just as doctors who do neuro-
surgery learn mostly from other neuro-
surgeons, not from orthopedists, you
and your company should seek to learn
from relevant others.

- Why does a given practice enhance
performance? And what is the logic
that links it to bottom-line results?

If you can’t explain the underlying
theory, you are likely engaging in su-
perstitious learning, and you may be
copying something irrelevant or even
damaging-or only copying part (per-
haps the worst part) of the practice. As
senior GE executives once pointed out
to us, many companies that imitate
their “rank and yank” system take only
the A, B, and C rankings and miss the
crucial subtlety that an A player is
someone who helps colleagues do
their jobs more effectively, rather than
engaging in dysfunctional internal
competition.

- What are the downsides of imple-
menting the practice even if it is a good
idea overall? Keep in mind that there is
usually at least one disadvantage. For
example, research by Mary Benner at
Wharton and Michael Tushman at Har-
vard Business School shows that firms
in the paint and photography indus-
tries that implemented more extensive
process management programs did in-
crease short-term efficiency but had
more trouble keeping up with rapid
technological changes. You need to ask
if there are ways of mitigating the
downsides, maybe even solutions that
your benchmarking target uses that
you aren’t seeing. Say you are doing a
merger. Look closely at what Cisco does
and why, as it consistently profits from
mergers while most other firms consis-
tently fail.
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extremely productive and that A players can founder, de-
pending on the system they work in. Over 15 years of re-
search in the auto industry provides compelling evidence
for the power of systems over individual talent. Whar-
ton’s John Paul MacDuffie has combined quantitative
studies of every automobile plant in the world with in-
depth case studies to understand why some plants are
more effective than others. MacDuffie has found that lean
or flexible production systems — with their emphasis on
teams, training, and job rotation, and their de-emphasis
on status differences among employees — build higher-
quality cars at a lower cost.

Becoming a Company of Evidence-
Based Managers

t is one thing to believe that organizations would per-

form better if leaders knew and applied the best evi-

dence. It is another thing to put that belief into practice.

We appreciate how hard it is for working managers and
executives to do their jobs. The demands for decisions are
relentless, information is incomplete, and even the very
best executives make many mistakes and undergo con-
stant criticism and second-guessing from people inside
and outside their companies. In that respect, managers
are like physicians who face one decision after another:
They can’t possibly make the right choice every time. Hip-
pocrates, the famous Greek who wrote the physicians’
oath, described this plight well: “Life is short, the art long,
opportunity fleeting, experiment treacherous, judgment
difficult”

Teaching hospitals that embrace evidence-based medi-
cine try to overcome impediments to using it by provid-
ing training, technologies, and work practices so staff can
take the critical results of the best studies to the bedside.
The equivalent should be done in management settings.
But it’s also crucial to appreciate that evidence-based
management, like evidence-based medicine, entails a dis-
tinct mind-set that clashes with the way many managers
and companies operate. It features a willingness to put
aside belief and conventional wisdom — the dangerous
halftruths that many embrace—and replace these with an
unrelenting commitment to gather the necessary facts to
make more informed and intelligent decisions.

As a leader in your organization, you can begin to nur-
ture an evidence-based approach immediately by doing a
few simple things that reflect the proper mind-set. If you
ask for evidence of efficacy every time a change is pro-
posed, people will sit up and take notice. If you take the
time to parse the logic behind that evidence, people will
become more disciplined in their own thinking. If you
treat the organization like an unfinished prototype and
encourage trial programs, pilot studies, and experimenta-
tion — and reward learning from these activities, even
when something new fails—your organization will begin
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to develop its own evidence base. And if you keep learn-
ing while acting on the best knowledge you have and ex-
pect your people to do the same —if you have what has
been called “the attitude of wisdom”-then your company
can profit from evidence-based management as you ben-
efit from “enlightened trial and error” and the learning
that occurs as a consequence.

Demand evidence. When it comes to setting the tone
for evidence-based management, we have met few chief
executives on a par with Kent Thiry, the CEO of DaVita,
a $2 billion operator of kidney dialysis centers headquar-
tered in El Segundo, California. Thiry joined DaVita in Oc-
tober 1999, when the company was in default on its bank
loans, could barely meet payroll, and was close to bank-
ruptcy. A big part of his turnaround effort has been to ed-
ucate the many facility administrators, a large proportion
of them nurses, in the use of data to guide their decisions.

To ensure that the company has the information neces-
sary to assess its operations, the senior management team
and DaVita’s chief technical officer, Harlan Cleaver, have
been relentless in building and installing systems that
help leaders at all levels understand how well they are
doing. One of Thiry’s mottoes is “No brag, just facts.”
When he stands up at DaVita Academy, a meeting of
about 400 frontline employees from throughout the orga-
nization, and states that the company has the best quality
of treatment in the industry, that assertion is demon-
strated with specific, quantitative comparisons.

A large part of the company’s culture is a commitment
to the quality of patient care. To reinforce this value, man-
agers always begin reports and meetings with data on the
effectiveness of the dialysis treatments and on patient
health and well-being. And each facility administrator
gets an eight-page report every month that shows a num-
ber of measures of the quality of care, which are summa-
rized in a DaVita Quality Index. This emphasis on evi-
dence also extends to management issues—administrators
get information on operations, including treatments per
day, teammate (employee) retention, the retention of
higher-paying private pay patients, and a number of re-
source utilization measures such as labor hours per treat-
ment and controllable expenses.

The most interesting thing about these monthly re-
ports is what isn’t yet included. DaVita COO Joe Mello ex-
plained that if a particular metric is deemed important,
but the company currently lacks the ability to collect the
relevant measurements, that metric is included on reports
anyway, with the notation “not available” He said that
the persistent mention of important measures that are
missing helps motivate the company to figure out ways of
gathering that information.

Many impressive aspects of DaVita’s operations have
contributed to the company’s success, as evidenced by the
50% decrease in voluntary turnover, best-in-industry qual-
ity of patient care, and exceptional financial results. But
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ARE YOU PART OF THE PROBLEM?

Perhaps the greatest barrier to evidence-based management
is that today’s prevailing standards for assessing manage-
ment knowledge are deeply flawed. Unfortunately, they are
bolstered by the actions of virtually every major player in the
marketplace for business knowledge. The business press in
particular, purveyor of so many practices, needs to make bet-
ter judgments about the virtues and shortcomings of the evi-
dence it generates and publishes. We propose six standards
for producing, evaluating, selling, and applying business
knowledge.

1. Stop treating old ideas as if they were brand-new.
Sir Isaac Newton is often credited as saying, “If | have seen
farther, it is by standing on the shoulders of giants.” But ped-
dlers of management ideas find they win more speaking en-
gagements and lucrative book contracts if they ignore an-
tecedents and represent insights as being wholly original.
Most business magazines happily recycle and rename con-
cepts to keep the money flowing. This continues to happen
even though, as renowned management theorist James
March pointed out to us in an e-mail message, “most claims
of originality are testimony to ignorance and most claims of
magic are testimony to hubris” How do we break the cycle?
For starters, people who spread ideas ought to acknowledge
key sources and encourage writers and managers to build on
and blend with what’s come before. Doing so isn’t just intel-
lectually honest and polite. It leads to better ideas.

2. Be suspicious of “breakthrough” ideas and studies.
Related to the desire for “new” is the desire for “big”—the big
idea, the big study, the big innovation. Unfortunately, “big”
rarely happens. Close examination of so-called breakthroughs
nearly always reveals that they’re preceded by the painstak-
ing, incremental work of others. We live in a world where
scientists and economists who win the Nobel Prize credit
their predecessors’ work; they carefully point out the tiny,
excruciating steps they took over the years to develop their
ideas and hesitate to declare breakthroughs, while—like old-
fashioned snake oil salesmen— one business guru after
another claims to have developed a brand-new cure-all.
Something is wrong with this picture. Still, managers yearn
for magic remedies, and purveyors pretend to give them
what they crave.

3. Celebrate and develop collective brilliance.

The business world is among the few places where the term
“guru” has primarily positive connotations. But a focus on
gurus masks how business knowledge is and ought to be
developed and used. Knowledge is rarely generated by lone
geniuses who cook up brilliant new ideas in their gigantic
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brains. Writers and consultants need to be more careful
about describing the teams and communities of researchers
who develop ideas. Even more important, they need to recog-
nize that implementing practices, executing strategy, and
accomplishing organizational change all require the coordi-
nated actions of many people, whose commitment to an idea
is greatest when they feel ownership.

4. Emphasize drawbacks as well as virtues.

Doctors are getting better at explaining risks to patients and,
in the best circumstances, enabling them to join a decision
process where potential problems are considered. This rarely
happens in management, where too many solutions are pre-
sented as costless and universally applicable, with little ac-
knowledgment of possible pitfalls. Yet all management prac-
tices and programs have both strong and weak points, and
even the best have costs. This doesn’t mean companies
shouldn’t implement things like Six Sigma or Balanced Score-
cards, just that they should recognize the hazards. That way,
managers won’t become disenchanted or, worse, abandon a
valuable program or practice when known setbacks occur.

5. Use success (and failure) stories to illustrate sound
practices, but not in place of a valid research method.
There is an enormous problem with research that relies on
recollection by the parties involved in a project, as so much
management research does when it seeks out keys to subse-
quent success. A century ago, Ambrose Bierce, in his Devil’s
Dictionary, defined “recollect” as “To recall with additions some-
thing not previously known,” foreshadowing much research
on human memory. It turns out that, for example, eyewitness
accounts are notoriously unreliable and that, in general,
people have terrible memory, regardless of how confident
they are in their recollections. Most relevant to management
research is that people tend to remember much different
things when they are anointed winners (versus losers), and
what they recall has little to do with what happened.

6. Adopt a neutral stance toward ideologies and theories.
Ideology is among the more widespread, potent, and vexing
impediments to using evidence-based management. Aca-
demics and other thought leaders can come to believe in
their own theories so fervently that they’re incapable of
learning from new evidence. And managers can lower or
raise the threshold of their skepticism when a proposed solu-
tion, on its face, seems “vaguely socialistic” or “compassionate,’
“militaristic” or “disciplined.” The best way to keep such fil-
ters from obscuring good solutions is to establish clarity and
consensus on the problem to be solved and on what consti-
tutes evidence of efficacy.

nt
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the emphasis on evidence-based decision making in a cul-
ture that reinforces speaking the truth about how things
are going is certainly another crucial component.
Examine logic. Simply asking for backup research on
proposals is insufficient to foster a true organizational
commitment to evidence-based management, especially
given the problems that bedevil much so-called business
research. As managers or consultants make their case, pay
close attention to gaps in exposition, logic, and inference.
(See the sidebar “Are You Part of the Problem?”) This is
particularly important because, in management research,
studies that use surveys or data from company records to
correlate practices with various performance outcomes
are far more common than experiments. Such “nonexper-
imental” research is useful, but care must be taken to ex-
amine the logic of the research design and to control sta-
tistically for alternative explanations, which arise in even
the best studies. Managers who consume such knowledge

fall 2005. Perhaps the hope is that visitors will momentar-
ily forget what they learned in their statistics classes!
Treat the organization as an unfinished prototype.
For some questions in some businesses, the best evidence
is to be found at home —in the company’s own data and
experience rather than in the broader-based research of
scholars. Companies that want to promote more evidence-
based management should get in the habit of running
trial programs, pilot studies, and small experiments, and
thinking about the inferences that can be drawn from
them, as CEO Gary Loveman has done at Harrah’s. Love-
man joked to us that there are three ways to get fired at
Harrah’s these days: steal, harass women, or institute a
program without first running an experiment. As you
might expect, Harrah’s experimentation is richest and
most renowned in the area of marketing, where the com-
pany makes use of the data stream about customers’ be-
haviors and responses to promotions. In one experiment

Evidence-based management is conducted best not
by{ know-it-alls but by managers who
profoundly appreciate how much they do not know.

need to understand the limitations and think critically
about the results.

When people in the organization see senior executives
spending the time and mental energy to unpack the un-
derlying assumptions that form the foundation for some
proposed policy, practice, or intervention, they absorb a
new cultural norm. The best leaders avoid the problem of
seeming captious about the work of subordinates; they
tap the collective wisdom and experience of their teams
to explore whether assumptions seem sensible. They ask,
“What would have to be true about people and organiza-
tions if this idea or practice were going to be effective?
Does that feel true to us?”

Consultant claims may require an extra grain of salt. It
is surprising how often purveyors of business knowledge
are fooled or try to fool customers. We admire Bain &
Company, for example, and believe it is quite capable of
good research. We do wonder, however, why the company
has a table on its Web site’s home page that brags,“Our cli-
ents outperform the market 4 to 1” (the claim was“3 to 1”
a few years back). The smart people at Bain know this cor-
relation doesn’t prove that their advice transformed cli-
ents into top performers. It could simply be that top per-
formers have more money for hiring consultants. Indeed,
any claim that Bain deserves credit for such performance
is conspicuously absent from the Web site, at least as of
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reported by Harvard’s Rajiv Lal in a teaching case, Har-
rah’s offered a control group a promotional package
worth $125 (a free room, two steak dinners, and $30 in
casino chips); it offered customers in an experimental
group just $60 in chips. The $60 offer generated more
gambling revenue than the $125 offer did, and at a re-
duced cost. Loveman wanted to see experimentation like
this throughout the business, not just in marketing. And
so the company proved that spending money on em-
ployee selection and retention efforts (including giving
people realistic job previews, enhancing training, and bol-
stering the quality of frontline supervision) would reduce
turnover and produce more engaged and committed em-
ployees. Harrah’s succeeded in reducing staff turnover by
almost 50%.

Similarly, CEO Meg Whitman attributes much of eBay’s
success to the fact that management spends less time on
strategic analysis and more time trying and tweaking
things that seem like they might work. As she said in
March 2005,“This is a completely new business, so there’s
only so much analysis you can do.” Whitman suggests in-
stead, “It’s better to put something out there and see the
reaction and fix it on the fly. You could spend six months
getting it perfect in the lab...[but] we’re better off spend-
ing six days putting it out there, getting feedback, and
then evolving it”
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Yahoo is especially systematic about treating its home
page as an unfinished prototype. Usama Fayyad, the com-
pany’s chief data officer, points out that the home page
gets millions of hits an hour, so Yahoo can conduct rigor-
ous experiments that yield results in an hour or less—ran-
domly assigning, say, a couple hundred thousand visitors
to the experimental group and several million to the con-
trol group. Yahoo typically has 20 or so experiments run-
ning at any time, manipulating site features like colors,
placement of advertisements, and location of text and
buttons. These little experiments can have big effects. For
instance, an experiment by data-mining researcher Nitin
Sharma revealed that simply moving the search box from
the side to the center of the home page would produce
enough additional “click throughs” to bring in millions
more dollars in advertising revenue a year.

A big barrier to using experiments to build manage-
ment knowledge is that companies tend to adopt prac-
tices in an all-or-nothing way —either the CEO is behind
the practice, so everyone does it or at least claims to, or it
isn’t tried at all. This tendency to do things everywhere or
nowhere severely limits a company’s ability to learn. In
particular, multisite organizations like restaurants, hotels,
and manufacturers with multiple locations can learn by
experimenting in selected sites and making comparisons
with “control” locations. Field experiments at places such
as McDonald’s restaurants, 7-Eleven convenience stores,
Hewlett-Packard, and Intel have introduced changes in
some units and not others to test the effects of different
incentives, technologies, more interesting job content,
open versus closed offices, and even detailed and warm
(versus cursory and cold) explanations about why pay
cuts were being implemented.

Embrace the attitude of wisdom. Something else,
something broader, is more important than any single
guideline for reaping the benefits of evidence-based man-
agement: the attitude people have toward business knowl-
edge. At least since Plato’s time, people have appreciated
that true wisdom does not come from the sheer accumu-
lation of knowledge, but from a healthy respect for and
curiosity about the vast realms of knowledge still uncon-
quered. Evidence-based management is conducted best not
by know-it-alls but by managers who profoundly appreci-
ate how much they do not know. These managers aren’t
frozen into inaction by ignorance; rather, they act on the
best of their knowledge while questioning what they know.

Cultivating the right balance of humility and decisive-
ness is a huge, amorphous goal, but one tactic that serves
it is to support the continuing professional education of
managers with a commitment equal to that in other pro-
fessions. The Centre for Evidence-Based Medicine says
that identifying and applying effective strategies for life-
long learning are the keys to making this happen for
physicians. The same things are surely critical to evidence-
based management.
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Another tactic is to encourage inquiry and observation
even when rigorous evidence is lacking and you feel com-
pelled to act quickly. If there is little or no information
and you can’t conduct a rigorous study, there are still
things you can do to act more on the basis of logic and less
on guesswork, fear, belief, or hope. We once worked with
alarge computer company that was having trouble selling
its computers at retail stores. Senior executives kept blam-
ing their marketing and sales staff for doing a bad job and
dismissed complaints that it was hard to get customers to
buy a lousy product-until one weekend, when members
of the senior team went out to stores and tried to buy
their computers. All of the executives encountered sales
clerks who tried to dissuade them from buying the firm’s
computers, citing the excessive price, weak feature set,
clunky appearance, and poor customer service. By orga-
nizing such field trips and finding other ways to gather
qualitative data, managers can convey that decisions
should not ignore real-world observations.

Will It Make a Difference?

he evidence-based-medicine movement has its

critics, especially physicians who worry that clini-

cal judgment will be replaced by search engines

or who fear that bean counters from HMOs will
veto experimental or expensive techniques. But initial
studies suggest that physicians trained in evidence-based
techniques are better informed than their peers, even 15
years after graduating from medical school. Studies also
show conclusively that patients receiving the care that is
indicated by evidence-based medicine experience better
outcomes.

At this time, that level of assurance isn’t available to
those who undertake evidence-based management in
business settings. We have the experience of relatively few
companies to go on, and while it is positive, evidence from
broad and representative samples is needed before that
experience can be called a consistent pattern. Yet the
theoretical argument strikes us as ironclad. It seems per-
fectly logical that decisions made on the basis of a pre-
ponderance of evidence about what works elsewhere, as
well as within your own company, will be better deci-
sions and will help the organization thrive. We also have
a huge body of peer-reviewed studies—literally thousands
of careful studies by well-trained researchers — that, al-
though routinely ignored, provide simple and powerful
advice about how to run organizations. If found and used,
this advice would have an immediate positive effect on
organizations.

Does all this sound too obvious? Perhaps. But one of
the most important lessons we’ve learned over the years
is that practicing evidence-based management often
entails being a master of the mundane. Consider how
the findings from this one little study could help a huge
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organization: An experiment at the University of Missouri
compared decision-making groups that stood up during
ten- to 20-minute meetings with groups that sat down.
Those that stood up took 34% less time to make decisions,
and the quality was just as good. Whether people should
sit down or stand up during meetings may seem a down-
right silly question at first blush. But do the math. Take
energy giant Chevron, which has over 50,000 employees.
If each employee replaced just one 20-minute sit-down
meeting per year with a stand-up meeting, each of those
meetings would be about seven minutes shorter. That
would save Chevron over 350,000 minutes—nearly 6,000
hours-per year.

Leaders who are committed to practicing evidence-
based management also need to brace themselves for a
nasty side effect: When it is done right, it will undermine
their power and prestige, which may prove unsettling to
those who enjoy wielding influence. A former student of
ours who worked at Netscape recalled a sentiment he’d
once heard from James Barksdale back when he was CEO:
“If the decision is going to be made by the facts, then
everyone’s facts, as long as they are relevant, are equal. If
the decision is going to be made on the basis of people’s
opinions, then mine count for a lot more.” This anecdote
illustrates that facts and evidence are great levelers of hi-

erarchy. Evidence-based practice changes power dynam-
ics, replacing formal authority, reputation, and intuition
with data. This means that senior leaders — often vener-
ated for their wisdom and decisiveness —may lose some
stature as their intuitions are replaced, at least at times, by
judgments based on data available to virtually any edu-
cated person. The implication is that leaders need to make
a fundamental decision: Do they want to be told they are
always right, or do they want to lead organizations that
actually perform well?

If taken seriously, evidence-based management can
change how every manager thinks and acts. It is, first and
foremost, a way of seeing the world and thinking about
the craft of management; it proceeds from the premise
that using better, deeper logic and employing facts, to the
extent possible, permits leaders to do their jobs more ef-
fectively. We believe that facing the hard facts and truth
about what works and what doesn’t, understanding the
dangerous half-truths that constitute so much conven-
tional wisdom about management, and rejecting the total
nonsense that too often passes for sound advice will help
organizations perform better. v/
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“Oddly enough, that was the one time | asked the Magic 8 Ball.”
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Can market forces help
cut carbon emissions?

This trader thinks
they can.

Garth Edward is a frader in carbon emissions. He believes that his work can help companies meet the
objectives sef by governments to reduce carbon output. Through trading, companies that reduce their carbon
emissions below the government targets can sell their surplus allowances to those companies that cannot
reduce their emissions cost-effectively. Shell is a pioneer in carbon trading and a global leader in the industry.
By establishing a financial value for emissions, Garth believes businesses now have a strong

incentive to invest in energy efficiency. And that means a reduction in total emissions as

the carbon market is extended across more industries and more countries. Find out how @
Shell is helping cap carbon output by visiting shell.com/garth|
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In most companies, strategic planning isn't about making decisions.
It's about documenting choices that have already been made, often haphazardly.
Leading firms are rethinking their approach to strategy development

so they can make more, better, and faster decisions.

STOP MAKING PLANS

START MAKING
DECISIONS

by Michael C. Mankins and Richard Steele

S STRATEGIC PLANNING COMPLETELY USELESS? That was the
question the CEO of a global manufacturer recently asked
himself. Two years earlier, he had launched an ambitious
overhaul of the company’s planning process. The old ap-
proach, which required business-unit heads to make regular
presentations to the firm’s executive committee, had broken
down entirely. The ExCom members-the CEO, COO, CFO,
CTO, and head of HR - had grown tired of sitting through

endless PowerPoint presentations that provided them few

opportunities to challenge the business units’ assumptions
or influence their strategies. And the unit heads had com-

plained that the ExCom reviews were long on exhortation
but short on executable advice. Worse, the reviews led to
very few worthwhile decisions.
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The revamped process incorporated state-of-the-art
thinking about strategic planning. To avoid information
overload, it limited each business to 15 “high-impact” ex-
hibits describing the unit’s strategy. To ensure thoughtful
discussions, it required that all presentations and support-
ing materials be distributed to the ExCom at least a week
in advance. The review sessions themselves were restruc-
tured to allow ample time for give-and-take between the
corporate team and the business-unit executives. And
rather than force the unit heads to traipse off to head-
quarters for meetings, the ExCom agreed to spend an un-
precedented six weeks each spring visiting all 22 units for
daylong sessions. The intent was to make the strategy re-
views longer, more focused, and more consequential.

It didn’t work. After using the new process for two plan-
ning cycles, the CEO gathered feedback from the partici-
pants through an anonymous survey. To his dismay, the
report contained a litany of complaints: “It takes too
much time” “It’s at too high a level” “It’s disconnected
from the way we run the business” And so on. Most damn-
ing of all, however, was the respondents’ near-universal
view that the new approach produced very few real deci-
sions. The CEO was dumbfounded. How could the com-
pany’s cutting-edge planning process still be so badly
broken? More important, what should he do to make stra-
tegic planning drive more, better, and faster decisions?

Like this CEO, many executives have grown skeptical of
strategic planning. Is it any wonder? Despite all the time
and energy most companies put into strategic planning,
the process is most often a barrier to good decision mak-
ing, our research indicates. As a result, strategic planning
doesn’t really influence most companies’ strategy.

In the following pages, we will demonstrate that the
failure of most strategic planning is due to two factors: It
is typically an annual process, and it is most often focused
on individual business units. As such, the process is com-
pletely at odds with the way executives actually make im-
portant strategy decisions, which are neither constrained
by the calendar nor defined by unit boundaries. Not sur-
prisingly, then, senior executives routinely sidestep the
planning process. They make the decisions that really
shape their company’s strategy and determine its fu-
ture —decisions about mergers and acquisitions, product
launches, corporate restructurings, and the like —outside
the planning process, typically in an ad hoc fashion, with-
out rigorous analysis or productive debate. Critical deci-
sions are made incorrectly or not at all. More than any-

Michael C. Mankins|(mmankins@marakon.com) is a man-
aging partner in the San Francisco office of Marakon Asso-
ciates, a strategy and management consulting firm, and a
coauthor of The Value Imperative: Managing for Superior
Shareholder Returns (Free Press, 1994). Richard Steele
(Isteele@marakon.com) is a partner in Marakon’s New
York office.
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thing else, this disconnect — between the way planning
works and the way decision making happens - explains
the frustration, if not outright antipathy, most executives
feel toward strategic planning.

