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“Employees who develop digital mindsets are more
successfulin their jobs, have higher satisfaction at work,
and are more likely fo gef promoted.”

“DEVELOPING A DIGITAL MINDSET,” PAGE 50
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Adi Ignatius

THESE DAYS MANAGERS face a lot of challenges: supply chain issues,
inflationary pressures, the lingering pandemic. Lately they’ve
encountered an additional global threat: the Great Resignation.

In the United States, which has a workforce of approximately

160 million, about 4 million people have been quitting their jobs
each month—the highest quit rate on record.

The cover story in this issue offers a deceptively simple solution:
Design work that people love.

The article is adapted from a newly released book by Marcus
Buckingham, who has a history of offering provocative ideas about
how people can collaborate better. In 2015 he and Ashley Good-
all wrote another cover story for us, “Reinventing Performance
Management,” which sparked a widespread rethinking of the way
companies conduct annual reviews. Buckingham’s 2019 book, Nine
Lies About Work (also written with Goodall), debunked common
management practices that are based on fundamental misconcep-
tions—for instance, that people can rate their colleagues fairly.

In his latest book, Love + Work (which, like Nine Lies, is published
by Harvard Business Review Press), Buckingham hopes to inspire
managers to build workplaces that make employees feel passionate
and engaged. He says that process begins with measuring how many
employees answer affirmatively to three questions: Was I excited to
work every day last week? Did I have a chance to use my strengths
every day? At work, do I get a chance to do what I'm good at and
something I love?

We hope that his insights in this issue will help you find ways to
lead more of your people to answer yes.

ADI IGNATIUS
Editor in chief

12

Harvard Business Review
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Contributors

As a Black executive
with decades of ex-
perience in corporate
America, James White
deeply understands
the importance of
diversity and inclusion
in organizations. After
the murders of George
Floyd and others

and the advent of the
Covid-19 pandemic, he
was compelled to share
what he has learned.
Those events “exposed
adark underbelly

of business rooted

in exploitation and
oppression,” he says.

“I wanted to provide a
playbook for creating
anti-racist cultures.”
The result was the book
Anti-Racist Leadership,
written with his daugh-
ter Krista White, from
which his article in this
issue is drawn.

96 How fo Build an Anti-
Racist Company

A graduate of Leiden
University with a
degree in organiza-
tional psychology,
Wieke Scholten began
her career conducting
behavioral analyses of
interactions between
surgeons and nurses in
operating rooms. After
the Great Recession,
her attention turned
to banking. Since 2011,
she has helped Dutch
Central Bank setup a
behavior and culture
expertise center and
led the creation of the
UK bank NatWest’s
behavioral risk

unit. In this article
Scholten, who now
works at &samhoud,

a Netherlands-based
consultancy, explains
how every company
can use behavioral
approaches to reduce
risks.

104 ABetter Approach fo
Avoiding Misconduct

Having seen compa-
nies across the globe
grapple with acceler-
ated digital transfor-
mations in response

to the pandemic,
Microsoft CEO Satya
Nadella has noted that
companies “are more
resilient and more ca-
pable of transforming
when faced with secu-
lar structural changes.”
But how do organi-
zations tap into their
technology to thrive?
He and Marco Iansiti
of Harvard Business
School addressed this
question by studying
some of the world’s
most resilient and in-
novative firms. As they
explain in this issue:
“Companies need to
equip their people with
the tools to build their
own digital capability.”

42 Democratizing
Transformation

Alice Boyes is a former
clinical psychologist
and researcher who
changed careers to
become a writer. Her
area of expertise: tech-
niques that simultane-
ously benefit people’s
emotional health and
their performance. In
her latest book, Stress-
Free Productivity, she
debunks the myth that
habits, grit, willpower,
and focus are the only
routes to high perfor-
mance. In this article
she takes on procrasti-
nation, presenting re-
search-based strategies
for attacking the three
factors that lead people
to put off the things
they need to get done.
“When you understand
the causes,” she says,
“you can use strategies
that target them.”

143 How fo Stap
Procrastinating

Artist Benedict
Redgrove spent a
decade on his project
NASA: Past and Present
Dream of the Future.
For Redgrove, the goal
was to capture the
emotional and spiritual
impact of the objects
and places involved

in space exploration.
“I'wanted to invoke a
reaction, triggering a
connection through
memory or interpreta-
tion so that when we
see them in fine detail,
these machines and
objects resonate with
us,” he says. “I wanted
to reveal what they
mean to us as human
beings.”

16 When Your Business
Needs a Second Growth
Engine

14
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Watch

New Research and
Emerging Insights

T’S BEEN
dubbed the Great Resignation: Nearly
20 million Americans left their jobs
in 2021, and the trend is spreading to
Western Europe, Asia, and beyond. Yet
even as employers scramble to fill open
positions, millions of capable candi-
dates struggle merely to be considered.
Why such a disconnect—and how can
companies bridge it?

