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About the Leader to Leader Institute

Established in 1990 as the Peter F. Drucker Foundation for
Nonprofit Management, the Leader to Leader Institute furthers
its mission—to strengthen the leadership of the social sector—by
providing social sector leaders with essential leadership wisdom,
inspiration, and resources to lead for innovation and to build
vibrant social sector organizations. It is this essential social sector,
in collaboration with its partners in the private and public sectors,
that changes lives and builds a society of healthy children, strong
families, good schools, decent housing, safe neighborhoods, and
work that dignifies, all embraced by the diverse, inclusive, cohe-
sive community that cares about all its people.

The Leader to Leader Institute provides innovative and rel-
evant resources, products, and experiences that enable leaders
of the future to address emerging opportunities and challenges.
With the goal of leading social sector organizations toward excel-
lence in performance, the Institute has brought together more
than four hundred great thought leaders to publish twenty-three
books available in twenty-eight languages, and the quarterly jour-
nal, Leader to Leader. This Apex Award-winning journal is the
essential leadership resource for leaders in business, government,
and the social sectors—leaders of the future.

The Leader to Leader Institute engages social sector leaders in
partnerships across the sectors that provide new and significant
opportunities for learning and growth. It coordinates unique,
high-level summits for leaders from all three sectors and collabo-
rates on workshops and conferences for social sector leaders on
leadership, self-assessment, and cross-sector partnerships.

Building on its legacy of innovation, the Leader to Leader
Institute explores new approaches to strengthen the leadership
of the social sector. With sources of talent and inspiration that
range from the local community development corporation to the
U.S. Army to the corporate boardroom, the Institute helps social
sector organizations identify new leaders and new ways of manag-
ing that embrace change and abandon the practices of yesterday
that no longer achieve results today.
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PREFACE

Frances Hesselbein

Peter Drucker said, “I never predict. I simply look out the window
and see what is visible but not yet seen.” And in the mid-1990s, the
Leader to Leader Institute, then the Peter Drucker Foundation for
Nonprofit Management, looked at leaders and organizations and
the massive change, the challenges, and the opportunities of that
last decade of the twentieth century and published three books:
The Leader of the Future, The Organization of the Future, and The Com-
munity of the Future. Great thought leaders contributed chapters
to this trio of remarkable resources for leaders of organizations
and communities around the world, with global impact, in twenty-
seven languages. The chapters in all three “future” books were a
gift of the authors to our readers.

Sometime in the late 1990s, Peter Drucker wrote, “The next
ten years will be a period of great political turmoil in many parts
of the world, including the United States.” We were in a lovely
bubble at the end of that decade, and some viewed Peter’s pre-
science as pessimism.” Then came September 11, and that world
is gone forever.

It’s a new decade, with leaders, organizations, and society fac-
ing massive change and a future yet to be defined. It’s time for a
new, powerful, relevant, just-for-our-turbulent-times response, by
the people of Leader to Leader Institute and the great thought
leaders, who are part of this family tradition. A new decade calls.
We respond.

In 2006, The Leader of the Future 2 was published, with authors
responding to our very different times with questions, challenges,
observations, and prescriptions—the intellectual ferment of great
authors, thinkers, and leaders responding once again to a difficult

Xi



Xii PREFACE

world and describing the future, how leaders will make it their
own, in their own way, in their own times.

The Organization of the Future 2 is eagerly awaited by emerging
leaders, the great leaders in organizations across all three sectors
in the United States and around the world—leaders determined
that, indeed, theirs will be the organization of the future. We
are grateful for the vision, the wisdom, the generosity of all the
authors of this new guidebook to the future.

Our authors “looked out the window,” and what they saw is
their gift to you, our readers, and to all those whose lives will be
touched when they pick up this book, turn the pages, and find a
new world. They will join you in moving forward to build the orga-
nization of the future that our societies require and deserve.

We are profoundly grateful to all our contributors, whose only
recompense for their contributions is the opportunity to serve
you. We express our appreciation to our coeditor Marshall Gold-
smith, whose passion for the task, his vision and energy, help make
this volume possible. Our gratitude goes to Jesse Wiley, Ruth Mills,
and Jahkedda Akbar, who all contributed to this volume in many
different ways.

We are grateful to you, our readers and supporters who cheer
us on. We hope we have met your expectations with The Organiza-
tion of the Future 2.



INTRODUCTION
Marshall Goldsmith

It has been more than twelve years since the Peter Drucker
Foundation published The Organization of the Future. Although
some elements of organization have remained the same, many
have changed. In assembling The Organization of the Future 2,
we have had the privilege of working with an amazing and diverse
array of authors. In reviewing all the chapters, I am pleased that
the thoughts of these distinguished experts are so different—yet
so complementary!

This introduction provides a brief overview of each chapter.
Although some readers like to “begin at the beginning and end at
the end,” others would prefer to skip around and begin with chap-
ters that address their specific areas of interest. Either approach
will work with this book!

The Organization of the Future 2 begins, as it should, with the
first step that precedes the achievement of results: setting direc-
tion. Part One, “Strategy and Vision: Setting the Direction of the
Organization of the Future,” describes how tomorrow’s organiza-
tions can chart the path toward growth and prosperity in rapidly
changing times. Chapters with creative case studies show how
organizations can—and have—gone well beyond “Strategy 101”
in planning for the new world.

What better author to begin our journey than Jim Champy,
who is widely recognized as one of the world’s top authorities on
strategy? Jim’s chapter shares wonderful case studies of “creative
guerrillas who thrive by outsmarting complacent companies in
industries that run on tired ideas.” He points out that “those who
fail to adapt face extinction in a much shorter time frame than
ever before,” and he encourages organizations to look beyond the

Xiii



XiV INTRODUCTION

standard operating procedures in their industries—and to learn
from other industries in completely different fields.

Dave Ulrich and Norm Smallwood are thought leaders in the
area of leveraging human resources to create tomorrow’s organiza-
tions. They are not only noted authors but also skilled practitioners
who have worked with many of the world’s major organizations. In
Chapter Two, Dave and Norm point out that the organization of
the future exists today when leaders shift their focus from “the orga-
nization in terms of its structure” to “the organization as a set of
capabilities needed to execute the strategy.”

Jim Kouzes and Barry Posner are the coauthors of The Leader-
ship Challenge, which is not only one of the best-selling books about
leadership ever written but also one of the most practical and use-
ful. In Chapter Three, Jim and Barry share research from thousands
of leadership survey respondents, research which shows that creat-
ing an exciting vision for the future is vitally important—and that
leaders aren’t doing it very well! They show how encouraging input
from key stakeholders is critical for creating a shared vision because
“It’s not the leader’s vision; it’s the people’s vision that matters most.”

Srikumar Rao is the developer and instructor of Creativity and
Personal Mastery—one of the most popular courses ever taught in
three of the world’s leading graduate business schools. Srikumar
has had the opportunity to review more than a thousand essays in
which his students—the future leaders of major organizations—
describe what they are looking for from their potential employers,
and Chapter Four shares this valuable information.

James O’Toole is one of the most noted professors and authors
on organizational management. His Chapter Five argues that the
race to the bottom, whereby American companies increasingly
lower costs and outsource labor, is not the only path (or often the
best path) to long-term corporate success.

In today’s faced-paced, highly competitive world, there is the
widespread desire for the quick fix or the easy answer. Chapter Six
explains why “spot management”—attempting to fix immediate
problems with short-term solutions—doesn’t work. Paul Borawski,
the chief strategic officer of the American Society for Quality, and
Maryann Brennan, professor, consultant, and Baldrige National
Quality Award judge, describe organizations that connect strong
values with a systems approach to quality, in ways that deliver great
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products and services, top customer satisfaction, and long-term
profitability for shareholders.

Part Two, “Organizational Culture: Values, Emotions, Hope,
Ethics, Spirit, and Behavior,” provides amazing examples of how
organizations from completely different industries have created
cultures that are transforming their employees and their commu-
nities. The authors in this part of the book challenge leaders to
make a positive difference in creating organizational culture—and
point out the consequences to individuals and to society when
they don’t.

Tom Moran is greatly respected as both the CEO of Mutual
of America and a leader who has made a huge global difference
through his support of the social sector. Chapter Seven illustrates
how making employees know they are important—and focusing on
training and diversity—can be combined to create a workplace that
enables employees to achieve their dreams. Tom also shows how an
organization can promote giving back to society in a way that builds
employee pride while also making our world a better place.

Charles Handy is a writer, broadcaster, and master teacher.
His unique ability to combine great wit and incredible insight has
made him one of the most admired management thinkers in his-
tory. Chapter Eight deals with such “big questions” as Can capitalism
evolve to make a more positive difference for society? Charles challenges
leaders to move beyond just being driven by “financiers”—to
provide meaning and reward both for the employees, who are
providing knowledge and skills, and for the larger society, which
is allowing the corporation to exist.

In Chapter Nine, Jon R. Katzenbach and Zia Khan provide a
refreshingly different prescription for the organization of the future.
Jon is a former McKinsey director, senior partner in Katzenbach
Partners, and one of the world’s most admired organization consul-
tants. Zia is an expert on the informal organization—and how it can
make a difference in long-term corporate success. Jon and Zia give
compelling examples of how major companies have realized that
“soft” variables, such as pride and commitment, can make all the dif-
ference in creating positive, lasting organizational change.
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The Western world is undergoing a demographic revolu-
tion: by 2030, 80 percent of the U.S. workforce will be over fifty
years old. Richard J. Leider is one of the world’s most respected
career and executive coaches and a leading spokesperson for posi-
tive aging issues. In Chapter Ten, Richard discusses how mature
workers can make major contributions to the organizations of
the future. He provides a road map that can help “new elders”
experience living on purpose—instead of retiring in the tradi-
tional way.

Ira A. Jackson is the dean of Claremont University’s Peter F.
Drucker and Masatoshi Ito Graduate School of Management. In
Chapter Eleven, Ira views today’s world through the eyes of Peter
Drucker, looking first at societal trends that Peter would approve
of, such as the huge growth in the social sector and nonprofit
organizations and organizations that are “doing good while doing
well.” Ira also challenges leaders to help create what Peter Drucker
envisioned—*"“a functioning society: one that is well managed, well
led, and respectful of the need for innovation and strength and
accountability in each of its sectors, public, private, and philan-
thropic.”

Lee G. Bolman and Terrence E. Deal are two of the most
respected teachers and authors in the field of organizational
behavior. Chapter Twelve offers a thoughtful analysis of how orga-
nizations can help provide meaning and value to human existence.
Lee and Terry break the mold by pointing out that organizational
leaders can also be spiritual leaders who “offer the gift of signifi-
cance, rooted in confidence that the work is precious, that devo-
tion and loyalty to a beloved institution can offer hard-to-emulate
intangible rewards.”

Chapter Thirteen is an inspiring chapter that shows how ded-
icated leaders can build organizations that create meaning and
beauty from the depths of despair. Bill Strickland is the CEO of
Manchester Bidwell Corporation (MBC) and a MacArthur Fel-
lowship recipient for leadership and ingenuity in the arts. Regina
Cronin is a freelance writer and friend of the MBC family. Bill and
Regina describe how MBC has helped its underprivileged clients
achieve fantastic success where other community organizations
(some with much more funding) have failed. How? By creating an
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environment that produces pride—and communicates dignity—
for all its members and clients.

Part Three, “Designing the Organization of the Future,” offers var-
ied and diverse views on the organization of the future—ranging
from entrepreneurial organizations to large corporations, non-
profits, and colleges.

The organization of the future will have to change—to meet
our changing times. Christopher Gergen and Gregg Vanourek are
among today’s leading authors, thinkers, and practitioners in the
field of entrepreneurship. In Chapter Fourteen, they point out
how five socioeconomic shifts have converged to create a “per-
fect storm” that will lead to the creation of more entrepreneurial
organizations, and they share a variety of creative organizational
strategies to illustrate these shifts.

Jay R. Galbraith is widely considered to be the world’s author-
ity on organization design: a noted author and practitioner, he has
been on the forefront of changing the way that organizations are
structured. In Chapter Fifteen, Jay describes the evolution of orga-
nizational design from the two-dimensional model of the 1920s
to the multidimensional model that will be needed in the future,
using Procter & Gamble and IBM as examples of organizations
that recognize the true complexity of their businesses—and that
have adapted and thrived by creating multidimensional organiza-
tional structures.

Edward E. Lawler III is a world authority on developing
human resource practices, such as performance management sys-
tems and compensation; he and Chris Worley are colleagues at the
USC Center for Effective Organizations. In Chapter Sixteen, they
provide a compelling case as to why the organizational designs of
the past—which focused on stability—won’t work in the future.
They then offer practical suggestions on how to create a “built
to change” organization that will have the flexibility required to
thrive in a world where the only certainty is change.

Although dramatic change can be easy to discuss eloquently,
it is hard to execute! Kathy Cloninger is the CEO of the Girl
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Scouts of the USA, and in Chapter Seventeen, she describes how
she is currently leading a dramatic transformation in an impor-
tant national institution that has experienced a series of ups
and downs. With refreshing honesty, humility, and candor, she
describes the challenges that she is facing and her plans for an
exciting new future. Kathy provides a real-world example of orga-
nization change that can benefit leaders from any organization.

Chapter Eighteen, by Roxanne Spillett, CEO of the Boys &
Girls Clubs of America, provides a road map for leaders in the
nonprofit sector. (There are over one million nonprofit organiza-
tions in the United States alone!) Roxanne discusses people, fund-
ing, and strategy at a broad level, and then goes on to share some
of the great successes that she has had in her leadership role—
including a fascinating partnership with Bill Gates and Microsoft.

In Chapter Nineteen, Darlyne Bailey, dean of the College of
Education and assistant to the president at the University of Min-
nesota, writes boldly about the college of the future. She issues a
clear challenge to the status quo: “all our talk in education about
setting ‘world-class standards,” establishing ‘globalized curricula,’
and creating organizations that will thrive in our ‘knowledge econ-
omy’ is unfortunately becoming more rhetoric than reality.” Darlyne
then goes on to show how higher education is structured today,
why it needs to change, and how she thinks it can.

Part Four, “Working Together,” offers three different yet highly
complementary views on inclusion, integration, and horizontal
organization. Each author provides examples of how the old top-
down, hierarchical structure is being replaced by more fluid and
horizontal organizations and teams.

Lee Cockerell recently retired as executive vice president
of Walt Disney World, where he was credited with developing
and implementing Disney’s “Great Leader Strategies.” In Chap-
ter Twenty, Lee shares his learning from years at Disney and
outlines ten ways to foster an inclusive work environment. He
points out how any organization can learn from Disney and cre-
ate not only a great employee experience but also a great cus-
tomer experience.
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Edgar H. Schein is an icon in the field of organizational cul-
ture: he has taught at MIT’s Sloan School of Management since
1956. In Chapter Twenty-One, Ed takes the concept of organiza-
tional culture to another level: most major organizations have very
different subcultures, and effective managers need to integrate
these subcultures to execute coherent corporate actions. He uses
illustrations from several of the world’s leading corporations (Gen-
eral Foods, Kaiser Permanente, HP, and more), and he describes
how managers cannot order subculture alignment, but can help
build subculture alignment.

Chapter Twenty-Two does a fantastic job of combining the
“soft side” of team building with the “hard side” of achieving busi-
ness results. Howard M. Guttman, noted author and expert on
team building, declares that although the traditional hierarchi-
cal business model has worked well since the Industrial Revolu-
tion, it “is quickly becoming something of a dinosaur.” He shows
how several real-world executives have built a “radically different
organization that is horizontal in structure, redefines the nature
of leadership, and is driven by high-performance teams that are
aligned, accountable, and focused on achieving an ever-higher
measure of results.”

Part Five, “Leadership,” is the final section of the book and is
focused on the leaders of the organizations of the future—and
how they can make a critical difference in the success of their
enterprises. Our authors cover the gamut of leadership thinking
from historical leaders in Persia to duos running hypergrowth
companies.

David G. Thomson is a best-selling author and researcher who
(while with McKinsey & Company) launched a multiyear study
to identify the success patterns of America’s highest-growth com-
panies. In Chapter Twenty-Three, David discusses the key factors
that led to these companies’ ultimate growth and success, includ-
ing how “dynamic duos”—that is, leadership teams—can reinforce
each other and build positive relationships both inside and out-
side the company. David also shares his “7 Essentials of Blueprint
Companies” that helped lead to exponential growth.
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Chapter Twenty-Four describes three phases in a leader’s judg-
ment process. Noel M. Tichy is one of the business world’s top
executive educators, professors, and authors, and Christopher
DeRose is a top researcher and expert on organizational change.
Noel and Chris describe how leaders can build the deep knowl-
edge that they need and develop outstanding judgment. They
share their extensive experience with major corporations in show-
ing how judgment can lead either to the massive success or mas-
sive failure of an organization.

William A. Cohen is the president of the Institute of Leader
Arts; in 1979, he was Peter Drucker’s first executive PhD graduate—
and he continued a relationship with Peter that lasted over three
decades. In Chapter Twenty-Five, Bill builds on Peter’s work to
describe how leadership has remained a constant over time, how
leadership has changed, and how leadership will change in the
future. Bill describes the global and competitive challenges facing
the leader of the future—and points out by explaining why “carrot
and stick” leadership (by itself) will definitely not be sufficient for
motivating the employees of the future.

Debbe Kennedy was a distinguished leader at IBM and is now
an author and consultant specializing in leadership development.
In Chapter Twenty-Six, Debbe begins by emphasizing the impor-
tance of practice—and learning through doing. She provides sound
advice on how to turn experience into learning, and she shares
five distinctive qualities of leadership for the organization of the
future: making diversity an organizational priority, getting to know
people and their differences, enabling rich communication, hold-
ing personal responsibility as a core value, and establishing mutu-
alism as the final arbiter.

My final suggestion for you, our readers, is not only to think
about what you have read but also to do what Debbe suggests:
practice, practice, practice and apply what you have read. The
messages contained in this book can help you in your efforts to
create organizations that improve the lives of all their stakehold-
ers, while at the same time making our world a better place.



PART ONE

STRATEGY AND
VISION

Setting the Direction of the Organization
of the Future

The six chapters that open this book cover a broad cross section
of topics related to the direction that organizations should take in
order to succeed in the future. Strategy guru Jim Champy shows
how organizations of the future need to “change or die,” and they
can change by seeing new ways of doing things that their rivals
have missed. He cites three companies as fascinating illustrations
of this idea: for example, who would think that ER medicine could
learn anything from the Jifty Lube approach to servicing a car?
Read Chapter One, and you’ll find out!

Leadership consultants Dave Ulrich and Norm Smallwood
describe five qualities that organizations of the future need to
have. These have little to do with the structure of an organization
(that is, the traditional “roles, rules, and routines”); instead, orga-
nizations of the future need to focus on their capabilities: their
leadership, their agility, the talent of their employees, their rela-
tionships with stakeholders, and the strategic unity regarding their
future goals and direction.

Leadership experts James M. Kouzes and Barry Z. Posner
have surveyed thousands of people on what qualities their leaders
should have, and “being forward-looking” ranks at number two.
Unfortunately, Kouzes and Posner also found that “today’s lead-
ers stink at it.” Fortunately, their chapter describes some of the
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reasons why, and they offer great ideas on how to overcome this
challenge.

Business professor Srikumar S. Rao has surveyed more than a
thousand of his students to ascertain what the “ideal job” is and
what they seek in the organizations they work for. His chapter
provides intriguing insight into what makes organizations great
and successful—and it’s not just about the bottom line. There
are “good profits” and “bad profits,” so an organization’s success
comes from its relationships with and attitudes toward its employ-
ees, customers, suppliers, and shareholders.

Business ethics professor James O’Toole focuses his chapter
on organizations that pay lip service to their employees but then
outsource jobs, cut employee benefits, and replace permanent
employees with contract workers. O Toole contrasts these compa-
nies, which claim that these tactics are necessary for keeping costs
low and competing globally, with what he calls “high-involvement”
companies, whose strategy is to treat their employees fabulously—
and make money doing it.

Quality experts Paul Borawski and Maryann Brennan have seen
too many companies focus on “spot management,” trying to apply
a quick fix to solve problems immediately, without considering any
longer-term implications. They cite examples of Baldrige National
Quality Award winners who have fought that tendency—including
Ritz-Carlton Hotels, Boeing, a regional fast-food restaurant chain,
a health care facility, and many others. These organizations have
banished the “factory” approach to running their businesses in
favor of a holistic approach that enables them to work better and
be more successful. That’s a vision worth pursuing.



CHAPTER ONE

OUTSMART YOUR RIVALS BY

SEEING WHAT OTHERS DON'T
Jim Champy

Jim Champy is chairman of Perot Systems Corporation’s consulting practice and
head of strategy for the compary. His latest book is Outsmart! How to Do What
Your Competitors Can’t. Champy is also the author of the three-million-copy
international best-seller Reengineering the Corporation: A Manifesto for
Business Revolution, as well as Reengineering Management, X-Engineering
the Corporation, The Arc of Ambition, and Fast Forward. He contributes
regularly to leading publications and is in high demand as a speaker around the
world. Champy earned a BS and MS degree in civil engineering from MI'T; as well
as a_JD from Boston College Law School. He lives in Boston, Massachusetts.

Seeing what others don’t. It’s a neat trick if you can pull it off. The
companies I describe in my book Outsmart! have done just that by
focusing on societal trends and unmet needs. And by sharpening
their vision, they have achieved phenomenal growth rates and blown
past competitors in a time of uncommonly rapid economic upheaval.
They are literally changing the way business is done. Among this new
breed of eagle-eyed entrepreneurs is MinuteClinic.

MINUTECLINIC SOLVES EVERYDAY HEALTH
CARE PROBLEMS IN A NEW WAY
For entrepreneur Rick Krieger, the flash of insight followed an

exasperating hospital emergency room experience one winter
weekend in Minneapolis. His expanded view led him to conceive
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of the idea that became MinuteClinic, now a subsidiary of CVS
Caremark following its $170 million acquisition in 2006. It’s one
of the companies featured in my new book, Outsmart!

After spending two hours waiting to find out if his son’s
sore throat was strep, which would require an antibiotic (and
it wasn’t strep), Krieger began thinking way outside the hos-
pital. Why in this world of harried and hurried families wasn’t
there a quick and convenient way to get treatment for common
medical problems like sinus infections, strep throats, and allergy
flare-ups? Krieger’s questioning of seemingly sacrosanct medical
procedure—and his and his associates’ willingness to buck the
medical profession by applying retail practices to health care—
spawned what is now a squadron of highly trained nurse-practi-
tioners treating a range of ailments from kiosks located in scores
of retail stores.