But companies can fix the process if they attack its
root problems. A small number of forward-looking com-
panies have thrown out their calendar-driven, business-
unit-focused planning processes and replaced them with
continuous, issues-focused decision making. By changing
the timing and focus of strategic planning, they’ve also
changed the nature of top management’s discussions
about strategy—from “review and approve”to “debate and
decide,” meaning that senior executives seriously think
through every major decision and its implications for the
company’s performance and value. Indeed, these compa-
nies use the strategy development process to drive deci-
sion making. As a consequence, they make more than
twice as many important strategic decisions each year as
companies that follow the traditional planning model.
(See the exhibit “Who Makes More Decisions?”) These
companies have stopped making plans and started mak-
ing decisions.

Where Planning Goes Wrong

n the fall of 2005, Marakon Associates, in collaboration

with the Economist Intelligence Unit, surveyed senior

executives from 156 large companies worldwide, all

with sales of $1 billion or more (40% of them had reve-
nues over $10 billion). We asked these executives how
their companies developed long-range plans and how ef-
fectively they thought their planning processes drove stra-
tegic decisions.

The results of the survey confirmed what we have ob-
served over many years of consulting: The timing and
structure of strategic planning are obstacles to good deci-
sion making. Specifically, we found that companies with
standard planning processes and practices make only 2.5
major strategic decisions each year, on average (by “major;,”
we mean they have the potential to increase company prof-
its by 10% or more over the long term). It’s hard to imag-
ine that with so few strategic decisions driving growth,
these companies can keep moving forward and deliver
the financial performance that investors expect.

Even worse, we suspect that the few decisions compa-
nies do reach are made in spite of the strategic planning
process, not because of it. Indeed, the traditional plan-
ning model is so cumbersome and out of sync with the
way executives want and need to make decisions that top
managers all too often sidestep the process when making
their biggest strategic choices.

With the big decisions being made outside the plan-
ning process, strategic planning becomes merely a codifi-
cation of judgments top management has already made,
rather than a vehicle for identifying and debating the crit-
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Who Makes More Decisions?

Companies see a dramatic increase in the quality of their decision making
once they abandon the traditional planning model, which is calendar driven
and focused on the business units. In our survey, the companies that broke
most completely with the past made more than twice as many strategic de-
cisions each year as companies wedded to tradition. What’s more, the new
structure of the planning process ensures that the decisions are probably

the best that could have been made, given the information available to man-

agers at the time.

Here are the average numbers of major strategic decisions reached per
year in companies that take the following approaches to strategic planning:

Annual Annual Continuous Continuous
review review review review
focused focused focused focused

on business on on business on

units issues units issues
2.5 3.5 4.1 6.1
DECISIONS DECISIONS DECISIONS DECISIONS
PER YEAR PER YEAR PER YEAR PER YEAR

Source: Marakon Associates and the Economist Intelligence Unit

Stop Making Plans; Start Making Decisions

ical decisions that the company needs to make to pro-
duce superior performance. Over time, managers begin to
question the value of strategic planning, withdraw from
it, and come to rely on other processes for setting com-
pany strategy.

The calendar effect. At 66% of the companies in our
survey, planning is a periodic event, often conducted as a
precursor to the yearly budgeting and capital-approval
processes. In fact, linking strategic planning to these other
management processes is often cited as a best practice.
But forcing strategic planning into an annual cycle risks
making it irrelevant to executives, who must make many
important decisions throughout the year.

There are two major drawbacks to such a rigid sched-
ule. The first might be called the time problem. A once-a-
year planning schedule simply does not give executives
sufficient time to address the issues that most affect per-
formance. According to our survey, companies that fol-
low an annual planning calendar devote less than nine
weeks per year to strategy development. That’s barely two
months to collect relevant facts, set strategic priorities,
weigh competing alternatives, and make important stra-
tegic choices. Many issues — particularly those spanning
multiple businesses, crossing geographic boundaries, or
involving entire value chains —cannot be resolved effec-
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tively in such a short time. It took Boeing, for example,
almost two years to decide to outsource major activities
such as wing manufacturing.

Constrained by the planning calendar, corporate exec-
utives face two choices: They can either not address these
complex issues—in effect, throwing them in the “too-hard”
bucket —or they can address them through some process
other than strategic planning. In both cases, strategic
planning is marginalized and separated from strategic de-
cision making.

Then there’s the timing problem. Even when executives
allot sufficient time in strategy development to address
tough issues, the timing of the process can create prob-
lems. At most companies, strategic planning is a batch
process in which managers analyze market and competi-
tor information, identify threats and opportunities, and
then define a multiyear plan. But in the real world, man-
agers make strategic decisions continuously, often moti-
vated by an immediate need for action (or reaction).
When a new competitor enters a market, for instance,
or a rival introduces a new technology, executives must
act quickly and decisively to safeguard the company’s
performance. But very few companies (less than 10%, ac-
cording to our survey) have any sort of rigorous or disci-
plined process for responding to changes in the external
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environment. Instead, managers rely on ad hoc processes
to correct course or make opportunistic moves. Once
again, strategic planning is sidelined, and executives risk
making poor decisions that have not been carefully
thought through.

M&A decisions provide a particularly egregious exam-
ple of the timing problem. Acquisition opportunities tend
to emerge spontaneously, the result of changes in man-
agement at a target company, the actions of a competitor,
or some other unpredictable event. Faced with a promis-
ing opportunity and limited time in which to act, execu-
tives can’t wait until the opportunity is evaluated as part
of the next annual planning cycle, so they assess the deal
and make a quick decision. But because there’s often no
proper review process, the softer customer- and people-
related issues so critical to effective integration of an ac-
quired company can get shortchanged. It is no coinci-
dence that failure to plan for integration is often cited as
the primary cause of deal failure.

The business-unit effect. The organizational focus of
the typical planning process compounds its calendar ef-
fects—or, perhaps more aptly, defects. Two-thirds of the ex-
ecutives we surveyed indicated that strategic planning at
their companies is conducted business by business —that
is, it is focused on units or groups of units. But 70% of the
senior executives who responded to our survey stated
they make decisions issue by issue. For example, should
we enter China? Should we outsource manufacturing?
Should we acquire our distributor? Given this mismatch
between the way planning is organized and the way big
decisions are made, it’s hardly surprising that, once again,
corporate leaders look elsewhere for guidance and inspi-
ration. In fact, only 11% of the executives we surveyed be-
lieved strongly that planning was worth the effort.

The organizational focus of traditional strategic plan-
ning also creates distance, even antagonism, between

questions and an approved plan. Accordingly, local man-
agers control the flow of information upward, and senior
managers are presented only with information that shows
each unit in the best possible light. Opportunities are
highlighted; threats are downplayed or omitted.

Even if there’s no subterfuge, senior corporate manag-
ers still have trouble engaging in constructive dialogue
and debate because of what might be called information
asymmetry. They just don’t have the information they
need to be helpful in guiding business units. So when
they’re presented with a strategic plan that’s too good to
be believed, they have only two real options: either reject
it—a move that’s all but unheard-of at most large compa-
nies—or play along and impose stretch targets to secure at
least the promise that the unit will improve performance.
In both cases, the review does little to drive decisions on
issues. It’s hardly surprising that only 13% of the executives
we surveyed felt that top managers were effectively en-
gaged in all aspects of strategy development at their com-
panies—from target setting to debating alternatives to ap-
proving strategies and allocating resources.

Decision-Focused Strategic
Planning

trategic planning can’t have impact if it doesn’t
drive decision making. And it can’t drive decision
making as long as it remains focused on individual
business units and limited by the calendar. Over
the past several years, we have observed that many of the
best-performing companies have abandoned the tradi-
tional approach and are focusing explicitly on reaching
decisions through the continuous identification and sys-
tematic resolution of strategic issues. (The sidebar “Con-
tinuous, Decision-Oriented Planning” presents a detailed
example of the issues-oriented approach.) Although these

Strategy reviews often amount to little more o
than business tourism. The executive committee flies in
for a day, sees the sights, meets the natives, and flies out.

corporate executives and business-unit managers. Con-
sider, for example, the way most companies conduct
strategy reviews — as formal meetings between senior
managers and the heads of each business unit. While
these reviews are intended to produce a fact-based dia-
logue, they often amount to little more than business
tourism. The executive committee flies in for a day, sees
the sights, meets the natives, and flies out. The business
unit, for its part, puts in a lot of work preparing for this
royal visit and is keen to make it smooth and trouble
free. The unit hopes to escape with few unanswered
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companies have found different specific solutions, all
have made essentially the same fundamental changes to
their planning and strategy development processes in
order to produce more, better, and faster decisions.

They separate — but integrate —decision making and
plan making. First and most important, a company must
take decisions out of the traditional planning process and
create a different, parallel process for developing strategy
that helps executives identify the decisions they need to
make to create more shareholder value over time. The
output of this new process isn’t a plan at all -it’s a set of
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The Disconnect Between Planning and Decision Making

How Executives Plan

66% PERIODICALLY
Percentage of surveyed executives
saying their companies conduct
strategic planning only at prescribed
times

67(y0 UNIT BY UNIT

Percentage saying planning is done
unit by unit

How Executives Decide
100% conTinuousLy

Percentage of executives saying
strategic decisions are made without
regard to the calendar

o

70% 1ssuE BY IsSUE
Percentage saying decisions are
made issue by issue

NO WONDER

onty 11% or

| EXECUTIVES ARE
| HIGHLY SATISFIED

| THAT STRATEGIC
PLANNING IS WORTH
| THE EFFORT.

concrete decisions that management can codify into fu-
ture business plans through the existing planning process,
which remains in place. Identifying and making decisions
is distinct from creating, monitoring, and updating a stra-
tegic plan, and the two sets of tasks require very different,
but integrated, processes.

Boeing Commercial Airplanes (BCA) is a case in point.
This business unit, Boeing’s largest, has had a long-range
business plan (LRBP) process for many years. The pro-
tracted cycles of commercial aircraft production require
the unit’s CEO, Alan Mulally, and his leadership team to
take a long-term view of the business. Accordingly, the
unit’s LRBP contains a ten-year financial forecast, includ-
ing projected revenues, backlogs, operating margins, and
capital investments. BCA’s leadership team reviews the
business plan weekly to track the division’s performance
relative to the plan and to keep the organization focused
on execution.

The weekly reviews were invaluable as a performance-
monitoring tool at BCA, but they were not particularly
effective at bringing new issues to the surface or driving
strategic decision making. So in 2001, the unit’s leadership
team introduced a Strategy Integration Process focused
on uncovering and addressing the business’s most impor-
tant strategic issues (such as determining the best go-to-
market strategy for the business, driving the evolution of
BCA’s product strategy, or fueling growth in services). The
team assigned to this process holds strategy integration
meetings every Monday to track BCA’s progress in resolv-
ing these long-term issues. Once a specific course of ac-
tion is agreed upon and approved by BCA’s leadership
team, the long-range business plan is updated at the next
weekly review to reflect the projected change in financial
performance.

The time invested in the new decision-making process
is more than compensated for by the time saved in the
LRBP process, which is now solely focused on strategy ex-
ecution. The company gets the best of both worlds—disci-
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plined decision making and superior execution. BCA has
maintained the value of the LRBP as an execution tool
even as it has increased the quality and quantity of impor-
tant decisions. Managers believe that the new process is at
least partially responsible for the sharp turnaround in
Boeing’s performance since 2001.

They focus on a few key themes. High-performing
companies typically focus their strategy discussions on a
limited number of important issues or themes, many of
which span multiple businesses. Moving away from a
business-by-business planning model in this way has
proved particularly helpful for large, complex organiza-
tions, where strategy discussions can quickly get bogged
down as each division manager attempts to cover every
aspect of the unit’s strategy. Business-unit managers
should remain involved in corporate-level strategy plan-
ning that affects their units. But a focus on issues rather
than business units better aligns strategy development
with decision making and investment.

Consider Microsoft. The world’s leading software maker
is a highly matrixed organization. No strategy can be ef-
fectively executed at the company without careful coordi-
nation across multiple functions and across two or more
of Microsoft’s seven business units, or, as executives refer
to them, “P&Ls” - Client; Server and Tools; Information
Worker; MSN; Microsoft Business Solutions; Mobile and
Embedded Devices; and Home and Entertainment. In late
2004, faced with a perceived shortage of good investment
ideas, CEO Steve Ballmer asked Robert Uhlaner, Micro-
soft’s corporate vice president of strategy, planning, and
analysis, to devise a new strategic planning process for
the company. Uhlaner put in place a Growth and Perfor-
mance Planning Process that starts with agreement by
Ballmer’s leadership team on a set of strategic themes —
major issues like PC market growth, the entertainment
market, and security—that cross business-unit boundaries.
These themes not only frame the dialogue for Microsoft’s
annual strategy review, they also guide the units in fleshing
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out investment alternatives to fuel the company’s growth.
Dialogues between the P&L leaders and Ballmer’s team
focus on what the company can do to address each strate-
gic theme, rather than on individual unit strategies. The
early results of this new process are promising. “You have
to be careful what you wish for,” Uhlaner says. “Our new
process has surfaced countless new opportunities for
growth. We no longer worry about a dearth of investment
ideas, but how best to fund them.”

Like Microsoft, Diageo North America —a division of
the international beer, wine, and spirits marketer—has re-
cently changed the way it conducts strategic planning to
allocate resources across its diverse portfolio. Diageo his-
torically focused its planning efforts on individual brands.
Brand managers were allowed to make the case for addi-
tional investment, no matter what the size of the brand
or its strategic role in the portfolio. As a result, resource al-
location was bedeviled by endless negotiations between
the brands and corporate management. This political
wrangling made it extremely difficult for Diageo’s senior
managers to establish a consistent approach to growth,
because a lack of transparency prevented them from dis-
cerning, from the many requests for additional funding,
which brands really deserved more resources and which
did not.

Starting in 2001, Diageo overhauled its approach to
strategy development. A crucial change was to focus plan-
ning on the factors that the company believed would
most drive market growth — for example, an increase in
the U.S. Hispanic population. By modeling the impact of
these factors on the brand portfolio, Diageo has been bet-
ter able to match its resources with the brands that have
the most growth potential so that it can specify the strat-
egies and investments each brand manager should de-
velop, says Jim Moseley, senior vice president of consumer
planning and research for Diageo North America. For
example, the division now identifies certain brands for
growth and earmarks specific resources for investment in
these units. This focused approach has enabled the com-
pany to shorten the brand planning process and reduce
the time spent on negotiations between the brands and
division management. It has also given senior manage-
ment greater confidence in each brand’s ability to contrib-
ute to Diageo’s growth.

They make strategy development continuous. Effec-
tive strategy planners spread strategy reviews throughout
the year rather than squeeze them into a two- or three-
month window. This allows senior executives to focus on
one issue at a time until they reach a decision or set of de-
cisions. Moreover, managers can add issues to the agenda
as market and competitive conditions change, so there’s
no need for ad hoc processes. Senior executives can thus
rely on a single strategic planning process — or, perhaps
more aptly, a single strategic decision-making model -to
drive decision making across the company.
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Textron, a $10 billion multi-industry company, has
implemented a new, continuous strategy-development
process built around a prioritized “decision agenda” com-
prising the company’s most important issues and op-
portunities. Until 2004, Textron had a fairly traditional
strategic planning process. Each spring, the company’s
operating units—businesses as diverse as Bell Helicopter,
E-Z-Go golf cars, and Jacobsen turf maintenance equip-
ment—would develop a five-year strategic plan based on
standard templates. Unit managers would then review
their strategic plans with Textron’s management commit-
tee (the company’s top five executives) during daylong
sessions at each unit. Once the strategy reviews were com-

Traditional Planning

Companies that follow the traditional
strategic planning model develop a
strategy plan for each business unit at
some point during the year. A cross-
functional team dedicates less than nine
weeks to developing the unit’s plan. The
executive committee reviews each plan—
typically in daylong, on-site meetings—
and rubber-stamps the results. The plans
are consolidated to produce a company-
wide strategic plan for review by the
board of directors.

Once the strategic-planning cycle is
complete, the units dedicate another
eight to nine weeks to budgeting and
capital planning (in most companies,
these processes are not explicitly linked
to strategic planning).

The executive committee then holds
another round of meetings with each of
the business units to negotiate perfor-
mance targets, resource commitments,
and (in many cases) compensation for
managers.

The results: an approved but poten-
tially unrealistic strategic plan for
each business unit and a separate
budget for each unit that is decoupled
from the unit’s strategic plan.
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plete, the units incorporated the results, as best they could,
into their annual operating plans and capital budgets.

In June 2004, dissatisfied with the quality and pace of
the decision making that resulted from the company’s
strategy reviews, CEO Lewis Campbell asked Stuart Grief,
Textron’s vice president for strategy and business devel-
opment, to rethink the company’s strategic planning pro-
cess. After carefully reviewing the company’s practices and
gathering feedback from its 30 top executives, Grief
and his team designed a new Textron Strategy Process.

There were two important changes. First, rather than
concentrate all of the operating-unit strategy reviews in
the second quarter of each year, the company now spreads

Stop Making Plans; Start Making Decisions

strategy dialogues throughout the year—two to three units
are reviewed per quarter. Second, rather than organize
the management committee dialogues around business-
unit plans, Textron now holds continuous reviews that are
designed to address each strategic issue on the company’s
decision agenda. Both changes have enabled Textron’s
management committee to be much more effectively en-
gaged in business-unit strategy development. The changes
have also ensured that there’s a forum in which cross-unit
issues can be raised and addressed by top management,
with input from relevant business-unit managers. The
process has significantly increased the number of strate-
gic decisions the company makes each year. As a result,

Continuous, Decision-Oriented Planning

Once the company as a whole has iden-

tified its most important strategic pri-
orities (typically in an annual strategy
update), executive committee dialogues,
spread throughout the year, are set up
to reach decisions on as many issues as
possible. Since issues frequently span
multiple business units, task forces are
established to prepare the strategic and
financial information that’s needed to
uncover and evaluate strategy alterna-
tives for each issue. Preparation time
may exceed nine weeks. The executive
committee engages in two dialogues for
each issue at three to four hours each.

Annual
strategy
update

1
¢ Task forces prepare information
about issues; for example,

e - e
1
-------- =, i

The first dialogue focuses on reaching
agreement on the facts surrounding the
issue and on a set of viable alternatives.
The second focuses on the evaluation of
those alternatives and the selection of
the best course of action. Once an issue
is resolved, a new one is added to the
agenda. Critical issues can be inserted
into the planning process at any time
as market and competitive conditions
change.

Once a decision has been reached, the
budgets and capital plans for the affected
business units are updated to reflect
the selected option. Consequently, the

Q1 Q2

strategic-planning process and the capital
and budgeting processes are integrated.
This significantly reduces the need for
lengthy negotiations between the execu-
tive committee and unit management
over the budget and capital plan.

The results: a concrete plan for
addressing each key issue; for each
business unit, a continuously updated
budget and capital plan that is linked
directly to the resolution of critical
strategic issues; and more, faster,
better decisions per year.

Qa3 Q4

Budgets, capital plans, and operating plans are updated continuously.

A

i
é Budgets and plans are updated.

. . .. .
® Executive committee makes decisions about those issues.

issues 3&4 ~=-—t ExCom moves on
V to next two issues.

issue 3: product launch
issue 4: entering China market
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Textron has gone from being an also-ran among its multi-
industrial peers to a top-quartile performer over the past
18 months.

John Cullivan, the director of strategy at Cardinal
Health, one of the world’s leading health-care products
and services companies, reports similar benefits from
shifting to a continuous planning model. “Continuous de-
cision making is tough to establish because it requires
the reallocation of management time at the top levels
of the company,” he says. “But the process has enabled us
to get sharper focus on the short-term performance of
our vertical businesses and make faster progress on our
longer-term priorities, some of which are horizontal op-
portunities that cut across businesses and thus are diffi-
cult to manage”

To facilitate continuous strategic decision making, Car-
dinal has made a series of important changes to its tradi-
tional planning process. At the corporate level, for exam-
ple, the company has put in place a rolling six-month
agenda for its executive committee dialogues, a practice
that allows everyone inside Cardinal to know what issues
management is working on and when decisions will be
reached. Similar decision agendas are used at the business-
unit and functional levels, ensuring that common stan-
dards are applied to all important decisions at the com-
pany. And to support continuous decision making at
Cardinal, the company has trained “black belts” in new an-
alytical tools and processes and deployed them through-
out the organization. This provides each of the company’s
businesses and functions with the resources needed to ad-
dress strategic priorities that emerge over time.

They structure strategy reviews to produce real deci-
sions. The most common obstacles to decision making at
large companies are disagreements among executives
over past decisions, current alternatives, and even the
facts presented to support strategic plans. Leading compa-
nies structure their strategy review sessions to overcome
these problems.

At Textron, for example, strategic-issue reviews are or-
ganized around “facts, alternatives, and choices.” Each
issue is addressed in two half-day sessions with the com-
pany’s management committee, allowing for eight to ten
issues to be resolved throughout the year. In the first ses-
sion, the management committee debates and reaches
agreement on the relevant facts—information on the prof-
itability of key markets, the actions of competitors, the
purchase behavior of customers, and so on—and a limited
set of viable strategy alternatives. The purpose of this first
meeting is not to reach agreement on a specific course of
action; rather, the meeting ensures that the group has the
best possible information and a robust set of alternatives
to consider. The second session is focused on evaluating
these alternatives from a strategic and financial perspec-
tive and selecting the best course of action. By separat-
ing the dialogue around facts and alternatives from the
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debate over choices, Textron’s management committee
avoids many of the bottlenecks that plague strategic deci-
sion making at most companies and reaches many more
decisions than it otherwise would.

Like Textron, Cadbury Schweppes has changed the
structure of its strategy dialogues to focus top managers
more explicitly on decision making. In 2002, after acquir-
ing and integrating gum-maker Adams—a move that sig-
nificantly expanded Cadbury’s product and geographic
reach-the company realized it needed to rethink how it
was conducting dialogues about strategy between the
corporate center and the businesses. The company made
two important changes. First, strategy dialogues were re-
designed to incorporate a standard set of facts and metrics
about consumers, customers, and competitors. This infor-
mation helped get critical commercial choices in front of
top managers, so that the choices were no longer buried
in the business units. Second, senior executives’ time was
reallocated so they could pay more attention to markets
that were crucial to realizing Cadbury’s ten-year vision
and to making important decisions.

Cadbury’s top team now spends one full week per year

in each of the countries that are most critical to driving
the company’s performance, so that important decisions
can be informed by direct observation as well as through
indirect analysis. Strategy dialogues are now based on a
much deeper understanding of the markets. Cadbury’s
strategic reviews no longer merely consist of reviews of
and approval of a strategic plan, and they produce many
more important decisions.
Done right, strategic planning can have an enormous im-
pact on a company’s performance and long-term value.
By creating a planning process that enables managers to
discover great numbers of hidden strategic issues and
make more decisions, companies will open the door to
many more opportunities for long-term growth and prof-
itability. By embracing decision-focused planning, com-
panies will almost certainly find that the quantity and
quality of their decisions will improve. And — no coinci-
dence - they will discover an improvement in the quality
of the dialogue between senior corporate managers and
unit managers. Corporate executives will gain a better un-
derstanding of the challenges their companies face, and
unit managers will benefit fully from the experience and
insights of the company’s leaders. As Mark Reckitt, a di-
rector of group strategy at Cadbury Schweppes, puts it:
“Continuous, decision-focused strategic planning has
helped our top management team to streamline its
agenda and work with business units and functional man-
agement to make far better business-strategy and com-
mercial decisions.”
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“Looks like you’ve got all the data—what’s the holdup?”

“If we change one molecule of this painkiller, we’ll get an excellent
hair spray. The sales people are deciding which way to go.”
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The “bounded awareness” phenomenon causes people to ignore
critical information when making decisions. Learning to expand the
limits of your awareness before you make an important choice will
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by Max H. Bazerman and Dolly Chugh

Y THE TIME MERCK WITHDREW VIOXX from the mar-
i September 2004 out of concern that the pain relief
as causing heart attacks and strokes, more than
pe=million prescriptions for it had been filled in the
United States alone. Researchers now estimate that Vioxx
may have been associated with as many as 25,000 heart
attacks and strokes. And more than 1,000 claims have
been filed against the company. Evidence of the drug’s
hazards was publicly available as early as November

save you from asking “How did | miss that?” after the fact.
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WITHOUT
BLINDERS
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2000, when the New England Journal of Medicine reported
that four times as many patients taking Vioxx experienced
myocardial infarctions as did those taking naproxen. In
2001, Merck’s own report to federal regulators showed
that 14.6% of Vioxx patients suffered from cardiovascular
troubles while taking the drug; 2.5% developed serious
problems, including heart attacks. So why, if the drug’s
risks had been published in 2000 and 2001, did so many
doctors choose to prescribe it?