A study by Harvard Business School
and Accenture finds a major reason
for the gap: the near-ubiquitous use

IN THEORY of automated hiring platforms, which

systematically screen out large numbers

Tap the Talent YOUF Hiring of job seekers who might well fit the

bill were their résumés ever to reach
A I go r i t h ms A re M i SS i N g hiring man.agers’ desks. Applicants with
unconventional backgrounds—such as
caregivers, veterans, immigrants, people
with physical and mental challenges,
and the previously incarcerated—are
especially prone to being “hidden” from

Harvard Business Review 19
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Watch

prospective employers by the platforms.
The report estimates that there are
more than 27 million hidden workers

in the United States alone. “These are
people who want to work,” says HBS
professor and study coauthor Joseph B.
Fuller. Some may be underemployed or
working on a very part-time basis, while
others have been locked out of the labor
market altogether.

The researchers came to these con-
clusions after surveying 8,720 hidden
workers and 2,275 executives in the
United States, the UK, and Germany in
2020. The technology-fueled exclusion
of such alarge pool of talent is a tale of
unintended consequences, Fuller says.
The advent of online recruiting in the
1990s promised employers access to a
broader array of applicants than tradi-
tional approaches could muster. But
the result was an unmanageable deluge.
By the early 2010s, each job posting
yielded 120 applicants, on average,
and the figure continued to rise. So
employers turned to applicant-tracking
and recruiting-management systems to
help winnow the crowds, typically using
filters meant to capture those who most
closely matched the requirements of
the role. And winnow they did: By 2020,
employers typically interviewed four to
six applicants for each listing out of an
average pool of 250.

Many of those excluded could be
highly productive workers, the research-
ers argue, including in middle- and
high-skilled positions. An algorithm
might weed out anyone lacking a college
degree, having a criminal record or a
gap in employment, or deficient in just
one of several very specific skills—but
“none of those are particularly good

proxies for measuring aptitude, work
ethic, and self-efficacy,” says HBS’s
Manjari Raman, another coauthor of the
study. She adds that “credential creep”
exacerbates the problem, as firms pile
on requirements over time. The hidden
workers she and her colleagues surveyed
had applied to an average of 25 jobs each
in the previous five years, often without
a single response. “Is it any surprise they
eventually give up?” she asks.

Today’s tight labor market gives
employers a once-in-a-generation
chance to rethink their recruiting
strategies, Fuller says. Recruiting from
previously unexploited talent pools is
a major undertaking, to be sure, but he
believes that it lies within reach. “Com-
panies regularly make extraordinary
efforts to revamp commercial supply
chains in response to changes in market
conditions,” the researchers point out.
“But few have extended fundamental
principles of supply chain manage-
ment—ranging from gathering data

on supplier quality control to working
with [suppliers] to address persistent
problems—to hiring talent.”

The potential rewards of doing so are
considerable. The surveys showed that
companies that intentionally seek out
hidden workers are 36% less likely than
others to face talent and skills shortages.
What’s more, those workers outperform
their peers on six key criteria: attitude
and work ethic, productivity, quality
of work, engagement, attendance, and
innovation. Because they are so eager to
work, they’re less likely than others to
quit, so costs associated with turnover
may decline. And because many are
women or members of underrepre-
sented groups, hiring them can move
a company closer to its DEI goals.

Many large companies have begun
thinking more expansively about how
and whom they hire. IBM has elimi-
nated college degree requirements for
many roles, and JPMorgan Chase no
longer asks if applicants have a criminal

20 Harvard Business Review
May-June 2022



“First Republic doesn’t apply a cookie-cutter approach.
They create personalized solutions.”

FIKA VENTURES
TX Zhuo, General Partner; Eva Ho, General Partner

\/

FirsT REPUBLIC BANK

It's a privilege to serve you®

maﬁ mmmmmuﬁmmw




Watch

record. CVS Health hires neurodiverse
individuals to stock store shelves. The
fast-casual chain Hot Chicken Take-
over employs people recovering from
substance abuse in its kitchens. And
carmakers VW, Daimler, and Porsche
have recruited refugees to work on their
assembly lines.

The research team offers several
recommendations for employers:

Change metrics. Companies should
scrap short-term measures of hiring
success, such as cost and time to fill
vacancies, in favor of longer-term ones,
such as how long it takes new employees
to get up to speed, how long they stay,
and their rates of promotion. That’s
harder than it sounds, Fuller says,
because many firms have siloed recruit-
ing and operations departments and are
not accustomed to sharing performance
management and other data.

Analyze data and rewrite job
descriptions. Employers should ana-
lyze this longitudinal data to determine
the must-have attributes for long-term
success in each position. They should
rewrite job descriptions accordingly,
being especially vigilant about eliminat-
ing extraneous skills and ones that can
be taught on the job. Armed with that
information, employers can work with
their technology vendors to ensure that
candidates are screened and ranked
according to the new criteria.

Employers should then form hypoth-
eses about which segments of hidden
workers are most likely to possess the
must-have attributes. For instance, call
centers have benefited from recruiting
older workers, while aerospace and
defense contractors successfully tap
out-of-work veterans. Companies will

often need help connecting with the
identified segments. For some groups,
such as veterans, immigrants, and
previously incarcerated people, compa-
nies might turn to relevant nonprofits
and social entrepreneurs for insights.
In all instances, job listings should be
as inclusive as possible. That means
stripping out daunting jargon, excessive
superlatives such as “world-class” and
“expert” (which have been shown to
deter female and minority applicants),
and gender-biased language that
appeals to men (no more ads seeking
“rock stars” or “ninjas”).