Why do the Rick Kriegers of this world spot opportunities
where others see only obstacles? The answer begins with the
human penchant for living in a bubble—an airtight cocoon of
assumptions, beliefs, or worldviews. The exciting thing about busi-
ness bubbles is that they invite inventive minds to insert pins.

MinuteClinic’s original creators and veteran marketer Mike
Howe are bubble bursters: their customer-centric ideas about
responding to complaints helped expand the retail treatment con-
ceptinto a national operation that serves half a million consumers
annually. They are creative guerrillas who thrive by outsmarting
complacent companies in industries that run on tired ideas. They
see what others can’t, and they act on what they see by applying
proven practices from other fields that everyone else dismisses as
irrelevant.

In MinuteClinic’s case, the notion that you don’t need a
physician or a hospital emergency room to treat many common
ailments sounds more like common sense than a revolutionary
idea. In fact, the model owes a lot to Jiffy Lube’s insight that you
don’t need a fully trained mechanic to change the oil in your car.
But until Krieger came along, no one would have dared to suggest
that health care could learn a thing or two from the car main-
tenance business. And with the addition of Howe’s superb mar-
keting acumen, a second bubble—the one that encapsulates
medical providers and so often makes them oblivious to customer
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needs—collapsed with a loud pop as MinuteClinic personnel
began focusing on how they delivered health care.

The success enjoyed by MinuteClinic presents not a busi-
ness anomaly but, rather, a lesson for leaders in how to compete
in today’s ever-changing global economy. Like the founders of
MinuteClinic, you must look beyond the parameters of standard
operating procedure in your industry to see what you can borrow
from the Jiffy Lubes of this world as they capture similar opportu-
nities within their areas of expertise.

CHANGE OR DI1E: GOOD ADVICE FOR
ORGANIZATIONS OF THE FUTURE

MinuteClinic exemplifies the creative strategies that smart orga-
nizations are using to compete in a time of unparalleled change.
Change, of course, is nothing new. It is one of life’s givens. But
today, those who fail to adapt face extinction in a much shorter
time frame than ever before. “Change or die,” as the saying goes—
and to judge from the 157 million entries dredged up by a Google
search of that phrase, no one from diet counselors to partisan
political pundits doesn’t believe it. But nowhere is change more
rampant and potentially deadly than in the twenty-first-century,
globalized business environment. Leaders are grappling with
mind-boggling upheaval, and they’re scrambling for every advan-
tage against competitors that, just yesterday, were considered
moribund and economically backward. Just a few short years ago,
who would have named Brazil, China, India, and Russia as among
the brightest stars in today’s economic firmament? Yet in recent
years, the so-called advanced economies have struggled to keep up
with the astonishing rise of these economic powerhouses.

There is certain danger in this hypercompetitive world, but
there is also a degree of excitement that is hard to quantify, as
opportunity like that discovered by Rick Krieger and MinuteClinic
shows itself in unlikely places. Innovation and expansion oppor-
tunities abound for leaders who know where to look and how to
coax growth out of what they find.

Certainly, there’s no shortage of powerful new business
practices designed to hone a company’s competitive edge. Or,
as I often like to say, management theory may be stagnant, but
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there’s plenty that is new and exciting in business practice. Take
growth strategy, the linchpin of any successful company. What’s
out these days? The pronouncements of men with monogrammed
cuffs reigning from secluded aeries. What’s in? The hard-won stra-
tegic wisdom borne of in-the-trenches combat.

It’s a trend I salute. In my more than three decades as a con-
sultant and author, I’ve learned a few things, not least among
them this simple and pragmatic notion: whatever works is the
right thing to do. Moreover, I'm convinced that the very best
management ideas come not from observers like me or from the
old-style managers whose track records and egos make them resis-
tant to change, but from the people who do the real work inside
companies—people who are challenged on a daily basis and who
not only survive but thrive in today’s complex, volatile, and
demanding global marketplace.

How do I know that this new breed of manager is leading the way
today? They have the growth rates to prove it. Put another way, what
they are doing works; therefore, what they are doing is right.

Keeping that proposition in mind as I set out to write Out-
smart!, I could think of only one place to look for the best, most
practical strategies, and that was inside companies whose plans of
action have arisen organically in accordance with the opportuni-
ties grasped and challenges encountered. Hence, these creative
companies are outsmarting and outgrowing their competitors by
finding distinctive market positions and sustainable advantages in
myriad ways. They are thinking innovatively, simplifying complex
problems for customers, and finding ways to tap into the success
of others. Better yet, their revenue-producing ideas don’t require
hundreds of millions of venture-capital dollars or IPO proceeds to
get them airborne, and their strategies can be easily and immedi-
ately understood by any business leader.

SONICBIDS.COM FOUND A MUSIC MARKET
No ONE ELSE SAwW
Boston-based Sonicbids.com is another new company that is

thinking outside the music box. Sonicbids was founded by thirty-
five-year-old entrepreneur Panos Panay in 2001; over the four
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years from 2004 through 2007, the company enjoyed a growth rate
approaching 400%.

Panay, a guitarist who never made his mark on stage, became
a successful online talent agent by parlaying his knowledge of
the music business and his empathy for musicians hungry to con-
nect with promoters into a $10 million enterprise. Taking advan-
tage of new technology to span the world from the confines of
his office, Panay now connects 120,000 musician-members with
more than ten thousand promoters who have gigs to fill. The indi-
vidual engagements may be small, but together they add up to a
huge market: $2.5 billion annually for wedding bands alone, plus
another $11 billion in bookings at small bars, clubs, coffeehouses,
festivals, and such. Panay also helps his musician-members pre-
pare electronic press kits that can quickly be placed in the hands
of promoters via e-mail.

Panay’s insight enabled him to connect the music industry’s
dots, or points of dysfunction. Having worked as a traditional
talent agent, he knew it was impossible to listen to every tape
and CD and view every video that pours into an agent’s office,
meaning that musicians—even great ones—may never get a hear-
ing. And if they do get heard, they may still endure endless waits
before they secure a booking. Panay knew that this frayed con-
nection between musicians and their would-be audiences only
worsened the struggle for struggling artists. For promoters, the
promise of Panay’s service was the help he could give in sim-
plifying the often tedious search for the right artist to fill a gig
and, in effect, do it at no cost, because Panay’s fees come from
the artist.

Often people who get caught up with a new business model
or technology shortchange their customer service, and those
who run technology-based businesses are particularly suscep-
tible to this error. They seem to think that technology itself
will solve customer problems. But you need only think of those
despised customer service centers with no-service people and
endless automated transfers to know just how wrong such
assumptions are. Panay instinctively understood that an online
business lacks the legitimacy that comes with a physical pres-
ence, so he insisted on a proactive customer service operation
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that emphasizes respectful and sympathetic human interaction
with both promoters and musicians.

Struck by the disconnects in the music business and realiz-
ing that once-separate products and services could be brought
together on the Internet, Panay conceived of Sonicbids and devel-
oped a whole new business model to profit from his revelations.
And thanks to his knack for recognizing a market no one else saw,
and then figuring out how to serve it efficiently and profitably,
Panay’s upstart now ranks eighty-eighth on Inc¢. magazine’s list of
the top five thousand privately owned businesses in the United
States.

With farreaching vision, Panay is looking to extend his busi-
ness to other neglected markets. He’s already signed up jugglers
and magicians and has had inquiries from actors, models, free-
lance writers, and even video game companies looking to arrange
cheaper and simpler deals with artists by bypassing record labels
and publishers.

The lesson for leaders is that opportunities lurk in neglected
fields everywhere, and especially in places where people accept
dysfunction as the normal way of life. And as Panay’s experience
affirms, you don’t need lots of money to find and exploit the
opportunities. You need a sharp eye for an unmet need and a will-
ingness to work hard to figure out how best to fill it

You can look in your own industry for the kind of oppor-
tunity Panay discovered. Map out the players: your customers,
suppliers, business partners, even your competitors. Look at
products, services, information, and money flows and deter-
mine where the breakdowns occur, where needs are going
unmet. And don’t forget to think globally. The Internet allowed
a business based in Boston’s South End to span the world. Son-
icbids may have only one office, but it is rapidly building itself
into a global giant. That’s because Panos Panay never thought
of the music industry as a business with borders. He knew that
just as people in Turkey are eager to hear American music,
musicians from Turkey would be thrilled to play for crowds
in Brooklyn, New York, and people in Brooklyn want to hear
music from Iceland, Turkey, Russia, or anywhere else on the
planet.
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VISION ISN'T LIMITED TO UPSTARTS:
OLDER ORGANIZATIONS CAN REINVENT
THEMSELVES, Too

About now, you may be thinking that because Sonicbids and
MinuteClinic are start-up companies, their smart and smarter stra-
tegic moves don’t apply to your older, established business. Not
true. The Smith & Wesson Company (S&W) was halfway through
its second century—and with a gun to its head—when Michael
Golden brought the life-giving elixir of his hard-earned man-
agement and marketing expertise into the legendary company’s
sickroom. By leveraging the knowledge he had accumulated over
twenty years in business at the Kohler Company, Stanley Works,
and Black & Decker, he proved that smart strategy knows no age
limits. Indeed, seasoned executives can muster extra firepower in
the fight to outsmart competitors.

When Golden arrived at S&W in 2004, an NRA-led boycott
was smothering sales, the stock price had fled so far south as to
conjure visions of penguins on ice floes, and federal agents were
scouring the books for accounting irregularities. Now a skeptic
might ask what a fellow fresh from heading up Kohler’s cabinetry
division—and whose expertise presumably ran to wood finishes
and mirrored lighting options—could do for one of the nation’s
oldest firearms manufacturers. Golden, who had never fired a gun
and couldn’t tell the difference between a revolver and an auto-
matic pistol, was somewhat baffled himself when S&W came call-
ing. But the more he learned about the company’s problems, he
told me, the more he realized that the management and branding
skills he had acquired over the course of his career were just what
S&W needed.

It didn’t take long for Golden to spot the source of the gun
maker’s troubles. A lack of leadership was apparent the first day
when someone told him that the company “kind of runs itself.”
Mike knew from experience that nothing can be further from the
truth, and if management thinks the company can run itself, then
no one really knows what’s going on.

His initial assessment was confirmed a few days later when he
asked his subordinates a very basic question: “How are we doing?”
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He received a blank stare in response. The manufacturing division
was turning out product without knowing whether it was needed—
not surprising given that the sales staff had no targets, either.
Within twenty-four hours, change was under way, as Golden, revert-
ing to Management 101, held the first of his daily meetings with his
vice presidents and their top people overseeing all major areas. He
forced them to begin talking to one another and to report daily
on orders received, products manufactured, and so forth, mea-
suring the results against target numbers. Discrepancies had to
be explained and plans outlined for fixing problems. As basic as
Golden’s approach sounds, it was all new to S&W.

From that beachhead of basic change, Golden began to re-
imagine the company’s strategy, starting by using the brand man-
agement skills he acquired at Kohler to take advantage of S&W’s
storied brand. His extensive research turned up an amazing fact:
although the company had only $100 million in sales, it had an
87% public awareness level—no matter whether the interviewees
liked guns or not, were male or female, or lived on the West Coast
or the East. Golden knew he had an asset no money could buy: a
brand name that conjured up the unique essence of America and
the derring-do of its cowboys, soldiers, and lawmen.

The customer response was much the same. Whether hunt-
ers, marksmen, or sports enthusiasts, they loved the brand—even
when the company didn’t have an entrant in the race: asked what
shotgun they would buy, respondents put S&W in third place, even
though the company didn’t make a shotgun!

Before Golden took over, S&W’s strategy had centered entirely
on dominating a niche market: handguns in the United States.
With research in hand, Mike broadened the company’s strategic
goals. He not only planned a huge expansion in the handgun busi-
ness but also set out to revitalize markets that had been left fallow,
such as U.S. military and police sales, and to branch out to new
markets, including the shotgun and long-gun market where S&W
had a phantom presence. And to speed up S&W’s entry into the
premium rifle market, Golden acquired a company that already
had the expertise he needed.

To attract local law enforcement agencies, he remembered
how at Black & Decker, he had gone out on job sites to discover
what potential customers wanted in the way of tools. Now he



OUTSMART YOUR RIVALS BY SEEING WHAT OTHERS Don’T 11

dispatched engineers and designers to talk to state and city
police officers about the kind of pistol they needed. The result
was the sleek yet powerful M&P 45, which has won more than
80% of the law enforcement evaluation processes in which it has
competed and is used today by more than three hundred police
departments in the United States.

It may seem obvious to solve problems by applying knowledge
gleaned elsewhere, but doing so takes discipline. So often we for-
get what’s gone before, even though we know that history has a
way of repeating itself. But our tendency to compartmentalize
issues leads us to overlook lessons learned in one context even
when the problem at hand is remarkably similar. Michael Golden
has the concentration and imagination needed to ferret out past
experiences and apply them to present challenges. He forgets
nothing and uses everything.

For example, to increase sales, he fell back on what he’d
learned at Black & Decker about creating demand during the
launch of a new power-tool division. Rather than spend money on
television commercials, he engaged in what he called “hand-to-
hand combat” at the retail level. Highly trained S&W salespeople
showed dealers how to merchandise their products, suggesting
that they organize special events at stores and shooting ranges to
give potential customers the chance to handle and fire S&W guns.
Golden well knew that giving customers such opportunities could
create a need for his products.

The strategies Golden employed at S&W, the new processes
he put in place, the thinking that led him to acquire the exper-
tise needed to get into the premium long-gun market quickly—all
were outgrowths of difficulties met and actions taken in his previ-
ous corporate life. Golden proves that using everything you know
is an excellent way to outsmart your rivals.

Under Golden’s leadership, S&W’s revenues soared and nearly
nonexistent profits rebounded (though the recent economic
slowdown and turbulent markets have interrupted the company’s
recovery process). Nevertheless, as the editor of Shooting magazine
was led to remark, “No company in modern history has come back
from the dead like Smith & Wesson.”

Several lessons can be drawn from Golden’s story, but one of
the most important is that any leader making a change in his or
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her company’s strategy must know which assets can be leveraged
and which need protecting. Knowing that Smith & Wesson was
already a much-respected name in the gun world, Golden might
have kept hands off the brand and focused solely on bringing sales
and production operations into the twenty-first century. Instead,
he ordered extensive brand research that led him to expand
S&W’s market footprint, with impressive results. Brand manage-
ment was a skill he picked up at Kohler, and his prior experience
paid big dividends.

CONCLUSION

The vignettes contained here, and the more detailed accounts
found in my book, are intended to get you thinking about how
to apply the strategic lessons to your own unique situations. It
won’t be simple, and there are no set formulas you can follow
without changing how you operate. What all of my examples have
in common, though, is their adherence to Peter Drucker’s simple
advice to know where you are, where you want to be, and how to
get there.

The people and companies I'’ve chosen to showcase have
opened their eyes to opportunities that others have overlooked and
dared to go places others shy from. And in making the journey, they
have found the holy grail of strategy: an unmet customer need.

We live in a time of innovation and expansion, a world of smart
and smarter strategic options. The race will not necessarily go to
the swiftest, but it will go to the shrewdest competitors among us,
those who can stake out new territory, define the boundaries, and
even set new rules for the game. There’s no reason why you
and your organization cannot be among them.
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The organization of the future exists today. But not in the
traditional sense. Generally, when thinking about an organization,
we turn to morphology (that is, the study of structure or form),
and we define an organization by its roles, rules, and routines:

® Roles define the hierarchy of who reports to whom and who
has accountability for work.

® Rules represent policies and prescriptions for how work is done.

* Routines reflect processes or cultures within the workplace.

13
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Combined, these three traditional factors capture an organiza-
tion’s structure or shape. In the last decade, a lot of restructuring
of organizations has been done to rightsize, reshape, reengineer,
redesign, de-layer, and rebuild organizations in terms of these
three factors. However, organization design as encapsulated by
roles, rules, and routines is only a small part of the complete orga-
nization of the future.

When we work with executives to define the organization of
the future, we start with a simple question: “Can you name a com-
pany you admire?” The list of admired companies varies, but it
often includes such well-known firms as General Electric, Apple,
Disney, Google, and Microsoft. We then ask the executives, “How
many levels of management are in the admired firm?” Almost no
one knows.

More important, none of us really cares—because we do not
admire an organization because of its roles, rules, or routines.
Instead, we admire GE because of its capacity to build leaders
in diverse industries; we admire Apple because it seems to con-
tinually design easy-to-use products; we admire Disney for the
service we experience; and we admire Google and Microsoft for
their ability to innovate and shape their industry. In other words,
organizations are not known for their structure, but for their capa-
bilities.

Capabilities represent what the organization is known for, what
itis good at doing, and how it patterns its activities to deliver value.
The capabilities define many of the intangibles that investors pay
attention to, the firm brand to which customers can relate, and
the culture that shapes employee behavior. These capabilities also
become the identity of the firm, the deliverables of HR practices,
and the key to implementing business strategy.

In previous books and articles, we have chronicled a menu
of capabilities an organization might require to succeed.! In this
chapter, we specify five key capabilities that organizations of the
future must demonstrate (talent, leadership, agility, an “outside-
in” connection, and purpose). We select these five because they
are the capabilities required to cope in the business world of
tomorrow. In this chapter, we highlight new business realities,
review these five capabilities, and then discuss their implications
for creating the organization of the future, today.
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THE ORGANIZATION OF THE FUTURE FACES
NEW BUSINESS REALITIES

What are some of the new business realities facing organizations
today and in the future? Most are aware of these challenges, but
here are just a few to remind us:

* Globalization has made the world a global village, with new
markets offering new challenges and opportunities, especially
in China, India, Brazil, and Russia. Therefore, global
issues—including trade barriers, exchange rates, tariffs, and
distribution—become important elements of managerial choice.

® Technology has increased accessibility, visibility, and connection.
The connected world is smaller and rapidly changing, and has
open information.

* Employees represent increasingly diverse demographic
backgrounds, in terms not only of race and gender but also of
personal preferences, global or cultural backgrounds, and
orientation to work. In some parts of the world, birth rates
have declined and there are more older employees than in
other parts of the world. In addition, employee expectations
are constantly rising as they gain in education and skills.

® Customers are increasingly segmented and demanding. With
more choices, they are more selective about the businesses
with whom they work.

® [nvestors are increasingly attuned to and concerned about not
only financial results but also intangibles.

* Competitors are both traditional global players and smaller
innovators.

Many management thinkers spend enormous amounts of
time specifying these trends and their implications for business
in general.? Most of these trends are outside the control of any
individual or any company. They occur in predictable and unpre-
dictable ways. They affect all aspects of business, including how
to fund a firm, how to position the firm in customers’ minds, and
how to engineer and deliver products. They also help determine
what capabilities the organization of the future should master.
In recent decades, leaders have built organizations to succeed by
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being efficient, accountable, and innovative. We don’t deny these
are critical capabilities, but they are mere table stakes for survival
in the world ahead.

Therefore, in this chapter, we propose five capabilities for
dealing with the global trends of the future:

1. Talent—the ability to attract, retain, and deploy human capi-
tal, to assure competence and knowledge of the workforce

2. Leadership—the ability to build future leaders as an organiza-
tional capability, to turn customer expectations into employee
actions and to increase leadership brand

3. Agility—the ability to respond quickly, change, be flexible,
learn, and transform

4. An outside-in connection—the ability to turn outside expecta-
tions from customers, investors, and communities into inter-
nal organizational actions

5. Strategic unity—the ability to create a shared point of view and
common behaviors in an increasingly diverse work setting

Let’s look at each one in more detail.

CAPABILITY |: TALENT

An organization with talent as a capability is good at attract-
ing, motivating, and retaining competent and committed peo-
ple. Ensuring that your company has a talent capability means
going beyond such platitudes as “people are our most impor-
tant asset” and “strategy follows people” and instead investing
time and resources to source, secure, and engage superior tal-
ent. We believe there is a formula for talent: competence X com-
mitment X contribution.

Competence means that individuals have the knowledge, skills,
and values required for today’s and tomorrow’s jobs. One com-
pany clarified competence as the “right skills, right place, and
right job.”

Committed or engaged employees work hard, put in their time,
and do what they are asked to do. In the last decade, commitment and
competence have been the accepted definition of “talent.”
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However, we have found that the next generation of employ-
ees may be competent (able to do the work) and committed (will-
ing to do the work), but unless they are making a real contribution
through the work (finding meaning and purpose in their work),
then their interest in what they are doing diminishes and their tal-
ent wanes. Contribution occurs when employees feel that their per-
sonal needs are being met through their participation in their
organization.

Organizations are the universal setting in today’s world where
individuals find abundance in their lives through their work, and
they want this investment of their time to be meaningful. Simply
stated, competence deals with the head (being able), commitment with
the hands and feet (being there), and contribution with the heart
(simply being).

In this talent equation, the three terms are multiplicative, not
additive. In other words, if any one is missing, the other two will
not replace it. A low result in competence will not ensure talent
even when the employee is engaged and contributing. Talented
employees must have skills, will, and purpose; they must be capa-
ble, committed, and contributing. Leaders need to improve each
of these three dimensions to respond to the talent clarion call.

CAPABILITY 2: LEADERSHIP

An organization with a leadership capability is good at embed-
ding leaders throughout the organization who deliver the right
results in the right way through crafting and carrying a leader-
ship brand. A leadership brand exists when the leaders from the
top to the bottom of an organization transfer customer expecta-
tions to employee actions. These leaders are identifiable. They are
focused. This leadership identity and focus begins with the cus-
tomer. Customer expectations define the criteria by which lead-
ers are judged. When organizations have a leadership brand, they
deliver results. We have identified five steps to building a leader-
ship brand.

Step 1: Nail the Fundamentals

Any brand takes a long time to build and includes two major
elements: the fundamentals and the differentiators. For example,
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a Rolex has the fundamentals of any watch: a watch face, minute
hand, second hand, and crystal. It also has brand differentiators—
its look and feel and the accuracy of its timekeeping—that bespeak
high quality. Both the fundamentals and the differentiators must
be carefully crafted, but the fundamentals must be in place first.
We call leadership fundamentals the “Leadership Code,” which
consists of leaders’ ability to demonstrate competence as

® Strategists—able to position the firm for continued success
with internal and external stakeholders

* Executors—able to implement systems that deliver results and
to make change happen

¢ Talent managers—able to get the most out of people in the
short term by motivating and engaging them

* Human capital developers—able to find ways to develop
tomorrow’s talent and groom employees for future
opportunities

® Personal proficiency experts—able to learn, act with integrity,
exercise emotional intelligence, make bold decisions, and
engender trust

A successful leadership development model should incorpo-
rate all elements of the Leadership Code. An individual leader
may have a predisposition in some areas and should be strong in
at least one of the leadership fundamentals. Once these funda-
mentals are established, companies can move on to shaping their
organization’s leadership brand.