Social science research has shown that without realiz-
ing it, decision makers ignore certain critical information.
Doctors, like the rest of us, are imperfect information
processors. They face tremendous demands on their time
and must make life-and-death decisions under highly

tion during the decision-making process. “The informa-
tion that life serves is not necessarily the information that
one would order from the menu,” notes Dan Gilbert of
Harvard University’s psychology department, “but like
polite dinner guests and other victims of circumstance,
people generally seem to accept what is offered rather
than banging their flatware and demanding carrots.”

Most executives are not aware of the specific ways in
which their awareness is limited. And failure to recognize
those limitations can have grave consequences, as the
Vioxx example demonstrates. Simply put, pain relief and
profits may well have been within doctors’ and execu-
tives’ bounds of awareness, whereas the risks of Vioxx
may have fallen outside these bounds.

Most people fail to bring the right information into
their conscious awareness at the right time.

ambiguous circumstances. In the case of Vioxx, doctors
more often than not received positive feedback from pa-
tients taking the drug. And, as we now know, the Merck
sales force took unethical steps to make Vioxx appear
safer than it was. So despite having access to information
about the risks, doctors — even those who had read the
New England Journal of Medicine article —may have been
blinded to the actual extent of those risks.

And why did Merck’s senior executives allow the prod-
uct to stay on the market for so long? Evidence points to
intentional misrepresentation by the sales force, but it is
quite possible that some members of Merck’s top man-
agement team did not fully understand how harmful
the drug was. In fact, many respected individuals have
vouched for the ethics of former chairman and CEO Ray-
mond Gilmartin, insisting that he would have pulled
Vioxx from the market earlier if he had believed that it
was killing people. Although senior executives are, ulti-
mately, responsible for what happens in their organiza-
tions, the lapse here may have been more in the quality of
their decision making than in any intentional unethical
behavior.

In this article, we’ll examine the phenomenon of
bounded awareness — when cognitive blinders prevent a
person from seeing, seeking, using, or sharing highly rele-
vant, easily accessible, and readily perceivable informa-

Max H. Bazerman|(mbazerman@hbs.edu) is the Jesse Isidor
Straus Professor of Business Administration at Harvard Busi-
ness School in Boston. Dolly Chugh|(dchugh@hbs.edu) has
an MBA from Harvard Business School and is now a doc-
toral candidate in Harvard University’s joint program in
organizational behavior and social psychology.
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It’s important to note that bounded awareness differs
from information overload, or having to make decisions
with too much information and too little time. Even when
spared a deluge of information and given sufficient time
to make decisions, most individuals still fail to bring the
right information into their conscious awareness at the
right time.

Bounded awareness can occur at various points in the
decision-making process. First, executives may fail to see
or seek out key information needed to make a sound de-
cision. Second, they may fail to use the information that
they do see because they aren’t aware of its relevance. Fi-
nally, executives may fail to share information with oth-
ers, thereby bounding the organization’s awareness.

Failure to See Information

he ability to focus on one task is undoubtedly use-

ful, but focus also limits awareness. Consider a

study by Cornell psychologist Ulric Neisser, for in-

stance. Neisser had participants watch a videotape
of two teams (wearing different-colored jerseys) passing
basketballs and asked everyone to count the number of
passes between players on one of the teams. The assign-
ment was more difficult than it might sound, because
each team had played at different times but their footage
was superimposed onto one video. So focused were the
subjects on their task that only 21% of them reported see-
ing a woman walking with an open umbrella among the
players. But anyone who watches the video without an as-
signment notices the woman there for a significant part of
the video. When we use this tape in the executive class-
room, even fewer than 21% of executives spot the woman.
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That’s cause for concern, since executives need to stay
alert to peripheral threats and opportunities as well as
concentrate on the job at hand. Failure to notice regula-
tory, political, or market-oriented changes in their envi-
ronment will keep them from adapting their strategies so
that their organizations can thrive.

People overlook more than just the information they
aren’t expecting, as Jeremy Wolfe and Todd Horowitz of
Harvard Medical School and Naomi Kenner of Brigham
and Women’s Hospital in Boston have shown. These re-
searchers replicated in a lab the process of screening for
weapons at airports. Study participants screened bags
for dangerous objects after having been told how often
those objects would appear. When they were told that
the objects would appear 50% of the time, participants
had a 7% error rate. But when they were told that the ob-
jects would appear only 1% of the time, the error rate
jumped to 30%. Since people didn’t expect to see the ob-
jects, they gave up looking for them-or as Wolfe explains,
“If you don’t see it often, you often don’t see it”

Another area of perceptual blindness has to do with
gradual change, as demonstrated in a study by Harvard
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Business School’s Francesca Gino with Max Bazerman.
Participants were divided into two groups: one charged
with estimating the amount of money in jars filled with
pennies, the other with “auditing” the estimates of others.
The estimators were rewarded not when they were accu-
rate but when their high estimates were approved by the
auditor. The auditors were rewarded for approving the es-
timates but penalized if caught accepting an extreme
overestimate. When the first group gradually increased its
numbers in comparison with the true value, the auditors
were less likely to see the estimates as inflated and uneth-
ical than if the estimators suddenly moved to the same ex-
aggerated number. In practice, this helps explain how the
Enron and WorldCom scandals grew so huge. Small ethi-
cal transgressions that were originally overlooked snow-
balled into larger and larger crimes.

Fortunately, people can learn to be more observant of
changes in their environment, which will help to remove
their decision-making blinders. U.S. Secret Service agents,
for instance, are trained to scan a crowd and notice when
someone reaches into his coat or moves to the front of a
pack, things most of us would be oblivious to. Similarly,
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executives can cultivate an awareness of what kind of in-
formation could directly affect their organizations. They
should also assign responsibility to others for this task.
Since different people will have different bounds of
awareness, getting multiple views will be more apt to
yield all the relevant data necessary for a fully informed
decision. Psychologists Dan Lovallo and Daniel Kahne-
man discussed the wisdom of developing—-or buying—an
outsider’s perspective in “Delusions of Success: How Op-
timism Undermines Executives’ Decisions” (HBR July
2003). We second their advice because an outside view
might help you see critical information that you could
easily overlook when immersed in day-to-day activities.

Failure to Seek Information

he Challenger space shuttle disaster has been well
reviewed through many analytic lenses, but for our
purposes, let’s consider the decisions leading up
to the launch. Challenger blasted off at the lowest
temperature in the history of the shuttle program, a fac-
tor that led to the failure of the O-rings and, ultimately,

in their own bounded awareness and did not search for in-
formation that would argue against an invasion. Specifi-
cally, they failed to notice signs that their assessment of
the situation in Iraq was wrong, particularly regarding the
existence of weapons of mass destruction.

The most disturbing evidence comes from Richard
Clarke’s account of the events of September 11 and 12,
2001. Clarke, the antiterrorism czar at the time, claims in
his book Against All Enemies that on the night of Sep-
tember 11, he was directed by then—National Security
Advisor Condoleezza Rice to go home for a few hours
of sleep. When he returned to work the next morning,
Clarke reports, Vice President Dick Cheney, Defense Sec-
retary Donald Rumsfeld, and Deputy Secretary of De-
fense Paul Wolfowitz were discussing the role that Iraq
must have played in the attack. We now know that this
overly narrow assessment was wrong, but in the months
that followed, the Bush administration conducted a
motivated search to tie Iraq to 9/11 and terrorism. With
such a confirmatory effort, information inconsistent
with the preferred viewpoint lay outside the bounds of
awareness.

The most worrisome version of the failure to seek
information occurs when decision makers are motivated

to favor a particular outcome.

to the death of all seven astronauts on board. The day
before the disaster, executives at NASA argued about
whether the combination of low temperature and O-ring
failure would be a problem. But because no clear connec-
tion emerged between low temperatures and the O-rings
in the seven prior launches when O-ring damage had oc-
curred, they chose to continue on schedule.

Tragically, the decision makers did not seek out the
temperatures for the 17 shuttle launches in which there
was no O-ring failure. The data set of all 24 launches
would have unambiguously pointed to the need to delay
Challenger. Later analyses suggest that, given the low tem-
perature, the probability of disaster exceeded 99%. Like
many well-meaning executives, the scientists at NASA
and Morton Thiokol limited their analysis to the data at
hand -they failed to seek out the most relevant data.

The most worrisome version of the failure to seek infor-
mation occurs when decision makers are motivated to
favor a particular outcome. Many people believe the Bush
administration’s decision to invade Iraq was a mistake.
We will not argue the general case here, but we do con-
tend that the process leading up to the decision was
flawed. Senior U.S. government officials were caught up
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How can we be expected to seek out information that
lies beyond our very awareness? The key is vigilance in
considering what information actually addresses the deci-
sion you must reach. Imagine, for instance, that you are in
a classroom and the professor gives you the sequence
“2-4-6" She then asks you to identify the specific rule she
is thinking of that is consistent with the 2-4-6 sequence.
In order to guess the rule, you can call out other se-
quences of three numbers, and the professor will tell you
whether or not each sequence you offer follows her rule.
You can query as many sequences as you like, but you
have only one chance to guess the rule.

We use this exercise, adapted from psychologist P.C.
Wason, in our executive education classes. We write 2—4-6
on the board and have a volunteer guess other sequences
to determine the rule. The volunteer usually offers only a
few sequences before making his final-and always incor-
rect — guess (most commonly, “numbers that go up by
two” or “the difference between the first two numbers
equals the difference between the last two numbers”).
We then ask for another volunteer. This executive comes
up with another hypothesis, tries sequences that are con-
sistent with that hypothesis, and then guesses a rule -
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again, incorrectly. At this stage, it is rare that we will have
answered no to a sequence proposed by either executive,
because the rule is “any three ascending numbers.”

Solving this problem requires participants to accu-
mulate contradictory, rather than confirming, evidence.
Thus, if your mind places the bounds of “numbers that
go up by two” on the problem, you must try sequences
that do not conform to find the actual rule. Trying 1-3-5,
10-12-14, 122-124-126, and so on will lead you to “con-
firm” that going up by two is correct, though it is not.
Seeking disconfirming information is a powerful problem-
solving approach, but it is rarely a part of our intuitive
strategies.

That exercise had one correct answer, but in the real
world, few decisions are so cut-and-dried. And yet, by the
time information reaches an executive’s desk, it is often
framed as a recommendation and supported by consider-
able data. While it’s true that executives must rely on
others to streamline the data flow for them, they must
also be skeptical of the absence of contradictory evidence:
It is ared flag indicating highly bounded awareness. When
an executive sees it, he should send team members back
to search for and articulate the missing contradictory
evidence.

Take, for example, the legendary flop of New Coke in
1985. In the mid-1980s, Pepsi was gaining ground on Coke,
largely by shifting consumers’ attention to taste through
the Pepsi Challenge taste tests. The success of Pepsi’s cam-
paign also persuaded Coca-Cola executives to focus on
the taste dimension—and to devote a massive amount of
research and development to the reformulation of the
99-year-old Coke recipe.

Let’s put this situation in the context of the 2-4-6 puz-
zle. Pepsi’s focus on taste became the hypothesis at Coke’s
headquarters. All the focus groups, taste tests, and refor-
mulations that followed seemed to confirm that taste was
the problem. However, executives didn’t attempt to col-
lect contradictory evidence. Sergio Zyman, Coke’s chief
marketing officer at the time, reflects, “We didn’t ask...‘If
we took away Coca-Cola and gave you New Coke, would
you accept it?’” That question could have proved the taste
theory wrong. Just as the way to test the “increase by 2
hypothesis” is not to say 1-3—5 but 1-3-6, the way to test
the taste hypothesis is to test worse-tasting Coke recipes
against Pepsi to see if Coke drinkers remain loyal.

Generating contradictory evidence should be part of
everyone’s job. But one way to integrate this form of
thinking is to assign a“devil’s inquisitor” role to a member
of the group. This is not the same as a devil’s advocate,
who argues against the status quo. By asking questions
instead of arguing an alternate point of view, the devil’s
inquisitor pushes people to look for evidence outside
their bounds of awareness. Moreover, this role can be
comfortably worn by those who are reluctant to take on
the majority; it gives them a safe way to contribute.
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How Can You Increase
Your Awareness?

| SEE infomation

>> Know what you are looking for, and train your eyes.
Secret Service agents can scan a crowd to recognize
risks. Business executives can do something similar by
asking questions like “What if our strategy is wrong?
How would we know?” Simply asking the questions
will force you to pay attention to areas you’re typically
unaware of.

>> Develop (or pay for) an outsider’s perspective. Ask
this person or group to tell you things you don’t see
from your vantage point. Even if you know you can’t
implement radical recommendations, having more
data at hand is critical.

| SEER womation

>> Challenge the absence of disconfirming evidence.
Receiving recommendations without contradictory
data is a red flag indicating that your team members
are falling prey to bounded awareness. Assign someone
to play the role of devil’s inquisitor (a person who asks
questions, as opposed to a devil’s advocate, who argues
an alternate point of view).

>> Undersearch in most contexts, but oversearch in
important contexts. Think about the implications of
an error; if it would be extremely difficult to recover
from, then oversearching is a wise strategy.

__USE information |

>> Unpack the situation. Make sure you’re not over-
emphasizing one focal event and discounting other
relevant information. By consciously thinking about
the full context of your situation, you’re less likely to
disregard important data.

>> Assume that the information you need exists in your
organization. It often does, and if you approach it with
that mind-set, you’re more likely to discover it.

_ SHARE iwormation

>> Everyone has unique information; ask for it explicitly.
Meeting agendas for top executives should require up-
dates from all members, thus increasing the probabil-
ity that important individual information is shared.

>> Create structures that make information sharing the
default. Consider making one individual responsible
for assembling information from many sources.
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Failure to Use Information

Ithough it may be hard to believe, many execu-

tives simply disregard accessible and valuable in-

formation when they are making an important

decision. Consider the case of Citibank in Japan.
According to Insead’s Mark Hunter, soon after the Finan-
cial Services Agency (FSA) was created in 1998, it under-
took inspections of Japan’s 19 major banks. Foreign banks
came under intense scrutiny, and the license of the Tokyo
branch of Credit Suisse Financial Products, the deriva-
tives arm of Credit Suisse First Boston, was revoked in
November 1999. The FSA’s message was clear: Many for-
merly gray areas in banking were now unacceptable,
such as cross selling financial products across corporate
units. Even so, cross selling remained a core strategy for
Citibank.

The FSA also made it clear that transactions aimed at
concealing losses were illegal. In May 2000, it suspended
Deutsche Bank’s Tokyo securities unit from selling eq-
uity derivatives products for six months because the unit

Eventually, Citibank paid for its poor decisions. The
FSA revoked the licenses of the company’s four private-
banking offices in September 2004. The FSA also dam-
aged Citibank’s reputation by claiming that the bank
had cheated customers by tacking excessively high mar-
gins onto financial products. Why, in the face of mount-
ing evidence of the FSA’s enforcement practices, hadn’t
Citibank executives protected their own interests by stop-
ping this questionable behavior in their Japanese offices?
The information about FSA activities was available to
Citibank executives, but their focus appeared to have been
primarily on financial performance, and marginal viola-
tions of Japanese law lay outside their bounds of awareness.

It seems that success itself can create bounds that pre-
vent executives from using readily available information.
Swiss watchmakers invented quartz technology, but as
Michael Tushman of Harvard Business School and his
colleagues have shown, their dominance in mechanical
watches prevented the Swiss from recognizing the future
path of the entire watch industry. They essentially gave
the quartz technology away and, as a result, lost most

Team members frequently discuss the information that
they are all aware of and fail to share unique information

with one another.

had sold securities designed to conceal the losses of corpo-
rate clients. That was one of many similar punishments
levied against banks. In sum, the FSA sent unambiguous
signals that hard-selling tactics and practices that would
be tolerated elsewhere would lead to punishment in Japan.

In 2001, under pressure from the FSA, Citibank re-
ported that it had offered products to about 40 compa-
nies that would let them transfer book losses on securities
holdings and foreign exchange losses to later reporting
periods. Obviously, upper-level managers at Citibank had
seen newspaper accounts of the punishments of their
competitors for this sort of behavior. Yet Citibank execu-
tives played aggressively and publicly in the gray areas of
the Japanese marketplace. In 2003, to take one example,
when a Tokyo fashion school sought a $6.7 million loan,
other bankers who saw the school’s books turned it down.
But Citibank’s private bank found a solution: Six of its cus-
tomers bought three buildings from the school. The
school then bought them back a year later, for the same
price plus rent and transaction fees, which added 26% to
the cost. Citibank kept 11% for itself; its customers got the
rest of the profit. Citibank’s bounded awareness led it to
miss warning signals from the Japanese government and
to engage in many other inappropriate behaviors.
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of the global watch market to U.S. and Japanese firms.
More broadly, Tushman documents a common pattern:
Success in a given technical area impairs firms from using
new technologies outside that area, even when they are
available in-house.

Another common pattern of bounded awareness is
not using information about competitors. Don Moore
of Carnegie Mellon University and his colleagues have
found that decision makers may succeed at focusing on
how well they can perform a task but tend to ignore how
well the competition can do the same task. As a result, in-
dividuals are much more likely to compete on easy tasks,
even when facing a great deal of competition, than to
compete on harder tasks, despite the fact that it will also
be harder for the competition. According to Moore, this
tendency often leads firms to enter product domains that
have easy access and to enter more difficult product do-
mains too infrequently.

One way to decide if the information at your disposal
is useful is to think about the actions of other parties in-
volved and the rules governing their actions. For instance,
imagine that you are thinking about acquiring a small
firm with a great new product that fits your portfolio. The
firm could be worth as little as $5 million or as much as
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$10 million in the hands of current management, depend-
ing on valuation assumptions. Under your ownership, you
believe, it would be worth roughly $20 million because of
the unique synergies that your company can create. You
know that the other firm’s founders hold three equal
shares and that they have different opinions about the
worth of their firm. How much do you offer?

If you learned that the founders have an agreement
that they will sell the firm only if all three accept an offer,
would your offer change? Or if instead you learned that
any one of the three founders can force the sale of the
firm (unless the other two buy her shares at an equivalent
price, which you are fairly certain the others cannot af-
ford), would that change your offer?

Once you realize that the other players’ decisions will
probably vary, the decision rule about the seller’s reserva-
tion value (that is, the minimum price that the seller will
accept) becomes very important. Imagine that the three
founders place their reservation values for selling the firm
at $6 million, $7 million, and $9 million. Clearly, if one
founder can force the sale, you can offer a much lower
price than you could if all sellers must be in agreement.
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For most negotiators, however, the decisions of other par-
ties and the rules of the game lie outside their bounds of
awareness. When we present this scenario to executives in
our classes, they typically disregard the decision rule in
effect, and they don’t consider the likelihood that the
founders would vary in their reservation values.

Executives can take steps to gain access to similarly crit-
ical information. One method is to “unpack” a situation,
or make the full context of the relevant information clear.
Individuals asked to predict how happy or unhappy they
would be a few days after their favorite football team won
or lost a game, for instance, tend to expect that their hap-
piness will rely heavily on the game’s outcome. But when
Tim Wilson of the University of Virginia and his col-
leagues asked participants to list a dozen other things
that were happening on the days following the game, they
predicted that their happiness would depend far less on
the outcome of the game. In other words, they “un-
packed” the situation to bring easily available, but previ-
ously unused, information into awareness.

Research by Nick Epley of the University of Chicago and
Eugene Caruso and Max Bazerman of Harvard University
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shows that people tend to take more credit than they de-
serve for a group’s accomplishments. When four group
members are each asked,“What percentage of the group’s
accomplishments is due to your ideas and work?” the sum
of the four percentages typically far exceeds 100% (this
finding applies to academic coauthors). But when they are
asked instead, “What percentage of the group’s accom-
plishments can be attributed to each of the four group
members?” the degree of self-serving bias declines dra-
matically. Essentially, the latter question “unpacks” the
contributions of the other members, bringing their contri-
butions into the respondent’s bounds of awareness.
Other questions that are likely to bring useful infor-
mation within the bounds of awareness include: What
information do we already know in our organization?
What information is relevant to the problem at hand? Is

sion making. In a typical hidden profile task, group mem-
bers are asked to identify the best choice from a number
of options, such as the best person for a key executive po-
sition. When all group members are given all the informa-
tion available about all the candidates, the vast majority
of groups identify one specific candidate as the best
choice. But in one version of the study, excellent informa-
tion about the best candidate is distributed to only a few
group members, while good (but not excellent) informa-
tion about another candidate is common knowledge to
everyone on the team. In that case, most groups choose
the lesser candidate because members keep the informa-
tion about the best candidate to themselves.

The failure to share unique information is a likely fac-
tor in the United States’ inability to prevent the 9/11 at-
tacks. According to the report of the 9/11 Commission, the

Executives must rely on others to streamline the data
flow for them, but they must be skeptical of the ahsence of
contradictory evidence: It's a red flag indicating highly

bounded awareness.

it rational to ignore the information that we have not
been using? Obviously, the more important the problem,
the more care you should take to use the most appropri-
ate inputs.

Failure to Share Information

xecutives work in teams because, as the saying goes,
two heads are better than one. Members are chosen
to represent different parts of the organization so
that the group can access different sources of infor-
mation when making decisions and setting strategy. Yet
research suggests that most groups have cognitive bound-
aries to sharing information. Team members frequently
discuss the information that they are all aware of, and
they typically fail to share unique information with one
another. Why? Because it’s much easier to discuss com-
mon information and because common information is
more positively rewarded as others chime in with their
support. Cognitively, individual executives don’t realize
the importance of sharing their own unique information
and fail to seek unique information from others. That dys-
functional pattern undermines the very reason that orga-
nizations form diverse teams.
As an example, consider “hidden profile” tasks, devel-
oped by Gerald Stasser at the University of Ohio and now
a common element of executive courses on group deci-
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U.S. government had access to plenty of information that,
collectively, should have been used to protect the nation.
The White House, the CIA, the FBI, the Federal Aviation
Administration, Congress, and many other parts of the
government had some of the information needed to head
off the attack. Both the Clinton/Gore and the Bush/
Cheney administrations failed to adequately improve avi-
ation security and antiterrorism intelligence; they passed
up opportunities to mandate systems that would have al-
lowed agencies to share available information. Although
we cannot be sure that better information sharing would
have prevented 9/11, we are certain that if we could replay
history, wise individuals would opt for far better commu-
nications among the various organizations.

There are many ways to approach the integration of di-
verse knowledge in a group. Meetings should have agen-
das, and the agendas should specifically request individ-
ual reports, rather than assuming individuals who have
unique information will speak up as needed. If accounta-
bility for critical issues lies in multiple areas, then one
person or department can be held responsible for ensur-
ing that individuals or groups share information. But be-
fore executives can consider the proper structural re-
sponses to a situation, they must first recognize the
hidden profile effect. Only then can they bring unique in-
formation into the bounds of the group decision-making
process.
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Breaking Through Your Bounds

ocus is a good thing. Indeed, many executives have

achieved their success because of their ability to

focus intently on particular information. But when

making important decisions, executives would be
well advised to consider whether key information re-
mains out of focus because of their bounded awareness.
When executives at major U.S. airlines concentrated on
aggressively pursuing market share, for instance, they lost
sight of other critical strategic considerations and com-
promised profitability, customer satisfaction, and aviation
security.

Of course, not every decision requires a person to con-
sciously broaden his focus. In fact, one risk of describing
the problem of bounded awareness is that executives
could become hyperaware of their own limitations and, as
a result, collect too much information for every choice
they face. That would waste time and other valuable re-
sources. But when something large is at stake —such as
emergency preparedness or downsizing or marketing a
potentially dangerous product — executives should be
mindful of their natural bounds of awareness. In short, if
an error would generate almost irrecoverable damage,

Decisions Without Blinders

then they should insist on getting all the information they
need to make a wise decision. In this regard, executives
would do well to learn from high-level diplomats. Ambas-
sadors tend to think intuitively about how negotiations
with one country will affect neighboring countries. And
diplomats seem to have developed a tendency to expand
their bounds of awareness by collecting more informa-
tion rather than less—a goal that might benefit corporate
executives.

In their book Why Not?, Barry Nalebuff and Ian Ayres
of Yale University provide another clear strategy for ex-
panding the cognitive bounds of executives. They argue
that people too often take the status quo as a given; by
contrast, creative solutions emerge when we question
common assumptions about how things work. Nalebuff
and Ayres tell many stories of corporate success that have
resulted from asking, “Why not?”—including the discovery
that ketchup bottles would be more functional if they
rested on their tops. To put that in our terms, you can
learn to locate useful information outside your bounds of
awareness by asking a simple question: Why not? V]

Reprint R0601G; HBR OnPoint 2998
To order, see

~ \\
- S
i 4
v A
/..": <> -y
i'\ fye 4 .
1 1
s /rl[| m\ g‘
// - E &
-
s e
&

o>

r\““‘“
z//

N &

RMepies

“Maybe I'll have the rabbit—then again, maybe | won’t have the rabbit.”
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LASSE SKARBOVIK

Some
companies have
built their very
businesses
on their ability
to collect,
analyze, and
act on data.

E ALL KNOW THE POWER Of the killer app.
Over the years, groundbreaking systems from compa-
nies such as American Airlines (electronic reservations),
Otis Elevator (predictive maintenance), and American
Hospital Supply (online ordering) have dramatically
boosted their creators’ revenues and reputations. These
heralded - and coveted - applications amassed and ap-
plied data in ways that upended customer expectations
and optimized operations to unprecedented degrees.
They transformed technology from a supporting tool
into a strategic weapon.
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OMPETING

ON ANALYTICS

DECISION MAKING

Every company
can learn from
what these
firms do.

by Thomas H. Davenport

Companies questing for killer apps generally focus all
their firepower on the one area that promises to create
the greatest competitive advantage. But a new breed of
company is upping the stakes. Organizations such as
Amazon, Harrah’s, Capital One, and the Boston Red Sox
have dominated their fields by deploying industrial-
strength analytics across a wide variety of activities. In
essence, they are transforming their organizations into
armies of killer apps and crunching their way to victory.

Organizations are competing on analytics not just be-
cause they can—business today is awash in data and data
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crunchers—but also because they should. At a time when
firms in many industries offer similar products and use
comparable technologies, business processes are among
the last remaining points of differentiation. And analyt-
ics competitors wring every last drop of value from those
processes. So, like other companies, they know what prod-
ucts their customers want, but they also know what prices
those customers will pay, how many items each will buy
in a lifetime, and what triggers will make people buy more.
Like other companies, they know compensation costs and
turnover rates, but they can also calculate how much per-
sonnel contribute to or detract from the bottom line and
how salary levels relate to individuals’ performance. Like
other companies, they know when inventories are run-
ning low, but they can also predict problems with demand
and supply chains, to achieve low rates of inventory and
high rates of perfect orders.

And analytics competitors do all those things in a coor-
dinated way, as part of an overarching strategy champi-
oned by top leadership and pushed down to decision mak-
ers at every level. Employees hired for their expertise with
numbers or trained to recognize their importance are
armed with the best evidence and the best quantitative
tools. As a result, they make the best decisions: big and
small, every day, over and over and over.

Although numerous organizations are embracing ana-
lytics, only a handful have achieved this level of profi-
ciency. But analytics competitors are the leaders in their
varied fields—consumer products, finance, retail, and travel
and entertainment among them. Analytics has been in-
strumental to Capital One, which has exceeded 20%
growth in earnings per share every year since it became
a public company. It has allowed Amazon to dominate on-
line retailing and turn a profit despite enormous invest-
ments in growth and infrastructure. In sports, the real se-
cret weapon isn’t steroids, but stats, as dramatic victories
by the Boston Red Sox, the New England Patriots, and the
Oakland A’s attest.

At such organizations, virtuosity with data is often part
of the brand. Progressive makes advertising hay from its
detailed parsing of individual insurance rates. Amazon
customers can watch the company learning about them
as its service grows more targeted with frequent pur-
chases. Thanks to Michael Lewis’s best-selling book Mon-
eyball, which demonstrated the power of statistics in pro-
fessional baseball, the Oakland A’s are almost as famous
for their geeky number crunching as they are for their
athletic prowess.

Thomas H. Davenport (tdavenport@babson.edu) is the
President’s Distinguished Professor of Information Technol-
ogy and Management at Babson College in Babson Park,
Massachusetts, the director of research at Babson Executive
Education, and a fellow at Accenture. He is the author of
Thinking for a Living (Harvard Business School Press, 2005).

100

To identify characteristics shared by analytics compet-
itors, I and two of my colleagues at Babson College’s
Working Knowledge Research Center studied 32 organi-
zations that have made a commitment to quantitative,
fact-based analysis. Eleven of those organizations we clas-
sified as full-bore analytics competitors, meaning top
management had announced that analytics was key to
their strategies; they had multiple initiatives under way
involving complex data and statistical analysis, and they
managed analytical activity at the enterprise (not depart-
mental) level.

This article lays out the characteristics and practices of
these statistical masters and describes some of the very
substantial changes other companies must undergo in
order to compete on quantitative turf. As one would ex-
pect, the transformation requires a significant invest-
ment in technology, the accumulation of massive stores
of data, and the formulation of companywide strategies
for managing the data. But at least as important, it re-
quires executives’ vocal, unswerving commitment and
willingness to change the way employees think, work, and
are treated. As Gary Loveman, CEO of analytics competi-
tor Harrah'’s, frequently puts it,“Do we think this is true?
Or do we know?”

Anatomy of an Analytics Competitor

ne analytics competitor that’s at the top of its
game is Marriott International. Over the past 20
years, the corporation has honed to a science its
system for establishing the optimal price for guest
rooms (the key analytics process in hotels, known as rev-
enue management). Today, its ambitions are far grander.
Through its Total Hotel Optimization program, Marriott
has expanded its quantitative expertise to areas such as
conference facilities and catering, and made related tools
available over the Internet to property revenue managers
and hotel owners. It has developed systems to optimize of-
ferings to frequent customers and assess the likelihood of
those customers’ defecting to competitors. It has given
local revenue managers the power to override the sys-
tem’s recommendations when certain local factors can’t
be predicted (like the large number of Hurricane
Katrina evacuees arriving in Houston). The company has
even created a revenue opportunity model, which com-
putes actual revenues as a percentage of the optimal rates
that could have been charged. That figure has grown from
83% to 91% as Marriott’s revenue-management analytics
has taken root throughout the enterprise. The word is out
among property owners and franchisees: If you want to
squeeze the most revenue from your inventory, Marriott’s
approach is the ticket.
Clearly, organizations such as Marriott don’t behave
like traditional companies. Customers notice the differ-
ence in every interaction; employees and vendors live the
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difference every day. Our study found three key attributes
among analytics competitors:

Widespread use of modeling and optimization. Any
company can generate simple descriptive statistics about
aspects of its business—average revenue per employee, for
example, or average order size. But analytics competitors
look well beyond basic statistics. These companies use
predictive modeling to identify the most profitable cus-
tomers—plus those with the greatest profit potential and
the ones most likely to cancel their accounts. They pool
data generated in-house and data ac-
quired from outside sources (which
they analyze more deeply than do their
less statistically savvy competitors) for
a comprehensive understanding of
their customers. They optimize their
supply chains and can thus determine
the impact of an unexpected con-
straint, simulate alternatives, and route
shipments around problems. They es-
tablish prices in real time to get the
highest yield possible from each of
their customer transactions. They cre-
ate complex models of how their oper-
ational costs relate to their financial
performance.

Leaders in analytics also use sophis-
ticated experiments to measure the
overall impact or “lift” of intervention
strategies and then apply the results
to continuously improve subsequent
analyses. Capital One, for example, con-
ducts more than 30,000 experiments
a year, with different interest rates,
incentives, direct-mail packaging, and
other variables. Its goal is to maximize
the likelihood both that potential cus-
tomers will sign up for credit cards and
that they will pay back Capital One.

Progressive employs similar experi-
ments using widely available insurance
industry data. The company defines
narrow groups, or cells, of customers:
for example, motorcycle riders ages 30
and above, with college educations,
credit scores over a certain level, and
no accidents. For each cell, the com-
pany performs a regression analysis to
identify factors that most closely corre-
late with the losses that group engen-
ders. It then sets prices for the cells,
which should enable the company to
earn a profit across a portfolio of cus-
tomer groups, and uses simulation soft-
ware to test the financial implications
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Competing on Analytics

of those hypotheses. With this approach, Progressive can
profitably insure customers in traditionally high-risk cat-
egories. Other insurers reject high-risk customers out of
hand, without bothering to delve more deeply into the
data (although even traditional competitors, such as All-
state, are starting to embrace analytics as a strategy).

An enterprise approach. Analytics competitors under-
stand that most business functions—even those, like mar-
keting, that have historically depended on art rather than
science—can be improved with sophisticated quantitative
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techniques. These organizations don’t gain advantage
from one killer app, but rather from multiple applications
supporting many parts of the business — and, in a few
cases, being rolled out for use by customers and suppliers.

UPS embodies the evolution from targeted analytics
user to comprehensive analytics competitor. Although
the company is among the world’s most rigorous practi-
tioners of operations research and industrial engineering,
its capabilities were, until fairly recently, narrowly fo-
cused. Today, UPS is wielding its statistical skill to track
the movement of packages and to anticipate and influ-
ence the actions of people — assessing the likelihood of
customer attrition and identifying sources of problems.
The UPS Customer Intelligence Group, for example, is
able to accurately predict customer defections by examin-
ing usage patterns and complaints. When the data point
to a potential defector, a salesperson contacts that cus-
tomer to review and resolve the problem, dramatically re-
ducing the loss of accounts. UPS still lacks the breadth of
initiatives of a full-bore analytics competitor, but it is
heading in that direction.

Analytics competitors treat all such activities from all
provenances as a single, coherent initiative, often massed
under one rubric, such as “information-based strategy”
at Capital One or “information-based customer manage-
ment” at Barclays Bank. These programs operate not just

GOING TO BAT FOR STATS

The analysis-versus-instinct debate, a favorite of political
commentators during the last two U.S. presidential elec-
tions, is raging in professional sports, thanks to several
popular books and high-profile victories. For now, analysis
seems to hold the lead.

Most notably, statistics are a major part of the selec-
tion and deployment of players. Moneyball, by Michael
Lewis, focuses on the use of analytics in player selection
for the Oakland A’'s—a team that wins on a shoestring. The
New England Patriots, a team that devotes an enormous
amount of attention to statistics, won three of the last four
Super Bowls, and their payroll is currently ranked 24th in
the league. The Boston Red Sox have embraced “sabermet-
rics” (the application of analysis to baseball), even going
so far as to hire Bill James, the famous baseball statistician
who popularized that term. Analytic HR strategies are tak-
ing hold in European soccer as well. One leading team,
Italy’s A.C. Milan, uses predictive models from its Milan
Lab research center to prevent injuries by analyzing physi-
ological, orthopedic, and psychological data from a variety
of sources. A fast-rising English soccer team, the Bolton
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under a common label but also under common leader-
ship and with common technology and tools. In tradi-
tional companies, “business intelligence” (the term IT
people use for analytics and reporting processes and soft-
ware) is generally managed by departments; number-
crunching functions select their own tools, control their
own data warehouses, and train their own people. But
that way, chaos lies. For one thing, the proliferation of
user-developed spreadsheets and databases inevitably
leads to multiple versions of key indicators within an or-
ganization. Furthermore, research has shown that be-
tween 20% and 40% of spreadsheets contain errors; the
more spreadsheets floating around a company, therefore,
the more fecund the breeding ground for mistakes. Ana-
lytics competitors, by contrast, field centralized groups to
ensure that critical data and other resources are well man-
aged and that different parts of the organization can
share data easily, without the impediments of inconsis-
tent formats, definitions, and standards.

Some analytics competitors apply the same enterprise
approach to people as to technology. Procter & Gamble,
for example, recently created a kind of iberanalytics
group consisting of more than 100 analysts from such
functions as operations, supply chain, sales, consumer re-
search, and marketing. Although most of the analysts are
embedded in business operating units, the group is cen-

Wanderers, is known for its manager’s use of extensive
data to evaluate players’ performance.

Still, sports managers—like business leaders—are rarely
fact-or-feeling purists. St. Louis Cardinals manager Tony La
Russa, for example, brilliantly combines analytics with in-
tuition to decide when to substitute a charged-up player
in the batting lineup or whether to hire a spark-plug per-
sonality to improve morale. In his recent book, Three
Nights in August, Buzz Bissinger describes that balance:
“La Russa appreciated the information generated by com-
puters. He studied the rows and the columns. But he also
knew they could take you only so far in baseball, maybe
even confuse you with a fog of overanalysis. As far as he
knew, there was no way to quantify desire. And those num-
bers told him exactly what he needed to know when added
to twenty-four years of managing experience.”

That final sentence is the key. Whether scrutinizing
someone’s performance record or observing the expres-
sion flitting across an employee’s face, leaders consult
their own experience to understand the “evidence” in all
its forms.
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Competing on Analytics

Employees hired for their expertise with numbers
or trained to recognize their importance are armed
with the best evidence and the best quantitative tools.
As a result, they make the best decisions.

trally managed. As a result of this consolidation, P&G can
apply a critical mass of expertise to its most pressing is-
sues. So, for example, sales and marketing analysts supply
data on opportunities for growth in existing markets to
analysts who design corporate supply networks. The sup-
ply chain analysts, in turn, apply their expertise in certain
decision-analysis techniques to such new areas as compet-
itive intelligence.

The group at P&G also raises the visibility of analytical
and data-based decision making within the company. Pre-
viously, P&G’s crack analysts had improved business pro-
cesses and saved the firm money; but because they were
squirreled away in dispersed domains, many executives
didn’t know what services they offered or how effective
they could be. Now those executives are more likely to
tap the company’s deep pool of expertise for their proj-
ects. Meanwhile, masterful number crunching has be-
come part of the story P&G tells to investors, the press,
and the public.

Senior executive advocates. A companywide embrace
of analytics impels changes in culture, processes, behav-
ior, and skills for many employees. And so, like any major
transition, it requires leadership from executives at the
very top who have a passion for the quantitative ap-
proach. Ideally, the principal advocate is the CEO. Indeed,
we found several chief executives who have driven the
shift to analytics at their companies over the past few
years, including Loveman of Harrah’s, Jeff Bezos of Ama-
zon, and Rich Fairbank of Capital One. Before he retired
from the Sara Lee Bakery Group, former CEO Barry Be-
racha kept a sign on his desk that summed up his personal
and organizational philosophy: “In God we trust. All oth-
ers bring data” We did come across some companies in
which a single functional or business unit leader was try-
ing to push analytics throughout the organization, and
a few were making some progress. But we found that
these lower-level people lacked the clout, the perspective,
and the cross-functional scope to change the culture in
any meaningful way.

CEOs leading the analytics charge require both an ap-
preciation of and a familiarity with the subject. A back-
ground in statistics isn’t necessary, but those leaders must
understand the theory behind various quantitative meth-
ods so that they recognize those methods’ limitations —
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which factors are being weighed and which ones aren’t.
When the CEOs need help grasping quantitative tech-
niques, they turn to experts who understand the business
and how analytics can be applied to it. We interviewed
several leaders who had retained such advisers, and these
executives stressed the need to find someone who can ex-
plain things in plain language and be trusted not to spin
the numbers. A few CEOs we spoke with had surrounded
themselves with very analytical people — professors, con-
sultants, MIT graduates, and the like. But that was a per-
sonal preference rather than a necessary practice.

Of course, not all decisions should be grounded in ana-
lytics—at least not wholly so. Personnel matters, in partic-
ular, are often well and appropriately informed by in-
stinct and anecdote. More organizations are subjecting
recruiting and hiring decisions to statistical analysis (see
the sidebar “Going to Bat for Stats”). But research shows
that human beings can make quick, surprisingly accurate
assessments of personality and character based on simple
observations. For analytics-minded leaders, then, the chal-
lenge boils down to knowing when to run with the num-
bers and when to run with their guts.

Their Sources of Strength

nalytics competitors are more than simple num-

ber-crunching factories. Certainly, they apply

technology—with a mixture of brute force and fi-

nesse — to multiple business problems. But they
also direct their energies toward finding the right focus,
building the right culture, and hiring the right people to
make optimal use of the data they constantly churn. In
the end, people and strategy, as much as information tech-
nology, give such organizations strength.

The right focus. Although analytics competitors en-
courage universal fact-based decisions, they must choose
where to direct resource-intensive efforts. Generally, they
pick several functions or initiatives that together serve an
overarching strategy. Harrah’s, for example, has aimed
much of its analytical activity at increasing customer loy-
alty, customer service, and related areas like pricing and
promotions. UPS has broadened its focus from logistics
to customers, in the interest of providing superior ser-
vice. While such multipronged strategies define analytics
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In traditional companies, departments manage analytics—
number-crunching functions select their own tools
and train their own people. But that way, chaos lies.

competitors, executives we interviewed warned compa-
nies against becoming too diffuse in their initiatives or
losing clear sight of the business purpose behind each.

Another consideration when allocating resources is
how amenable certain functions are to deep analysis.
There are at least seven common targets for analytical ac-
tivity, and specific industries may present their own (see
“Things You Can Count On”). Statistical models and algo-
rithms that dangle the possibility of performance break-
throughs make some prospects especially tempting. Mar-
keting, for example, has always been tough to quantify
because it is rooted in psychology. But now consumer
products companies can hone their market research using
multiattribute utility theory — a tool for understanding
and predicting consumer behaviors and decisions. Simi-
larly, the advertising industry is adopting econometrics—
statistical techniques for measuring the lift provided by
different ads and promotions over time.

The most proficient analytics practitioners don’t just
measure their own navels—they also help customers and
vendors measure theirs. Wal-Mart, for example, insists
that suppliers use its Retail Link system to monitor prod-
uct movement by store, to plan promotions and layouts
within stores, and to reduce stock-outs. E.&]J. Gallo pro-
vides distributors with data and analysis on retailers’ costs
and pricing so they can calculate the per-bottle profitabil-
ity for each of Gallo’s 95 wines. The distributors, in turn,
use that information to help retailers optimize their
mixes while persuading them to add shelf space for Gallo
products. Procter & Gamble offers data and analysis to its
retail customers, as part of a program called Joint Value
Creation, and to its suppliers to help improve responsive-
ness and reduce costs. Hospital supplier Owens & Minor
furnishes similar services, enabling customers and suppli-
ers to access and analyze their buying and selling data,
track ordering patterns in search of consolidation oppor-
tunities, and move off-contract purchases to group con-
tracts that include products distributed by Owens & Minor
and its competitors. For example, Owens & Minor might
show a hospital chain’s executives how much money they
could save by consolidating purchases across multiple lo-
cations or help them see the trade-offs between increas-
ing delivery frequency and carrying inventory.

The right culture. Culture is a soft concept; analytics
is a hard discipline. Nonetheless, analytics competitors
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must instill a companywide respect for measuring, test-
ing, and evaluating quantitative evidence. Employees are
urged to base decisions on hard facts. And they know that
their performance is gauged the same way. Human re-
source organizations within analytics competitors are rig-
orous about applying metrics to compensation and re-
wards. Harrah'’s, for example, has made a dramatic change
from a rewards culture based on paternalism and tenure
to one based on such meticulously collected performance
measurements as financial and customer service results.
Senior executives also set a consistent example with their
own behavior, exhibiting a hunger for and confidence in
fact and analysis. One exemplar of such leadership was
Beracha of the Sara Lee Bakery Group, known to his em-
ployees as a“data dog” because he hounded them for data
to support any assertion or hypothesis.

Not surprisingly, in an analytics culture, there’s some-
times tension between innovative or entrepreneurial im-
pulses and the requirement for evidence. Some compa-
nies place less emphasis on blue-sky development, in
which designers or engineers chase after a gleam in some-
one’s eye. In these organizations, R&D, like other func-
tions, is rigorously metric-driven. At Yahoo, Progressive,
and Capital One, process and product changes are tested
on a small scale and implemented as they are validated.
That approach, well established within various academic
and business disciplines (including engineering, quality
management, and psychology), can be applied to most
corporate processes —even to not-so-obvious candidates,
like human resources and customer service. HR, for exam-
ple, might create profiles of managers’ personality traits
and leadership styles and then test those managers in dif-
ferent situations. It could then compare data on individ-
uals’ performance with data about personalities to de-
termine what traits are most important to managing a
project that is behind schedule, say, or helping a new
group to assimilate.

There are, however, instances when a decision to
change something or try something new must be made
too quickly for extensive analysis, or when it’s not possi-
ble to gather data beforehand. For example, even though
Amazon’s Jeff Bezos greatly prefers to rigorously quan-
tify users’ reactions before rolling out new features, he
couldn’t test the company’s search-inside-the-book offer-
ing without applying it to a critical mass of books (120,000,
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to begin with). It was also expensive to develop, and that
increased the risk. In this case, Bezos trusted his instincts
and took a flier. And the feature did prove popular when
introduced.

The right people. Analytical firms hire analytical peo-
ple—and like all companies that compete on talent, they
pursue the best. When Amazon needed a new head for
its global supply chain, for example, it recruited Gang Yu,
a professor of management science and software entre-
preneur who is one of the world’s leading authorities on
optimization analytics. Amazon’s business model requires
the company to manage a constant flow of new products,
suppliers, customers, and promotions, as well as deliver
orders by promised dates. Since his arrival, Yu and his team
have been designing and building sophisticated supply
chain systems to optimize those processes. And while he
tosses around phrases like “nonstationary stochastic pro-
cesses,” he’s also good at explaining the new approaches to
Amazon’s executives in clear business terms.

Established analytics competitors such as Capital One
employ squadrons of analysts to conduct quantitative ex-
periments and, with the results in hand, design credit card
and other financial offers. These efforts call for a special-
ized skill set, as you can see from this job description (typ-
ical for a Capital One analyst):

Competing on Analytics

High conceptual problem-solving and quantitative an-
alytical aptitudes...Engineering, financial, consulting,
and/or other analytical quantitative educational/work
background. Ability to quickly learn how to use soft-
ware applications. Experience with Excel models.
Some graduate work preferred but not required (e.g.,
MBA). Some experience with project management
methodology, process improvement tools (Lean, Six
Sigma), or statistics preferred.
Other firms hire similar kinds of people, but analytics
competitors have them in much greater numbers. Capital
One is currently seeking three times as many analysts as
operations people — hardly the common practice for a
bank.“We are really a company of analysts,” one executive
there noted. “It’s the primary job in this place”

Good analysts must also have the ability to express
complex ideas in simple terms and have the relationship
skills to interact well with decision makers. One consumer
products company with a 30-person analytics group looks
for what it calls “PhDs with personality” — people with
expertise in math, statistics, and data analysis who can
also speak the language of business and help market their
work internally and sometimes externally. The head of
a customer analytics group at Wachovia Bank describes
the rapport with others his group seeks: “We are trying

THINGS YOU CAN COUNT ON

Analytics competitors make expert use of statistics and modeling to improve a wide variety of functions.

Here are some common applications:

FUNCTION

Supply chain

Customer selection,
loyalty, and service

Pricing

Human capital

Product and service
quality

Financial
performance

Research and
development

JANUARY 2006

DESCRIPTION

Simulate and optimize supply chain flows; reduce
inventory and stock-outs.

Identify customers with the greatest profit potential;
increase likelihood that they will want the product or
service offering; retain their loyalty.

Identify the price that will maximize yield, or profit.

Select the best employees for particular tasks or jobs,
at particular compensation levels.

Detect quality problems early and minimize them.

Better understand the drivers of financial performance
and the effects of nonfinancial factors.

Improve quality, efficacy, and, where applicable, safety
of products and services.

EXEMPLARS

Dell, Wal-Mart, Amazon

Harrah’s, Capital One,
Barclays

Progressive, Marriott

New England Patriots,
Oakland A’s, Boston Red Sox
Honda, Intel

MCI, Verizon

Novartis, Amazon, Yahoo
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to build our people as part of the business team,” he ex-
plains. “We want them sitting at the business table, par-
ticipating in a discussion of what the key issues are, deter-
mining what information needs the businesspeople have,
and recommending actions to the business partners. We
want this [analytics group] to be not just a general utility,
but rather an active and critical part of the business unit’s
success.”