Step 2: Connect Leadership Behaviors to the Firm’s
Reputation You're Trying to Establish

Building a leadership brand begins with a clear statement, some-
what similar to a mission statement, that connects specific leader-
ship skills and behavior to what the firm wants to be known for by its
best customers. For example, Apple wants to be known for its out-
standing ability to innovate and design user{riendly technology; to
that end, it hires the best technologists and designers and encour-
ages them to innovate. In contrast, Wal-Mart wants to be known
for its everyday low prices, so it hires managers who are frugal and
unassuming themselves, who can drive a hard bargain, and so on.
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Step 3: Assess Leaders Using the Statement of
Leadership Brand

Once a company has crafted a statement of leadership brand, it
needs to evaluate individuals against the statement to make sure
that they are living up to it. Firms must ensure that executives
continue to embody the brand values as these individuals develop
over time and progress through the leadership pipeline. This
requires firms to assess leaders from the customers’ point of view,
measuring results less by what the individual manager (or the
company) produces than by how customers perceive and value
the company and its offerings. Here are some examples:

¢ Instead of worrying about goods shipped on time, customers
care about whether they received their goods on time.

¢ Instead of concerning themselves about the firm’s product
error rates, customers notice when products they receive aren’t
fully operational on arrival.

* Rather than measuring employee engagement to the firm, a com-
pany should try to assess the impact of employee engagement on
customers.

Step 4: Invite Your Customers and Investors to
Participate in Designing and Delivering Management
Practices Consistent with Your Leadership Brand

If your best customers or investors could observe or participate
in the training you offer your leaders, how would they respond?
Likewise, to what extent does your company’s hiring, performance
management, communication, and other management practices
reflect customer expectations?

Step 5: Track Your Leadership Brand Efforts

The result of a leadership brand focus is good management that
is unmoored from individualism, yet it lasts over time. As compa-
nies begin to develop as “leader feeder firms” and to “graduate”
excellent leaders, they engender a reputation for very high quality
management—which is the essence of a leadership brand. Such
leadership bench strength can easily be seen in the frequency with
which leaders who leave the firm go on to top positions in other
corporations.
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CAPABILITY 3: AGILITY

An organization with agility is good at implementing important
changes quickly. Gaining speed goes beyond merely changing to
executing fast change. Speed that comes from agility means that
the organization has an ability to identify and move quickly into
new markets, new products, new employee contracts, and new
business processes. Leaders embed this capability into the organi-
zation in the following ways:

* By being focused on making decisions rigorously

* Byimplementing change processes throughout their
organizations

* By removing bureaucratic barriers to change

* By eliminating organizational viruses

Building agility takes time because inertia resists change, but
when large firms can act like small and nimble firms, they have
mastered the speed capability. We see five main issues that leaders
need to address in their pursuit of speed.

First, emphasize smart agility. Speed matters, but only to relevant
and important issues, not trivial ones. Being faster at a bad idea
or incorrect solution only gets wrong things done sooner. Leaders
do smart speed when they use speed as a way to help accomplish
business goals rather than as an end in itself, and when agility var-
ies by business issue.

Second, start small. Leaders working to increase agility need
to turn large, complex problems into small, daily, and doable
actions—and then be consistent and persistent about pursuing
those actions until a tipping point is reached and change occurs
more rapidly.

Third, recognize capacity. Capacity measures the amount of
change an institution or individual can absorb. Leaders need to
ensure that change aspirations exceed resources, but not by too
much. Managing capacity begins with answering the questions,
“What do we most want to do?” and “What are we doing that we
don’t need to do?” Separating high- from low-priority issues and
being explicit about what will and will not be done serve to free
institutional and individual time and energy. These actions also
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help prioritize the workload so that resources and energy may be
directed to the things that matter most.

Fourth, identify agility targets. For institutions, leaders may cre-
ate a number of key initiatives to accomplish business goals. Your
company is achieving agility or speed goals when these initiatives
(e-commerce, quality, customer service, and so on) are done faster
with similar or better quality. An indicator of institutional speed
would be a 20 to 30% reduction in cycle time for any and all key
initiatives, such as the time to respond to a new business reality or
change to a new business focus.

Finally, recognize that agility also affects individuals. 1t’s useful
to calculate a return on time invested index to track trends in
employee productivity, commitment, and engagement in their
work. Individuals experience agility and speed under the follow-
ing conditions:

e When they are able to focus on work that matters most

* When they feel they have control over their work

* When they see how their work aligns with the overall goals of
the company

Moreover, individual speed can have the following results:

* Employees will take appropriate risks.

¢ Employees will feel more responsibility for their actions.

¢ Employees will be able to focus their time on important and
value-added work.

¢ Employee enthusiasm, commitment, and productivity at work
will increase.

Agility must be both institutional and individual. Processes
may be improved when there is institutional agility, but if indi-
viduals are not feeling engaged in the effort, they may not be
committed and productive, and over time the speed will dimin-
ish. Conversely, if individual behaviors are performed with
more agility but the institutional processes remain slow, people
will become frustrated, and the institutional changes won’t be
sustained.
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CAPABILITY 4: AN OUTSIDE-IN CONNECTION

An outside-in organization is good at building enduring relation-
ships of trust with targeted external stakeholders. An outside-in
connection produces value when it translates expectations from
customers, investors, or communities into employee and organiza-
tion actions.

Customer Connection

This type of connection occurs when the identity in the customer’s
mind becomes the basis for creating an organization’s culture.
When a firm develops an external reputation for quality, service,
or price, customers rely on this identity and do business with the
firm based on it.

This identity of the firm in the mind of its best customers
should also translate to employee behavior. When employees
inside behave congruently with customers’ expectations outside,
a unique bond and connection are forged. An organization’s cul-
ture begins from the outside and moves in, through an under-
standing of the firm’s external brand.

Inyvestor Connection

This type of connection occurs when those who directly invest in
the firm’s performance and those who analyze that performance
examine not only tangible but intangible results. Investors may
gravitate toward firms with favorable intangibles, such as

Fulfilled expectations
Strategic clarity
Functional competence
Leadership depth

Managers who act on and communicate these external inves-
tor intangibles build confidence in investors.

Community Connection

A connection with the community occurs when the organization’s
policies and practices are congruent with sustainable, socially
responsible, and ethical standards. Increasingly, Generation
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Y employees want to work for companies who demonstrate social
conscience and good citizenship through their policies and prac-
tices. Managing energy, working on environmental issues, and
serving a broader humanity become a part of an organization’s
social identity.

CAPABILITY 5: STRATEGIC UNITY

An organization with strategic unity has the ability to articulate a

shared point of view about the future. More organizations have

strategies than accomplish them. Often this happens because

there is no unity or shared understanding of the desired strategy.
Three agendas go into creating strategic unity:

1. An intellectual agenda ensures that employees from top to bot-
tom share both what the strategy is and why it is important.
This agenda is delivered through simple messages repeated
constantly.

2. A behavioral agenda ensures that the strategy shapes how
employees behave by telling employees what to do and by ask-
ing employees what they will do on the basis of the strategy.
When employees are allowed to define their behaviors relative
to strategy, they become committed to that strategy.

3. A process agenda ensures that the organization’s processes (such
as budgeting, hiring, and decision making) align with strategy.
These processes may be reengineered to ensure that they cre-
ate unity.

When all three agendas are in place, strategic unity follows.

We are surprised to discover how many leaders can’t answer
the simple question, “What is your business about?” Many respond
with an industry affiliation: “We’re in the chemicals business.”
Or they come up with a high-level activity report: “We make and
sell vacuum cleaners.” What they don’t have is an insight derived
from paring the business down to its core of viability. Business
focus describes what makes the organization tick at the elemen-
tal level, and without it, it’s very difficult to attain strategic unity.
An organization demonstrates strategic unity when employees at
all levels know what the organization is trying to do, what they
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are personally expected to contribute, and how they can make a
difference.

IMPLICATIONS FOR THE NEW
ORGANIZATION

Leaders at all levels should focus on their organization in terms
of its capabilities, not its structure. For example, in meetings of
the board of directors, good governance is not just about fiscal
responsibility, management succession, or corporate ethics, but
about ensuring that management understands and builds the
capabilities that will execute strategy. As leaders work to define
their strategic direction, they should also be disciplined about how
they will execute that strategy. Focusing on organizational capa-
bilities ensures that desired strategies are realized.

As we have worked with dozens of companies to conduct capa-
bility audits, we have learned some lessons. The capability audit
assesses these five (and other) critical capabilities to determine
how important they are and how well they are being done. No two
audits will look exactly the same, but our experience has shown us
that in general, there are good and bad ways to approach the pro-
cess. You’ll be on the right track if you observe a few guidelines:

Get focused. It’s better to excel at two to three targeted capabili-
ties than to diffuse energy over many. Leaders should choose only
a few on which to spend their time and attention. This entails
identifying which capabilities will have the most impact and will be
easiest to implement, and prioritizing accordingly.

The remaining capabilities identified in the audit should meet
standards of industry parity. Investors seldom seek assurance that
an organization is average or slightly above average in every area;
rather, they want the organization to have a distinct identity that
aligns with its strategy.

Learn from the best. Compare your organization with companies
that have world-class performance in your target capabilities—and
don’t hesitate to look outside your industry.

For example, the lodging and airlines industries have many
differences, but they’re comparable when it comes to several driv-
ing forces: stretching capital assets, pleasing travelers, employing
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direct-service workers, and so on. The advantage of looking
outside your own industry for models is that you can emulate
them without competing with them. And they’re far more likely
than your top competitors to share insights with you.

Create a virtuous cycle of assessment and investment. A rigorous
assessment helps company executives figure out what capabili-
ties will be required for success. This audit helps them determine
where to invest management resources of time and money to
improve. Over time, repetitions of the assess-invest cycle result in
a baseline for benchmarking.

Compare capability perceptions. Like 360° feedback in leadership
assessments, organizational audits may reveal differing views of the
organization. For example, it’s instructive when top leaders per-
ceive a shared mind-set, but employees or customers do not.

Therefore, involve your stakeholders in your improvement
plans. For example, if your investors rank your firm low on a par-
ticular capability, the CEO or CFO should meet with the investors
to discuss specific action plans for moving forward.

Match capability with delivery. Leaders need not only to talk
about capability but also to demonstrate it in results; rhetoric
shouldn’t exceed action. Outline expectations in a detailed plan.
One approach is to bring together leaders for a half-day session
to generate questions similar to the following so that the plan will
clearly address these issues:

¢ What measurable outcome do we want to accomplish with this
capability?

* Who is responsible for delivering on it?

* How will we monitor our progress in attaining or boosting this
capability?

¢ What decisions can we make immediately to foster
improvement?

* What actions can we as leaders take to promote this capability?
Such actions may include developing education or training
programs, designing new systems for performance management,
and implementing structural changes to house the needed
capabilities. The best capability plans specify actions and results
that will occur within a ninety-day window.
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Avoid underinvestment in organizational intangibles. Often lead-
ers fall into the trap of focusing on what is easy to measure instead
of what is in most need of repair. They read balance sheets that
report earnings, EVA, or other economic data, but they miss the
underlying organizational factors that may add value. Don’t fall
into that trap.

Don’t confuse capabilities with activities. An organizational capa-
bility is a bundle of activities, not any single pursuit. So leadership
training, for instance, needs to be understood in terms of the capa-
bility to which it contributes, not just the activity that takes place.
Therefore, instead of asking what percentage of leaders received
forty hours of training, ask what capabilities the leadership train-
ing created. Attending to capabilities helps leaders avoid looking
for single, simple solutions to complex business problems.

CONCLUSION

The organization of the future exists today when leaders shift their
focus from the structure of their organization to the set of capa-
bilities the organization needs in order to execute the strategy.
We’ve described five critical capabilities that leaders can identify,
implement, and track to help their organizations succeed. Lead-
ers who build these capabilities today will be able to respond to a
variety of potential futures.

Endnotes

1. Our work on capabilities can be found in our book How Leaders
Build Value (Hoboken, NJ: Wiley, 2003) and in our article “Capital-
izing on Capabilities,” Harvard Business Review, June 2004.

2. Those who have studied business trends include Gary Hamel,
The Future of Management (Boston: Harvard Business School Press,
2007); Adrian Slywotsky and Karl Weber, The Upside: The 7 Strategies
for Turning Big Threats into Growth Breakthroughs (New York: Crown
Business, 2007); and Thomas Davenport and Jeanne Harris, Compet-
ing on Analytics: The New Science of Winning (Boston: Harvard Busi-
ness School Press, 2007).
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We’ve surveyed thousands of people on what they want in their
leaders, and they tell us that being forward-looking is second only
to honesty as their most admired leader quality. On average, 72%
of respondents select it. In Asia, Europe, and Australia, the pref-
erence for forward-looking is a full 10 percentage points higher
than it is in America. At the more senior levels in organizations,
those selecting forward-looking constitute nearly 90%. This isn’t just
confirmed in our own studies. Every serious student of the subject
asserts that leaders must have the capacity to envision an uplifting
and ennobling vision of the future and to enlist others in a com-
mon purpose.

That’s the good news.

Here’s the bad news: today’s leaders stink at it. Even though
being forward-looking is a highly valued leadership competence,
it’s the one that leaders are least capable of demonstrating. And
there’s more bad news. Those of us who help leaders become bet-
ter at creating and communicating visions of the future stink at
it, too.

We know this because ever since we started measuring leader-
ship practices, this is the competency that’s the least understood,
appreciated, and demonstrated. Leaders report that they’re not
very good at or comfortable with envisioning the future and enlist-
ing others in a common vision. The feedback from their constitu-
ents is even more unfavorable. This is the skill set at which the vast
majority of leaders need to become significantly more capable.

That raises two questions. If there’s reliable evidence and
general consensus that it’s so important for leaders to articulate a
vision and get others excited about it, why do leaders do so poorly
at it? And if academics and practitioners alike agree on its value,
why are we still struggling after so many years to develop this
capacity in leaders—and what can we do about it?

WE'RE HOSTAGE TO THE PRESENT

Whenever we ask our clients and students about these low scores,
the most frequent explanation is that people and organizations
today are hostage to the present. They tell us that the demands
of the business culture keep leaders focused on the quarterly prof-
its, preventing them from spending enough time thinking beyond
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the next three months. In nonprofits and government agencies,
it’s the current crisis that consumes the majority of everyone’s time.

Another thing that keeps people from thinking long term,
we’re told, is the pace of change. Things are just moving so fast
that many believe it’s impossible to know what’s going to be hap-
pening in a year, let alone three, five, or ten years.

Then there’s the increased complexity of problems. Every-
thing seems to be related to everything else.

And there’s also all the frightening uncertainty in the world.
It’s tough to get a clear picture of where you're headed when the
landscape keeps shifting.

And finally, most of us feel overworked. How can you squeeze
in time to think about the future when you’re too tired to think
about what you are going to have for dinner?

All these explanations have some truth to them. The workload
is unlikely to get much lighter any time soon. Wall Street does
apply constant pressure to meet or exceed investors’ quarterly
expectations, and it punishes organizations if they don’t. Citizens
want action now on critical issues that affect their lives. Custom-
ers want their needs met today. And you have only to look at the
headlines to know how rapidly things change and how complex
and uncertain our world is.

How can anyone possibly be more forward-looking when we’re
all driving under the influence of all these pressures?

WE JusT HAVE TO PAY MORE ATTENTION

We’re sorry to say, but none of the pressures that are holding
people hostage are going to go away. The likelihood is miniscule
that investors, citizens, employees, or customers are going to stop
insisting that leaders remain vigilant about current operations.
New advances in technology will surprise us all daily. International
disputes will still threaten our security, and natural disasters will
create hardship and heartache. The world will continue to serve
up unexpected challenges. That’s just the way it is. Even so, peo-
ple still want leaders to be forward-looking. That won’t change
either.

Despite the daily pressures that hold your mind hostage, you
can be more future oriented. As counterintuitive as it might seem,
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the best place to start creating the future is by being more mindful
in the present. The failure to be forward-looking may be due more
to your mindlessness in the present than to any other factor. You
may be operating on automatic pilot, not really noticing what’s
going on around you, believing that you know everything you
need to know, viewing the world through preestablished catego-
ries, and operating from a single point of view. You're not really
“present” at all. Your body may be in the room, but your mind has
been shut off, become distracted, and lost perspective.

To increase your ability to conceive of new and creative solu-
tions to today’s problems, you have to stop, look, and listen. You
have to stop doing for some amount of time each day. You have
to remind yourself that most of the disruptive electronic devices
have an off switch. Turn off the cell phone, the pager, the instant
messaging, the e-mail, the PDA, and the browser. Stop being in
motion.

Then start noticing more of what’s going on around you
right now. To notice things, you have to be present, you have to
pay attention, and you have to be curious. Look around. Most
innovation is more about noticing what’s going on in the here
and now than it is about gazing into some crystal ball. The best
leaders are and have been those who are the best observers of
the human condition. They just pay more attention than every-
one else to all that’s around them. So look at the familiar in
novel ways. Look for differences and distinctions. Look for pat-
terns. Look at things from multiple perspectives. Look for unmet
needs.

And listen to the weak signals. Listen to the unheard voices.
Listen for things you’ve never heard before. When you stop, look,
and listen, you will always be amazed at all the possibilities.

EXPLORE FUTURE POSSIBILITIES

Even as you stop, look, and listen to messages you’re being sent
in the present, you also need to raise your head and gaze out
toward the horizon. Being forward-looking is not the same as
meeting the deadline for your current project. Whether that proj-
ect ends three months, one year, five years, or ten years down the
road, the leader’s job is to think beyond that end date. The leader
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has to ask the question, “What will we be doing after the project is
completed?” If you’re not thinking about what’s happening after
the completion of your longest-term project, then you're thinking
only as long term as everyone else. In other words, you're redun-
dant! The leader’s job is to think about the next project, and the
one after that, and the one after that.

And remember: you don’t have to do this all by yourself.
Just because your constituents expect you to be forward-looking
doesn’t mean you can’t ask for help. For example, our colleague
Joel A. Barker—futurist, author, and filmmaker—uses an histori-
cal analogy to provide insight into how leaders can enlist others in
their quest to discover what lies ahead:

Before a good wagon master rolled the wagons, he sent out scouts
to see what was over the horizon. Rapid exploration by scouts
provided crucial information that allowed the wagon master to
make quicker decisions with higher confidence and move the
wagons forward at a faster pace.

Twenty-first century leaders need their own scouts. But instead of
searching the geography of place, your scouts need to search the
geography of time. The most important frontier for you is the next
five to 10 years.

Get everyone involved in asking, “What’s next?” Where is this
assignment right now taking us in the future? And talk out loud
about the implications of the things you anticipate. Joel also
offers this important lesson from his work: “I have found that the
most important implications of any change are rarely those that
spring immediately from the initiating event, be it an innovation,
an emerging trend, the introduction of a competitor’s product, a
strategic objective. Instead, the most important implications are
usually found several orders out from the initiating event. That is,
they are the implications of the implications of the implications
of the initial event that cascade out in all directions. This is where
unintended consequences lurk.”

Ask another crucial question: “What’s better?” What’s better
than what you’re now doing or anticipate doing in the foresee-
able future? The leaders we have talked to share the perspective
that helping people find meaning and purpose in their current
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situations by focusing on making life better in the long run is a
key ingredient in getting extraordinary things done.

All enterprises or projects (big or small) begin in the mind’s
eye; they begin with imagination and with the belief that what’s
merely an image can one day be made real. In order for you to
meet your constituents’ expectations that you scout the geography
of the future, you have no choice as a leader but to take yourself
on journeys in your mind to places you have never been before.

It’s imperative that you spend less time on daily operations and
more time on future possibilities. Doing so is one of the very few
things that make leadership different from other roles, and you
must make it a priority. This is also where the creation of legacies
begins—in the process of deciding how you want the world to be
different from what it is today.

IT’'s NoT JusT THE LEADER’S VISION

At some point during all this talk over the years about the impor-
tance of being future oriented, however, leaders got the sense
that they were the ones who had to be the “visionaries.” Often
with the encouragement of a lot of leadership developers (includ-
ing us), leaders came to assume that if others expected them to be
forward-looking, then they had to go off all alone into the wilder-
ness, climb to the top of some mountain, sit in a lotus position,
wait for a revelation, and then go out and announce to the world
what they foresee. Leaders have assumed that it’s their vision that
matters and that if it’s their vision, then they have to create it.

Wrong! This is not what constituents expect. Yes, leaders are
expected to be forward-looking, but they aren’t expected to be
prescient or clairvoyant. Exemplary leadership is not about utter-
ing divinely inspired revelations. It’s not about being a prophet.
It’s actually much simpler than that.

What people really want to hear is not the leader’s vision. They
want to hear about their own aspirations. They want to hear how
their dreams will come true and how their hopes will be fulfilled.
They want to see themselves in the picture of the future that the
leader is painting. The very best leaders understand that it’s about
inspiring a shared vision, not about selling their own idiosyncratic
view of the world.
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Maybe your constituents don’t tell you this quite so directly.
Maybe they don’t tell you this at all. But we’re quite certain that
very few grown adults like to be told in so many words, “Here
is where we’re going, so get on board with it.” No matter how
dressed up the message is in all kinds of fine and fancy language,
most adults don’t like being told where to go and what to do. They
want to feel part of the process.

Buddy Blanton, a principal program manager at Rockwell
Collins Display Systems, learned this lesson firsthand. He got his
team together one morning to ask them for some feedback about
his leadership. He specifically wanted to learn how he could be
more effective in creating a shared vision. What they told him
helped him understand that it’s the process and not just the vision
that’s critical in getting people all on the same page:

One of the team members that I most respect . . . spoke first. She

is very good at telling it like it is, but in a constructive manner. She
provided me the following feedback: “You have all of the right
skills,” she said. “You have global vision and understanding. You’re
a good, sincere listener. You’re optimistic, and you command
respect and trust of team and colleagues. You’re open and candid,
and you are never shy about saying what needs to be said to team
members.” Then she gave me this advice, “You would benefit by
helping us, as a team, to understand how you got to your vision. We
want to walk with you while you create the goals and vision so we all
get to the end vision together.”

Another team member said that sharing this road map would

help him to feel more ready to take the initiative to resolve issues
independently. A couple of other team members stated that this
communication would help them to understand how the goals are
realistic. One of the team members said that they would like to be a
part of the vision-building process so they could learn how to better
build visions for their team.

I'looked at the group, and it was clear that they were in agreement
that they wanted to be a part of the vision sharing and development
process. We launched into a discussion on our vision for the
program, and each person contributed to the discussion.