Of course, a combination of analytical, business, and re-
lationship skills may be difficult to find. When the soft-
ware company SAS (a sponsor of this research, along with
Intel) knows it will need an expert in state-of-the-art busi-
ness applications such as predictive modeling or recursive
partitioning (a form of decision tree analysis applied to
very complex data sets), it begins recruiting up to 18
months before it expects to fill the position.

In fact, analytical talent may be to the early 2000s what
programming talent was to the late 1990s. Unfortunately,

YOU KNOW YOU COMPETE
ON ANALYTICS WHEN...

the U.S. and European labor markets aren’t exactly teem-
ing with analytically sophisticated job candidates. Some
organizations cope by contracting work to countries such
as India, home to many statistical experts. That strategy
may succeed when offshore analysts work on stand-alone
problems. But if an iterative discussion with business de-
cision makers is required, the distance can become a major
barrier.

The right technology. Competing on analytics means
competing on technology. And while the most serious
competitors investigate the latest statistical algorithms
and decision science approaches, they also constantly
monitor and push the IT frontier. The analytics group at
one consumer products company went so far as to build
its own supercomputer because it felt that commercially
available models were inadequate for its demands. Such
heroic feats usually aren’t necessary, but serious analytics
does require the following:

A data strategy. Companies have
invested many millions of dollars in
systems that snatch data from every
conceivable source. Enterprise re-
source planning, customer relation-
ship management, point-of-sale, and
other systems ensure that no transac-

106

You apply sophisticated information systems and rigorous analysis
not only to your core capability but also to a range of functions as
varied as marketing and human resources.

Your senior executive team not only recognizes the importance of
analytics capabilities but also makes their development and mainte-
nance a primary focus.

You treat fact-based decision making not only as a best practice but
also as a part of the culture that’s constantly emphasized and commu-
nicated by senior executives.

You hire not only people with analytical skills but a lot of people with
the very best analytical skills—and consider them a key to your success.

You not only employ analytics in almost every function and depart-
ment but also consider it so strategically important that you manage
it at the enterprise level.

You not only are expert at number crunching but also invent propri-
etary metrics for use in key business processes.

You not only use copious data and in-house analysis but also share
them with customers and suppliers.

You not only avidly consume data but also seize every opportunity
to generate information, creating a “test and learn” culture based on
numerous small experiments.

You not only have committed to competing on analytics but also have
been building your capabilities for several years.

You not only emphasize the importance of analytics internally but
also make quantitative capabilities part of your company’s story, to be
shared in the annual report and in discussions with financial analysts.

tion or other significant exchange oc-
curs without leaving a mark. But to
compete on that information, com-
panies must present it in standard
formats, integrate it, store it in a data
warehouse, and make it easily acces-
sible to anyone and everyone. And
they will need a lot of it. For exam-
ple, a company may spend several
years accumulating data on different
marketing approaches before it has
gathered enough to reliably analyze
the effectiveness of an advertising
campaign. Dell employed DDB Ma-
trix, a unit of the advertising agency
DDB Worldwide, to create (over a
period of seven years) a database
that includes 1.5 million records on
all the computer maker’s print, radio,
network TV, and cable ads, coupled
with data on Dell sales for each re-
gion in which the ads appeared (be-
fore and after their appearance).
That information allows Dell to fine-
tune its promotions for every medium
in every region.

Business intelligence software. The
term “business intelligence,” which
first popped up in the late 1980s, en-
compasses a wide array of processes
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Competing on Analytics

The most proficient analytics practitioners don't
just measure their own navels—they also help
customers and vendors measure theirs.

and software used to collect, analyze, and disseminate
data, all in the interests of better decision making. Busi-
ness intelligence tools allow employees to extract, trans-
form, and load (or ETL, as people in the industry would
say) data for analysis and then make those analyses avail-
able in reports, alerts, and scorecards. The popularity of
analytics competition is partly a response to the emer-
gence of integrated packages of these tools.

Computing hardware. The volumes of data required for
analytics applications may strain the capacity of low-end
computers and servers. Many analytics competitors are
converting their hardware to 64-bit processors that churn
large amounts of data quickly.

The Long Road Ahead

ost companies in most industries have excel-

lent reasons to pursue strategies shaped by an-

alytics. Virtually all the organizations we iden-

tified as aggressive analytics competitors are
clear leaders in their fields, and they attribute much of
their success to the masterful exploitation of data. Ris-
ing global competition intensifies the need for this sort
of proficiency. Western companies unable to beat their
Indian or Chinese competitors on product cost, for exam-
ple, can seek the upper hand through optimized business
processes.

Companies just now embracing such strategies, how-
ever, will find that they take several years to come to
fruition. The organizations in our study described a long,
sometimes arduous journey. The UK Consumer Cards and
Loans business within Barclays Bank, for example, spent
five years executing its plan to apply analytics to the mar-
keting of credit cards and other financial products. The
company had to make process changes in virtually every
aspect of its consumer business: underwriting risk, set-
ting credit limits, servicing accounts, controlling fraud,
cross selling, and so on. On the technical side, it had to in-
tegrate data on 10 million Barclaycard customers, improve
the quality of the data, and build systems to step up data
collection and analysis. In addition, the company em-
barked on a long series of small tests to begin learning
how to attract and retain the best customers at the lowest
price. And it had to hire new people with top-drawer
quantitative skills.
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Much of the time —and corresponding expense — that
any company takes to become an analytics competitor
will be devoted to technological tasks: refining the sys-
tems that produce transaction data, making data avail-
able in warehouses, selecting and implementing analytic
software, and assembling the hardware and communica-
tions environment. And because those who don’t record
history are doomed not to learn from it, companies that
have collected little information—or the wrong kind—will
need to amass a sufficient body of data to support reliable
forecasting. “We’ve been collecting data for six or seven
years, but it’s only become usable in the last two or three,
because we needed time and experience to validate con-
clusions based on the data,” remarked a manager of cus-
tomer data analytics at UPS.

And, of course, new analytics competitors will have to
stock their personnel larders with fresh people. (When
Gary Loveman became COOQ, and then CEO, of Harrah’s,
he brought in a group of statistical experts who could
design and implement quantitatively based marketing
campaigns and loyalty programs.) Existing employees,
meanwhile, will require extensive training. They need to
know what data are available and all the ways the infor-
mation can be analyzed; and they must learn to recognize
such peculiarities and shortcomings as missing data, du-
plication, and quality problems. An analytics-minded ex-
ecutive at Procter & Gamble suggested to me that firms
should begin to keep managers in their jobs for longer pe-
riods because of the time required to master quantitative
approaches to their businesses.

The German pathologist Rudolph Virchow famously
called the task of science “to stake out the limits of the
knowable.” Analytics competitors pursue a similar goal, al-
though the universe they seek to know is a more circum-
scribed one of customer behavior, product movement,
employee performance, and financial reactions. Every
day, advances in technology and techniques give compa-
nies a better and better handle on the critical minutiae of
their operations.

The Oakland A’s aren’t the only ones playing money-
ball. Companies of every stripe want to be part of the
game. V]

Reprint R0O601H; HBR OnPoint 3005
To order, see
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DECISION MAKING >>
BY RAM CHARAN

BEST OF HBR

The job of the CEO, everyone knows, is to make decisions. And most of them do—countless
times in the course of their tenures. But if those decisions are to have an impact, the organiza-
tion must also, as a whole, decide to carry them out. Companies that don't, suffer from a culture
of indecision.

In his 2001 article, Ram Charan, one of the world's preeminent counselors to CEOs, addresses
the problem of how organizations that routinely refrain from acting on their CEOs’ decisions can
break free from institutionalized indecision. Usually, ambivalence or outright resistance arises
because of a lack of dialogue with the people charged with implementing the decision in ques-
tion. Charan calls such conversations “decisive dialogues,” and he says they have four components:
First, they must involve a sincere search for answers. Second, they must tolerate unpleasant truths.
Third, they must invite a full range of views, spontaneously offered. And fourth, they must point
the way to a course of action.

In organizations that have successfully shed a culture of indecision, discussion is always safe.

Underperformance, however, is not.

Some people just can't
make up their minds. The
same goes for some
companies. Leaders can
eradicate indecision by
transforming the tone
and content of everyday
conversations at their
organizations.
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OES THIS SOUND FAMILIAR? You're
sitting in the quarterly business review
as a colleague plows through a two-inch-
thick proposal for a big investment in
a new product. When he finishes, the
room falls quiet. People look left, right,
or down, waiting for someone else to
open the discussion. No one wants to
comment — at least not until the boss
shows which way he’s leaning.

Finally, the CEO breaks the loud si-
lence. He asks a few mildly skeptical
questions to show he’s done his due
diligence. But it’s clear that he has made

up his mind to back the project. Before
long, the other meeting attendees are
chiming in dutifully, careful to keep
their comments positive. Judging from
the remarks, it appears that everyone
in the room supports the project.

But appearances can be deceiving.
The head of a related division worries
that the new product will take resources
away from his operation. The vice pres-
ident of manufacturing thinks that the
first-year sales forecasts are wildly opti-
mistic and will leave him with a ware-
house full of unsold goods. Others in
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DECISION MAKING

the room are lukewarm because they
don’t see how they stand to gain from
the project. But they keep their reserva-
tions to themselves, and the meeting
breaks up inconclusively. Over the next
few months, the project is slowly stran-
gled to death in a series of strategy,
budget, and operational reviews. It’s
not clear who'’s responsible for the kill-
ing, but it’s plain that the true sentiment
in the room was the opposite of the ap-
parent consensus.

In my career as an adviser to large
organizations and their leaders, I have
witnessed many occasions even at the
highest levels when silent lies and a lack
of closure lead to false decisions. They
are “false” because they eventually get
undone by unspoken factors and inac-
tion. And after a quarter century of first-
hand observations, I have concluded
that these instances of indecision share
a family resemblance —a misfire in the
personal interactions that are supposed
to produce results. The people charged
with reaching a decision and acting on
it fail to connect and engage with one
another. Intimidated by the group dy-
namics of hierarchy and constrained
by formality and lack of trust, they
speak their lines woodenly and without
conviction. Lacking emotional commit-
ment, the people who must carry out
the plan don’t act decisively.

These faulty interactions rarely occur
in isolation. Far more often, they’re typ-
ical of the way large and small deci-
sions are made —or not made —through-
out a company. The inability to take
decisive action is rooted in the corpo-
rate culture and seems to employees to
be impervious to change.

The key word here is “seems,” be-
cause, in fact,leaders create a culture of
indecisiveness, and leaders can break
it. The primary instrument at their dis-
posal is the human interactions — the
dialogues—through which assumptions
are challenged or go unchallenged, in-

formation is shared or not shared, dis-
agreements are brought to the surface
or papered over. Dialogue is the basic
unit of work in an organization. The
quality of the dialogue determines
how people gather and process infor-
mation, how they make decisions, and
how they feel about one another and
about the outcome of these decisions.
Dialogue can lead to new ideas and
speed as a competitive advantage. It is
the single-most important factor un-
derlying the productivity and growth
of the knowledge worker. Indeed, the
tone and content of dialogue shapes
people’s behaviors and beliefs —that is,
the corporate culture —faster and more
permanently than any reward system,
structural change, or vision statement
I've seen.

Breaking a culture of indecision re-
quires a leader who can engender intel-
lectual honesty and trust in the connec-
tions between people. By using each
encounter with his or her employees as
an opportunity to model open, honest,
and decisive dialogue, the leader sets
the tone for the entire organization.

But setting the tone is only the first
step. To transform a culture of indeci-
sion, leaders must also see to it that the
organization’s social operating mecha-
nisms—that is, the executive committee
meetings, budget and strategy reviews,
and other situations through which the
people of a corporation do business —
have honest dialogue at their center.
These mechanisms set the stage. Tightly
linked and consistently practiced, they
establish clear lines of accountability for
reaching decisions and executing them.

Follow-through and feedback are
the final steps in creating a decisive cul-
ture. Successful leaders use follow-
through and honest feedback to reward
high achievers, coach those who are
struggling, and redirect the behaviors
of those blocking the organization’s
progress.

Formerly on the faculties of Harvard Business School and Northwestern’s Kellogg
School, Ram Charan has advised top executives at companies like GE, Ford, DuPont,
EDS, and Pharmacia. He is the author of numerous articles and books, including
What the CEO Wants You to Know: How Your Company Really Works (Crown Busi-

ness, 2001).
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In sum, leaders can create a culture of
decisive behavior through attention to
their own dialogue, the careful design of
social operating mechanisms, and ap-
propriate follow-through and feedback.

It All Begins with Dialogue
Studies of successful companies often
focus on their products, business mod-
els, or operational strengths: Microsoft’s
world-conquering Windows operating
system, Dell’s mass customization, Wal-
Mart’s logistical prowess. Yet products
and operational strengths aren’t what
really set the most successful organiza-
tions apart — they can all be rented or
imitated. What can’t be easily dupli-
cated are the decisive dialogues and ro-
bust operating mechanisms and their
links to feedback and follow-through.
These factors constitute an organiza-
tion’s most enduring competitive advan-
tage, and they are heavily dependent
on the character of dialogue that a
leader exhibits and thereby influences
throughout the organization.

Decisive dialogue is easier to recog-
nize than to define. It encourages inci-
siveness and creativity and brings co-
herence to seemingly fragmented and
unrelated ideas. It allows tensions to sur-
face and then resolves them by fully air-
ing every relevant viewpoint. Because
such dialogue is a process of intellectual
inquiry rather than of advocacy, a search
for truth rather than a contest, people
feel emotionally committed to the out-
come. The outcome seems “right” be-
cause people have helped shape it. They
are energized and ready to act.

Not long ago, I observed the power of
aleader’s dialogue to shape a company’s
culture. The setting was the headquar-
ters of a major U.S. multinational. The
head of one of the company’s largest
business units was making a strategy
presentation to the CEO and a few of his
senior lieutenants. Sounding confident,
almost cocky, the unit head laid out his
strategy for taking his division from
number three in Europe to number one.
It was an ambitious plan that hinged on
making rapid, sizable market-share
gains in Germany, where the company’s
main competitor was locally based and
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four times his division’s size. The CEO
commended his unit head for the in-
spiring and visionary presentation,
then initiated a dialogue to test whether
the plan was realistic. “Just how are you
going to make these gains?” he won-
dered aloud. “What other alternatives
have you considered? What customers
do you plan to acquire?” The unit man-
ager hadn’t thought that far ahead.
“How have you defined the customers’
needs in new and unique ways? How
many salespeople do you have?” the
CEO asked.

“Ten,” answered the unit head.

“How many does your main competi-
tor have?”

“Two hundred,” came the sheepish
reply.

The boss continued to press: “Who
runs Germany for us? Wasn’t he in an-
other division up until about three
months ago?”

Had the exchange stopped there, the
CEO would have only humiliated and
discouraged this unit head and sent a
message to others in attendance that
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Conquering a Culture of Indecision »>> BEST OF HBR

the risks of thinking big were unac-
ceptably high. But the CEO wasn’t inter-
ested in killing the strategy and demor-
alizing the business unit team. Coaching
through questioning, he wanted to in-
ject some realism into the dialogue.
Speaking bluntly, but not angrily or
unkindly, he told the unit manager
that he would need more than bravado
to take on a formidable German com-
petitor on its home turf. Instead of mak-
ing a frontal assault, the CEO suggested,
why not look for the competition’s weak
spots and win on speed of execution?
Where are the gaps in your competitor’s
product line? Can you innovate some-
thing that can fill those gaps? What cus-
tomers are the most likely buyers of
such a product? Why not zero in on
them? Instead of aiming for overall
market-share gains, try resegmenting
the market. Suddenly, what had appeared
to be a dead end opened into new in-
sights, and by the end of the meeting,
it was decided that the manager would
rethink the strategy and return in 90
days with a more realistic alternative.

A key player whose strategy proposal
had been flatly rejected left the room
feeling energized, challenged, and more
sharply focused on the task at hand.

Think about what happened here.
Although it might not have been obvi-
ous at first, the CEO was not trying to
assert his authority or diminish the ex-
ecutive. He simply wanted to ensure
that the competitive realities were not
glossed over and to coach those in atten-
dance on both business acumen and
organizational capability as well as on
the fine art of asking the right ques-
tions. He was challenging the proposed
strategy not for personal reasons but for
business reasons.

The dialogue affected people’s atti-
tudes and behavior in subtle and not
s0 subtle ways: They walked away know-
ing that they should look for opportu-
nities in unconventional ways and be
prepared to answer the inevitable
tough questions. They also knew that
the CEO was on their side. They became
more convinced that growth was possi-
ble and that action was necessary. And
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something else happened: They began
to adopt the CEQ’s tone in subsequent
meetings. When, for example, the head
of the German unit met with his senior
staff to brief them on the new approach
to the German market, the questions
he fired at his sales chief and product de-
velopment head were pointed, precise,
and aimed directly at putting the new
strategy into action. He had picked up
on his boss’s style of relating to others as
well as his way of eliciting, sifting, and
analyzing information. The entire unit
grew more determined and energized.

The chief executive didn’t leave the
matter there, though. He followed up
with a one-page, handwritten letter to
the unit head stating the essence of the
dialogue and the actions to be executed.
And in 90 days, they met again to dis-
cuss the revised strategy. (For more on
fostering decisive dialogue, see the side-
bar “Dialogue Killers.”)

How Dialogue Becomes Action
The setting in which dialogue occurs
is as important as the dialogue itself.
The social operating mechanisms of
decisive corporate cultures feature be-
haviors marked by four characteristics:
openness, candor, informality, and clo-
sure. Openness means that the outcome
is not predetermined. There’s an hon-
est search for alternatives and new dis-
coveries. Questions like “What are we
missing?” draw people in and signal the
leader’s willingness to hear all sides.
Leaders create an atmosphere of safety
that permits spirited discussion, group
learning, and trust.

Candor is slightly different. It’s a will-
ingness to speak the unspeakable, to
expose unfulfilled commitments, to air
the conflicts that undermine apparent
consensus. Candor means that people
express their real opinions, not what
they think team players are supposed
to say. Candor helps wipe out the silent
lies and pocket vetoes that occur when
people agree to things they have no in-
tention of acting on. It prevents the kind
of unnecessary rework and revisiting of
decisions that saps productivity.

Formality suppresses candor; informal-
ity encourages it. When presentations
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and comments are stiff and prepack-
aged, they signal that the whole meet-
ing has been carefully scripted and or-
chestrated. Informality has the opposite
effect. It reduces defensiveness. People
feel more comfortable asking questions
and reacting honestly, and the spontane-
ity is energizing.

If informality loosens the atmo-
sphere, closure imposes discipline. Clo-
sure means that at the end of the meet-
ing, people know exactly what they are
expected to do. Closure produces deci-
siveness by assigning accountability and
deadlines to people in an open forum.
It tests a leader’s inner strength and in-
tellectual resources. Lack of closure, cou-
pled with a lack of sanctions, is the pri-
mary reason for a culture of indecision.

A robust social operating mechanism
consistently includes these four char-
acteristics. Such a mechanism has the
right people participating in it, and it
occurs with the right frequency.

When Dick Brown arrived at Elec-
tronic Data Systems (EDS) in early 1999,
he resolved to create a culture that did

countability” EDS was losing business.
Revenue was flat, earnings were on the
decline, and the price of the company’s
stock was down sharply.

A central tenet of Brown’s manage-
ment philosophy is that “leaders get
the behavior they tolerate” Shortly after
he arrived at EDS, he installed six social
operating mechanisms within one year
that signaled he would not put up with
the old culture of rampant individual-
ism and information hoarding. One
mechanism was the “performance call,”
as it is known around the company.
Once a month, the top 100 or so EDS ex-
ecutives worldwide take part in a con-
ference call where the past month’s
numbers and critical activities are re-
viewed in detail. Transparency and si-
multaneous information are the rules;
information hoarding is no longer pos-
sible. Everyone knows who is on target
for the year, who is ahead of projections,
and who is behind. Those who are be-
hind must explain the shortfall — and
how they plan to get back on track. It’s
not enough for a manager to say she’s

It’s not enough for a manager to say she’s assessing,
reviewing, or analyzing a problem. Those aren’t the
words of someone who is acting.

more than pay lip service to the ideals of
collaboration, openness, and decisive-
ness. He had a big job ahead of him.
EDS was known for its bright, aggres-
sive people, but employees had a repu-
tation for competing against one an-
other at least as often as they pulled
together. The organization was marked
by a culture of lone heroes. Individual
operating units had little or no incentive
for sharing information or cooperating
with one another to win business. There
were few sanctions for “lone” behaviors
and for failure to meet performance
goals. And indecision was rife. As one
company veteran puts it, “Meetings,
meetings, and more meetings. People
couldn’t make decisions, wouldn’t make
decisions. They didn’t have to. No ac-

assessing, reviewing, or analyzing a
problem. Those aren’t the words of
someone who is acting, Brown says.
Those are the words of someone getting
ready to act. To use them in front of
Brown is to invite two questions in re-
sponse: When you’ve finished your
analysis, what are you going to do? And
how soon are you going to do it? The
only way that Brown’s people can an-
swer those questions satisfactorily is to
make a decision and execute it.

The performance calls are also a
mechanism for airing and resolving the
conflicts inevitable in a large organiza-
tion, particularly when it comes to cross
selling in order to accelerate revenue
growth. Two units may be pursuing
the same customer, for example, or a
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High-Tech High School

Goals:

* Use technology to create a 21st
century school, showcasing
technology and attracting families
and business from nearby
Washington, DC.

* Deliver rich, multimedia learning
content in every classroom to help
all students learn at their own pace

* Enhance teaching resources and
faculty communications

Solution:

« Anintelligent, secure, reliable
network infrastructure and IP
Communications solution from
Cisco Systems delivers data, voice,
and video comimunications through-
out the campus and provides
students, teachers, and administra-
tors with wireless network access

Results:

* Increased access tarich, multimedia
content helps students to maximize
learning cpportunities, and is
expected to improved performance

» Teachers and facuity have more
flexibility, increased access to
educational resources, and can more
efficiently handle administrative tasks

Technology gives students on a brand-new campus
what they need to succeed.

The school of the future just opened, and it’s called North Point.

Conceived nearly eight years ago as a showcase school where advanced
technology would be integral to all aspects of learning, North Point High
School opened in August 2005 in rapidly growing Charles County, Maryland.
Given its proximity to booming Washington, D.C., with its growing high-
technology industries, Charles County designed the marquee school to

attract businesses and families to the area.

At North Point, students in every classroom have anytime, anywhere access
to the rich, multimedia learning content they need ro make the most of their
education, allowing students to learn at their own pace—a benefit that
traditional schools can’t easily or affordably provide. An intelligent, secure,
reliable network infrastrucrure and IP Communications solutions from

Cisco Systems is the foundation that makes it all possible.

The result? Advanced students move more quickly through the curriculum,
while all students get the help they need more easily. For example, a North
Point student struggling in geometry can use a wireless laptop to access the
network and view animations that illustrate the relationships between angles,
points, and lines to help the student grasp what would be otherwise

challenging, abstract concepts.

A history teacher can answer a student’s question about the Cuban missile
crisis by showing the class archival news footage, accessed on demand using
the network. North Point teachers and administrators also benefit from the
network’s enhanced communications capabilities that streamline

administrative tasks and allow them to collaborate more effectively.

So what does the school of the future look like? Some have affectionately
likened North Point—with its sleek hallways and glass walls—to a modern
airport terminal. And that’s the whole idea behind North Point: to prepare

students for a smooth, successful departure, no matter where they’re heading.

Learn more about how Cisco Systems is changing the way we learn at

|cisco.com/go/education.|
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customer serviced by one unit may be
acquired by a customer serviced by an-
other. Which unit should lead the pur-
suit? Which unit should service the
merged entity? It’s vitally important to
resolve these questions. Letting them
fester doesn’t just drain emotional en-
ergy, it shrinks the organization’s capac-
ity to act decisively. Lack of speed be-
comes a competitive disadvantage.

Brown encourages people to bring
these conflicts to the surface, both be-
cause he views them as a sign of orga-
nizational health and because they pro-
vide an opportunity to demonstrate
the style of dialogue he advocates. He
tries to create a safe environment for
disagreement by reminding employees
that the conflict isn’t personal.

Conflict in any global organization is
built in. And, Brown believes, it’s essen-
tial if everyone is going to think in terms
of the entire organization, not just one
little corner of it. Instead of seeking the
solution favorable to their unit, they’ll
look for the solution that’s best for EDS
and its shareholders. It sounds simple,
even obvious. But in an organization
once characterized by lone heroes and
self-interest, highly visible exercises in
conflict resolution remind people to
align their interests with the company
as a whole. It’s not enough to state the
message once and assume it will sink
in. Behavior is changed through repeti-
tion. Stressing the message over and
over in social operating mechanisms
like the monthly performance calls -
and rewarding or sanctioning people
based on their adherence to it—is one
of Brown’s most powerful tools for pro-
ducing the behavioral changes that
usher in genuine cultural change.

Of course, no leader can or should at-
tend every meeting, resolve every con-
flict, or make every decision. But by de-
signing social operating mechanisms
that promote free-flowing yet produc-
tive dialogue, leaders strongly influence
how others perform these tasks. Indeed,
it is through these mechanisms that
the work of shaping a decisive culture
gets done.

Another corporation that employs
social operating mechanisms to create
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Dialogue Killers

Isthe dialogue in your meetings an energy drain? If it doesn’t energize people and focus
their work, watch for the following:

DANGLING DIALOGUE

Symptom: Confusion prevails. The meeting ends without a clear next step. People create
their own self-serving interpretations of the meeting, and no one can be held account-
able later when goals aren’t met.

Remedy: Give the meeting closure by ensuring that everyone knows who will do what,
by when. Do it in writing if necessary, and be specific.

INFORMATION CLOGS

Symptom: Failure to get all the relevant information into the open. An important fact
or opinion comes to light after a decision has been reached, which reopens the
decision. This pattern happens repeatedly.

Remedy: Ensure that the right people are in attendance in the first place. When missing
information is discovered, disseminate it immediately. Make the expectation for open-
ness and candor explicit by asking, “What’s missing?” Use coaching and sanctions to
correct information hoarding.

PIECEMEAL PERSPECTIVES

Symptom: People stick to narrow views and self-interests and fail to acknowledge that
others have valid interests.

Remedy: Draw people out until you’re sure all sides of the issue have been represented.
Restate the common purpose repeatedly to keep everyone focused on the big picture.
Generate alternatives. Use coaching to show people how their work contributes to the
overall mission of the enterprise.

FREE-FOR-ALL

Symptom: By failing to direct the flow of the discussion, the leader allows negative be-
haviors to flourish. “Extortionists” hold the whole group for ransom until others see it
their way; “sidetrackers” go off on tangents, recount history by saying “When | did this
ten years ago...,” or delve into unnecessary detail; “silent liars” do not express their true
opinions, or they agree to things they have no intention of doing; and “dividers” create
breaches within the group by seeking support for their viewpoint outside the social op-
erating mechanism or have parallel discussions during the meeting.

Remedy: The leader must exercise inner strength by repeatedly signaling which behav-
iors are acceptable and by sanctioning those who persist in negative behavior. If less
severe sanctions fail, the leader must be willing to remove the offending player from
the group.

a decisive culture is multinational phar-  anisms are required to direct the various

maceutical giant Pharmacia. The com-
pany’s approach illustrates a point I
stress repeatedly to my clients: Struc-
ture divides; social operating mecha-
nisms integrate. I hasten to add that
structure is essential. If an organization
didn’t divide tasks, functions, and re-
sponsibilities, it would never get any-
thing done. But social operating mech-

activities contained within a structure
toward an objective. Well-designed
mechanisms perform this integrating
function. But no matter how well de-
signed, the mechanisms also need deci-
sive dialogue to work properly.

Two years after its 1995 merger with
Upjohn, Pharmacia’s CEO Fred Hassan
set out to create an entirely new culture
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for the combined entity. The organiza-
tion he envisioned would be collabora-
tive, customer focused, and speedy. It
would meld the disparate talents of a
global enterprise to develop market-
leading drugs — and do so faster than
the competition. The primary mecha-
nism for fostering collaboration: Lead-
ers from several units and functions
would engage in frequent, constructive
dialogue.

The company’s race to develop a new
generation of antibiotics to treat drug-
resistant infections afforded Pharma-
cia’s management an opportunity to
test the success of its culture-building
efforts. Dr. GOran Ando, the chief of re-
search and development, and Carrie
Cox, the head of global business man-
agement, jointly created a social operat-
ing mechanism comprising some of
the company’s leading scientists, clini-
cians, and marketers. Just getting the
three functions together regularly was
a bold step. Typically, drug development
proceeds by a series of handoffs. One

group of scientists does the basic work
of drug discovery, then hands off its
results to a second group, which steers
the drug through a year or more of
clinical trials. If and when it receives
the Food and Drug Administration’s
stamp of approval, it’s handed off to the

Few mechanisms
encourage directness
more effectively than
performance and
compensation reviews.

marketing people, who devise a mar-
keting plan. Only then is the drug
handed off to the sales department,
which pitches it to doctors and hospi-
tals. By supplanting this daisy-chain ap-
proach with one that made scientists,
clinicians, and marketers jointly respon-
sible for the entire flow of development

and marketing, the two leaders aimed
to develop a drug that better met the
needs of patients, had higher revenue
potential, and gained speed as a com-
petitive advantage. And they wanted
to create a template for future collabo-
rative efforts.

The company’s reward system rein-
forced this collaborative model by ex-
plicitly linking compensation to the ac-
tions of the group. Every member’s
compensation would be based on the
time to bring the drug to market, the
time for the drug to reach peak profit-
able share, and total sales. The system
gave group members a strong incentive
to talk openly with one another and to
share information freely. But the cre-
ative spark was missing. The first few
times the drug development group met,
it focused almost exclusively on their
differences, which were considerable.
Without trafficking in clichés, it is safe
to say that scientists, clinicians, and mar-
keters tend to have different ways of
speaking, thinking, and relating. And
each tended to defend what it viewed
as its interests rather than the interests
of shareholders and customers. It was
at this point that Ando and Cox took
charge of the dialogue, reminding the
group that it was important to play well
with others but even more important
to produce a drug that met patients’
needs and to beat the competition.

Acting together, the two leaders chan-
neled conversation into productive dia-
logue focused on a common task. They
shared what they knew about develop-
ing and marketing pharmaceuticals
and demonstrated how scientists could
learn to think a little like marketers,
and marketers a little like scientists.
They tackled the emotional challenge
of resolving conflicts in the open in
order to demonstrate how to disagree,
sometimes strongly, without animosity
and without losing sight of their com-
mon purpose.

Indeed, consider how one dialogue
helped the group make a decision that
turned a promising drug into a success
story. To simplify the research and test-
ing process, the group’s scientists had
begun to search for an antibiotic that

HARVARD BUSINESS REVIEW
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GE’s Secret Weapon

Known for its state-of-the-art management practices, General
Electric has forged a system of ten tightly linked social operating
mechanisms. Vital to GE’s success, these mechanisms set goals
and priorities for the whole company as well as for its individual
business units and track each unit’s progress toward those goals.
CEO Jack Welch also uses the system to evaluate senior man-
agers within each unitand reward or sanction them according to
their performance.

Three of the most widely imitated of these mechanisms are
the Corporate Executive Council (CEC), which meets four times
ayear; the annual leadership and organizational reviews, known
as Session C; and the annual strategy reviews, known as S-1 and
S-2. Most large organizations have similar mechanisms. GE’s,
however, are notable for their intensity and duration; tight links
to one another; follow-through; and uninhibited candor, closure,
and decisiveness.

At the CEC, the company’s senior leaders gather for two-and-
a-half days of intensive collaboration and information exchange.
As these leaders share best practices, assess the external business
environment, and identify the company’s most promising oppor-
tunities and most pressing problems, Welch has a chance to
coach managers and observe their styles of working, thinking,
and collaborating. Among the ten initiatives to emerge from
these meetings in the past 14 years are GE’s Six Sigma quality-
improvement drive and its companywide e-commerce effort.
These sessions aren’t for the fainthearted —at times, the debates
can resemble verbal combat. But by the time the CEC breaks up,
everyone in attendance knows both what the corporate priorities
are and what’s expected of him or her.

At Session C meetings, Welch and GE’s senior vice president
for human resources, Bill Conaty, meet with the head of each
business unit as well as his or her top HR executive to discuss
leadership and organizational issues. In these intense 12- to 14-
hour sessions, the attendees review the unit’s prospective talent
pool and its organizational priorities. Who needs to be pro-
moted, rewarded, and developed? How? Who isn’t making the

grade? Candor is mandatory, and so is execution. The dialogue
goes back and forth and links with the strategy of the business
unit. Welch follows up each session with a handwritten note
reviewing the substance of the dialogue and action items.
Through this mechanism, picking and evaluating people has be-
come a core competence at GE. No wonder GE is known as “CEO
University.”

The unit head’s progress in implementing that action plan is
among the items on the agenda at the S-1 meeting, held about
two months after Session C. Welch, his chief financial officer,
and members of the office of the CEO meet individually with
each unit head and his or her team to discuss strategy for the
next three years. The strategy, which must incorporate the com-
panywide themes and initiatives that emerged from the CEC
meetings, is subjected to intensive scrutiny and reality testing
by Welch and the senior staff. The dialogue in the sessions is in-
formal, open, decisive, and full of valuable coaching from Welch
on both business and human resources issues. As in Session C,
the dialogue about strategy links with people and organizational
issues. Again, Welch follows up with a handwritten note in which
he sets out what he expects of the unit head as a result of the
dialogue.

S-2 meetings, normally held in November, follow a similar
agenda to the S-1 meeting, except that they are focused on a
shorter time horizon, usually 12 to 15 months. Here, operational
priorities and resource allocations are linked.

Taken together, the meetings link feedback, decision making,
and assessment of the organization’s capabilities and key people.
The mechanism explicitly ties the goals and performance of each
unit to the overall strategy of the corporation and places a pre-
mium on the development of the next generation of leaders. The
process is unrelenting in its demand for managerial accountabil-
ity. At the same time, Welch takes the opportunity to engage in
follow-through and feedback that is candid, on point, and fo-
cused on decisiveness and execution. This operating system may
be GE’s most enduring competitive advantage.

would be effective against a limited
number of infections and would be used
only as “salvage therapy”in acute cases,
when conventional antibiotic therapies
had failed. But intensive dialogue with
the marketers yielded the information
that doctors were receptive to a drug
that would work against a wide spec-
trum of infections. They wanted a drug
that could treat acute infections com-
pletely by starting treatment earlier in
the course of the disease, either in large
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doses through an intravenous drip or in
smaller doses with a pill. The scientists
shifted their focus, and the result was
Zyvox, one of the major pharmaceutical
success stories of recent years. It has be-
come the poster drug in Pharmacia’s
campaign for a culture characterized
by cross-functional collaboration and
speedy execution. Through dialogue,
the group created a product that nei-
ther the scientists, clinicians, nor mar-
keters acting by themselves could have

envisioned or executed. And the mech-
anism that created this open dialogue is
now standard practice at Pharmacia.

Follow-Through and Feedback
Follow-through is in the DNA of deci-
sive cultures and takes place either in
person, on the telephone, or in the rou-
tine conduct of a social operating mech-
anism. Lack of follow-through destroys
the discipline of execution and encour-
ages indecision.
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A culture of indecision changes when
groups of people are compelled to al-
ways be direct. And few mechanisms
encourage directness more effectively
than performance and compensation
reviews, especially if they are explicitly
linked to social operating mechanisms.
Yet all too often, the performance re-
view process is as ritualized and empty
as the business meeting I described at
the beginning of this article. Both the
employee and his manager want to get
the thing over with as quickly as possi-
ble. Check the appropriate box, keep up

must give honest feedback to their di-
rect reports, especially to those who
find themselves at the bottom of the
rankings.

Brown recalls one encounter he had
shortly after the first set of rankings was
issued. An employee who had consid-
ered himself one of EDS’s best perform-
ers was shocked to find himself closer
to the bottom of the roster than the top.
“How could this be?” the employee
asked. “I performed as well this year as
1did last year, and last year my boss gave
me a stellar review.” Brown replied that

By failing to provide honest feedback, leaders cheat

their people by depriving them of the information

they need to improve.

the good work, here’s your raise, and
let’s be sure to do this again next year.
Sorry — gotta run. There’s no genuine
conversation, no feedback, and worst
of all, no chance for the employee to
learn the sometimes painful truths that
will help her grow and develop. Great
compensation systems die for lack of
candid dialogue and leaders’ emotional
fortitude.

At EDS, Dick Brown has devised an
evaluation and review process that vir-
tually forces managers to engage in can-
did dialogue with their subordinates.
Everyone at the company is ranked in
quintiles and rewarded according to
how well they perform compared with
their peers. It has proved to be one of
the most controversial features of Dick
Brown’s leadership — some employees
view it as a Darwinian means of dividing
winners from losers and pitting col-
leagues against one another.

That isn’t the objective of the ranking
system, Brown insists. He views the
ranking process as the most effective
way to reward the company’s best per-
formers and show laggards where they
need to improve. But the system needs
the right sort of dialogue to make it
work as intended and serve its purpose
of growing the talent pool. Leaders

he could think of two possible explana-
tions. The first was that the employee
wasn’t as good at his job as he thought
he was. The second possibility was that
even if the employee was doing as good
a job as he did the previous year, his
peers were doing better. “If you're stay-
ing the same,” Brown concluded,“you’re
falling behind.”

That exchange revealed the possibil-
ity —the likelihood, even —that the em-
ployee’s immediate superior had given
him a less-than-honest review the year
before rather than tackle the unpleasant
task of telling him where he was coming
up short. Brown understands why a
manager might be tempted to duck
such a painful conversation. Delivering
negative feedback tests the strength
of a leader. But critical feedback is part
of what Brown calls “the heavy lifting of
leadership.” Avoiding it, he says, “sen-
tences the organization to mediocrity.”
What’s more, by failing to provide hon-
est feedback, leaders cheat their people
by depriving them of the information
they need to improve.

Feedback should be many things —
candid; constructive; relentlessly fo-
cused on behavioral performance, ac-
countability, and execution. One thing
it shouldn’t be is surprising. “A leader
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should be constructing his appraisal
all year long,” Brown says, “and giving
his appraisal all year long. You have 20,
30, 60 opportunities a year to share
your observations. Don’t let those op-
portunities pass. If, at the end of the
year, someone is truly surprised by
what you have to say, that’s a failure of
leadership”

Ultimately, changing a culture of inde-
cision is a matter of leadership. It’s a
matter of asking hard questions: How
robust and effective are our social oper-
ating mechanisms? How well are they
linked? Do they have the right people
and the right frequency? Do they have
a rhythm and operate consistently? Is
follow-through built in? Are rewards
and sanctions linked to the outcomes of
the decisive dialogue? Most important,
how productive is the dialogue within
these mechanisms? Is our dialogue
marked by openness, candor, informal-
ity, and closure?

Transforming a culture of indecision
is an enormous and demanding task.
It takes all the listening skills, business
acumen, and operational experience
that a corporate leader can summon.
But just as important, the job demands
emotional fortitude, follow-through,
and inner strength. Asking the right
questions; identifying and resolving
conflicts; providing candid, construc-
tive feedback; and differentiating peo-
ple with sanctions and rewards is never
easy. Frequently, it’s downright unpleas-
ant. No wonder many senior executives
avoid the task. In the short term, they
spare themselves considerable emo-
tional wear and tear. But their evasion
sets the tone for an organization that
can’t share intelligence, make decisions,
or face conflicts, much less resolve them.
Those who evade miss the very point of
effective leadership. Leaders with the
strength to insist on honest dialogue
and follow-through will be rewarded
not only with a decisive organization
but also with a workforce that is ener-
gized, empowered, and engaged. v/
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DECISION MAKING >> BEST OF HBR
BY JOHN S. HAMMOND, RALPH L. KEENEY, AND HOWARD RAIFFA

Before deciding on a course of action, prudent managers evaluate the situation confronting
them. Unfortunately, some managers are cautious to a fault—taking costly steps to defend
against unlikely outcomes. Others are overconfident—underestimating the range of potential
outcomes. And still others are highly impressionable —allowing memorable events in the past
to dictate their view of what might be possible now.

These are just three of the well-documented psychological traps that afflict most manag-
ers at some point, assert authors John S. Hammond, Ralph L. Keeney, and Howard Raiffa in
their 1998 article. Still more pitfalls distort reasoning ability or cater to our own biases. Exam-
ples of the latter include the tendencies to stick with the status quo, to look for evidence
confirming one's preferences, and to throw good money after bad because it's hard to admit
making a mistake.

Techniques exist to overcome each one of these problems. For instance, since the way
a problem is posed can influence how you think about it, try to reframe the question in various
ways and ask yourself how your thinking might change for each version. Even if we can’t erad-
icate the distortions ingrained in the way our minds work, we can build tests like this into our

decision-making processes to improve the quality of the choices we make.

In making decisions,

you may be at the mercy
of your mind’s strange
workings. Here's how

to catch thinking traps
before they become
judgment disasters.

118

AKING DECISIONS is the most
important job of any executive. It’s also
the toughest and the riskiest. Bad deci-
sions'can damage a business and a ca-
reer, sometimes irreparably. So where
do bad decisions come from? In many
cases, they can be traced back to the
way the decisions were made—the alter-
natives were not clearly defined, the
right information was not collected,
the costs and benefits were not accu-
rately weighed. But sometimes the fault

lies not in the decision-making process
but rather in the mind of the decision
maker. The way the human brain works
can sabotage our decisions.
Researchers have been studying the
way our minds function in making de-
cisions for half a century. This research,
in the laboratory and in the field, has
revealed that we use unconscious rou-
tines to cope with the complexity in-
herent in most decisions. These rou-
tines, known as heuristics, serve us well
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DECISION MAKING

inmost situations. In judging distance,
for example, our minds frequently rely
on a heuristic that equates clarity with
proximity. The clearer an object ap-
pears, the closer we judge it to be. The
fuzzier it appears, the farther away we
assume it must be. This simple mental
shortcut helps us to make the continu-
ous stream of distance judgments re-
quired to navigate the world.

Yet, like most heuristics, it is not fool-
proof. On days that are hazier than nor-
mal, our eyes will tend to trick our
minds into thinking that things are
more distant than they actually are. Be-
cause the resulting distortion poses
few dangers for most of us, we can safely
ignore it. For airline pilots, though, the
distortion can be catastrophic. That’s
why pilots are trained to use objective
measures of distance in addition to
their vision.

Researchers have identified a whole
series of such flaws in the way we think
in making decisions. Some, like the
heuristic for clarity, are sensory mis-
perceptions. Others take the form of
biases. Others appear simply as irra-
tional anomalies in our thinking. What
makes all these traps so dangerous is
their invisibility. Because they are hard-
wired into our thinking process, we
fail to recognize them-even as we fall
right into them.

For executives, whose success hinges
on the many day-to-day decisions they
make or approve, the psychological
traps are especially dangerous. They
can undermine everything from new-
product development to acquisition
and divestiture strategy to succession
planning. While no one can rid his or
her mind of these ingrained flaws, any-
one can follow the lead of airline pilots
and learn to understand the traps and
compensate for them.

In this article, we examine a number
of well-documented psychological traps
that are particularly likely to undermine
business decisions. In addition to review-

ing the causes and manifestations of
these traps, we offer some specific ways
managers can guard against them. It’s
important to remember, though, that
the best defense is always awareness.
Executives who attempt to familiarize
themselves with these traps and the di-
verse forms they take will be better able
to ensure that the decisions they make
are sound and that the recommenda-
tions proposed by subordinates or asso-
ciates are reliable.

The Anchoring Trap
How would you answer these two
questions?

Is the population of Turkey greater
than 35 million?

What’s your best estimate of Turkey’s
population?

If you're like most people, the figure
of 35 million cited in the first question
(a figure we chose arbitrarily) influ-
enced your answer to the second ques-
tion. Over the years, we’ve posed those
questions to many groups of people. In
half the cases, we used 35 million in the
first question; in the other half, we used
100 million. Without fail, the answers to
the second question increase by many
millions when the larger figure is used in
the first question. This simple test illus-
trates the common and often pernicious
mental phenomenon known as anchor-
ing. When considering a decision, the

a stereotype about a person’s skin color,
accent, or dress. In business, one of the
most common types of anchors is a past
event or trend. A marketer attempting
to project the sales of a product for the
coming year often begins by looking at
the sales volumes for past years. The old
numbers become anchors, which the
forecaster then adjusts based on other
factors. This approach, while it may
lead to areasonably accurate estimate,
tends to give too much weight to past
events and not enough weight to other
factors. In situations characterized by
rapid changes in the marketplace, his-
torical anchors can lead to poor fore-
casts and, in turn, misguided choices.

Because anchors can establish the
terms on which a decision will be made,
they are often used as a bargaining tac-
tic by savvy negotiators. Consider the
experience of a large consulting firm
that was searching for new office space
in San Francisco. Working with a com-
mercial real-estate broker, the firm’s
partners identified a building that met
all their criteria, and they set up a meet-
ing with the building’s owners. The own-
ers opened the meeting by laying out
the terms of a proposed contract: a ten-
year lease; an initial monthly price of
$2.50 per square foot; annual price in-
creases at the prevailing inflation rate;
all interior improvements to be the ten-
ant’s responsibility; an option for the

Decision makers display a strong bias toward

alternatives that perpetuate the status quo.

mind gives disproportionate weight to
the first information it receives. Initial
impressions, estimates, or data anchor
subsequent thoughts and judgments.

Anchors take many guises. They can
be as simple and seemingly innocuous
as a comment offered by a colleague or
a statistic appearing in the morning
newspaper. They can be as insidious as

tenant to extend the lease for ten addi-
tional years under the same terms. Al-
though the price was at the high end
of current market rates, the consult-
ants made a relatively modest coun-
teroffer. They proposed an initial price
in the midrange of market rates and
asked the owners to share in the renova-
tion expenses, but they accepted all the

John S. Hammond is a consultant on decision making and a former professor of Harvard Business School in Boston. Ralph L. Keeney
is a professor at Duke University’s Fuqua School of Business in Durham, North Carolina. Howard Raiffa is the Frank Plumpton Ram-
sey Professor of Managerial Economics (Emeritus) at Harvard Business School. They are the authors of Smart Choices: A Practical
Guide to Making Better Decisions (Harvard Business School Press, 1998).
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other terms. The consultants could have
been much more aggressive and creative
in their counterproposal —reducing the
initial price to the low end of market
rates, adjusting rates biennially rather
than annually, putting a cap on the in-
creases, defining different terms for ex-
tending the lease, and so forth—but their
thinking was guided by the owners’
initial proposal. The consultants had
fallen into the anchoring trap, and as a
result, they ended up paying a lot more
for the space than they had to.

>>What can you do about it? The
effect of anchors in decision making
has been documented in thousands of
experiments. Anchors influence the de-
cisions not only of managers, but also
of accountants and engineers, bankers
and lawyers, consultants and stock an-
alysts. No one can avoid their influ-
ence; they’re just too widespread. But
managers who are aware of the dangers
of anchors can reduce their impact by
using the following techniques:

- Always view a problem from differ-
ent perspectives. Try using alternative
starting points and approaches rather
than sticking with the first line of
thought that occurs to you.

- Think about the problem on your
own before consulting others to avoid
becoming anchored by their ideas.

- Be open-minded. Seek information
and opinions from a variety of people
to widen your frame of reference and to
push your mind in fresh directions.

- Be careful to avoid anchoring your
advisers, consultants, and others from
whom you solicit information and coun-
sel. Tell them as little as possible about
your own ideas, estimates, and tentative
decisions. If you reveal too much, your
own preconceptions may simply come
back to you.

- Be particularly wary of anchors in
negotiations. Think through your posi-
tion before any negotiation begins in
order to avoid being anchored by the
other party’s initial proposal. At the
same time, look for opportunities to
use anchors to your own advantage —if
you’re the seller, for example, suggest
a high, but defensible, price as an open-
ing gambit.
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The Status-Quo Trap
We all like to believe that we make de-
cisions rationally and objectively. But
the fact is, we all carry biases, and those
biases influence the choices we make.
Decision makers display, for example,
a strong bias toward alternatives that
perpetuate the status quo. On a broad
scale, we can see this tendency when-
ever a radically new product is intro-
duced. The first automobiles, revealingly
called “horseless carriages,” looked very
much like the buggies they replaced.
The first “electronic newspapers” ap-
pearing on the World Wide Web looked
very much like their print precursors.
On a more familiar level, you may
have succumbed to this bias in your
personal financial decisions. People
sometimes, for example, inherit shares
of stock that they would never have
bought themselves. Although it would
be a straightforward, inexpensive prop-
osition to sell those shares and put the
money into a different investment, a
surprising number of people don’t sell.
They find the status quo comfortable,
and they avoid taking action that would
upset it.“Maybe I’ll rethink it later,” they
say. But “later” is usually never.