Previously, I believed that the team would benefit more by my
setting the road map and vision and then just letting them give me
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feedback when they thought that I was off base—which they have
done on numerous occasions. From our discussion, it was clear
that the team wants to be included in the process. I asked them if
it would be useful if we got together every two weeks to discuss and
build our program vision, similar to what we did that day. The
feedback was a resounding Yes.

The vast majority of us are just like Buddy’s team members.
We want to walk with our leaders. We want to dream with them. We
want to invent with them. We want to be involved in creating our
own futures. This doesn’t mean you have to do exactly what Buddy
did, but it does mean that you have to stop taking the view that visions
come from the top down. You have to stop seeing it as a monologue,
and you have to start engaging others in a collective dialogue about
the future.

You HAVE TO SEE WHAT OTHERS SEE

Take a look at some data for a minute and see what it tells you. On
our thirty-item assessment instrument, the Leadership Practices
Inventory,” six items measure a leader’s effectiveness in “Inspiring
a Shared Vision.” Three of these six items are in the bottom four
lowest-scoring items, making inspiring a shared vision the lead-
ership practice that leaders consistently do least effectively. (The
item at the very bottom of the list is on seeking feedback.) Here
are the three items in question:

1. “I describe a compelling image of what our future could be
like.”
. “I appeal to others to share an exciting dream of the future.”
3. “I show others how their long-term interests can be realized by
enlisting in 2 common vision.”

N

Examine these three statements for a moment. What do you
notice? Do you see that each of these is about how well a leader
engages others in the vision? Do you see that these statements are
about “us” and not “me,” “we” and not “I’? The underlying rea-
son for such a poor showing on Inspiring a Shared Vision doesn’t
seem to be because leaders aren’t talking about the future or
that they don’t have personal conviction about the future. What
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leaders really struggle with is communicating an image of the future
that draws others in—that speaks to what others see and feel.

To be able to describe a compelling image of the future,
you have to be able to grasp hold of what others want and need.
To appeal to others and to show them how their interests will
be served, you have to know their hopes, dreams, motives, and
interests.

That means you have to know your constituents, and you have
to speak to them in language they will find engaging. If you’re
trying to mobilize people to move in a particular direction, then
you’ve got to talk about that future destination in ways that oth-
ers find appealing. It’s got to be something that they care about as
much as—or even more than—you do.

Getting others excited about future possibilities is not about
creating better PowerPoint presentations. It’s not about better
public speaking skills, although that would help. And it’s certainly
not about being more charming or charismatic.

It’s about intimacy. It’s about familiarity. It’s about empathy.
The kind of communication needed to enlist others in a com-
mon vision requires understanding constituents at a much deeper
level than most of us normally find comfortable. It requires under-
standing others’ strongest yearnings and their deepest fears. It
requires a profound awareness of their joys and their sorrows.
It requires experiencing life as they experience it.

Being able to do this is not magic, nor is it rocket science.
It’s really all about listening very, very closely to what other peo-
ple want.

Now some of you at this point may be saying to yourselves, All
well and good, but what about breakthrough innovations? Aren’t leaders
supposed to focus on the next new thing? Nobody ever said they wanted a
hybrid car or an iPod or a Google search function. True, but people did
say they wanted to clean up the environment for their kids, take
their music with them on the road, and access information more
quickly and globally.

We submit that these innovations were not and are not the
result of hermits’ coming up with ideas in isolation. In fact, they
are the result of superb and attentive listening. They are the result
of being highly attuned to the environment. They are the result of
a deep appreciation of people’s aspirations.
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And what if people don’t know what they need? This is all the
more reason to be a stellar listener. Listening is not just about
the words. It’s also about what is unspoken. It’s about reading
between the lines. It’s about paying attention.

What breakthrough innovators and exemplary leaders under-
stand is that all of us want a tomorrow that is better than today.
We don’t necessarily all want exactly the same thing, but whatever
we want, we want it to be an improvement. The critical skill is in
discovering just what “new and improved” means to others.

If you’re going to stir the souls of your constituents, if you are
going to lift them to a higher level of performance, then this is
what you need to know: it’s not the leader’s vision; it’s the people’s
vision that matters most.

Endnotes
1. Joel A. Barker, “Scouting the Future,” 2005. Available online at
www.implicationswheel.com.
2. James M. Kouzes and Barry Z. Posner, The Leadership Practices Inven-
tory (LPI): Facilitator’s Guide Package, 3rd Edition (San Francisco:
Pfeiffer, 2003).



CHAPTER FOUR

A DIFFERENT KIND OF
COMPANY

Srikumar S. Rao

Srikumar S. Rao conceived Creativity and Personal Mastery, a pioneering
course that was one of the highest rated at Columbia Business School,
London Business School, and the Haas School of Business at the Universily
of California at Berkeley. It is believed to be the only course at a top business
school to have its own alumni association. He also created the Advanced
Leadership Clinic, an innovative and intensive leadership workshop

offered to senior executives. His book, Are YOU Ready to Succeed?
Unconventional Strategies for Achieving Personal Mastery in
Business and Life, was published by Hyperion. Rao has been featured and
quoted widely in the media. He is currently an adjunct faculty member at both
the London Business School and Haas School of Business at the University
of California at Berkeley. More information on his work is available at
www. areyoureadytosucceed.com.

In November 2007, I had dinner with Mohan Mohan, a former
top executive of Procter & Gamble. When he retired seven years
ago, he was running a big chunk of the company’s international
business and also played a major role in recruiting and training
talent.

His success story was not atypical in the world of expatriate
Indians. He came from a background of struggle but was highly
intelligent. Education was his way out of birth circumstances
and into a global world. He had spent virtually his entire working
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life at P&G, and the company polished him into a world-class
executive and gave him status and wealth. I had met many such
people, and each had fond memories of the organization that
lifted them, and had kind words for it.

But Mohan had more than mere affection for his old employer.
His eyes shone when he talked about the company and what it
stood for. He had war stories galore of how multiple bosses went
out of their way to prop him up when he was hit with personal
adversity. Later, I heard from others about how inspiring a boss
Mohan himself had been and why they remained in touch with
him decades after they had left and achieved prominence in their
own right.

It was this last characteristic that had led to the dinner. He was
serving—pro bono—as the executive in residence at one of the
top business schools in the world, and I had heard from countless
students that he had helped them solve knotty career problems
and led them to understand that unless they could convert a job
into a calling, they were setting themselves up for a life of frustra-
tion and stress. Where and how, I asked him, had he developed
his unusual worldview?

His eyes lit up. It was all from P&G, he explained. With the
practiced flair of a conjuror performing a trick, he produced a
somewhat dog-eared card—the P&G purpose statement. It explic-
itly called for prosperity to engulf the “communities in which
we live and work.” This was not PR hokum, as is the case with
countless mission statements, Mohan explained. The company
indeed lived by its credo, and that was where he himself was
shaped and where he learned what he did.

I nodded. What really impressed me was that this multital-
ented executive—who could have written his own ticket as CEO
at any number of companies—coached students for no fee. And
that nearly a decade after he retired, he still carries around the
company mission statement and refers to it several times a week.

I am still not sure whether this deep loyalty is a function of
Mohan’s peculiar upbringing and character or whether it is a nat-
ural by-product of P&G’s culture. What I am sure of is that the
organization of the future, if it is to survive and thrive, will have
to be able to engender similar feelings in the vast majority of its
workforce.
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DESCRIBING THE IDEAL JOB

I'am in the unique position of knowing exactly what the company
of the future will be like. More accurately, I know exactly what the
employees of the future would love the companies they work for
to be like. They are a highly intelligent, deeply driven, and fiercely
ambitious bunch, and I have no doubt that, one way or another,
they will bring their collective vision into being.

For many years, I have taught a course called Creativity and
Personal Mastery at many of the top business schools in the world.
It is a deeply introspective course, and one of the exercises calls
for each participant to mentally craft and report on his or her
“ideal job.” They are required to consider every aspect of this job
in excruciating detail, and many reports are fifteen to twenty pages
or more. They are also encouraged to repeat this exercise every
few months, and many send their later efforts to me as well.

I have read more than a thousand such reports and so can
speak with some authority about what these highly desirable
employees are seeking. I can also speak with the same author-
ity about what they find distasteful about the organizations with
which they are currently affiliated—and these are some of the
largest and best-known firms in the world.

THE MISSION OF THE ORGANIZATION
OF THE FUTURE

The mission of an organization is where it all starts. There is com-
plete unanimity that the company has to stand for something
greater than itself, that its existence serve the common weal.

There is much cynicism here. Virtually every major commer-
cial organization today has a carefully crafted mission statement
that promises to honor employees (which many organizations
claim are “our greatest asset”), honor customers, serve society,
and be a force for good. In the vast majority of cases, this state-
ment hangs unnoticed on the wall of the boardroom. Most senior
executives do not even know it, and it is rarely, if ever, brought up
as the touchstone that shapes major decisions.

Instead, expedience is the driver, and the objective is to report
financial growth that propels share price ever higher. In fact,
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growth in share price is quite often used to define success, and
CEOs are lauded in the business press for increasing the market
capitalization of their company. “Maximization of shareholder
value” is what managers are supposed to accomplish, according
to business school dogma; some academics even assert that man-
agers are derelict in their duty and misguided if they let other
considerations—such as the social desirability of the conse-
quences of business actions—affect their decisions.

This viewpoint is roundly rejected by the vast majority of stu-
dents. The “double bottom line” (that is, profits as well as social
good) and the “triple bottom line” (profits, social good, and safe-
guarding the environment) are the concepts that resonate deeply
with them.

They look for authenticity. Corporate social responsibility is
PR window dressing in many companies, and these young people
are aware of this. When crucial decisions have to be made and in a
hurry, do managers instinctively check to confirm that what they
are considering jibes with the mission? Are potentially profitable
opportunities rejected because they do not mesh with what the
company stands for?

In short, does the company walk the talk? I see a strong
desire—indeed a hunger—to be a part of something that is noble,
that is of service to a greater cause. There is a willingness to com-
mit to an enterprise where a glorious mission is not a framed state-
ment on a wall but a living, breathing expression of purpose that
serves as a guidance device at key junctures. For example, Google
founders Larry Page and Sergey Brin were painfully aware of the
damage that can be caused by arrogant and unthinking behavior
by an industry leader. So they came up with an injunction to “First,
do no evil,” which has resonated strongly with many people. Some-
how it rings true, and the company has become larger than life as
a beacon for those seeking a humane workplace. It remains to be
seen whether it can retain its mystique as it continues growing.

The idea of business serving a social cause is a counterpoint
to the notion that the business of business is to be profitable, with
the “hidden hand” working to deliver benefits to society. Thus
profits are important, but so is the well-being of various stakehold-
ers, such as employees, customers, suppliers, shareholders, and
the community at large.
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An even more radical viewpoint is just starting to be raised
and is perhaps best articulated by Nobel prize-winner Muhammad
Yunus in his book Creating a World Without Poverty. This notion is
that the function of business is to serve society. Profits are a by-
product and should be plowed back into the enterprise to expand
its reach and depth. Shareholders move to the back of the bus, if
they are on it at all.

Most of my students (and remember, I teach at top business
schools!) do not agree entirely with this. They do believe, and
strongly, that profits are important and should be distributed to
“owners.” But they also believe, and even more strongly, that com-
panies have obligations to employees, customers, and society and
that these cannot and should not be subordinated to the interests
of stockholders.

On the basis of what I have heard from so many, I can con-
fidently state that the classical idea of capitalism—where each
person acts solely in his or her self-interest, and market forces
somehow magically transform this selfish activity into social
good—is dying. There are far too many instances of market break-
downs, and these cause incalculable human misery.

What will emerge is a different take on capitalism—one where
intent is important, where the stated objective of commercial ven-
tures is the alleviation of poverty and human suffering. Markets
will still have a big role to play, but they will not be allowed to
reign unchecked, and there will be interventions to prevent the
untrammeled excess so common today.

How EMPLOYEES SHOULD BE TREATED IN
THE ORGANIZATION OF THE FUTURE

How employees are treated is the single most important touch-
stone of how a company is regarded. This is hardly surprising,
because virtually all the program participants are employees or in
the process of becoming employees.

Practically every company boldly states that its employees are
its “most valuable” assets. Nevertheless, at the slightest hint of a
downturn, these valuable assets are thrown overboard with more
alacrity than ballast. This hypocrisy is quickly noted, and employees
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reciprocate with their own form of revenge. Unfortunately, this
revenge is terrible for both the individual and the organization.
They react by becoming disengaged and disheartened, with the
attendant physical and emotional damage. And the organization
gets only a fraction of the innovative ideas and dedicated service it
could have obtained.

The following paragraphs describe what the best and bright-
est employees are looking for, and organizations that will flourish
tomorrow will provide all these qualities to some degree and quite
a few to an exceptional degree.

Trust. This is hugely important. Each employee needs to know
that he or she is trusted and that the company not only gives
autonomy to each employee but also expects each employee to
use initiative.

Lack of trust manifests itself in many ways, from close scrutiny
of expenses and time sheets to hoarding of relevant information.
There are sound legal and business reasons why some information
cannot be shared, and this is fine. What is important, however, is
that employees know what cannot be revealed and why, and they
should be kept informed about other matters. Employees should
be given discretion to act on their own, and the occasional mistake
should be treated as a learning opportunity, instead of as a reason
for punishment.

Justice. Employees need to know that there exists a set of values
and rules that apply to everyone regardless of rank. They need to
know that these rules are applied uniformly and openly. And they
need to know that there are mechanisms in place to prevent abuse
of rules, that appeals are also open, and that resolution is speedy.

Transparency. In any organization, decisions need to be made—
marketing decisions, financial decisions, personnel decisions,
technology decisions. The process by which these decisions are
made is what counts. Do employees feel that any relevant infor-
mation they have is solicited and used appropriately? Do they feel
that they can participate in the process if they have anything rel-
evant to contribute? “Black box” decisions produce alienation and
disengagement.

Learning. Do employees feel that they are learning? Do col-
leagues and supervisors care whether their employees are being
stretched without being overwhelmed? Obviously, whether a
person learns or not is as much a function of individual curiosity
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and determination as it is of organization design. But what is
obvious is the intent—or lack of it—to provide a challenging envi-
ronment, where employees are constantly upgrading skills and
given the tools with which to do so.

Competence. Are most persons, by and large, competent? Do
they have the requisite domain knowledge and interpersonal
skills? Employees need to know that the people they are dealing
with have been screened, are regularly evaluated, and are fully
capable of performing the tasks with which they are charged. This
is a simple and intuitively appealing concept, but is extremely dif-
ficult to pull off.

If an employee is not performing well, is that person going
through a bad period? Should he or she be cut some slack, or
should that employee be terminated for the greater good of the
company? How such decisions are made obviously has implica-
tions for justice and transparency as well.

Fun. Is there a sense of jollity, an understanding that we are all
humans in this predicament called life and that we might as well
have a blast while traversing our respective paths? Does laughter
come spontaneously and often? Is hilarity encouraged? There is a
place for decorum, but if the environment is a grind, then there will
be no long-term loyalty and commitment. It is important to be seri-
ous, but it is even more important not to take oneself too seriously.

Flexibility. We live in complex times, and the lives of many
employees are complicated. Traditional family support structures
don’t exist for many, and there are demands from children, par-
ents, and spouse, not to mention nontraditional connections, such
as parents of a former spouse who remain grandparents of chil-
dren. When an employee needs accommodation, what is the com-
pany attitude? Is it “Let’s see if it is possible to make your request
happen”? or is it “Sorry, that’s against procedure and sets a bad
precedent’? The former is the wave of the future.

THE PROGRESSIVE ORGANIZATION'S
ATTITUDE TOWARD ITS EMPLOYEES

On a par with mission in terms of importance—and stemming
from it as welll—is the company’s attitude toward its employees.
Does it view employees as a means of accomplishing its goals? Or
is it dedicated to helping each person reach his or her highest
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potential? Proper alignment can ensure that these are not distinct
and contradictory aims. But it does take an enlightened leader-
ship even to understand this, let alone achieve it.

Far too many organizations try to “motivate” dispirited and dis-
engaged employees. Bluntly speaking, this is an attempt to manipu-
late people into doing what they find distasteful and would not
otherwise do. Motivation is not something that needs to be incul-
cated. It is built into the DNA of every worker. No worker on the
first day in a new job thinks, “In six months, I look forward to being
a disgruntled clock-watcher, counting the minutes until Friday eve-
ning.” Instead, a new employee is usually afire with enthusiasm and
eager to get started. Disillusionment happens gradually.

The organization of the future will not even attempt to “moti-
vate” workers. Instead, it will go to great lengths to find out what is
demotivating them and try to get rid of whatever that is. When the
company mission is crafted as described earlier, members inher-
ently resonate with it. There is more than abundant motivation.

Managers continually remind everyone of the mission and
make sure that it is followed in spirit at all times. It is also revisited
frequently and updated as necessary and as the world changes.
Involvement by all workers in this process is what keeps motivation
high. It is a natural by-product of the process, not an end.

Countless firms have found that investing in their employees
is sound business practice in addition to being the proper thing
to do. For example, the early success of Starbucks owed much to
Howard Schultz’s decision to offer health insurance to part-time
workers. He did it because of his own experience with poverty, and
the happy by-product was that employee turnover dropped pre-
cipitously, as did training costs. Similarly, Costco’s Jim Sinegal pays
his employees significantly more than his parsimonious rival, and
the company enjoys considerably higher sales per square foot.

How CUSTOMERS SHOULD BE TREATED BY
THE ORGANIZATION OF THE FUTURE

What is the company’s attitude to customers? There is certainly
recognition that without customers, the company will not survive,
but how does the organization view its customers? Are they a
necessary evil? Or are they “the reason why we exist”? Where is
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the explicit focus? Is it on delivering outstanding value, or is it on
extracting the maximum possible cash?

It is amazing how quickly the attitude of leadership becomes
apparent to the rank and file and is adopted by them; shortly
afterwards, customers will note it too.

The organization of the future recognizes that providing
superlative customer service has little to do with the customer.
It has much more to do with the employee. When an employee
delivers such service, that employee knows it deep inside and
comes alive. Such employees love their jobs and are brimming
with energy. There is never a problem with their “motivation.”

The function of leadership is to make sure that every employee
has the tools and training to provide such service. Leaders should
also ensure that each employee is attuned to the market and quick
to spot and report on any changes in the market or operating envi-
ronment. Each employee also needs to be empowered to make the
requisite changes in products, services, and delivery systems that
are appropriate responses to such changes. Such rapid action by
multiple employees is an organic self-correcting and regenerative
process. And it works fabulously as long as the underpinnings of
mission and leadership attitude are strong.

Frederick Reichheld articulated the concepts of good profits
and bad profits in The Ultimate Question, his book on customer loy-
alty. Good profits come when the customer is delighted with the
transaction and walks away with good feelings and a sense of satis-
faction. Do you remember having a delightful meal at a restaurant,
when the food was good, the service great, and the experience
memorable enough that you still remember it? That restaurant
earned good profit.

For example, when L. L. Bean started his company, he offered
an unconditional lifetime money-back guarantee. He trusted
his customers. There are tales of people who came in years after
buying a piece of clothing and returning a threadbare garment,
and they got their money back, with no questions asked. And, of
course, the company earned hundreds of millions of dollars
of good profits from countless customers who bought from it
again and again and again.

In contrast, bad profits come when customers are annoyed with
the transaction and resent paying for what they did. They walk
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away with a residue of ill will, and they’ll defect at the first avail-
able opportunity. Have you ever cried “Foul” when you looked at
the long-distance charges for a short phone call you made from
your hotel room? That is an example of bad profit.

And, of course, there is a huge amount of mediocre profit, result-
ing from transactions with which the customer is neither thrilled
nor mad. This possibly represents the majority of commercial
transactions.

The company of the future works hard to ensure that its per-
sonal balance is skewed strongly toward good profits and that its
bad profits are minimal or nonexistent. Delighted customers keep
coming back, and there are other benefits as well. Good profits
come when an organization is so aligned with its stakeholders that
employees feel fulfilled and alive, and the organization becomes a
vibrant and fun place to be a part of.

How SUPPLIERS SHOULD BE TREATED BY
THE ORGANIZATION OF THE FUTURE

How does the company view its vendors? Are they the enemy to
be defeated by beating them down on price and terms? Or are
they trusted partners in a holistic enterprise that ultimately leads
to delighted customers and a better society? Is it a transactional
relationship easily abandoned when someone else comes along
with a better price or more favorable terms? Or is it a longer-term
association based on warm mutual interests?

The organization of the future does not view negotiations with
a supplier as a zero-sum game and never tries to seize an unfair
advantage. Instead, it leaves a tidy pile on the table. It recognizes
that even an attempt to extract that last bit of value leaves a legacy of
bitterness that poisons the well for employees of both companies.

Instead, this organization enters into a partnership where it
readily shares information and technical know-how to improve its
supplier’s operations and profitability, even as it seeks to lower
its own costs by asking for lower prices.

This is a delicate balance, and it is quite easy to get the steps
wrong in this dance. The only thing that will make it work is
the intent of the company and the trust that has been built up
over time.
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And this again leads back to the mission. Suppliers are no
different from employees. They too are energized and motivated
to be a force for good. If they see that this is your sincere reason
for existence, they will rally around and cut you a lot of slack.

For example, Honda buys more than 80% of every car from
external suppliers. Unlike U.S. car companies, it does not “squeeze
suppliers to the point that their survival is threatened,” notes Raj
Sisodia, coauthor of Firms of Endearment. Instead, it partners with
its vendors in a Best Partner program that has earned it produc-
tion improvements averaging 48%, as noted in the book.

How SHAREHOLDERS SHOULD BE TREATED
BY THE ORGANIZATION OF THE FUTURE

Shareholders are the “owners” of our public companies. And
financial markets reward short-term performance and do not dis-
tinguish between good profits and bad profits. It’s a major chal-
lenge for organizations to recognize the legitimate need for solid
returns by shareholders and to refuse to cave in to the demands
for short-term earnings, which may cause spikes in share price but
cannot be sustained.

There is no easy answer to this one. However, transparency
and authenticity make the task easier. When the mission is articu-
lated clearly and is repeatedly held up, investors get the picture.
Some will be drawn to it because they too want to be part of this
effort. However, others will bail out, if they subscribe to the idea
that profits are paramount and that companies have no business
being concerned about social good.

Those who stick with the company know that earnings will be
reinvested for the long term. They know that employees and other
stakeholders will have their interests preserved. And they will be
comfortable in the knowledge that this also bodes well for the
value of their investment over the long haul.

And so, over time, the organization will attract investors who
resonate with its values. For example, Berkshire Hathaway is per-
haps the gold standard for shareholder satisfaction. There have
been no stock splits, people scramble to buy one share, and many
view it as a lifetime investment to be bequeathed, not sold. In
no small part, this is because of CEO Warren Buffett’s detailed,
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no-holds-barred letters in which he is candid about his thoughts,
his mistakes, and his plans.

CONCLUSION

So there you have it: a picture of the organization of the future,
drawn by so many bright and dedicated future employees. This
chapter has described what they want to see, and that vision
already exists in bits and pieces in various diverse entities. The
organization of the future is dedicated to a cause greater than
itself, determined to improve the well-being of a significant chunk
of society. It lifts all those associated with it—employees, vendors,
shareholders, and others—to a higher plane of self-actualization.

Its success stems from the deep identification with all its stake-
holders and their collective knowledge that the organization’s suc-
cess is also their success.
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Judging from what they say in their annual reports, corporate
executives believe that the success of their businesses rests heav-
ily on the efforts, initiative, commitment, and motivation of “our
people.” Most major employers are sincere in this, as they are in
their desire to treat “their people” right. Nonetheless, American
executives increasingly outsource and offshore jobs, cut employee
benefits, substitute contingent or contract workers for regular or
permanent employees, eliminate traditional career paths, and
reduce expenditures on worker training. When U.S. employees
aren’t losing their jobs to lower-paid workers in Asia, their sala-
ries and benefits are being drastically cut by corporate executives
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who believe that the way to boost productivity is continually to
reduce labor costs. In particular, many seek to lower those costs
by reducing—or eliminating entirely—the health care benefits of
“their people.”

Why the apparent contradiction between word and deed? The
executives’ stock answer: “We have no choice.” For example:

* Ina 2005 interview on MSNBC, Wal-Mart’s CEO argued that
to serve the desires of customers for the lowest-priced goods,
Wal-Mart’s business model precluded offering higher wages,
greater health insurance coverage, or more training to front-
line workers.

¢ In 2003, when IBM announced plans to offshore the jobs of
thousands of its American white-collar employees, the director
for global employee relations explained, “Our competitors are
doing it, and we have to do it.”

e In 2006, when Boeing announced it would offshore 60 to 70%
of components of its new 787 commercial jet, a leading avia-
tion consultant explained, “If a company can go to China and
get a widget for 10¢ an hour, and it costs $1 an hour in the
U.S., what’s the company to do?”

¢ When Delphi Corp. (General Motors’ major parts supplier)
called on the UAW to renegotiate the contract with its thirty
thousand hourly workers—requesting wage and benefit give-
backs on the order of 50 to 60%—the company’s CEO said
it had no choice: the alternative was bankruptcy, the loss
of U.S. jobs, and the forfeiture of pension commitments.
(Indeed, when the concessions weren’t forthcoming, Delphi

did declare bankruptcy.)

Many executives believe they are prisoners of iron economic
laws which dictate that they have no choice but to match working
conditions offered by their lowest-cost competitors. Unfortunately,
increasing numbers of American managers have no alternative
because they have strategically painted themselves into a corner:
when their labor costs exceed the value their product commands
in the market, there is little choice but to downsize, outsource, or
offshore. Decades of poor strategic choices eventually do make it
“too late” for managers to pursue positive employment practices
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that, had they been adopted earlier, might have led to better
organizational performance.

But are top managers really as handcuffed as they assume? Do
they have no viable option but to lower their working conditions
to the level offered by their lowest-cost competitor, or to offshore
jobs? After a yearlong review of hundreds of academic studies, my
colleague Ed Lawler and I concluded that in fact, managers of
most U.S. companies are free to choose workplace practices that
would have positive future consequences for both their companies
and employees.! We found numerous businesses that have created
competitive advantages by adopting productive alternatives to the
standard workplace practices in their industries. These companies
have significant labor productivity advantages over competitors in
their respective industries who, typically, pay their employees less
and offer fewer benefits. We found not only that managers have
more alternatives than they commonly assume but also that many
are actually shortchanging their shareholders, not capturing the
opportunity to differentiate themselves from their competitors by
turning employees into strategic assets.

EMERGING EMPLOYER MODELS: LOwW-COST
COMPANIES AND GLOBAL COMPETITORS

American workers are increasingly employed by what we call “Low-
Cost Companies”—that is, large grocery, discount, fast-food, and
mall-store chains like Wal-Mart, where the customer is king. To
keep prices low, employees in these companies face this unhappy
situation:

® They are paid at (or close to) the minimum wage.

* They receive few if any benefits.

¢ They have no job security.

¢ They are given only the amount of training needed to do jobs
that have been designed to be simple and easy to learn.

Because there is little opportunity for workers at the bottom
in these companies to make a good living or to do interesting
work—much less to make a career in them—these jobs mainly
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attract employees who cannot find other employment: retirees,
students, and less educated workers with few other options.

Although Low-Cost Companies are the fastest-growing sec-
tor in terms of numbers of workers employed, the best-paid jobs
in America are at what we call “Global-Competitor Companies.”
Characterized by their enormous size and geographic reach, these
corporations compete in terms of the financial capital, skills,
knowledge, and technology they are able to command. They are
the glamour companies of the age—that is, industry leaders in
information and telecommunications technology, consumer prod-
ucts, pharmaceuticals and biomedicine, financial and professional
services, media and entertainment. These agile organizations
move products, services, capital, jobs, operations, and people
quickly and frequently across borders and continents.

Although workers are well paid in Global-Competitor Compa-
nies, they enjoy precious little stability or security, because these
companies

¢ Increasingly hire people on a contractual basis and, where
possible, outsource and offshore work.

¢ Offer their “contingent” workers no security beyond the time
limits of their contracts, and no promise of a continuing
employment relationship.

¢ Often look outside to hire even permanent and top-level
employees, carefully limiting how much they spend on developing
managers and professionals, let alone on the training of workers.

* Frequently offer “the new employment contract,” in which
they commit to telling employees what their strategy is and
where they think future jobs in the organization will be,
and workers then are told that their continued employment
depends on their performance and the fit between their skills
and the needs of the business.

* Are constantly searching for workers with the skills needed
for today’s challenges. And although they pay top dollar for
that talent, they expect employees to work long hours and,
especially, to be productive.

The relationship between these companies and their employ-
ees is thus transactional, not based on loyalty. The rewards are
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interesting work and high pay, not being part of a community or
in a long-term employment relationship. Because they are global
enterprises, these companies are adept at offshoring work; hence,
they are not a source of domestic job creation, and they actually
employ a declining portion of the total U.S. labor force.

The net effect of the growth of these two models is relent-
lessly grim for American workers: since 2000, labor’s share of the
gross domestic product has declined despite rising productivity,
and it stems largely from the mistaken managerial assumption
that low wages are the key to corporate competitiveness. A great
many business executives believe that the way to boost productivity
and profits is to continually reduce labor costs. But that strategy
can be taken only so far: at a certain point, salaries and benefits
can’t be slashed any further, and, in the long term, comparative
economic advantage then must be realized through the effective
mobilization of an educated, engaged, and productive workforce.
If America is to maintain its precarious position atop the world
economy, its business executives must recognize that providing
good jobs is not just a “nice thing to do”: it is a competitive neces-
sity for both their companies and their nation.

HicH-INVOLVEMENT COMPANIES:
THE THIRD WAY

Although many Americans are very familiar with Low-Cost and
Global-Competitor Companies, they are less aware of a small num-
ber of businesses that understand that comparative advantage in
a global economy must be realized by effectively deploying their
workforces. These “High-Involvement Companies” are found in
services as well as manufacturing industries, and they offer their
employees

Challenging and enriched jobs

A say in the management of their own tasks

A commitment to low turnover and few layofts

A relatively egalitarian workplace, with few class distinc-

tions between managers and workers and relatively small ratios
between the salaries of the CEO and the average worker

* Jobs organized in self-managing teams
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¢ Astrong sense that every employee is a member of a
supportive community

¢ Extensive, ongoing training and education to all

¢ Salaries rather than hourly wages

¢ Employee participation in company stock ownership and a
share in company profits

Moreover, the performance of these High-Involvement Com-
panies is overwhelmingly consistent: the productivity of their work-
ers more than justifies the high pay and good benefits they receive.
In fact, when managed correctly, highly paid American workers prove
to be far more productive than the low-wage overseas workers they
compete against.

Research shows that managers at High-Involvement Com-
panies organize work processes and systems in ways that allow
employees to contribute significant amounts of “added value” to
the products and services they make and provide. When manag-
ers give employees the organizational structure, resources, and
authority needed for them to contribute their ideas and efforts,
American workers almost always are able to compete effectively
against their overseas counterparts. Workers in less developed
countries routinely are outproduced through the ingenuity, ini-
tiative, and efforts of their American counterparts making steel
at Nucor, motorcycles at Harley-Davidson, consumer goods at
Procter & Gamble, and high-tech products at W.L.. Gore and Asso-
ciates. The evidence shows that the comparative advantage of hav-
ing educated, motivated, and committed workers can be realized
by a wide variety of businesses, both high-tech and low.

THE ECONOMIC DISADVANTAGES OF THE
LOW-LABOR-COST STRATEGY

In a radical cost-cutting move, Circuit City announced in 2007
that it was dismissing thirty-four hundred of its most experienced
employees. Although (in a surreal twist) the company offered to
rehire many of those salespeople at lower wages, this is a common
approach of many companies trying to gain competitive advan-
tage. However, such bottom feeding may not be the most effective
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strategy. In fact, low wages paradoxically generate a variety of
negative employee behaviors that add to the overall cost of doing
business. Although managers rarely calculate these costs, they
often turn out to be substantial:

Higher turnover. Employees at low-wage companies have sig-
nificantly higher turnover rates than those at well-paying compa-
nies: for example, Wal-Mart has nearly a 50% turnover rate, and
at many fast-food, retail, and service companies, the rates are
even higher. Researchers have computed the total costs of such
turnover as equal to one month’s salary for unskilled workers and
more than a year’s salary for skilled ones.

More absenteeism. High rates of absenteeism are common at low-
wage companies because employees don’t lose much pay when
they fail to show up for work (when absent, they often are out
looking for better jobs!). Absenteeism has a negative impact on
productivity: because low-wage employees rarely give notice that
they won’t be showing up, companies must overstaff in order not
to be caught shorthanded. Absenteeism also negatively affects
customer care: if enough workers aren’t on the job to serve cus-
tomers, or if customers can’t find the same employee who helped
them on their last visit, absenteeism drives business away and
reduces customer loyalty.

Increased theft by employees. Added to these hidden costs is the
readily measurable one of employee pilferage. In retail establish-
ments, employee theft is higher when wages are lower. It’s not
clear how much of this is due to employees’ justifying their crimi-
nal behavior because they are poorly paid, and how much results
from the fact that employees willing to take low-wage jobs are
more prone to theft; still, the cost directly hits the company’s bot-
tom line.

Increased focus on preventing unionization. Realizing that union
organization means higher wages and more expensive benefits,
low-cost employers hire consultants to develop antiunion tactics,
conduct “educational” sessions for their employees, incur legal
and court costs associated with fighting unions, and, in the case
of Wal-Mart, even shut down operations to avoid a fate they see as
worse than lost business.

Inability to attract talent. The most significant negative consequence
of a low-wage strategy may well be that talented, hard-working, and
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motivated individuals simply do not interview for jobs at low-wage
companies. Such companies thus end up with employees who are
below average in their ability to perform on the job, with resulting
low productivity and poor customer service.

Clearly, when all these costs associated with low wages are
added up, paying low wages is a classic example of being penny
wise and pound foolish.

HIRING EMPLOYEES WHO ADD VALUE

In almost all industries, the most profitable companies are those
with the lowest overall operating costs, not those that pay the least.
Put another way, the issue is not how much a company pays each
worker; instead, it is how much its total labor costs are. The dis-
tinction is subtle but important.

For example, researcher Wayne Cascio examined 2004 data
from retailer Costco and its competitor, Sam’s Club (Wal-Mart’s
upscale brand),* which showed that

e Costco employees, on average, were paid $33,218 per year, and
an additional $7,065 in benefits

* The average Sam’s Club employee earned only $23,962, with
$4,247 in benefits

However, totallabor costs were actually lower at Costco, largely
because Costco’s 68,000 employees produced roughly the same
amount in sales as did Sam’s Club’s 102,000. When the lower costs
of turnover and pilfering and the higher rates of productivity were
reckoned, setting aside the thousands of innovative ideas gener-
ated by its employees, it was “cheaper” in the long run for Costco
to pay its people more.

These figures illustrate that labor rates do not simply equal
labor costs. Costco’s hourly labor rates are almost 40% higher than
those at Sam’s Club ($15.97 versus $11.52), but when employee
productivity (sales per employee) is considered, Costco’s total
labor costs are significantly lower (9.8% versus 17%). James
Sinegal, Costco’s CEO, concludes that “Paying your employees well
is not only the right thing to do, but it makes for good business.”
To make its high-wage strategy work, Costco constantly must look
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for ways to increase its efficiency, by repackaging goods into bulk
items to reduce labor costs, speeding up just-in-time inventory and
distribution systems, and boosting sales per square foot through
being the industry leader in innovative packaging and merchan-
dising. Costco employees have incentives to come up with such
new ideas (even laborsaving ones) and to cooperate with manage-
ment when the ideas are introduced.

In contrast, Wal-Mart’s low-wage strategy brings undeniable ben-
efits to customers: low prices. The company also has been a great
long-term investment for shareholders, although they have not fared
quite as well as Costco’s in recent years. (In mid-2005, Wal-Mart’s
stock was selling at nineteen times earnings, compared to a multiple
of twenty-three at Costco.) Yet Wal-Mart could not be the low-price
leader in its industry if it simply paid the same high salaries and
offered the same training and benefits package to its employees that
Costco does. Costco’s business model works because, unlike those
at Wal-Mart, Costco’s workplaces are organized in ways that allow
employees to add value. At Costco, there is a deep managerial under-
standing that the correct metric to be used with regard to labor pro-
ductivity is total overall labor costs and not unit labor costs.

BARRIERS TO ADOPTION OF HIGH-
INVOLVEMENT PRACTICES

Given the manifest benefits to shareholders, employees, and soci-
ety alike, why aren’t there more High-Involvement Companies?
Although American managers often say they would like to pay
their employees more, they argue that they can’t afford to do so
and simultaneously keep the prices of their products competi-
tive. As one CEO explained, “I would treat my employees as well
as Starbucks treats theirs, if I could charge the equivalent for my
product of $3 for a cup of latte!”

But managers who assume that higher profits drive better
working conditions have their logic backwards: there are compa-
nies in virtually every industry that are profitable because they pro-
vide good jobs. As Starbucks’ CEO, Howard Shultz, explains, the
high-quality customer service that makes it possible for his com-
pany to charge a premium for its coffee results from the investments
it makes in employees. He says Starbucks is able to offer its
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employees—even part-timers—-“health coverage, stock options
and discounted stock purchase plans, retirement savings plan,
extensive training, a fun, team-oriented work environment . . . and
tuition reimbursement for eligible employees with one or more
years of service” not because the company charges a lot for a cup of
coffee but, rather, because its highly productive, customer-sensitive
employees allow Starbucks to do so. Ditto the productive contribu-
tions of employees at such diverse companies as UPS, Whole Foods,
and Goldman Sachs.

The reason high-wage High-Involvement Companies have lower
total labor costs than their low-wage competitors is thus misunder-
stood. It is commonly assumed that the greater a company’s profit-
ability, the greater the benefits it can provide. In fact, the opposite
is—or can be—true. It often is because companies involve their
workers in decision making, reward them fairly for their efforts,
and provide them with good training and career opportunities that
their employees reciprocate in terms of much higher productivity
than workers in comparable, but low-wage, companies.

For example, there is a virtuous circle at High-Involvement Com-
pany SAS: this software producer offers more security and lifestyle-
friendly benefits than its competitors, and, in turn, its employees
seek to build long-term relationships with customers instead of
going for one-off transactional sales. Obviously, treating employees
well doesn’t always produce better business results, but there are
numerous examples of the two factors being mutually reinforcing.

The ability of American companies and workers to compete
in world markets is greatly hampered by the widely held, but mis-
taken, managerial assumption that businesses need to be success-
ful in order to be able to offer good jobs. Until more executives
understand that companies need to offer good jobs in order for
them to be able to succeed, the nation will be underemploying its
most important resource: the American worker.

How ORGANIZATIONS TREAT WORKERS IS A
MATTER OF CHOICE

Such companies as Nucor, W.L. Gore, SRC Holdings, Alcoa,
Costco, Whole Foods, SAS, Southwest Airlines, Harley-Davidson,
and UPS illustrate the benefits that arise when companies create
workplace practices that meet the legitimate needs of workers, as
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well as those of managers and owners. These companies are at
least as profitable as their competitors, typically more so, and that
profitability in great part results from their leaders addressing the
three deepest needs of workers:

1. Financial resources and security

2. Meaningful work that offers the opportunity for human
development

3. Supportive social relationships

These examples also illustrate that some bad jobs can be turned
into good ones if there is the executive will to do so. For example,
whereas Delphi downsized and off-shored thousands of jobs and
reduced the pay and benefits of its surviving American workforce,
Harley-Davidson—in the same industry and with the same union—
increased its U.S. manufacturing business, added jobs, and operated
profitably because it turned Rust Belt manufacturing jobs into “good
work” for its nearly ten thousand blue-collar employees. The com-
pany now competes successfully in the global export market against
companies from low-wage countries. It is able to do so because its
leaders were willing to create a viable business model based on High-
Involvement practices. The top managers at Harley-Davidson and
Starbucks should be regarded not as exceptions but as role models for
other leaders who choose to change their employment models.

The statement “I have no alternative” is one of the surest indi-
cators of leadership failure. Great leaders create viable options
where others see none: they look for alternatives that haven’t been
tried, or for ones that others assume “won’t work.” They take the
extra step and search for actions that serve all their stakeholders.

Recall that the CEO of Wal-Mart said that he has “no choice”
but to pay his workers poorly in order to keep his costs down. Yet
Wal-Mart’s business model wasn’t etched on stone tablets. Instead,
it resulted from numerous choices made by Wal-Mart executives
over many years. When the company’s founder, Sam Walton, was
alive, he made the following choices:

* He involved his employees in a generous stock ownership
program.

* He encouraged his employees’ engagement in making the
enterprise successful.
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* He personally continued to live frugally in the same middle-
class neighborhood where he had begun his career.

* He took a relatively small salary, compared to other CEOs at
the time.

In contrast, subsequent executives at Wal-Mart have made dif-
ferent choices in each of those regards.

Wal-Mart has chosen to favor investors over workers when it
could have chosen to meet the needs of both, as Costco does. To
be fair, Wal-Mart’s executives are under constant pressure from
Wall Street to make pro-shareholder choices. Indeed, Costco exec-
utives face the same pressure: in a 2005 New York Times article, a
financial analyst argued that Costco should stop mollycoddling its
workforce by paying such a large percentage of their health care
premiums and, instead, reduce the company’s contribution and
then pay the savings out to its investors.

Much as Wal-Mart executives have chosen to accede to pressures
from the investing community, Costco’s leaders have chosen to
reject them. In turn, investors are free to choose which of those, or
other, companies to invest in. And workers also have a choice among
employers . . . and Costco’s High-Involvement working conditions
give it an edge in competition with its rivals for the most productive
employees. Such choices are the essence of a free-market economy.

The clearest demonstration that managers are free to
choose occurred in 2007 when Wal-Mart’s CEO suddenly—and
surprisingly—announced the following changes:

* The company would offer health insurance coverage to more
of its workers.

¢ It would support legislation to raise the minimum wage.

¢ It would henceforth be a global leader in its environmental
practices.

What had changed? The primary reason for the CEO’s
about-face was the negative publicity the company had been
receiving. But apparently the company did learn the positive
lesson that in fact their hands were not tied when it comes to
how they manage.
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Experience shows that it is the options not considered that
come back to haunt managers. When companies get into serious
trouble, it is seldom because they have mistakenly chosen course
A over course B; rather, they failed to consider option C. Execu-
tives who fail to consider creating High-Involvement workplaces
are simply limiting their own range of options.

WHAT You CAN DO IN YOUR OWN
ORGANIZATION

Clearly, not every company can benefit from adopting High-
Involvement practices: there is simply no way in which the mass
manufacturing of clothing can be done profitably in a postindus-
trial, high-wage economy such as America’s. Yet American execu-
tives will find they have more room to choose the type and form
of working conditions their companies offer than they commonly
assume. Remember, it once was widely assumed that no airline
could trust its employees to decide how best to serve customers—
until Southwest did. It once was assumed that no company in the
discount retail industry could succeed while paying its employees
decent salaries and offering them full benefits—until Costco did.
It was assumed that poorly educated blue-collar workers in old-
line manufacturing firms could not be taught managerial account-
ing and then left to be self-managing—until SRC Holdings did.
Once the conventional wisdom was that employees must be closely
supervised and governed by rules—until W.L.. Gore proved other-
wise. And it was assumed that the first thing a company must do
in a financial crisis is to lay off workers—until Xilinx discovered
alternatives.

Today, some say that America has no choice but to export jobs
to the developing world in order to remain competitive in world
markets, and some say that America has no choice but to build
protective barriers around the U.S. economy in order to prevent
the export of jobs. In fact, we have a third, and better, alterna-
tive: by choosing to adopt High-Involvement practices, America
can compete through the efforts and ingenuity of its workers and
managers.
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Issues for leaders at the dawn of the twenty-first century have
not changed much since the days when the American Society for
Quality (ASQ) was formed in the mid-twentieth century. ASQ’s
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work with organizations from all sectors across the globe confirms
key themes that keep being repeated—that organizations are
challenged to

¢ Gain market leadership in the face of rapidly expanding yet
crowded markets

* Improve contribution to profit by lowering costs

® Deliver remarkably good products and services to ever more
discriminating consumers

¢ Stoke innovation to develop new and better products and ser-
vices that edge out the competition

Moreover, these issues remain relevant as the shift of economic
power and competition expands to such countries as China, India,
Korea, Brazil, and Vietnam.

Over the past two decades, we’ve observed another key
theme: too many organizations attempt to address these chal-
lenges through “spot treatment” management. In other words,
they go for the quick fix. There is a hidden danger in getting on
the treadmill of spot treatment management. Cite a problem—
fix it. If you simply treat this and treat that, you have no idea
whether your overall organization is becoming more fit over
time or whether you are building organization-wide capabilities
to achieve goals. In the twentieth century, when organizational
change cycles were longer, you might have survived by putting
out the fires you unwittingly set and relying on time for the
benefits of improved processes. But that approach won’t work
in a future changing as rapidly as it is and destined to change
faster.