The source of the status-quo trap lies
deep within our psyches, in our desire to
protect our egos from damage. Breaking
from the status quo means taking ac-
tion, and when we take action, we take
responsibility, thus opening ourselves to
criticism and to regret. Not surprisingly,
we naturally look for reasons to do noth-
ing. Sticking with the status quo repre-
sents, in most cases, the safer course be-
cause it puts us at less psychological risk.

Many experiments have shown the
magnetic attraction of the status quo.
In one, a group of people were ran-
domly given one of two gifts of approx-
imately the same value —half received
a mug, the other half a Swiss chocolate
bar. They were then told that they could
easily exchange the gift they received
for the other gift. While you might ex-
pect that about half would have wanted
to make the exchange, only one in ten
actually did. The status quo exerted its
power even though it had been arbitrar-
ily established only minutes before.

Other experiments have shown that
the more choices you are given, the
more pull the status quo has. More peo-
ple will, for instance, choose the status
quo when there are two alternatives to
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it rather than one: A and B instead of
just A. Why? Choosing between A and B
requires additional effort; selecting the
status quo avoids that effort.

In business, where sins of commission
(doing something) tend to be punished
much more severely than sins of omis-
sion (doing nothing), the status quo
holds a particularly strong attraction.
Many mergers, for example, founder
because the acquiring company avoids
taking swift action to impose a new,
more appropriate management struc-
ture on the acquired company. “Let’s not
rock the boat right now;’ the typical rea-
soning goes. “Let’s wait until the situ-
ation stabilizes” But as time passes, the
existing structure becomes more en-
trenched, and altering it becomes harder,
not easier. Having failed to seize the oc-
casion when change would have been
expected, management finds itself stuck
with the status quo.

>>What can you do about it? First
of all, remember that in any given deci-
sion, maintaining the status quo may in-
deed be the best choice, but you don’t
want to choose it just because it is com-
fortable. Once you become aware of the
status-quo trap, you can use these tech-
niques to lessen its pull:

- Always remind yourself of your ob-
jectives and examine how they would be
served by the status quo. You may find
that elements of the current situation
act as barriers to your goals.

- Never think of the status quo as
your only alternative. Identify other op-
tions and use them as counterbalances,
carefully evaluating all the pluses and
minuses.

- Ask yourself whether you would
choose the status-quo alternative if, in
fact, it weren’t the status quo.

- Avoid exaggerating the effort or
cost involved in switching from the sta-
tus quo.

- Remember that the desirability of
the status quo will change over time.
When comparing alternatives, always
evaluate them in terms of the future as
well as the present.

- If you have several alternatives that
are superior to the status quo, don’t de-
fault to the status quo just because you're
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having a hard time picking the best al-
ternative. Force yourself to choose.

The Sunk-Cost Trap

Another of our deep-seated biases is to
make choices in a way that justifies past
choices, even when the past choices no
longer seem valid. Most of us have fallen
into this trap. We may have refused, for
example, to sell a stock or a mutual fund
at a loss, forgoing other, more attractive
investments. Or we may have poured
enormous effort into improving the
performance of an employee whom we

One of us helped a major U.S. bank
recover after it made many bad loans to
foreign businesses. We found that the
bankers responsible for originating the
problem loans were far more likely to
advance additional funds - repeatedly,
in many cases—than were bankers who
took over the accounts after the original
loans were made. Too often, the original
bankers’ strategy —and loans—ended in
failure. Having been trapped by an esca-
lation of commitment, they had tried,
consciously or unconsciously, to protect
their earlier, flawed decisions. They had

We tend to subconsciously decide what to do

before guring out why we want to do it.

knew we shouldn’t have hired in the
first place. Our past decisions become
what economists term sunk costs—old in-
vestments of time or money that are
now irrecoverable. We know, rationally,
that sunk costs are irrelevant to the
present decision, but nevertheless they
prey on our minds, leading us to make
inappropriate decisions.

Why can’t people free themselves
from past decisions? Frequently, it’s be-
cause they are unwilling, consciously or
not, to admit to a mistake. Acknowledg-
ing a poor decision in one’s personal life
may be purely a private matter, involv-
ing only one’s self-esteem, but in busi-
ness, a bad decision is often a very pub-
lic matter, inviting critical comments
from colleagues or bosses. If you fire a
poor performer whom you hired, you're
making a public admission of poor judg-
ment. It seems psychologically safer to
let him or her stay on, even though that
choice only compounds the error.

The sunk-cost bias shows up with dis-
turbing regularity in banking, where it
can have particularly dire consequences.
When a borrower’s business runs into
trouble, a lender will often advance ad-
ditional funds in hopes of providing the
business with some breathing room to
recover. If the business does have a good
chance of coming back, that’s a wise in-
vestment. Otherwise, it’s just throwing
good money after bad.

fallen victim to the sunk-cost bias. The
bank finally solved the problem by in-
stituting a policy requiring that a loan
be immediately reassigned to another
banker as soon as any problem arose.
The new banker was able to take a fresh,
unbiased look at the merit of offering
more funds.

Sometimes a corporate culture rein-
forces the sunk-cost trap. If the penalties
for making a decision that leads to an
unfavorable outcome are overly severe,
managers will be motivated to let failed
projects drag on endlessly —in the vain
hope that they’ll somehow be able to
transform them into successes. Execu-
tives should recognize that, in an uncer-
tain world where unforeseeable events
are common, good decisions can some-
times lead to bad outcomes. By acknowl-
edging that some good ideas will end
in failure, executives will encourage
people to cut their losses rather than let
them mount.

>> What can you do about it? For
all decisions with a history, you will
need to make a conscious effort to set
aside any sunk costs — whether psycho-
logical or economic — that will muddy
your thinking about the choice at hand.
Try these techniques:

- Seek out and listen carefully to the
views of people who were uninvolved
with the earlier decisions and who are
hence unlikely to be committed to them.
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- Examine why admitting to an earlier
mistake distresses you. If the problem
lies in your own wounded self-esteem,
deal with it head-on. Remind yourself
that even smart choices can have bad
consequences, through no fault of the
original decision maker, and that even
the best and most experienced manag-
ers are not immune to errors in judg-
ment. Remember the wise words of
Warren Buffett: “When you find yourself
in a hole, the best thing you can do is
stop digging””

- Be on the lookout for the influence
of sunk-cost biases in the decisions and
recommendations made by your subor-
dinates. Reassign responsibilities when
necessary.

-Don’t cultivate a failure-fearing
culture that leads employees to perpet-
uate their mistakes. In rewarding peo-
ple, look at the quality of their deci-
sion making (taking into account what
was known at the time their decisions
were made), not just the quality of the
outcomes.

The Confirming-Evidence Trap
Imagine that you're the president of
a successful midsize U.S. manufacturer
considering whether to call off a
planned plant expansion. For a while
you’ve been concerned that your com-
pany won’t be able to sustain the rapid
pace of growth of its exports. You fear
that the value of the U.S. dollar will
strengthen in coming months, making
your goods more costly for overseas
consumers and dampening demand.
But before you put the brakes on the
plant expansion, you decide to call up
an acquaintance, the chief executive of
a similar company that recently moth-
balled a new factory, to check her rea-
soning. She presents a strong case that
other currencies are about to weaken
significantly against the dollar. What do
you do?

You’d better not let that conversation
be the clincher, because you’ve proba-
bly just fallen victim to the confirming-
evidence bias. This bias leads us to seek
out information that supports our ex-
isting instinct or point of view while
avoiding information that contradicts
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it. What, after all, did you expect your
acquaintance to give, other than a
strong argument in favor of her own
decision? The confirming-evidence bias
not only affects where we go to collect
evidence but also how we interpret the
evidence we do receive, leading us to
give too much weight to supporting in-
formation and too little to conflicting
information.

In one psychological study of this
phenomenon, two groups—one opposed
to and one supporting capital punish-
ment—each read two reports of carefully
conducted research on the effectiveness
of the death penalty as a deterrent to
crime. One report concluded that the
death penalty was effective; the other
concluded it was not. Despite being ex-
posed to solid scientific information
supporting counterarguments, the mem-
bers of both groups became even more
convinced of the validity of their own
position after reading both reports.
They automatically accepted the sup-
porting information and dismissed the
conflicting information.

There are two fundamental psycho-
logical forces at work here. The first is
our tendency to subconsciously decide

what we want to do before we figure
out why we want to do it. The second is
our inclination to be more engaged by
things we like than by things we dis-
like—a tendency well documented even
in babies. Naturally, then, we are drawn
to information that supports our sub-
conscious leanings.

>> What can you do about it? It’s
not that you shouldn’t make the choice
you’re subconsciously drawn to. It’s just
that you want to be sure it’s the smart
choice. You need to put it to the test.
Here’s how:

- Always check to see whether you are
examining all the evidence with equal
rigor. Avoid the tendency to accept con-
firming evidence without question.

- Get someone you respect to play
devil’s advocate, to argue against the de-
cision you’re contemplating. Better yet,
build the counterarguments yourself.
What’s the strongest reason to do some-
thing else? The second strongest rea-
son? The third? Consider the position
with an open mind.

- Be honest with yourself about your
motives. Are you really gathering in-
formation to help you make a smart
choice, or are you just looking for evi-
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dence confirming what you think you’d
like to do?

- In seeking the advice of others, don’t
ask leading questions that invite con-
firming evidence. And if you find that an
adviser always seems to support your
point of view, find a new adviser. Don’t
surround yourself with yes-men.

The Framing Trap

The first step in making a decision is to
frame the question. It’s also one of the
most dangerous steps. The way a prob-
lem is framed can profoundly influence
the choices you make. In a case involv-
ing automobile insurance, for example,
framing made a $200 million difference.
To reduce insurance costs, two neigh-
boring states, New Jersey and Pennsyl-
vania, made similar changes in their
laws. Each state gave drivers a new op-
tion: By accepting a limited right to sue,
they could lower their premiums. But
the two states framed the choice in very
different ways: In New Jersey, you auto-
matically got the limited right to sue
unless you specified otherwise; in Penn-
sylvania, you got the full right to sue un-
less you specified otherwise. The differ-
ent frames established different status
quos, and, not surprisingly, most con-
sumers defaulted to the status quo. As
aresult,in New Jersey about 80% of driv-
ers chose the limited right to sue, but
in Pennsylvania only 25% chose it. Be-
cause of the way it framed the choice,
Pennsylvania failed to gain approxi-
mately $200 million in expected insur-
ance and litigation savings.

The framing trap can take many
forms, and as the insurance example
shows, it is often closely related to other
psychological traps. A frame can estab-
lish the status quo or introduce an an-
chor. It can highlight sunk costs or lead
you toward confirming evidence. Deci-
sion researchers have documented two
types of frames that distort decision
making with particular frequency:

Frames as gains versus losses. In
a study patterned after a classic experi-
ment by decision researchers Daniel
Kahneman and Amos Tversky, one of us
posed the following problem to a group
of insurance professionals:
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You are a marine property adjuster
charged with minimizing the loss of
cargo on three insured barges that sank
yesterday off the coast of Alaska. Each
barge holds $200,000 worth of cargo,
which will be lost if not salvaged within
72 hours. The owner of a local marine-
salvage company gives you two options,
both of which will cost the same:

Plan A: This plan will save the cargo of
one of the three barges, worth $200,000.

Plan B: This plan has a one-third prob-
ability of saving the cargo on all three
barges, worth $600,000, but has a two-
thirds probability of saving nothing.

Which plan would you choose?

If you are like 71% of the respondents
in the study, you chose the “less risky”
Plan A, which will save one barge for
sure. Another group in the study, how-
ever, was asked to choose between alter-
natives C and D:

Plan C: This plan will result in the loss
of two of the three cargoes, worth
$400,000.

Plan D: This plan has a two-thirds prob-
ability of resulting in the loss of all three
cargoes and the entire $600,000 but has
aone-third probability of losing no cargo.

Faced with this choice, 80% of these
respondents preferred Plan D.

The pairs of alternatives are, of course,
precisely equivalent—Plan A is the same
as Plan C,and Plan B is the same as Plan
D-they’ve just been framed in different
ways. The strikingly different responses
reveal that people are risk averse when
a problem is posed in terms of gains
(barges saved) but risk seeking when a
problem is posed in terms of avoiding
losses (barges lost). Furthermore, they
tend to adopt the frame as it is pre-
sented to them rather than restating the
problem in their own way.

Framing with different reference
points. The same problem can also
elicit very different responses when
frames use different reference points.
Let’s say you have $2,000 in your check-
ing account and you are asked the fol-
lowing question:

Would you accept a fifty-fifty chance
of either losing $300 or winning $5007

Would you accept the chance? What
if you were asked this question:

Would you prefer to keep your check-
ing account balance of $2,000 or to ac-
cept a fifty-fifty chance of having either
$1,700 or $2,500 in your account?

Once again, the two questions pose
the same problem. While your answers
to both questions should, rationally
speaking, be the same, studies have
shown that many people would refuse
the fifty-fifty chance in the first ques-
tion but accept it in the second. Their
different reactions result from the dif-
ferent reference points presented in

A dramatic or traumatic
event in your own life can
also distort your thinking.

the two frames. The first frame, with its
reference point of zero, emphasizes in-
cremental gains and losses, and the
thought of losing triggers a conserva-
tive response in many people’s minds.
The second frame, with its reference
point of $2,000, puts things into per-
spective by emphasizing the real finan-
cial impact of the decision.

>> What can you do about it? A
poorly framed problem can under-
mine even the best-considered deci-
sion. But any adverse effect of framing
can be limited by taking the following
precautions:

- Don’t automatically accept the ini-
tial frame, whether it was formulated
by you or by someone else. Always try
to reframe the problem in various ways.
Look for distortions caused by the
frames.

- Try posing problems in a neutral,
redundant way that combines gains and
losses or embraces different reference
points. For example: Would you accept
a fifty-fifty chance of either losing $300,
resulting in a bank balance of $1,700, or
winning $500, resulting in a bank bal-
ance of $2,5007

- Think hard throughout your deci-
sion-making process about the framing
of the problem. At points throughout
the process, particularly near the end,
ask yourself how your thinking might
change if the framing changed.
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- When others recommend decisions,
examine the way they framed the prob-
lem. Challenge them with different
frames.

The Estimating and Forecasting
Traps

Most of us are adept at making esti-
mates about time, distance, weight,
and volume. That’s because we’re con-
stantly making judgments about these
variables and getting quick feedback
about the accuracy of those judgments.
Through daily practice, our minds be-
come finely calibrated.

Making estimates or forecasts about
uncertain events, however, is a different
matter. While managers continually
make such estimates and forecasts, they
rarely get clear feedback about their ac-
curacy. If you judge, for example, that
the likelihood of the price of oil falling
to less than $15 a barrel one year hence
is about 40% and the price does indeed
fall to that level, you can’t tell whether
you were right or wrong about the prob-
ability you estimated. The only way to
gauge your accuracy would be to keep
track of many, many similar judgments
to see if, after the fact, the events you
thought had a 40% chance of occurring
actually did occur 40% of the time. That
would require a great deal of data, care-
fully tracked over a long period of time.
Weather forecasters and bookmakers
have the opportunities and incentives
to maintain such records, but the rest of
us don’t. As a result, our minds never
become calibrated for making estimates
in the face of uncertainty.

All of the traps we’ve discussed so far
can influence the way we make deci-
sions when confronted with uncer-
tainty. But there’s another set of traps
that can have a particularly distorting
effect in uncertain situations because
they cloud our ability to assess probabil-
ities. Let’s look at three of the most com-
mon of these uncertainty traps:

The overconfidence trap. Even
though most of us are not very good at
making estimates or forecasts, we actu-
ally tend to be overconfident about our
accuracy. That can lead to errors in judg-
ment and, in turn, bad decisions. In one
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series of tests, people were asked to fore-
cast the next week’s closing value for
the Dow Jones Industrial Average. To
account for uncertainty, they were then
asked to estimate a range within which
the closing value would likely fall. In
picking the top number of the range,
they were asked to choose a high esti-
mate they thought had only a 1% chance
of being exceeded by the closing value.
Similarly, for the bottom end, they were
told to pick a low estimate for which
they thought there would be only a 1%
chance of the closing value falling below
it. If they were good at judging their
forecasting accuracy, you'd expect the
participants to be wrong only about 2%
of the time. But hundreds of tests have
shown that the actual Dow Jones aver-
ages fell outside the forecast ranges 20%
to 30% of the time. Overly confident
about the accuracy of their predictions,
most people set too narrow a range of
possibilities.

Think of the implications for busi-
ness decisions, in which major initia-
tives and investments often hinge on
ranges of estimates. If managers under-
estimate the high end or overestimate
the low end of a crucial variable, they

may miss attractive opportunities or
expose themselves to far greater risk
than they realize. Much money has been
wasted on ill-fated product-development
projects because managers did not accu-
rately account for the possibility of mar-
ket failure.

The prudence trap. Another trap
for forecasters takes the form of over-
cautiousness, or prudence. When faced
with high-stakes decisions, we tend to
adjust our estimates or forecasts “just
to be on the safe side.” Many years ago,
for example, one of the Big Three U.S.
automakers was deciding how many
of a new-model car to produce in antic-
ipation of its busiest sales season. The
market-planning department, responsi-
ble for the decision, asked other depart-
ments to supply forecasts of key vari-
ables such as anticipated sales, dealer
inventories, competitor actions, and
costs. Knowing the purpose of the esti-
mates, each department slanted its fore-
cast to favor building more cars —“just
to be safe” But the market planners
took the numbers at face value and then
made their own “just to be safe” adjust-
ments. Not surprisingly, the number
of cars produced far exceeded demand,
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and the company took six months to sell
off the surplus, resorting in the end to
promotional pricing.

Policy makers have gone so far as
to codify overcautiousness in formal
decision procedures. An extreme exam-
ple is the methodology of “worst-case
analysis,” which was once popular in
the design of weapons systems and is
still used in certain engineering and reg-
ulatory settings. Using this approach,
engineers designed weapons to oper-
ate under the worst possible combina-
tion of circumstances, even though the
odds of those circumstances actually
coming to pass were infinitesimal.
Worst-case analysis added enormous
costs with no practical benefit (in fact,
it often backfired by touching off an
arms race), proving that too much pru-
dence can sometimes be as dangerous
as too little.

The recallability trap. Even if we
are neither overly confident nor unduly
prudent, we can still fall into a trap
when making estimates or forecasts.
Because we frequently base our pre-
dictions about future events on our
memory of past events, we can be overly
influenced by dramatic events — those
that leave a strong impression on our
memory. We all, for example, exagger-
ate the probability of rare but cata-
strophic occurrences such as plane
crashes because they get dispropor-
tionate attention in the media. A dra-
matic or traumatic event in your own
life can also distort your thinking. You
will assign a higher probability to traf-
fic accidents if you have passed one on
the way to work, and you will assign
a higher chance of someday dying of
cancer yourself if a close friend has
died of the disease.

In fact, anything that distorts your
ability to recall events in a balanced
way will distort your probability assess-
ments. In one experiment, lists of well-
known men and women were read to dif-
ferent groups of people. Unbeknownst
to the subjects, each list had an equal
number of men and women, but on
some lists the men were more famous
than the women while on others the
women were more famous. Afterward,
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the participants were asked to estimate
the percentages of men and women on
each list. Those who had heard the list
with the more famous men thought
there were more men on the list, while
those who had heard the one with the
more famous women thought there
were more women.

Corporate lawyers often get caught
in the recallability trap when defend-
ing liability suits. Their decisions about
whether to settle a claim or take it to
court usually hinge on their assessments
of the possible outcomes of a trial. Be-
cause the media tend to aggressively
publicize massive damage awards
(while ignoring other, far more com-
mon trial outcomes), lawyers can over-
estimate the probability of a large award
for the plaintiff. As a result, they offer
larger settlements than are actually
warranted.

>> What can you do about it? The
best way to avoid the estimating and
forecasting traps is to take a very disci-
plined approach to making forecasts
and judging probabilities. For each of
the three traps, some additional precau-
tions can be taken:

- To reduce the effects of overconfi-
dence in making estimates, always start
by considering the extremes, the low
and high ends of the possible range of
values. This will help you avoid being
anchored by an initial estimate. Then
challenge your estimates of the extremes.
Try to imagine circumstances where the
actual figure would fall below your low
or above your high, and adjust your
range accordingly. Challenge the esti-
mates of your subordinates and advisers
in a similar fashion. They’re also suscep-
tible to overconfidence.

- To avoid the prudence trap, always
state your estimates honestly and ex-
plain to anyone who will be using
them that they have not been adjusted.
Emphasize the need for honest input
to anyone who will be supplying you
with estimates. Test estimates over a rea-
sonable range to assess their impact.
Take a second look at the more sensitive
estimates.

- To minimize the distortion caused
by variations in recallability, carefully

examine all your assumptions to en-
sure they’re not unduly influenced by
your memory. Get actual statistics
whenever possible. Try not to be guided
by impressions.

Forewarned Is Forearmed

When it comes to business decisions,
there’s rarely such a thing as a no-
brainer. Our brains are always at work,
sometimes, unfortunately, in ways that
hinder rather than help us. At every
stage of the decision-making process,
misperceptions, biases, and other tricks
of the mind can influence the choices
we make. Highly complex and impor-
tant decisions are the most prone to
distortion because they tend to involve
the most assumptions, the most esti-
mates, and the most inputs from the
most people. The higher the stakes, the
higher the risk of being caught in a psy-
chological trap.

The traps we’ve reviewed can all work
in isolation. But, even more dangerous,
they can work in concert, amplifying
one another. A dramatic first impression
might anchor our thinking, and then
we might selectively seek out confirm-
ing evidence to justify our initial incli-
nation. We make a hasty decision, and
that decision establishes a new status
quo. As our sunk costs mount, we be-
come trapped, unable to find a propi-
tious time to seek out a new and possi-
bly better course. The psychological
miscues cascade, making it harder and
harder to choose wisely.

As we said at the outset, the best pro-
tection against all psychological traps—
in isolation or in combination—is aware-
ness. Forewarned is forearmed. Even if
you can’t eradicate the distortions in-
grained into the way your mind works,
you can build tests and disciplines into
your decision-making process that can
uncover errors in thinking before they
become errors in judgment. And taking
action to understand and avoid psycho-
logical traps can have the added benefit
of increasing your confidence in the
choices you make. v/
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The Dangers of Feeling Like a Fake

I released a reverberating sigh of relief
after reading Manfred ER. Kets de Vries’s
article “The Dangers of Feeling Like a
Fake” (September 2005). It was enlight-
ening and, at some points, a bit painful
to see myself reflected in many of the
profiles of neurotic imposture. My wife
read the article and simply said, “So, this
is what is wrong with you.”

But as helpful as the article was, Kets
de Vries missed two opportunities to
further enlighten your readers. First,
while gender, birth order, and parenting

THE DANGERS OF
FEELING LIKE A

FAKE

by Manfred FR.

. Kets de Viies

were all mentioned in the article as con-
tributors to the phenomenon of neu-
rotic imposture, I found it odd that, es-
pecially in America, the issue of race was
not discussed. I suspect that many of my
fellow African-American colleagues —
particularly the men - secretly and un-
derstandably experience the symptoms
of neurotic imposture. Future studies of
this issue should include a focus on the
uneven playing field that race issues cre-
ate in corporate America.

Second, spirituality must have some
kind of impact on the level of neurotic

imposture an individual displays. Yet
there was no discussion in the article
about spirituality in the workplace or
whether the degree to which an indi-
vidual feels like a fake depends on how
closely his work and personal lives are
aligned. A leader’s brains, skills, and tal-
ent are less leveraged in a position in
which he feels like the job doesn’t have
much, or enough, to do with his greater
purpose in life.

The article has given me better per-
spective on some of my self-defeating be-
haviors and thoughts and has prompted
me to consciously change how I respond
to my challenging leadership positions
and the expectations that come with
those positions.

Shawn Dove

Vice President

Mentor/National Mentoring Partnership
The Mentoring Partnership of New York
New York

I read with great interest “The Dangers
of Feeling Like a Fake,” particularly the
sidebar “Women and the Imposter Phe-
nomenon.” I find it curious, if not as-
tounding, that HBR would publish an
article that makes the inflammatory
suggestion that neurosis can occur in
working women simply because they
had stay-at-home mothers. It is even
more curious given that the author,
who clearly represents himself as a
knowledgeable person on this subject,
is a man.