Spot treatment thinking has limits. The problem is, you can’t
effectively improve a process in isolation from other processes in
the system or without consideration of how a change in one pro-
cess contributes or detracts from achieving the overall strategic
goals of the organization.

For example, before Ritz-Carlton adopted a systems approach
to management, it operated, like most hotels, using a factory con-
cept with functional departments (for example, food and beverage,
rooms, and purchasing). In a factory approach, if a change in a
task in one function causes a problem in another, it most likely
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isn’t identified until it reaches the customer.! Today, in contrast,
Ritz-Carlton’s systems approach uses a nine-step quality improvement
process to ensure that changes planned for one task involve all
those impacted in other tasks. Ritz-Carlton’s commitment to a sys-
tems approach resulted in the company’s exceeding the industry
average for revenue per available room by more than 300% and
nearly doubling pretax ROI and earnings.”

Here’s another example. Before Caterpillar Financial Ser-
vices takes on a Six-Sigma improvement project, it conducts an
analysis to ensure that the project is linked to corporate strategy,
is aligned to customer and market requirements, and reflects
financial and operational needs and risks. Furthermore, Caterpil-
lar Financial involves suppliers in improvement projects because
Caterpillar views the role of suppliers as an essential element of its
system. As a result of its focus on fixing a problem within the con-
text of the whole, Caterpillar Financial has outperformed the S&P
500 even in times of recession.?

Why aren’t more leaders thinking like that?

OVERCOMING THE ADDICTION TO SPOT
MANAGEMENT

One answer might be that the quick fix offers nearly instant grati-
fication. Reliance on quick fixes can become addictive. It is easy
to get hooked on them because they are easier to underwrite, and
offer immediate results. Why select a more arduous and higher-
cost longer-term fix when you can embrace an investment that is
certain to yield an immediate return? Although a quick fix might
alleviate some problems for a while, without a systems approach,
those same problems often reemerge with even greater force and
tenacity.

Another key theme that we are witnessing is that the tenure of
leaders is declining. You need only to listen to the business news
to note that in reaction to reports of disappointing results, stake-
holders seek to remedy poor performance with their own quick
fix by changing out the leader. Given the tyranny of the stockhold-
ers’ demand for quarterly gains, no wonder leaders forgo longer-
term and systemic solutions for the promise of immediate, albeit
shortlived, relief.
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The point is that organizations that choose spot manage-
ment strategies to the exclusion of deploying a systems approach
jeopardize the capability of the organization to sustain success in
the future. And—this is important—applying spot treatments
in the absence of system understanding almost certainly ensures
that the treatments will have limited success.

Systems thinking is an essential ability for leaders who want
their organizations to outperform and outlast competitors in the
twenty-first century. The mandate for leaders is to develop a capac-
ity to think about their organization as a system. They must under-
stand the organization as a whole rather than as a collection or
sum of its functions, departments, or problems.

VIEWING THE ORGANIZATION AS A WHOLE

Systems thinking, a not-so-new idea, is a management revolu-
tion that began in the mid-1940s, led by W. Edwards Deming,
Joseph Juran, and Russell Ackoff, and further developed by Peter
Drucker, Chris Argyris, Peter Senge, and other quality gurus.

Systems thinking calls for a paradigm shift. A systems per-
spective demands that you look at the big picture. Viewing an
organization as a whole allows you to see patterns and make cause-
and-effect connections at a higher level. It helps you understand
the consequences, sometimes unanticipated, of tampering with
a part of the system. Anything less than a systems approach, Dr.
Deming told us, is simply meddling.

Russell Ackoff uses the analogy of a car to explain systems
thinking: “If you take the best parts from each automobile man-
ufacturer and put them together, you wouldn’t have a car that
works. It’s the fit of the parts that determine the function of the
whole system.”*

In systems thinking, it follows that before you can fix one part
of the system, you need to know how the parts of the organization
fit together and how these interactions drive the performance of
the whole.

The good news is that leaders don’t have to reinvent the wheel
to adopt a systems approach. In 1987, the notion of managing
the organization as a system was codified (oddly enough) by an
act of Congress. To improve competitiveness of U.S. companies,
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ExHIBIT 6.1. BALDRIGE CRITERIA FOR PERFORMANCE EXCELLENCE FRAMEWORK.

Organizational Profile:
Environment, Relationships,

and Challenges
2 5
Strategic Workforce
/ Planning Focus -\
A A
1 7
Leadership Results
\
\» . . -/
Customer and Process
Market Focus Management
4

Measurement, Analysis, and
Knowledge Management

Congress created the Baldrige National Quality Award program to
promote best practices shared by high-performance organizations.
Exhibit 6.1 illustrates the systems framework on which the award
criteria are based. The systems operations are composed of the
six Baldrige categories in the center of the figure that define an
organization’s operations and results. All arrows point to the inte-
gration and alignment of processes within a system and emphasize
that all actions point toward results.

DEVELOPING SYSTEMS THINKING AND A
LEARNING ORGANIZATION
Not all organizations using the Baldrige system framework seek

award recognition. Most use Baldrige as a basis for becoming a
learning organization. Organizations that rely on quick fixes don’t
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necessarily learn from their endeavors. To avoid making the same
mistake, you need to share knowledge about what worked and what
didn’t throughout your organization so that other functional areas
with similar problems can apply the solution. Too often, a problem
is solved by one department, but because the solution isn’t shared
with other departments, only one part of the system benefits, while
the rest struggle on. Peter Senge points out that systems thinking
is a necessary component of a learning organization.

This is not the case at Boeing Aerospace Support, which shares
best practices at process councils. Councils provide process leader-
ship and communicate horizontally across Boeing business units to
ensure that the latest processes, procedures, and tools are shared.
Organizational knowledge is shared so that “decisions are made in
the best interest of the company as a whole.” As a result, Boeing
Aerospace Support leveraged its aircraft design, development, and
production capabilities to deliver quality support solutions that
met 100% of the customer requirements on time (95 to 99% of
the time) and at a competitive price.

Systems thinking works as well for a small business such as Pal’s
Sudden Service, a quick-service restaurant, as it does for a behe-
moth such as Boeing. Pal’s has grown to become a major regional
competitor, providing a commodity menu of hamburgers and hot
dogs at seventeen locations in Tennessee and Virginia. Customer
scores for quality averaged 95.8%, as compared with 84.1% for
its best competitor.® So how does Pal’s successfully compete with
large national chains with much larger marketing budgets?

Pal’s systems approach is embedded in the design and use of
its automated information management system. On a daily basis,
the company collects and analyzes store-level and company-wide
data on sales, customer count, product mix, and food and material
costs. Using correlation analyses, the system converts that data into
meaningful information that is used to identify cause-and-effect
relationships among different functional areas, processes, and per-
formance measures and to provide a basis for decision making.
With this analytic tool, Pal’s is able to do all of the following:

¢ Identify how changes in one performance area impact all
other areas
® Make accurate performance projections
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Provide a basis for identifying root causes

Solve problems

Capture improvements and learning to be shared
Take action across the whole company

The success examples of Baldrige recipient organizations, such
as Caterpillar Financial, Boeing Aerospace Support, and Pal’s, sim-
ply touch the surface of results produced by the seventy-six excep-
tional organizations that have adopted a systems approach and
have been recognized by Baldrige for performance excellence.
What their successes demonstrate is that systems thinking pro-
duces dramatic profits, better products and services, delighted cus-
tomers, and a more engaged and satisfied workforce. The “parts”
improve as a result of improving the whole.

Whereas organizations following a systems path have revolu-
tionized the way they manage, other organizations are struggling.
Given that a systems approach works so well, why haven’t more
leaders adopted it? Why isn’t every organization embracing this
tried-and-true solution for better performance? Is it going to take
another twenty years of sharing Baldrige success stories to con-
vince leaders that organizations capable of sustaining success
and outlasting their competitors in the twenty-first century will
be those that manage the whole organization through a systems
approach? Why aren’t more leaders seeing it? What is getting in
their way? What do leaders need to do to join the parade of system
zealots that do “get it”?

OVERCOMING THE ACCOUNTABILITY HURDLE

One reason a systems approach has not been quickly adopted is
that systems thinking requires that the tasks of an organization be
accomplished in work systems that go beyond existing business
unit or departmental boundaries. Work system design has been
traditionally focused around business unit analysis, profit and loss
accountability, and resource allocation. The focus of traditional
work system design is on a functional task (vertical) instead of on
the whole operation (horizontal). Perhaps there was a day when
you could make a profit even if one work area was running in a
different strategic direction than other areas; not so today.
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Today, making a profit requires more careful thought. It is
essential to align work systems to ensure that the work in every
part of the organization optimally aligns with strategic goals.

Don’t worry. The traditional business unit and department
aren’t going away. Nevertheless, the way we organized people into
work systems in the past may not make sense for the future. This
is especially the case as organizations turn to alternative strate-
gies for getting work done, such as outsourcing or colocating ven-
dors at their work sites. The line between an organization’s work
system and its vendor’s work system is becoming blurred.

Two examples include Xerox Business Solutions, which colo-
cates its document copying services at its clients’ sites, and Federal
Express, which provides dedicated point-of-service employees at its
customers’ shipping departments. More and more companies are
outsourcing their information technology management, customer
service, and purchasing functions as a strategy to reduce opera-
tional costs by taking advantage of a vendor’s economies of scale.

Another solution to work system design that evolved out of
systems thinking is to organize people into work teams that cut
across functional areas. For example, SSM Health Care (SSMHC),
a private, not-for-profit health care system, is recognized as a role
model in the health care industry. SSMHC is committed to a sys-
tems approach that relies on cross-functional teams to address
work-related issues and promote communication and cooperation
as well as knowledge and skill sharing. Physicians work together
with other caregivers, administrators, and staff using an innovative
team model called “clinical collaboratives” to make rapid improve-
ments in patient care. For example, improvements identified by
clinical collaboratives for patients with congestive heart failure
and ischemic heart disease produced results that exceed national
benchmarks.”

However, as soon as you shift a leader’s span of control from
managing a department to managing a cross-functional work team,
you put that leader out of his or her comfort zone. Work systems
not bounded as profit-loss or cost centers are generally unpopular,
and even the hint of changing the rules of accountability garners
resistance.

Therefore, leaders must diligently help managers move beyond
their comfort zone and make it over the hurdle to embrace shared
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accountability. For example, at SSMHC, president and CEO
Sr. Mary Jean Ryan and her extended leadership team of nearly
two hundred executives from across the enterprise personally
role-model the team process for building consensus and mak-
ing decisions. To enable people to successfully work together on
teams at the work unit, department, and systemwide level, SSM
leaders ensure that employees participating on teams are trained
in a common language and with a common set of improvement
tools. To reinforce expectations for shared accountability and
decision making at the team level, SSMHC leaders use meetings,
conferences, teleconferences, and learning sessions to share les-
sons learned and best practices.

THE SYSTEMS APPROACH MUST BE
VALUE DRIVEN

Without values, a systems approach is sterile and barren of direc-
tion on how leaders and employees should behave with each other,
with customers, and with suppliers and partners. Values drive
belief systems. If the belief system of an organization reinforces a
focus only on quick fixes (instead of longer-lasting solutions), how
will employees behave? Will they forgo sharing an innovative idea
because they fear that the time frame for seeing results may be
viewed as too long? If the belief system rewards individual perfor-
mance and not team performance, how can an organization hope
to enlist an employee to join a team?

A set of values that drives behavior is the keystone of an effec-
tive systems approach. Leaders must find a way to make sure that
everyone understands the values that drive individual behavior
and how individual behavior affects the whole. To do so, leaders
need many channels of communication, some formal and some
informal.

For example, at Ritz-Carlton, leaders set out the shared val-
ues of trust, honesty, respect, integrity, and commitment, and they
articulated a work environment where diversity is valued, quality
of life is enhanced, individual aspirations are fulfilled, and the
Ritz-Carlton mystique is strengthened. These values are embod-
ied in the Employee Promise. The Ritz Credo further describes
how employees are to behave by pledging to provide the finest
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personal service and facilities for guests. The Promise and Credo
are personally reinforced by leaders and managers in a variety of
forums, including a daily line-up meeting, new employee orienta-
tion, and values training conducted by leaders. Ritz leaders pro-
vide opportunities for two-way communication. Dialogues with
employees help Ritz leaders understand whether employees are
translating values into their day-to-day behavior. To ensure that
leaders are effectively communicating values and gaining the full
support of the workforce, a semiannual employee survey is con-
ducted to provide leaders with feedback. Gaps in leadership effec-
tiveness are addressed with development and systemwide training.
Ritz-Carlton Hotels was twice recognized as a Baldrige recipient
for its role-model performance.

MAKING IT HAPPEN: HOwW TO CHANGE TO A
SYSTEMS APPROACH TO MANAGEMENT

Assuming you have decided to change to a systems approach to
management, change efforts require buy-in to ensure success.
Winning the support of leaders, managers, and employees is
essential in any change effort. How are you going to make this
happen?

A key theme that ASQ has observed is that if the effort to
adopt a systems approach falters, it is because the organization
focuses its buy-in strategy on addressing the why we need to change
and not the how we are going to make the change.

It is not sufficient just to establish agreement on why an orga-
nization should shift to a systems approach. In general, there is
little resistance to “why.” The facts speak for themselves in terms
of customer, workforce, financial, and market success of organiza-
tions using a systems framework to achieve performance excel-
lence. So why is there resistance to change?

The problem arises when an organization does not gain agree-
ment on exactly sow this change should be accomplished. That’s
where the pushback comes into play. True buy-in and engagement
occur when a leader can also gain agreement on the key steps for
how the change to systems thinking is going to be accomplished.

So how do you change to a systems approach? There are
stages.
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First, as a leader, you have to decide you believe in a systems
approach. You have to make a sufficient investment in your own
knowledge and commitment. Get a dose of inspiration by speak-
ing with the CEO of a Baldrige or state quality award recipient
company. For example, Horst Schulz, former CEO of Ritz-Carlton,
followed this path. He is now the president and CEO of West
Paces Hotel Group. It has been nearly a decade since he left Ritz-
Carlton, yet during a recent occasion to speak with him, it was
clear that he is an even stronger zealot for a systems approach to
excellence than ever before.

Second, help your organization build broad support to view the orga-
nization as a system. This requires a discovery process, which may
involve conducting an assessment to explore how the organiza-
tion is working now and how the different components might
look from a systems perspective. For example, all the companies
cited in this chapter took this step and conducted an assessment
using the Baldrige criteria. Another method for personal immer-
sion is to download a copy of the Baldrige Criteria for Perfor-
mance Excellence® or attend the Quest for Excellence to hear
how leaders and employees talk about how their organizations
used Baldrige.

So prepare for two things: the investment of your time to
learn, experiment, and learn more, and a commitment to a jour-
ney toward performance excellence that will take years. Oh, you’ll
get results sooner than that, but they won’t take the form of a
quick fix. Instead, the results will be reflected in your organiza-
tion’s strengthened capability to sustain longer-term success.

Third, working with the findings of the assessment, you
must craft a plan on how your organization is going to move from its
current state toward a systems approach. Then you have to deploy
these ideas throughout the organization. Over time, the systems
framework will mature, and the strategy will become firmly
embedded. It will no longer be a change strategy, but the way
the organization operates.

Every organization is facing a changing economic environ-
ment. With every tick of the clock, new organizations are created
and others fade out. From our vantage point, it is clear that orga-
nizations capable of sustaining success and outlasting their com-
petitors in the twenty-first century will be those who break their
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addiction to spot management and turn to managing the whole
by using a values-based systems approach.
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PART TWO

ORGANIZATIONAL
CULTURE

Values, Emotions, Hope, Ethics, Spirit,
and Behayior

Part Two focuses on some of the so-called softer issues of running
an organization—topics that are just as important as being vision-
ary and setting strategy.

Mutual of America’s chairman Thomas J. Moran sets the tone
with his chapter on the values he learned working in his first
jobs—as a janitor, fry cook, cab driver, and office assistant. He
learned the importance of a strong work ethic, pride and joy in
one’s work, self-respect, integrity, hard work, positive reinforce-
ment, ongoing training, and workplace diversity. Organizations
that embrace these values are the ones that will survive in the
future.

Charles Handy has been an executive, professor, lecturer, and
author. In his chapter, he describes how many offices today “seem
to be prisons for the human soul for many of their occupants.” He
shows how organizations need to change, how capitalism needs
to be redefined, and how a good business is a community with a
purpose.

Organizational performance consultants Jon R. Katzenbach
and Zia Khan show how organizations can survive and thrive if
they tap their employees’ emotions. Their chapter describes the
amazing turnarounds of a GM plant that was slated to shut down,
a failing NYC public school, Aetna when it was near financial
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collapse, and Bell Canada’s shrinking profit margins and market
share—all organizations whose leaders turned them around by
creating emotional bonds with their teams.

Executive coach and consultant Richard J. Leider looks at the
value older workers bring to organizations. Rejecting the idea of
traditional retirement, he discusses how the one hundred million
people over the age of forty-five want to work longer, and notes
that 80% of workforce growth will be in the category of workers
over fifty. Moreover, mature workers have much to offer: experi-
ence, reliability, knowledge, loyalty, and stability. Organizations of
the future need to know how to capitalize on the talents of the
“new elders.”

Dean and management professor Ira A. Jackson considers how
Peter Drucker would view today’s organizations that encourage
their employees to be creative, to connect with people in new ways,
and to be socially conscious and give something back. Jackson
describes a wide variety of organizations that do this: Google, orga-
nizations that develop teachers to work in inner cities, and others
that bring together businesses, governments, and nongovernmen-
tal organizations to make the world a better place.

Professors Lee G. Bolman and Terrence E. Deal identify four
ways to create ethical communities: a factory approach that rewards
excellence and individual authority; a family approach that offers
caring and love to its workers; the corporate jungle, where justice
and power govern but can be used effectively and for good; and
the temple, where employees are tied together by their shared faith
in an organization that is doing something significant.

The final chapter in Part Two looks at the success of a voca-
tional and arts school for economically disadvantaged and
underserved students, founded forty years ago by Bill Strickland.
He describes his goals for the school and how he has achieved
them—and he provides ideas for other organizations in educa-
tion, community development, and the social sector.
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Thomas J. Moran was appointed chairman of the board of Mutual of America
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since 1994. Mutual of America is among the most highly rated life insurance
companies in the Uniled Stales, specializing in providing relirement and
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recognized for his caring leadership style and has been quoted in BusinessWeek
on the subject of “what leaders owe.” In addition to his extensive business
experience, Moran is an active supporter of the social sector. Over the last several
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Sri Lanka, Ethiopia, and Haiti in his role as the chairman of Concern
Worldwide (U.S.), an international humanitarian relief organization, which
operates in twenty-nine of the poorest countries of the world.

One of the more challenging aspects of the future is that it is unpre-
dictable. Organizations of the future may have to deal with situations
that none of us can even imagine today. So how do you prepare for
this level of uncertainty? In giving this question some thought, I real-
ized that organizations and people face that same challenge of not
knowing what is waiting around the next corner. In life and in busi-
ness, we see individuals and organizations that are able to accom-
modate almost anything and others that are devastated by the first
bump in the road. So what is it that prepares us for the uncertainty
of the future? As I searched for the answer, I found it close to home:
one more life lesson learned from my parents’ example.

77
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THE STRENGTH OF AN ORGANIZATION—AND
ITS EMPLOYEES—DETERMINES ITS SUCCESS

I’ve watched over the last three years as my father has lost virtu-
ally all of his physical ability to the ravages of the degenerative
neuromuscular disease ALS, commonly known as Lou Gehrig’s
disease. This is obviously not something that any of us could have
anticipated or planned for. Yet I've seen in both of my parents the
same great strength that I have always admired and respected. It is
their spirit and character that has allowed them to deal together
with my dad’s terminal illness. They have demonstrated that genu-
ine strength does not come from how tall a person can stand or if
he or she can stand at all. It comes from the spirit and character
of the individual. I believe that an organization’s ability to deal
with the uncertainty of the future must also come from its own
internal strength, as embodied by its employees. In this chapter,
I explore the qualities of the organization of the future that will
assure its success and its ability to respond properly to unexpected
future events.

The successful organization of the future will have to be able
not only to attract and retain talented employees but also to
inspire those employees. My view of the organization of the future
does not come from any experience I might have had if I were
a university professor or a management consultant. Instead, my
perspective comes simply from my own life experience as the chief
executive of a company that competes successfully in the highly
competitive financial services industry. It has also been largely
influenced by my work experiences as a very young man.

THE VALUE OF A STRONG WORK ETHIC

At the age of fourteen, I began my working career, starting with a
job as a janitor at my high school. The lessons I learned from the
full-time janitors, Arty, Frank, and Dominic, provided me with a
foundation that I believe has been invaluable to me and will be
important to the successful organization of the future. As you can
imagine, at the age of fourteen I was young, energetic, and eager
to prove myself and make sure I was worthy of that $10 per day
salary. Most of all, I was eager to learn. I watched and learned
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as my three generous mentors taught me the skills I needed to
do my job.

What I saw were men who were true professionals and who
treated their job with respect. I found that although they seemed
ancient to me at the time (I now doubt that any of them had yet
reached fifty), I could not complete what would appear to be a
simple task, such as mowing the football field lawn, with the same
precision or efficiency as these three professionals. Their work
had reached the level of art, with its own rhythm that only comes
from respect and commitment to excellence.

The successful organization of the future will need to have
employees at all levels of the organization who truly understand
and appreciate the importance of their role to the organization’s
overall success. Also important, it must have leadership that accepts
each individual as being essential to his or her organization.

THE IMPORTANCE OF PRIDE, JOY, AND
RESPECT AT WORK

Following my janitorial experience, I worked as the French-fry man
at Nathan’s, as a short-order cook at a dental factory, and as a cem-
etery worker. All these experiences reinforced what I had already
learned at the age of fourteen. At Nathan’s, I worked alongside
Benny the hot dog man. In addition to being the very best at his
trade, Benny knew how to make his job fun, singing out “a pound
of bread, a pound of meat, all the mustard you can eat, give your
tongue a sleigh ride.” The sense of pride and joy in his job was
infectious and made all of us enjoy our own jobs that much more.

What I also learned over those early years was that respect
for the work you do also translates into respect for yourself, and
that true self-respect makes all parts of your life better. I feel
fortunate to have worked in those early years with people of
great talent and passion.

THE POWER OF THE AMERICAN DREAM

Working as a taxicab driver in New York City during my college
years, I learned about the power of the American dream. My years
of driving a cab were during a time when many college-age students
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were out protesting the Vietnam War. But my college experience
was quite different. Everyone I met at the garage while I was wait-
ing for my cab to come in from the day shift was hoping for some-
thing more from life, either for himself or his children. And, in the
United States of America, those dreams can be realized. Strangely,
it might have been while driving a taxi at two o’clock in the morn-
ing that I developed my passionate belief in the greatness of our
country. I came to understand how hard people are willing to work
under what can at times be extreme conditions, just because of the
promise offered by that American dream.

The successful organization of the future will not look at where
you came from or what you look like. The organization’s leader-
ship will understand that what is important is that you believe in
the American dream and that you know that your dream can be
realized in that successful organization.

INTEGRITY AND HARD WORK WILL GET
YoU FARTHER THAN ANY SHORTCUT

Being of Irish descent, I can tell no story without some mention
of an Irish pub. I probably spent more time than I should have
in my youth seeking inspiration in those pubs. But there was one
lesson that I have always remembered. One late night, a fellow
decided to have some fun: he threw all of his change into the
crowd and then stood back watching as everyone scrambled for
his money. I watched and held my place, deciding then that it was
much more rewarding to make my own way rather than stoop to
pick up someone else’s money.

The successful organization of the future will, in my opinion,
comprise individuals who rely on their own integrity and hard
work and do not look for the easy shortcuts. As I’ve already noted,
the fight among organizations for talent will intensify in the
future. Strangely, the smaller organizations will have the advan-
tage. Young people with talent will be looking for opportunities
that are more personal and exciting. They will fear getting lost
in the bureaucracy of the larger organizations. Small organizations
will offer the promise of a more intimate work environment and
an array of experiences. All organizations striving to be successful
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will have to demonstrate that their organizations offer opportunity
and an exciting personal environment.

MAKE SURE YOUR EMPLOYEES KNOW
THEY RE IMPORTANT TO THE OVERALL
ORGANIZATION

My own experience is one that I believe represents the possibili-
ties that must exist in the successful organization of the future.
Almost from the start of my business career in 1975, I was made
to feel important to the organization. My immediate supervi-
sor, Juana Luna, led by example and challenged me to commit
myself to learning the pension business. And she did this with a
great deal of knowledge and personal warmth. From the first day,
I knew she believed in the importance of the services provided
to our customers and genuinely cared about me and my having
a future with the company. I felt that I had an important job with
great opportunity for advancement. Of course, when you start as
the person who attaches paper clips to contract pages where they
have to be signed, it is a little easier to see “great opportunity for
advancement.”

It wasn’t just Juana Luna who made me feel as if I were impor-
tant to the company. It was also the president and CEO at that time,
William J. Flynn. Those pages that I paper-clipped were to be ulti-
mately signed by Mr. Flynn. When I had a stack of contracts ready
for signature, Juana Luna would send me over to the president’s
office to ask him to sign the documents at the spots I had desig-
nated with my paper clips. He always welcomed me into his office
and not only made me feel comfortable but also took the time to
make me feel as if I were an important part of the company. While
he was signing, he would talk with me and ask how I thought the
company was doing. It was clear to me at the time that he genu-
inely cared about me and was interested in hearing my thoughts.
He later became a close friend, and, even after he retired as CEO
in 1994, he remained a great mentor. Throughout our company, it
was always known that Bill Flynn would be there for you if you ever
had a problem. That level of care and commitment to the employ-
ees instilled loyalty throughout the organization.
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Today the signatures on the contracts are, of course, all com-
puter generated, and there is no one with the awesome responsi-
bility of paper-clipping pages for signing. But we still try to make
working at our company a personal experience with concern for
each employee’s well-being and a clear interest in the advance-
ment of our employees. On their first day, employees are given
a warm welcome from the human resources department and a
briefing on the array of employee benefits that are available. Also
important, on that first day we discuss the various activities in
which they can get involved, beyond their business responsibilities.
These include a variety of sports programs, a theater program,
and the charitable events that are a hallmark of our company.
There are also occasions throughout the year for employees to
come together and enjoy each other’s company, such as one of the
anniversary celebrations or the sports and recreation reception,
where all the teams are recognized for their efforts and success in
representing the company. All officers of the company are invited
to these events, and they mix with the other employees, especially
those who are new to the company.

The most important event is our annual employee meeting,
in which the results of the prior year are communicated to every
employee of the company. Also communicated at this meeting are
the company’s strategic plan and the goals for the upcoming year.
This meeting is also an opportunity to reinforce the values that
are the foundation on which the company is built and that are the
underpinning of our mission statement.

ONGOING TRAINING Is CRITICAL
TO SUCCESS

Training will continue to be a vital element of success for the
organization of the future. When made an integral part of an orga-
nization, training can serve as the bond that secures the future
of the organization. It is an opportunity to emphasize the impor-
tance that the organization places on each employee, and it allows
the employees to develop personal relationships that extend
beyond their own immediate work group.

Initially, this training takes place as an orientation program
and can be the source of relationships that will develop over
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the long term and introduce employees for the first time to the
mission and goals of the company. As training continues over
the years, it becomes more specialized, while still continuing to
emphasize the importance of each employee and the expansion
of understanding that is essential to the successful fulfillment of
the organization’s mission and goals. Organizations can capitalize
on this investment by challenging their employees to use their
in-depth knowledge of the organization to identify innovative
opportunities to improve the competitive position of the orga-
nization and enhance the products and services provided to
customers.

Every employee is essential to the organization and must have
the opportunity to participate in training. In successful organiza-
tions, leadership is nurtured and developed as a part of the train-
ing program. It is not the exclusive province of the senior-level
officers but of all employees. Training needs to focus on the devel-
opment of job skills, while also emphasizing the importance of
ideas and having the ability to properly communicate those ideas
and work collectively.

Training also highlights the important distinction that exists
between bosses and leaders. In my opinion, anyone can be a boss.
All you need is a loud voice and a certainty that you are never
wrong. Bosses can ruin an organization. Leaders, in contrast, share
their ideas and communicate their vision in a way that co-opts others
to join with them in support of that idea. Leaders are not afraid to
seek out differing opinions and opportunities for improvement. At
any given moment, leadership may be required from any one per-
son within the organization. At that time, the employee involved
must fully understand the ethos of the organization and have the
training needed to make the right choices.

Another important aspect of training is that it demonstrates
an organization’s loyalty to its employees and their future. Success-
ful organizations of the future will have capable employees who
are confident of their positions and their future within the organi-
zation. This requires that every employee understand and accept
that change is part of the culture of the organization. They must
also understand that the organization is committed to preparing
them for the changes that lie ahead, but that it is up to them to
embrace those opportunities.
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The preparation of employees for the changes that are nec-
essary in every successful enterprise are often ignored, leaving
the organization with groups of individuals who may be willing
to commit themselves to the organization but who are unable to
participate in its future success because of a lack of training and
preparation for change. Ultimately, these employees become
redundant and can be the eventual target of downsizing. Training
helps assure employees of their role in the organization’s future.
I'would describe this as the loyalty that the organization owes to its
employees. This is a clear reflection of the organization’s commit-
ment to the personal development and security of its employees.
It also assures the employees of a challenging and exciting work
environment and their participation in the continuing success of
the organization. The combination of a personal interest in the
welfare of the employees and the excitement of learning results in
a workforce that is more productive, stable, and secure.

DIVERSITY IMPROVES ORGANIZATIONS

Successful organizations of the future will embrace diversity not
only because it’s the correct practice but also to reap the benefits
it brings to an organization. Diversity strengthens organizations
by allowing for a melting pot of experience and a larger pool of
talent from which to choose. Each individual’s unique experience
will serve to enrich the overall culture of the organization and
provide for a more interesting work environment.

The diverse work environment should include the often over-
looked talent of physically challenged individuals. The physically
challenged offer the same benefits to the organization that can
be found in all other groups. For a variety of reasons, too many
organizations often overlook the opportunity of hiring talented
individuals who have already shown the strength of character
needed to overcome the challenges of their physical ability. The
skills and talents of these individuals can make a powerful contri-
bution to the overall success of the organization. As competition
for talent becomes even more important, successful organizations
will develop the skills to hire the best talent available, including
those who are physically challenged. Broadened diversity will
also enhance the organization’s ability to better understand its
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customers, who will also likely represent the increasingly diverse
nature of our country.

YOUR ORGANIZATION'S VALUES
MusT BE VISIBLE

As previously mentioned, the successful organization of the
future will not only attract quality employees but also excite those
employees in ways that will make the organization a more attrac-
tive choice for employment. Profits and share price are always
important, but they are the result rather than the cause of employee
satisfaction. The organization must have demonstrable values that
go beyond the need to increase profits or raise share price. These
values must be visible and clearly understood by the employees
and should demonstrate the power of the organization to be an
influence for good. And, when you live these values, there are sev-
eral things that begin to happen. The organization will be a better
place to work and will become more successful. Something else
will also happen: the organization and its employees will want to
play a larger role in shaping society.

Mutual of America’s values and ability to be an influence for
good can be seen immediately in the composition of its board
of directors. They are individuals of diverse and celebrated back-
grounds who have a broad perspective and proven record of
leadership and accomplishment in various sectors, including
business and management consulting, legal and public affairs,
economics and finance, health care, and education. Various mem-
bers of the board have been recognized in their personal and
professional lives for their own positive contributions to the bet-
terment of society. Collectively, they have encouraged the compa-
ny’s support of and involvement in numerous opportunities that
help define us and create a sense of pride among our employees.
Over the years, we have been involved in and supported financial
literacy programs, meetings of Nobel laureates, health care and
educational programs organized by several of the large national
charities, international relief efforts, the Public Broadcasting Sys-
tem, and the peace process in Northern Ireland.

For more than a decade, our foundation, through its Com-
munity Partnership Award, has identified organizations that have
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created a partnership of the private, governmental, and social sec-
tors with a program that can be easily replicated and that success-
fully addresses a need in our society. Each year, an awards dinner
is organized that includes the top three Community Partnership
Award recipients, our board of directors, and our senior officers.
Avideo of the top program along with a brochure highlighting
each of the top ten programs is also distributed around the coun-
try and at luncheon ceremonies held in the hometowns of each of
the top ten award recipients. The Community Partnership Award
is a highlight of each year’s Mutual of America annual employee
meeting. It is introduced along with an overview of the other
philanthropic programs in which the company and its employees
participate.

GIVING BACK HELPS EVERYONE

Virtually 100% of Mutual of America’s employees participate in
philanthropy, whether through financial support, volunteering
their time, or both. The passionate commitment made by the
employees to giving something back is a hallmark of our company
and is an important part of our success. Successful organizations
of the future will understand the importance of this level of vol-
unteerism toward the creation of a caring work environment that
both attracts and retains the highest-quality employees. Philan-
thropy on the part of the corporation and its employees is another
important aspect of ensuring that employees are given an oppor-
tunity to look beyond the walls of the organization in a manner
that will excite them and make them proud of the organization
for which they work.

CONCLUSION

So, again, what is it that prepares us for the uncertainty of the
future? None of us can ever be certain of what is waiting around
the next corner, but with committed, talented, and motivated
employees, organizations of the future will be able to adapt effec-
tively to whatever the challenges may be, and to expand and
prosper. The organization that is prepared in this way will be pro-
fessional in every aspect of its business and passionate in its com-
mitment to its employees, customers, and society at large.
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Respect, ethics, excellence, pride, joy, opportunity, and loyalty
will be much more than words. These will be the values by which
the organization is guided each and every day. Employees will pro-
vide the inner spirit and character of the organization and will
allow it to continue its mission and to thrive. And, finally, if it does
all these things, the organization of the future will be respected
for its products and services and admired for its contributions to
society.
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It is often wise to look back in order to move forward. I once lived
and worked in Windsor Castle; our home was originally part of the
palace of King John. It was from our courtyard that he rode out
in 1215 to put his seal on the Magna Carta—an early version, per-
haps, of a stakeholder contract (and note that he agreed to this
contract only under extreme pressure). I ran conferences there on
societal ethics, and I used to ask the participants to look around
them. There had been a castle and a monarch in that place for
nearly a thousand years. The castle was still there, a monarch still
resided in it, and the sovereign’s flag still flew above it. Like it or
loathe it, you had to give the monarchy full marks for resilience.
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But although things still looked the same on the outside, what was
happening on the inside was very different. Change, I suggested,
was often easier if you kept the form but changed the substance when
the world around you changed.

I would then take my conference participants into the great
and wonderful chapel of St. George across the courtyard, where
the kings of England are buried. I would ask them to stand
beside the tomb of King Charles I, the one who was beheaded
because he refused to change the substance of his role to meet the
needs of a changing society.

TOo SURVIVE, ORGANIZATIONS
NEED TO CHANGE

Could the same fate befall the corporations that have served us
so well in the past if they do not change their ways? They were
extraordinary social inventions back in 1550, when the twin ideas
of the joint stock company and limited liability were first con-
ceived and applied in Britain. Down the centuries, however, those
good ideas have had some unintended consequences. To drive
through the old communist countries of Eastern Europe, as I did
during the summer of 2007, is to see history recorded in the city
skylines, a very visible example of how power is transferred as soci-
ety changes.

There are the old castles of the kings and the barons, which
are now museums. Then came the huge concrete edifices of the
communist regimes, parliaments of the people today, but even
these are now hidden behind the glossy new glass towers of the
corporate businesses. To the average passerby, it seems clear where
much of the real power now lies in most societies. The organiza-
tion of the future has to balance that power with the responsibility
that inevitably comes with it. That is the challenge, and it begs the
ultimate question: For whom and for what does an organization
exist? The old answers are not enough anymore. The organiza-
tions of the future can no longer live in a world of their own mak-
ing. They are too important to the rest of us for that.

Those towers, today, are full of uncomfortable paradoxes.
They are clothed in glass, yet you can’t see into them. Proud sym-
bols of the new democracies, they are as centrally controlled as
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the communist regimes they displaced. The names on their doors,
which are often paraded on their rooftops, are, as often as not,
a set of meaningless initials. They are, of course, no different
from—and are often offshoots of—their counterparts in our older
democracies of the West.

To the layman, in every country, these are anonymous organiza-
tions, run by anonymous people, themselves the appointed agents
of anonymous investors, represented, as often as not, by anony-
mous institutions in similar towers. You cannot blame that passerby
for thinking that power and wealth had somehow gotten out of his
or her control, that somehow the individual’s concerns and those
of the wider society were in danger of being ignored. That is, if the
person thinks about it at all. Perhaps the real problem is that too
many people don’t, that they just assume that it is the way it was
ordained to be—rather as our forebears thought of slavery until its
social and moral flaws were brought to their attention.

MANY WORKPLACES ARE PRISONS
FOR THE HUMAN SOUL

Office towers are the knowledge factories of the new economy.
Cleaner and more elegant than the factories of old, they can still
seem to be prisons for the human soul for many of their occu-
pants. For example, even lawyers in smart firms can be required to
deliver three thousand billable hours per year. When forty hours
per week for fifty weeks totals only two thousand hours, it is clear
that there is not much of life left to such people outside their
factory. It may be well-paid and voluntary servitude, but it’s still
servitude—and these lawyers and other professionals in similar
situations are the fortunate ones. Others are not even well paid! It
is time to ask, “What are we doing to ourselves, and why?”

Of course, those towers may not last. The office in one of
them where I once sat is now the living room of a smart apart-
ment block, because who needs so many people in one building
anymore in this age of the virtual? It is fashionable, too, for some
organizations to prefer a campus to a tower, looking more like a
university and often structured like one as well, with semiautono-
mous groups bonded into a federalist whole. But even these cam-
puses will be surrounded by high fences, with guards at the gates,
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still off-limits to the ordinary citizen, still mysterious, still answer-
able to no one save themselves and their investors. The cui bono?
question—for whose benefit do they exist?—is still begging. Of
course, that is not the way all those mostly well-meaning people on
the inside see it. They are just doing their best in a difficult world.
That’s what King Charles I thought, too.

CORPORATIONS NEED A CULTURAL SHIFT

The questions get bigger. Francis Fukuyama and others have
argued, and many statesmen have assumed, that a combination of
liberal democracy and open-market capitalism would be the ulti-
mate answer for a successful society. But democracy and capitalism
can be uneasy bedfellows. If capitalism is not seen to be work-
ing for the demos, the demos could destroy it. Not by revolution,
but by entangling it in so many restrictions and requirements
that its vigor would be irreparably damaged. To passersby, those
towers or barricaded campuses do not seem to be working for
anyone’s good but their own. Ironically, that feeling is strongest
in the developing world, where the beneficial effects of capitalism
are most needed.

We do urgently need a cultural shift in the way corporations
behave and the way they are perceived in the wider society. That
is why this book is so timely and so important, for governments
typically do not move until they believe that their moves will be
welcomed by a substantial section of the voting public. Therefore,
change must initially come from the outside, from the key par-
ticipants, from opinion formers and activists, from people like the
authors of this book.

How did it get this way? How did such historically good ideas
get corrupted? How can we rescue the good and eliminate the
bad? There is a pile of good ideas already on the table. Transpar-
ency, accountability, and governance structures are probably at the
top of the list, but I worry more about the big question that sits
underneath these more technical issues. What is a business for, or
even, perhaps, who is it for? More concretely, how should a busi-
ness define success, and how measure it?

We need also to pay heed to two other reminders from the
past, this time from Adam Smith, the Scottish moral philosopher
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turned economist. Most businesspeople will know of his theory
of the invisible hand, which appears to legitimize self-interest.
They do not realize that Adam Smith had assumed that his read-
ers would also know about his earlier book, The Theory of Moral
Sentiments, in which he argued that what he called “sympathy” was
essential to bond a society together. We need both self-interest and
sympathy in business and society—and in our organizations.

Adam Smith also said this: “A profitable speculation is pre-
sented as a public good because growth will stimulate demand,
and everywhere diffuse comfort and improvement. No patriot or
man of feeling could therefore oppose it. But the nature of this
growth, in opposition, for example, to older ideas such as cultiva-
tion, is that it is at once undirected and infinitely self-generating
in the endless demand for all the useless things in the world.”

Adam Smith would, I think, despair of the way in which the
creativity and energies of our businesses today are so often directed
to such trivial ends. Can we insert a touch more cultivation into our
corporate charters along with more sympathy? The organizations
of the future will, more than ever, hold the main levers of change
in society. Governments pass laws and regulate; organizations make
things happen. Increasingly, they are the main communities, how-
ever fragile, in most people’s lives. It behooves them to think more
deeply than before on what sort of world they want us to live in.

The future is not all bleak. Legal experts assure us that the
corporation has much more freedom than some would previously
have granted it to define its own destiny, and there is a growing
body of different models to choose from. It is even possible that
the spate of scandals in recent years and the looming problems
of climate change are helpful, in that they have begun to arouse
the interest of the previously unconcerned. Cultural change needs
triggers to get it started, then it needs its advocates.

THE Bic QUESTION: WHO AND
WHAT IS A BUSINESS FOR?

If we cast history and preconceptions aside, it does seem odd (to
say the least) that those who provide the money for an enterprise
should have more clout and power over its destiny than those who
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actually create its wealth. The idea that those who provide the
finance are the rightful owners and therefore entitled to decide
the purposes of the business, rather than being just its financiers,
dates from the early days of business when the financier was genu-
inely the owner and usually the chief executive as well.

Now that the value of a company largely resides in its intellec-
tual property, in its brands and patents, and in the skills, creativ-
ity, and experience of its workforce, it can seem unreal to think
it right to treat these things as the property of the financiers, to
be disposed of if they so wish. This may be the law, but it hardly
seems like justice. Surely those who carry this intellectual property
within them, who contribute their time and talents rather than
their money, should have some rights, some voice, in the future of
what they also think of as “their” company? A good business is a
community with a purpose. Communities are things you belong to,
not things you can own. They have members, members who have
certain rights, including the right to vote or express their views
on major issues. It would seem only equitable, too, that dividends
should be paid to those who contribute their skills as well as to
those who have contributed their money (most of whom have not,
in fact, paid any to the company itself but only to previous owners
of the shares).

THE RISE OF PERFORMANCE-BASED PAY

It may only be a matter of time. Already, those whose per-
sonal assets are highly valued—for example, bankers, brokers,
film actors, and sports stars—make a share of the profits, or
a bonus, as a condition of their employment. Others, such as
authors, get all their remuneration from a share of the income
stream (in the form of royalties). This form of performance-based
pay, where the contribution of a single member or a group can be
identified, seems bound to grow along with the bargaining power
of key talent. We should not ignore the examples of those organi-
zations, such as sports teams or publishing houses, whose success
has always been tied to the talents of individuals and who have
had, over the years or even the centuries, to work out how best
to share both the risks and the rewards of innovative work. In the
growing world of talent businesses, employees will be increasingly
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unwilling to sell the fruits of their intellectual assets for an annual
salary.

As it is, a few smaller European corporations already allocate
a fixed proportion of after-tax profit for distribution to the work-
force. This then becomes a very tangible expression of the rights of
the members. As the practice spreads, it will then only make sense
to discuss future strategies and plans in broad outline with repre-
sentatives of the members so that they can share in the responsibil-
ity for their future earnings and for the type of organization they
would like it to be. Democracy of sorts will have crept in through
the pay packet, bringing with it (one would hope) more under-
standing, more commitment, and more contribution.

That may help remedy the democratic deficit in capitalism,
but it won’t repair the image of business in the wider community.
In fact, it might be seen as only spreading the cult of selfishness a
little wider. Two more things need to happen, and they may actu-
ally be starting to happen already.

FirsT, Do No HARM

The ancient Hippocratic oath that doctors used to swear upon
graduating included the injunction “Above all, do no harm.” The
antiglobalization protesters claim that global business today does
more harm than good. If their charges are to be rebutted, and if
business is to restore its reputation as the friend, not the enemy, of
progress around the world, then the chairmen of those companies
need to bind themselves with an equivalent oath.

Doing no harm goes beyond meeting the legal requirements
regarding the environment, conditions of employment, good
community relations, or ethics. The law always lags behind best
practice. Organizations of the future need to take the lead in such
areas as environmental and social sustainability, instead of forever
letting themselves be pushed onto the defensive.

SECOND, FIND A CAUSE

In the new world of the knowledge economy, however, sustainabil-
ity also has to be interpreted at a more human level, as concerns
grow over the deteriorating work-life balance for key workers and



REVISITING THE CONCEPT OF THE CORPORATION 95

the stress of the long-hours culture. Some people worry that an
executive life is becoming unsustainable in social terms. One
would have to be the modern equivalent of a monk, forsaking
all else for the sake of the calling. If the modern business, based
on its human assets, is to survive, it will have to find better ways
to protect its people from the demands of the jobs it gives them.
A neglect of environmental responsibility may lose customers, but
a neglect of this type of social responsibility may lose key mem-
bers of the workforce. More than ever, a modern business has to
see itself as a community of individuals, with individual needs as
well as very personal skills and talents. They are not anonymous
human resources.