Kets de Vries couldn’t be more wrong
about career junctures and women’s
considerations of their roles. I became
a widow ten years ago and have raised
two children by myself. I started a con-
sulting company three and a half years
ago, and I volunteer in a variety of orga-
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nizations. I have held many positions of
authority in commercial industry, and
I work closely with senior military offi-
cials on national-defense supply chain
management. Yes, I had a stay-at-home
mother, but I have never felt “fraudu-
lent” or confused in any of my business
roles or at critical junctures in my life
and career.

The author’s assertion that women
are insecure because they work in male-
dominated environments suggests he
has not been exposed to the thousands
of talented women who are blazing new
trails in government and technology
development. As a member of the board
of directors of the nonprofit organiza-
tion Women in Technology, I can safely
say that women are quite secure in their
roles and, as ever, determined to elimi-

nate the sort of nonsense advanced by
“The Dangers of Feeling Like a Fake”
Mary Ann Wagner

President and Founder

XIO Strategies

MclLean, Virginia

Kets de Vries responds: Shawn Dove is
right to refer to the race issue, which
is a problem not only in the United
States but also worldwide. His obser-
vations certainly warrant further re-
search. I also very much like his com-
ment about alignment. I visit too many
organizations that have gulag qualities,
where there seems to be no alignment
between employees’ personal and work
lives. Psychologist Donald Winnicott
refers to an individual’s true and false
selves. That is, if too much of a person’s

false self is dominant, he or she may
have a hard time feeling “real” Because
of space constraints, I wasn’t able to dis-
cuss this phenomenon in the article, but
I do in one of my forthcoming books.

Mary Ann Wagner is right to present
her argument, but I would suggest that
her view of women in business may be
specific to the North American context
in which she lives. Many of my observa-
tions concerning women are derived
from discussions with female psychia-
trists and psychoanalysts in Europe. In
the Nordic countries, for example, which
are among the most free of gender bias
in the world, dual-career families are the
norm. Moreover, many women in these
countries have very senior jobs. But
even these accomplished women, and
their American counterparts, may not
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always be as secure as Wagner appears
to be. At least that is what my female
coaches tell me about high-powered fe-
male U.S. executives in our various pro-
grams. Wagner also might want to talk
with professional women in Latin and
Asian countries; their experiences may
be quite different from hers.

Confessions of a Trusted Counselor

Years ago, Jan Carlzon, the legendary
CEO of Scandinavian Airlines, told me
that “the greatest challenge of a leader
is to get talented executives with differ-
ent experience to work productively
together on the real and most urgent
challenges facing the business” I was
reminded of Carlzon’s words when I
read David Nadler’s “Confessions of a
Trusted Counselor” (September 2005).

Often, the understated and hidden
tension in advising a CEO is the need
to frame or reframe an issue (or issues)
that the CEO doesn’t want to confront—
an issue that could sabotage the lead-
er’s ambitions and agenda if it goes un-
addressed. But a CEQ’s adviser must be
aware of an executive team’s behaviors
and social patterns; these factors can
affect the CEQ’s ability to get things
accomplished.

Passive-aggressive behavior by exec-
utive team members delays and under-
mines change at an organization. I've
seen CEOs held ransom by powerful ex-
ecutives and senior teams — sometimes
because they are genuinely concerned
by the actions the CEO proposed and,
other times, because furthering the
CEO’s agenda for the company inter-
feres with their agendas and authority.
Equally tricky for advisers is working
with executive teams that focus on facts,
numbers, and fixing the current prob-
lem but have a blind spot regarding the
cultural and social patterns of work.

Leaders often will not acknowledge
there is a problem unless they see a so-
lution. A CEO adviser’s task is to help
frame these sometimes systemic chal-
lenges, provide an alternative perspec-
tive on the issues, and help the CEO put
to work the members of the executive
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team who need to adapt, change, and
become part of the solution.

Donald L. Laurie

Managing Director

Oyster International

Boston

The loyalty, communications, and assess-
ment dilemmas that David Nadler de-
scribes in “Confessions of a Trusted Coun-
selor” can be ameliorated by applying a
combination of CEO peer groups and
coaching models, an approach that TEC
International uses with CEOs in compa-
nies around the world. Each group meets
monthly and is composed of 12 t0 16 non-
competitive, diverse companies. An in-
dependent professional chair leads each
group and, between group meetings, also
consults individually with the CEOs.

It’s easy for a CEO to shut out the lone
voice of a coach. It’s much harder for
that CEO to resist the experience and ad-
vice of 15 peers. The CEO peer group is
committed to increasing its members’ ef-
fectiveness. Executives challenge one an-
other and hold one another accountable
to their commitments. The chair is lim-
ited to working only with the CEO under
a confidentiality agreement. CEO peers
do not report to one another or to oth-
ers in the group, nor do they do busi-
ness with one another. Thus, members
have no obligation to communicate with
their boards, and they have no contact
with other CEOs’ employees, who might
try to use them as a conduit to the CEO.

The temptations facing a coach or ad-
viser in isolation—overidentification, ego,
and friendship — are largely eliminated
through the existence of the independ-
ent CEO peer group. Chairs generally
establish boundaries in their relation-
ships. Even when deep friendships de-
velop, they are not universal, and the rest
of the peer group will confront the par-
ties in question when necessary. In my
experience, group intelligence is infi-
nitely superior to the opinions and ex-
periences of one even well-intentioned
and knowledgeable adviser.

Lewis C. Haskell

Vice President, U.S. Field Operations
TEC International

San Diego

Nadler responds: These two letters raise
important and connected issues related
to advising CEOs. Donald Laurie brings
up the relationship between the execu-
tive team’s dynamics and the CEOQO’s
behavior, a matter my coauthors and I
examined at length in Executive Teams
(Jossey-Bass,1997). In fact, the reactions
of an executive team can be varied. I've
encountered situations in which the
team is desperate for the CEO to act
differently — and to be more effective.
It welcomes a new adviser with open
arms, and the warm welcome continues
as long as the consultation is effective.
Other times, as Laurie points out, the ex-
ecutive team may fear or resent the ap-
pearance of a new actor on the stage.
You can try to win the team’s trust by
the way in which you work with the
team and with the CEO, but it doesn’t
always work. Sometimes the team’s re-
action to an outsider is indicative of
deeper problems, and that ultimately
limits what you can do.

You can’t work with the CEO in a vac-
uum. That’s why I don’t particularly like
the term “executive coaching”” It implies
a limited, one-on-one relationship. I
strongly believe (and recent research
supports) that you have to work with
the CEO in context. That means taking
into account the executive team, the
board of directors, the broader group of
senior managers at the company, the
organization as a whole, and other out-
side constituents.

I would agree with Lewis Haskell that
there is great value in CEOs talking to
peers, but I don’t see peer coaching as
a replacement for the consultation pro-
vided by a trusted adviser. Peer coach-
ing is still coaching. Peers have only
the CEQ’s reported data to work with;
they can’t understand, assess, and work
within the context that the CEO faces.
Ultimately, we are all very poor ob-
servers of our own behavior. For the
CEO who has reduced feedback chan-
nels, this problem is magnified.

The most effective consulting that
a trusted adviser can provide is just-in-
time advice when a problem presents
itself. Periodic peer coaching simply
can’t provide this.
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52 | Who Has the D? How Cleay

Decision Roles Enhance Organizational

Performance

Paul Rogers and Marcia Blenko

Decisions are the coin of the realm in business. But
even in highly respected companies, decisions can

get stuck inside the organization like loose change.

As a result, the entire decision-making process can

stall, usually at one of four bottlenecks: global versus

local, center versus business unit, function versus

function, and inside versus outside partners.

Decision-making bottlenecks can occur whenever

there is ambiguity or tension over who gets to de-

cide what. For example, do marketers or product

developers get to decide the features of a new prod-
uct? Should a major capital investment depend on
the approval of the business unit that will own it, or
should headquarters make the final call? Which deci-

sions can be delegated to an outsourcing partner,

and which must be made internally?

Bain consultants Paul Rogers and Marcia Blenko
use an approach called RAPID (recommend, agree,

perform, input, and decide) to help companies un-

clog their decision-making bottlenecks by explicitly

defining roles and responsibilities. For example, Brit-
ish American Tobacco struck a new balance between
global and local decision making to take advantage
of the company’s scale while maintaining its agility
in local markets. At Wyeth Pharmaceuticals, a growth
opportunity revealed the need to push more decisions
down to the business units. And at the UK department-
store chain John Lewis, buyers and sales staff clari-
fied their decision roles in order to implement a new

strategy for selling its salt and pepper mills.

When revamping its decision-making process, a

company must take some practical steps: Align deci-

sion roles with the most important sources of value,
make sure that decisions are made by the right peo-

ple at the right levels of the organization, and let

the people who will live with the new process help

design it.
Reprint R0601D; HBR OnPoint 3021
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HBR CASE STUDY
18 | All the Wrong Movesy
David A. Garvin

Nutrorim’s products have been gaining
national attention. In particular, sales

of the company’s organic, performance-
enhancing sports supplement powder,
ChargeUp, have gone through the roof.
Now the new and improved version, called
ChargeUp with Lipitrene, has recently hit
the market, and expectations are high.

CEO Don Rifkin has tried hard to build
an inclusive, democratic culture at this suc-
cessful company. But the organization’s
open decision-making process has proved
problematic, especially during times of
conflict and crisis—and a crisis there is.

Several months after ChargeUp with
Lipitrene is initially released, an investiga-
tor from the Minnesota state department
of health calls Rifkin to report “11 cases of
gastrointestinal distress” among those
using the supplement. Nutrorim’s top exec-
utives must now decide whether to recall
the product or not.

The head of R&D, Steve Ford, insists
there is nothing wrong with the new
ChargeUp, citing elaborate toxicity studies
in animals and humans. Meanwhile, the
heads of PR and legal want to stem any
negative publicity by recalling the product
and issuing a press release to that effect.
The company decides to recall the supple-
ment-but, two weeks later, the health de-
partment investigator calls back with good
news: The people who had become ill, it
turns out, had actually picked up a bug
from their gym’s smoothie bar. In other
words, Nutrorim is exonerated. But the
close call is so close that a consultant is
brought in to review the company’s meth-
ods for making decisions. Among the many
questions he’s asking is, What’s the right
decision-making process for Nutrorim?

Commenting on this fictional case study
are Christopher J. McCormick, the presi-
dent and CEO of L.L.Bean; Hauke Moje, a
partner at Roland Berger Strategy Consul-
tants; Ralph Biggadike, a professor of pro-
fessional practice at Columbia Business
School; and Paul Domorski, the vice presi-
dent of service operations at Avaya.
Reprint RO601A
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32 | [A Brief History of Decision

42 | Decisions and Desire

Making
Leigh Buchanan and Andrew O’Connell

Sometime around the middle of the past
century, telephone executive Chester Bar-
nard imported the term decision making
from public administration into the busi-
ness world. There it began to replace nar-
rower terms, like “resource allocation” and
“policy making,’ shifting the way manag-
ers thought about their role from continu-
ous, Hamlet-like deliberation toward a
crisp series of conclusions reached and
actions taken.

Yet, decision making is, of course, a broad
and ancient human pursuit, flowing back
to a time when people sought guidance
from the stars. From those earliest days, we
have strived to invent better tools for the
purpose, from the Hindu-Arabic systems
for numbering and algebra, to Aristotle’s
systematic empiricism, to friar Occam’s ad-
vances in logic, to Francis Bacon’s inductive
reasoning, to Descartes’s application of the
scientific method. A growing sophistication
with managing risk, along with a nuanced
understanding of human behavior and
advances in technology that support and
mimic cognitive processes, has improved
decision making in many situations.

Even so, the history of decision-making
strategies—captured in this time line and
examined in the four accompanying essays
on risk, group dynamics, technology, and
instinct—has not marched steadily toward
perfect rationalism. Twentieth-century the-
orists showed that the costs of acquiring
information lead executives to make do
with only good-enough decisions. Worse,
people decide against their own economic
interests even when they know better. And
in the absence of emotion, it's impossible
to make any decisions at all. Erroneous
framing, bounded awareness, excessive
optimism: The debunking of Descartes’s
rational man threatens to swamp our con-
fidence in our choices. Is it really surpris-
ing, then, that even as technology dramati-
cally increases our access to information,
Malcolm Gladwell extols the virtues of gut
decisions made, literally, in the blink of
an eye?

Reprint R0601B

Gardiner Morse

When we make decisions, we’re not always
in charge. One moment we hotheadedly
let our emotions get the better of us; the
next, we're paralyzed by uncertainty. Then
we’ll pull a brilliant decision out of thin
air—and wonder how we did it. Though
we may have no idea how decision making
happens, neuroscientists peering deep into
our brains are beginning to get the pic-
ture. What they’re finding may not be what
you want to hear, but it’s worth listening.
We have dog brains, basically, with
human cortexes stuck on top. By watching
the brain in action as it deliberates and
decides, neuroscientists are finding that
not a second goes by that our animal brains
aren’t conferring with our modern cortexes
to influence their choices. Scientists have
discovered, for example, that the “reward”
circuits in the brain that activate in re-
sponse to cocaine, chocolate, sex, and music
also find pleasure in the mere anticipation
of making money-or getting revenge. And
the “aversion” circuits that react to the
threat of physical pain also respond with
disgust when we feel cheated by a partner.
In this article, HBR senior editor Gar-
diner Morse describes the experiments
that illuminate the aggressive participa-
tion of our emotion-driven animal brains
in decision making. This research also
shows that our emotional brains needn’t
always operate beneath our radar. While
our dog brains sometimes hijack our
higher cognitive functions to drive bad,
or at least illogical, decisions, they play
an important part in rational decision
making as well. The more we understand
about how we make decisions, the better
we can manage them.
Reprint R0601C
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Management

Jeffrey Pfeffer and Robert I. Sutton

For the most part, managers looking to
cure their organizational ills rely on obso-
lete knowledge they picked up in school,
long-standing but never proven traditions,
patterns gleaned from experience, meth-
ods they happen to be skilled in applying,
and information from vendors. They could
learn a thing or two from practitioners

of evidence-based medicine, a movement
that has taken the medical establishment
by storm over the past decade. A growing
number of physicians are eschewing the
usual, flawed resources and are instead
identifying, disseminating, and applying
research that is soundly conducted and
clinically relevant. It’s time for managers
to do the same.

The challenge is, quite simply, to ground
decisions in the latest and best knowledge
of what actually works. In some ways, that’s
more difficult to do in business than in
medicine. The evidence is weaker in busi-
ness; almost anyone can (and many people
do) claim to be a management expert; and
a motley crew of sources—Shakespeare,
Billy Graham, Jack Welch, Attila the Hun—
are used to generate management advice.
Still, it makes sense that when managers
act on better logic and strong evidence,
their companies will beat the competition.

Like medicine, management is learned
through practice and experience. Yet man-
agers (like doctors) can practice their craft
more effectively if they relentlessly seek
new knowledge and insight, from both in-
side and outside their companies, so they
can keep updating their assumptions,
skills, and knowledge.

Reprint R0O601E; HBR OnPoint 298X;
OnPoint collection “To Make the Best
Decisions, Demand the Best Data” 3048

76 | Stop Making Plans]
Start Making Decisions

Michael C. Mankins and Richard Steele

Many executives have grown skeptical of
strategic planning. Is it any wonder? De-
spite all the time and energy that go into
it, strategic planning most often acts as a
barrier to good decision making and does
little to influence strategy.

Strategic planning fails because of two
factors: It typically occurs annually, and
it focuses on individual business units. As
such, the process is completely at odds
with the way executives actually make im-
portant strategy decisions, which are nei-
ther constrained by the calendar nor de-
fined by unit boundaries. Thus, according
to a survey of 156 large companies, senior
executives often make strategic decisions
outside the planning process, in an ad hoc
fashion and without rigorous analysis or
productive debate.

But companies can fix the process if they
attack its root problems. A few forward-
looking firms have thrown out their calen-
dar-driven, business-unit-focused planning
procedures and replaced them with contin-
uous, issues-focused decision making. In
doing so, they rely on several basic princi-
ples: They separate, but integrate, decision
making and plan making. They focus on
a few key themes. And they structure strat-
egy reviews to produce real decisions.

When companies change the timing
and focus of strategic planning, they also
change the nature of senior management’s
discussions about strategy —from “review
and approve” to “debate and decide,” in
which top executives actively think through
every major decision and its implications
for the company’s performance and value.
The authors have found that these compa-
nies make more than twice as many impor-
tant strategic decisions per year as compa-
nies that follow the traditional planning
model.

Reprint R0601F; HBR OnPoint 2971;
OnPoint collection “What Makes a Deci-
sive Leadership Team, 2nd Edition” 3056
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88 | Decisions Without
Blinders

Max H. Bazerman and Dolly Chugh

By the time Merck withdrew its pain relief
drug Vioxx from the market in 2004, more
than 100 million prescriptions had been
filled in the United States alone. Yet re-
searchers now estimate that Vioxx may
have been associated with as many as
25,000 heart attacks and strokes. Evidence
of the drug’s risks was available as early as
2000, 50 why did so many doctors keep
prescribing it?

The answer, say the authors, involves the
phenomenon of bounded awareness—when
cognitive blinders prevent a person from
seeing, seeking, using, or sharing highly
relevant, easily accessible, and readily per-
ceivable information during the decision-
making process. Doctors prescribing Vioxx,
for instance, more often than not received
positive feedback from patients. So, despite
having access to information about the
risks, physicians may have been blinded to
the actual extent of the risks.

Bounded awareness can occur at three
points in the decision-making process.
First, executives may fail to see or seek out
the important information needed to make
a sound decision. Second, they may fail to
use the information that they do see be-
cause they aren’t aware of its relevance.
Third, executives may fail to share informa-
tion with others, thereby bounding the or-
ganization’s awareness.

Drawing on examples such as the Chal-
lenger disaster and Citibank’s failures in
Japan, this article examines what prevents
executives from seeing what’s right in front
of them and offers advice on how to in-
crease awareness.

Of course, not every decision requires
executives to consciously broaden their
focus. Collecting too much information for
every decision would waste time and other
valuable resources. The key is being mind-
ful. If executives think an error could gen-
erate almost irrecoverable damage, then
they should insist on getting all the infor-
mation they need to make a wise decision.
Reprint R0601G; HBR OnPoint 2998;
OnPoint collection “To Make the Best
Decisions, Demand the Best Data” 3048
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98 | Competing on Analyticy

Thomas H. Davenport

We all know the power of the killer app.
It’s not just a support tool; it’s a strategic
weapon.

Companies questing for killer apps gen-
erally focus all their firepower on the one
area that promises to create the greatest
competitive advantage. But a new breed of
organization has upped the stakes: Ama-
zon, Harrah’s, Capital One, and the Boston
Red Sox have all dominated their fields by
deploying industrial-strength analytics
across a wide variety of activities.

At a time when firms in many indus-
tries offer similar products and use compa-
rable technologies, business processes are
among the few remaining points of differ-
entiation—and analytics competitors wring
every last drop of value from those pro-
cesses. Employees hired for their expertise
with numbers or trained to recognize their
importance are armed with the best evi-
dence and the best quantitative tools. As
a result, they make the best decisions.

In companies that compete on analytics,
senior executives make it clear—from the
top down-—that analytics is central to strat-
egy. Such organizations launch multiple
initiatives involving complex data and sta-
tistical analysis, and quantitative activity
is managed at the enterprise (not depart-
mental) level.

In this article, professor Thomas H. Dav-
enport lays out the characteristics and
practices of these statistical masters and
describes some of the very substantial
changes other companies must undergo
in order to compete on quantitative turf.
As one would expect, the transformation
requires a significant investment in tech-
nology, the accumulation of massive stores
of data, and the formulation of company-
wide strategies for managing the data. But,
at least as important, it also requires exec-
utives’ vocal, unswerving commitment and
willingness to change the way employees
think, work, and are treated.

Reprint R0O601H; HBR OnPoint 3005;
OnPoint collection “To Make the Best
Decisions, Demand the Best Data” 3048

108 | Conquering a Culturd
of Indecision

Ram Charan

The single greatest cause of corporate un-
derperformance is the failure to execute.
According to author Ram Charan, such fail-
ures usually result from misfires in per-
sonal interactions. And these faulty inter-
actions rarely occur in isolation, Charan
says in this article originally published in
2001. More often than not, they’re typical
of the way large and small decisions are
made (or not made) throughout an organi-
zation. The inability to take decisive action
is rooted in a company’s culture.

Leaders create this culture of indecisive-
ness, Charan says—and they can break it
by doing three things: First, they must en-
gender intellectual honesty in the connec-
tions between people. Second, they must
see to it that the organization’s social oper-
ating mechanisms—the meetings, reviews,
and other situations through which peo-
ple in the corporation transact business—
have honest dialogue at their cores. And
third, leaders must ensure that feedback
and follow-through are used to reward high
achievers, coach those who are struggling,
and discourage those whose behaviors are
blocking the organization’s progress.

By taking these three approaches and
using every encounter as an opportunity
to model open and honest dialogue, lead-
ers can set the tone for an organization,
moving it from paralysis to action.
Reprint R0601)
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John S. Hammond, Ralph L. Keeney,
and Howard Raiffa

Bad decisions can often be traced back to
the way the decisions were made—the alter-
natives were not clearly defined, the right
information was not collected, the costs
and benefits were not accurately weighed.
But sometimes the fault lies not in the
decision-making process but rather in the
mind of the decision maker. The way the
human brain works can sabotage the
choices we make.

In this article, first published in 1998,
John Hammond, Ralph Keeney, and
Howard Raiffa examine eight psychologi-
cal traps that can affect the way we make
business decisions. The anchoring trap
leads us to give disproportionate weight to
the first information we receive. The status-
quo trap biases us toward maintaining the
current situation—even when better alter-
natives exist. The sunk-cost trap inclines us
to perpetuate the mistakes of the past. The
confirming-evidence trap leads us to seek
out information supporting an existing
predilection and to discount opposing in-
formation. The framing trap occurs when
we misstate a problem, undermining the
entire decision-making process. The over-
confidence trap makes us overestimate the
accuracy of our forecasts. The prudence trap
leads us to be overcautious when we make
estimates about uncertain events. And the
recallability trap prompts us to give undue
weight to recent, dramatic events.

The best way to avoid all the traps is
awareness—forewarned is forearmed. But
executives can also take other simple steps
to protect themselves and their organiza-
tions from these mental lapses. The au-
thors describe what managers can do to
ensure that their important business deci-
sions are sound and reliable.

Reprint R0601K
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DECISION MAKING >> PANEL DISCUSSION

BY DON MOYER

The View
from Above

136

The socially responsible catchphrase “Think globally, act locally” is also excellent advice for prob-
lem solvers. Although few are sufficiently exalted to make the big-picture decisions that move
entire companies, everyone benefits from an understanding of where his particular decision piece
fits into the larger puzzle.

Seekers of the big picture should consider looking not wide but deep. The longer you stay in
one place, the more details you amass and the more comprehensive your understanding, explain
Dorothy Leonard and Walter Swap in their book Deep Smarts (Harvard Business School Press,
2005). Unfortunately, even decades of experience may not produce enough perspective. In “Hum-
ble Decision Making” (HBR July—August 1989), Amitai Etzioni observes that escalating complexity
creates an “inability to know more than part of what we would need to make a genuinely rational
decision.” Etzioni proposes an alternative: “mixed scanning,” which applies focused trial and error,
bet hedging, and procrastination to make the best use of partial knowledge.

That message should reassure decision makers. Just because you’re not sitting in the catbird
seat doesn’t mean you’re stuck as a mouse in a maze.

Don Moyer can be reached atldmoyer@thoughtformdesign.com|
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Supply Chain Management

B April 3-7, 2006
Ponte Vedra Beach, Florida

June 5-9, 2006
Buenos Aires, Argentina

in cooperation with Universidad de
San Andrés

September 11-15, 2006
Cranfield, England

in cooperation with Cranfield University

September 25-29, 2006

Columbus, Ohio

“If you are in supply chain management
today, then complexity is a cancer you
have to fight. Process management is
the weapon. This course enabled our
organization to understand that supply
chain management is too important to be
simply a function. It is everybody’s job.”

Tom Blackstock, Vice President
Supply Chain Operations
Coca-Cola North America
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members of the supply chain.

Now, executives in your organization have
the opportunity to benefit by attending one

of our open enrollment seminars or by having
us create a custom program that meets your
specific needs. Fisher College customized
programs were recently rated best in the
world by The Economist.

Learn more at: ﬁShBLUS“.EdU/Scm
Or call: (614) 292'0331
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