More corporate democracy and better corporate behavior will
go a long way to alter the current business culture for the better
in the eyes of the public, but unless they are accompanied by a
new vision of the purpose of the business, they will be seen as
mere palliatives, a way to keep the world off their backs. It is time
to raise our sights above the purely pragmatic. Article 14(2) of
the German constitution states, “Property imposes duties. Its use
should also serve the public weal.” There is no such clause in the
U.S. Constitution, but the sentiment has its echoes in some com-
pany philosophies. Dave Packard once said, “I think many people
assume, wrongly, that a company exists simply to make money.
While this is an important result of a company’s existence, we
have to go deeper and find the real reasons for our being. . . .
We inevitably come to the conclusion that a group of people get
together and exist as an institution that we call a company so
that they are able to accomplish something collectively that they
could not accomplish separately—they make a contribution to
society.”

The contribution ethic has always proved to be a strong
motivating force in people’s lives. To survive, even to prosper, is
not enough for most. We hanker to leave some footprint in the
sands of time, and if we can do that with the help and companion-
ship of others in an organization, so much the better. We need a
cause to associate with in order to provide real purpose to our lives.
The pursuit of a cause does not have to be the prerogative of char-
ities and the not-for-profit sector. Nor does a mission to improve
the world make business into some kind of social agency.
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Business has always been the active agent of progress, through
innovation and new products, by encouraging the spread of tech-
nology, by lowering costs through productivity, and by improving
services and enhancing quality, thereby making the good things
of life available and affordable to ever more people. This process
is driven by competition and spurred on by the need to provide
adequate returns to those who risk their money and their careers,
but it is, in itself, a noble cause. We should make more of it. We
should, as charitable organizations do, measure success in terms
of outcomes for others as well as for ourselves.

You can, however, also make money by serving the poor as
well as the rich. As C. K. Prahalad has pointed out, there is a huge
neglected market in the billions of poor in the developing world.
Companies like Unilever and Citicorp are beginning to adapt
their technologies to enter this market. In India, Unilever can
now deliver ice creams at just 2¢ each because it has rethought the
technology of refrigeration, and also in India, Citicorp can now
provide financial services to people who have only $25 to invest,
again through rethinking the technology. In both cases, they make
money, but the driving force was the need to serve these neglected
customers.

REDEFINING CAPITALISM

There are more such stories of enlightened business in both
American and European companies, but they still remain the
minority. Until and unless they become the norm, capitalism will
still be seen as the rich man’s game, interested mainly in itself and
its agents. High-minded talent may start to shun it and customers
desert it. Worse, democratic pressures may force governments to
shackle the independence of business, constraining its freedoms
and regulating the smallest details of its actions. Capitalism will
have become corroded, and we shall all be the losers.

Alas, cultural change is a slow process. We need great exam-
ples, and we need good interpreters to spread the news of their
work. We also need new words—or, rather, old words in new
contexts—because words often seem to be the bugles that herald
social change. For example, if more organizations talked of their
members rather than their employees, or if they described their whole



REVISITING THE CONCEPT OF THE CORPORATION 97

business as having a social purpose, or if they measured success by
what they achieved for others rather than for themselves, it would sig-
nal a change of priorities.

Ultimately, any changes may need to be bolstered by changes
in company law, but even as those laws now stand, there is great
freedom for the directors of a company to define their purposes
and to decide the allocation of their resources. If they can agree
to pay out hundreds of millions of dollars in compensation to a
parting chief executive without reference to the shareholders, they
can also pay out appropriate rewards to their other members or
contribute to the social fabric of their community. Shareholders
have only the right to elect the directors; what these directors then
decide to do is up to them. Of course, if those directors neglect
their shareholders, the market will punish them, but to make
them the priority is to mistake a necessary condition for a suffi-
cient one—a logical error and, maybe, a moral one. Even share-
holders, or their agents, can be persuaded that sustainability of all
types is, in the long term, good for them as well as for society.

We have more freedom than we think to redefine the nature
of capitalism, to make it more plainly something that works for all.
To do so needs only the will and the energy from those who will
lead the organizations of the future.
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Organizations of the future will increasingly live in a world that is
flatter, faster, and much more chaotic. They will need to respond
in the marketplace before headquarters realizes the game has
changed. They will need employees to provide service that is con-
sistently excellent but flexibly suited to each customer. They will
need to innovate at all levels—big bets on new products along with
constant small-scale operating improvements. These needs already
exceed the capabilities of the formal elements of organizations—
the strategies, structures, processes, and metrics—that managers
drew on heavily in the twentieth century to align behaviors ratio-
nally. Instead, these needs will be increasingly served by highly
responsive organizations that emulate aspects of Southwest Air-
lines, Google, and Apple. Each of these companies complements
its formal constructs with a strong “informal organization”—the
values, networks, and working norms—that mobilizes emotions in
ways that drive higher performance. Our research over the past
five years suggests that leading organizations of the future will rely
less on their increasingly undifferentiated formal organizations
and compete more through their informal uniqueness.

Yet a strong informal organization is not enough. The work
and wisdom of Mary Parker Follett, whose organizational insights
have stood the test of time for over a hundred years now, point
us to an even stronger solution. Follett (who lived from 1868 to
1933) was a Radcliffe-educated management and political theorist
and author of several books about organizations and communi-
ties; her ideas on negotiation, power, and employee participation
were influential in the development of organizational studies. One
of Follett’s most compelling notions was her relentless pursuit of
integration versus compromise, consensus, and “either-or.” She
argued that integration is the ability to obtain the “best of both”
with respect to conflicting and overlapping approaches—that, in
contrast, compromise and consensus lead to the lowest common
denominator of agreement, and either-or simply rejects one for
the other.!

In that spirit, we believe that the most successful organization
shapers of the future will need to work very hard to create organi-
zationally dynamic approaches that can integrate the informal orga-
nization with the formal, finding ways to use seemingly conflicting
approaches to get the best of both. We believe that this notion is
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at the heart of future organizational performance. In our view, the
most important element for obtaining that kind of integration is
in making more effective and purposeful use of the informal ele-
ments of organization. Only thus can the emotional determinants
of behavior be fully mobilized to support the rational elements
driven by the formal organization.

RATIONAL AND EMOTIONAL INTEGRATION

Most organization designs are created to accomplish one or more
rational purposes, such as operating efficiency, marketing position,
financial return, or competitive advantage. The rational approach
to organization design assumes that clear structures and processes
will ensure that the decisions and actions required will achieve their
shared purpose. Success is measured rationally against the competi-
tion by comparing economic results and returns for various constitu-
encies over time. This rationale explains the success of many leading
enterprises of the past, such as General Motors, General Electric,
Citicorp, and Wal-Mart, to name a few of the more obvious.

However, an organization’s performance is highly dependent
on people whose attitudes and behaviors are influenced at least
as much by emotional feelings as they are by logical reasoning. Yet
most enterprises design organizations based primarily on rational
factors, and they assume that the necessary emotional forces will
follow—or that they don’t matter. In situations where urgency pre-
vails, this assumption sometimes holds true. Increasingly, however,
it is the emotional dimension that determines critical behaviors
and, therefore, enterprise success.

How EMPLOYEE PRIDE TURNED AROUND A GM PLANT

Consider the classic story of the General Motors (GMC) manu-
facturing plant in Wilmington, Delaware, in 2000 or so.? For
sound rational reasons, GMC corporate leadership had decided
to close the more than forty-year-old plant over a two-year period
because the investment required to fit the company’s current
product strategy did not make economic sense. The decision was
announced at a gathering of plant employees by a corporate execu-
tive who explained the rationale, expressed his sorrow and concern
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for the workers, and, in the spirit of honesty, added that “there is
really nothing anyone here can do to change this decision.”

When the plant manager, Ralph Harting, addressed the
employees afterward in a very emotional session, he acknowledged
that the plant closing decision could not be reversed. However, he
also issued a compelling emotional challenge that “we still have
two years to demonstrate how wrong that decision was.” With no
promise of either job security or nearby plant opportunities, the
Wilmington workforce set about “proving the bastards wrong.”

And so they did. Within the two-year death sentence, the plant’s
productivity went from the last quartile to the first quartile among
GMC’s seventy-plus plants in North America. In fact, their death
sentence was finally “commuted” for nearly fifteen years, and the
plant is still in modified operation. During the two-year miracle
turnaround, a lot of “rational changes” were made in the operating
processes and procedures of the plant, but the major difference in
its performance came from the incredible emotional commitment
that Harting’s leadership team created throughout the workforce.
For several years afterward, at major employee gatherings, they
played a tape of the “nothing you can do about it” message followed
by Harting’s “proving the bastards wrong” message. And it was usu-
ally greeted with standing applause and open emotional feelings.

In this case, Ralph was able tap into his plant’s unrealized per-
formance potential by using elements of the informal organiza-
tion to instill pride in the day-to-day work—and thereby create
a tighter emotional connection to rational performance metrics.
Truly successful leaders do this all the time, even if their actions
on the formal side are given more press than the informal.

TURNING AROUND AETNA BY CREATING A NEW
CORPORATE IDENTITY

Jack Rowe was a highly respected doctor and hospital administra-
tor with little business experience before he was named the new
CEO of Aetna in March 2000. Aetna was near financial collapse
due to “a perfect storm” of external pressures and internal confu-
sion. Rowe was hardly an obvious choice; in retrospect, however,
it is clear that he was a very wise choice. Within five short years,
Aetna rose like a phoenix from the ashes of near-bankruptcy to
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increase its return to shareholders by more than 700% and go
from a $1-million-per-day loss in 2000 to realizing $1.4 billion in
operating income in 2005. In 2006, when Rowe turned his CEO
role over to Ron Williams, his executive partner in the effort,
Aetna was widely heralded as one of the most successful turn-
arounds in recent North American business history.

The Aetna turnaround story has been told many times in the
business press, but almost always with a focus on the standard
formal elements of their success. These are what the business
press instinctively looks for: strategy reformulation, top leadership
changes, broad organizational restructuring, cost and headcount
reduction, balance sheet strengthening, budgetary control, and
operating rigor. That, of course, is where every turnaround story
starts—and usually where it ends. Not so with the Aetna story.

Rowe knew that the informal identity of Aetna needed as much
repair as the formal. To that end, he created informal interactions,
councils, forums, and networks whose purpose was sharply focused
and whose membership and working approach were highly flexible.
Aetna’s historical cultural values were also injured, but rather than res-
urrect an old corporate value statement (there had been many over
the years), Rowe opened a companywide dialogue with employees at
every level to craft a new “Aetna Way.” As comprehensive and impres-
sive as Aetna’s formal efforts were, they would not have been nearly as
effective without the accompanying informal support that motivated
critical behavior changes in essential parts of the company. These net-
works, communities, and forums created new flows of knowledge and
a resurgence of the pride that people felt in their day-to-day work.

Jack Rowe and Ralph Harting were basically doing the same thing:
mobilizing emotions to motivate higher levels of performance than
can be realized simply through the rational side of organizations.
They accomplished this largely through the informal organization.

FORMAL AND INFORMAL INTEGRATION

Of course there are many similar stories of great leaders who seize
moments of crisis to engender widespread, somewhat irrational,
emotional commitment. Well-known examples include Southwest
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Airline’s early “survival wars” against Braniff, the USMC’s
“restoration of the warrior spirit” after a demoralizing Korean War
experience, and KFC’s recovery after global icon Colonel Sand-
ers died. Such crises have always produced emotional as well as
rational commitment—and always will. However, the real question
for “organizations of the future” will be how to systematically and
consistently capture the performance benefits driven by emotion
when there is no crisis to draw on.

We believe the answer lies in more conscious efforts to mar-
shal and integrate elements of the informal organization with the
formal. In the past, most organizations left the informal elements
to instinct and chance; in contrast, today’s peak-performing enter-
prises increasingly develop innovative approaches and mecha-
nisms to influence the informal, by doing all of the following:

* They consciously enforce value-based behaviors to support
strategy.

® They supplement their organizational structures with networks
of interaction as well as communication.

* They motivate through metrics as well as by instilling pride in
the day-to-day work.

This kind of integration is often difficult to see, because the
formal organization is more visible than the informal. Howard
Shultz, the CEO and chairman of Starbucks, was quoted in a
1998 Fast Company article, “You can’t grow if you’re driven only
by process, or only by creative spirit. You’ve got to achieve a frag-
ile balance between the two sides of the corporate brain.” We
could not agree more.

TURNING AROUND A TROUBLED SCHOOL

Lily Din Woo is known as a “fast-fixer” principal at the Hernando
DeSoto School (PS 130) in Manhattan’s Chinatown. Some people
might see her as someone who bends the rules, but New York’s
best educators know the truth: she is a savvy and talented innova-
tor who knows how to use the informal elements of her organiza-
tion to get what her school needs.

When Lily took over as principal of PS 130 in 1990, the school
was in dire need of a turnaround—it was barely passing minimum



104 THE ORGANIZATION OF THE FUTURE 2

performance requirements and in serious danger of facing state-
mandated takeover. Over the next eighteen years, Lily pulled
off the incredible educational feat of turning PS 130 into one of
New York’s best public elementary schools. Today, students at her
school score in the top 10% of the city.

Lily succeeded because she has found creative ways of inte-
grating the informal with the formal elements of organization.
New York City’s Department of Education (DOE) has a long his-
tory of unwieldy bureaucratic measures that have frustrated and
discouraged many well-intentioned principals who tried to change
things while adhering to the rules. In marked contrast, Lily has
steered through and past the piles of paperwork and exhaustively
extensive protocol policies. In addition, she has focused on creat-
ing emotional bonds with her teachers, reaching out to parents,
and connecting with people from all over the city who can help
her achieve her goals.

When Lily became principal of PS 130, she walked blindly into
a hornet’s nest. Although she had decades of preparation work-
ing as a teacher, staff developer, and administrator, she came to
PS 130 as an outsider. She had always been part of the Chinatown
community, but no one at PS 130 seemed ready for a shake-up,
and she instantly felt unwelcome. In fact, the community literally
protested her appointment. The school’s assistant principal, a
man who had already devoted over thirty years to PS 130, was the
favorite candidate, and parents and teachers were appalled to dis-
cover that an outsider had landed the job over him. The protests
made it clear to Lily that she faced an uphill battle to win over the
faculty, the administration, the union, and the parents.

To gain trust, Lily made tough sacrifices on her end, such as
by cutting the number of school secretaries from three to one.
She communicated her standards to teachers, continually ener-
gizing them to try new methods, learn from each other, and get
involved in students’ lives. She worked indefatigably to target
the school’s areas of weakness. As she quickly realized, the prob-
lems for the children at PS 130 stemmed from language issues.
Both the union and the administration were resistant to change,
but she argued that PS 130 had unique problems and needed a
unique solution. Her persistence allowed her to supplement the
district’s math curriculum, which parents had complained was
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too easy, and also to obtain extra resources toward improving
language skills.

In our view, “fast-fixer” is just another way of saying that Lily
has a high level of what we call “organizational intelligence quo-
tient” (or OQ). She understands what the formal organization can
and cannot do. When it is found wanting, she consistently finds
creative ways to mobilize the informal organization to get what she
needs and achieve the goals of her students and her school. She
somehow always seems to get the difficult job done, whether it’s
obtaining funding for a new initiative or having the flexibility to
design special training programs for her teachers. For example,
she built trust with parents by teaching free adult English classes on
weekends. Over the years, the tide has shifted so strongly in Lily’s
favor that she is able to use an informal network of supporters to
help raise funds for enrichment programs, especially arts classes,
which are traditionally underfunded by the city. For the past six
years, the Parents Association has hosted an annual Chinese ban-
quet to raise funds and celebrate the school’s success. Using strong
parental support to raise extra funds is one more example of how
Lily navigates the informal waters to sneak through or squeak past
the roadblocks of the formal organization.

Clearly, PS 130 is markedly different from the school it
was eighteen years ago. With very high test scores, the DeSoto
elementary school is a model for all of New York. According
to one third-grade parent, “The credit lies with Principal Lily
Woo, who manages to combine a genius for fiscal management
with the hands-on involvement that finds her sitting at the door
of the school every morning greeting her one thousand-plus stu-
dents by name.”

Although Lily worked her magic by outwitting the limitations
of the DOE’s formal organization, the chancellors in charge of
New York’s public schools have begun to recognize the oppor-
tunity presented by Lily and other fast-fixer principals like her.
Realizing that principals are slowed down by excessive red tape
and administrative roadblocks, the administration has begun sev-
eral initiatives that focus on managing the informal more effec-
tively. For example, the city of New York is instituting programs
that allow principals to exert more control of their budgets and
hiring processes in order to take better advantage of the informal
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organization as well as reshape the formal organization to better
accommodate informal elements.

TURNING AROUND BELL CANADA

In the commercial world, similar initiatives are emerging. For
example, like most companies in the telecommunications industry,
Bell Canada found itself in the midst of a major technological and
cultural change effort in 2003.* The old methods of communicat-
ing through telephone lines and copper cables were (and still are)
rapidly giving way to broadband wireless connections and Internet
protocols. For Bell Canada, this meant shrinking profit margins
and diminishing market share.

When we first met Michael Sabia, Bell’s CEO, at a dinner that
year, he described the Bell change challenge as follows: “We have
worked with various internal and external experts to develop
our new strategy, organization, and operating approaches. We
have also strengthened our leadership and planning processes,
and launched a number of formal programs to reduce costs and
build the new capabilities we will need going forward. But we
are still not getting nearly enough traction across our thirty-five-
thousand-person workforce. Many remain confused, frustrated,
and anxious—almost like ‘deer in the headlights’—about the
changes we need them to make. We simply must find a better way
to motivate and energize them in new directions, and we don’t
have much time.”

Sabia was a dynamic and analytical strategist. His long, success-
ful career included government positions, and he had engineered
the turnaround at the Canadian Railroad before joining an ailing
Bell Canada. The previous Bell CEO had jumped on the multi-
media bandwagon and diverged into many different businesses.
When Sabia stepped into the office, his first job was to sharpen the
strategy, redesign the supporting structures, and align the leader-
ship to pursue a new vision. But even after these achievements, he
knew he was far from done.

Over dinner, Sabia lamented how few employees were
motivated to change behaviors. For example, every year Bell
Canada conducted an Employee Value Index survey that mea-
sured employees’ engagement, and the most recent scores were
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results that most companies would welcome. Sabia, however, was
disappointed because it was clear that high engagement scores
were not leading to the behavior change he needed. Nor was the
collective impact of several recently launched HR initiatives doing
the job yet. He continued to feel pressure to move faster.

Moreover, Sabia was particularly frustrated because he and
his leadership group had rigorously applied every formal element
of organization they could think of. Yet they were still lacking
enough people momentum to realize their strategic imperatives.
At that point, he decided to seek out a dozen of his best frontline
motivators, and start informal interactions with them. He wanted
to learn what managers who were well known for delivering results
were actually doing differently from most other “good” managers
in the system.

So Sabia and his team turned to a few frontline managers who
were motivating their people to do what had to be done. It turned
out that these managers were concentrating almost solely on mak-
ing their people feel good about the work itself—before, during, and
after the task at hand. Surprisingly, they were also behaving very
differently from the comprehensive approach outlined in the
company’s formal leadership model and training programs. They
were delivering the desired results by motivating their people, not by
mastery of process.

However, contrary to the popular image of the “people person”
manager who seeks workforce approval by trying to make the work
environment engaging, these so-called pride-builders were extremely
demanding. They were focused on results and held their teams to
high standards. In essence, they rejected the conventional wisdom
about having to choose between making people feel good about
their work and delivering results; instead, they did both. Exhibit 9.1
illustrates how these different kinds of managers compared.

The rather unexpected “Aha!” for Sabia now seems obvious
to him: if he could get a critical mass of managers across the com-
pany to simply focus on instilling pride in the work itself, it would make
a big difference. Now that he understood what those managers
were doing, the question was, how could he get more managers to
do that?

Well, why not just realign the management priorities, metrics,
and monetary rewards to implement necessary behavior changes?
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ExuiBiT 9.1. COMPARISON OF MANAGEMENT STYLES.

A “Good” A “People
Manager Person” A “Pride-Builder”
Is passionate Measurable Personal Connecting
about. .. results feelings company needs
to individual
definitions of
“success”
Makes Being fair Talking Actively involving

decisions by . . .

Develops

people by . ..

May be

described as . . .

and rational;
focusing on
efficiency

and impact of
decisions

Helping those
with higher
potential
progress
along formal
development
paths

“A solid
manager—I'm
confident with
her at the helm
... [She] gives
me the tools

to get the job
done.”

through issues
with his team;
explaining the
“why” while
remaining
hands-on

Using his
contacts

to create
development
opportunities
for all his

people

“Easy to work
with—believes
people matter
more than
numbers.”

staff in finding
solutions;
empowering
people to pursue
ideas even if not in
full agreement

Acting as a
powerful agent
for her people’s
development

“Someone you
never want to
disappoint . . . She
trusts me in ways
that make me a
better worker—she
supports me to go
above and beyond.”

Time and money were the reasons why not; it would take many
months, if not years—and a ton of money—to realign the for-
mal management system again. Nor was there any guarantee that
such a realignment would provide more traction the second time
around. Alignment mechanisms in the formal organization are
based on the premise that all employees are similarly motivated.



MoBILIZING EMOTIONS FOR PERFORMANCE 109

In truth, every employee has his or her own definition of success
and what matters most. Unless employees are able to see their
work through their personal lens, behavior change is minimal at
best. Sabia needed a lot more a lot faster than the formal system
could provide. So he asked his small group of frontline motivators
to help him find a better way.

Over the next few years, Michael Sabia and his team set the stage
for one of the biggest transformations Bell Canada would see in its
120-year history. He drove this change by integrating key elements
of the informal with the formal organization, counting on the infor-
mal’s organic responsiveness and fluidity to accelerate change. The
timeline highlights of Bell Canada’s plan included the following:

¢ In spring 2004, Sabia identified twelve managers who were
exceptional at motivating their people to higher levels of
performance results and called them “pride-builders.” As
he learned what they did, it was clear that they sometimes
behaved differently from how they were formally instructed.
Moreover, it was clear that they were doing several things
more spontaneously and personally—things that merely good
managers were not doing.

¢ In summer 2004, he engaged with them directly as a group,
and he asked them to be change agents and to help spread
their management approach across the company without
waiting for changes in formal