Focus on onboarding. Finally,
employers of hidden workers should
accept slightly higher onboarding
costs, given that a typical “one size fits
all” approach is often ineffective for
hidden workers, who have their own
needs, strengths, and experience gaps.
Employers must also ensure that such
workers are not ostracized, perhaps by
involving more colleagues than just
the hiring manager in onboarding, or
by enlisting a senior leader to debunk
myths that surround hidden workers.

“The practices that help pave the way
for re-entry for hidden workers [are] nei-
ther exorbitantly expensive nor extra-
ordinary,” the researchers conclude.
“They are commonsense practices that
help attract any worker.” By improving
practices, they argue, companies are
better able to attract all types of talent
quickly and intelligently.

HBR Reprint F2203A

ABOUT THE RESEARCH “Hidden

Workers: Untapped Talent,” by Joseph
B. Fuller et al. (Harvard Business School and
Accenture, 2021)

“Emplovers

May Not
Be Looking
inthe Right
Places”

As the longtime senior director
of workforce initiatives at CVS
Health, Ernie DuPont has

built a career finding talent in
unconventional places. His team
partners with local governments,
community groups, and nonprofit
organizations to recruit workers
typically overlooked by corporate
America. He recently spoke with
HBR about his efforts to bring
“hidden workers” on board at CVS
Health. Edited excerpts follow.

CEOs complain about a hiring
crunch, yet millions of people
are unemployed. What’s your
take on the situation?
Employers may not be looking in
the right places. Twenty years ago
we made the business decision
to tap pools of workers who were
otherwise overlooked. One of our
first projects was in Washington,
DC. Working with the mayor,

we identified a district that was
economically depressed. We set
up a career center thatincluded

a mock pharmacy so that commu-
nity members could see shelves
with products, see the registers,
understand what working at CVS
would entail. We now have similar
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centers all over the country. We've
hired more than 120,000 people
who were previously on some type
of public assistance. We have
initiatives to recruit veterans and
mature workers. We also have

50 simulated sites around the
country aimed at attracting and
training people with disabilities.
Since 2012 we’ve recruited 4,000
workers through these programs.

Has it paid off?

Yes. Retention among people from
those initiatives is often higher
than that among workers who
come through typical channels.

What are the keys to your
success?

The key element is our strategic
partnerships with organizations
that can help us access these
workers. When we’re vetting a
potential partner, we try to find
common goals so that we can
deliver results that matter to all
the stakeholders. That might
mean that CVS Health invests in
the community. We have a career
center in Pittsburgh, where we
work to address food insecu-

rity and provide on-site health,
dental, and eye care clinics. We
were able to expand our initiatives
through a partnership with a local
church. We believe that a healthy,
thriving community delivers a
better workforce, and that fits
with our mission as a health care
company.

The Harvard Business School/
Accenture study says that
résumé-screening algorithms
weed out strong candidates.
Has that been your experience?
They can. We've made some
changes over the past year to

remove some educational require-
ments from some of the roles in

our company.

What’s stopping other compa-
nies from doing the same?
We’ve worked with other compa-
nies to help them set up nontradi-
tional hiring programs. T.J. Maxx is
an example. What | say to leaders
up front is that you must accept

that you won’t getimmediate
results. | see companies try initia-
tives like these with a traditional
“experimental” mindset: If they
don’t get results right away, they
shrug and move on. My advice is
to commit to two or three years.
And you can’t apply metrics such
as cost and time to fill positions to
measure success. That’s not how
our initiatives are judged.

What metrics do you use?

We emphasize the quality of
programming, the relationships,
and the long-term outcomes. We
define success as building and
maintaining a pipeline of talent
that is steady regardless of what’s
going on in the wider labor mar-
ket. So as you can imagine, we're
proving the value of our approach
at the moment.

Photograph by BRYAN DERBALLA
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IS POLITICS NARROWING YOUR RECRUITING PIPELINE?

“Organizational Political Affiliation and Job Seekers: If
| Don’t Identify with Your Party, Am | Still Attracted?” by Philip L. Roth et al.

Time to Retire the
“Zoom Mullet”?

Business tops paired with casual
bottoms—the so-called Zoom mullet—
became the norm for many people vid-
eoconferencing during the pandemic.
One survey found that 75% of remote
workers dressed that way, and retailers
have reported large drops in pant sales
relative to shirt sales. But new research
finds that this covert mixing of attire
might not be psychologically optimal.

In their first experiment, the
researchers asked 177 participants to
spend a workday wearing whatever they
normally would, to provide a baseline.
Each was then instructed to dress in
three different ways, in random order,
across the next three days: in typical
work attire, typical home attire, and
work on top/home on bottom. Surveys at
the end of each day revealed that partic-
ipants felt more authentic in home attire
than in work or mixed attire, and this led
them to feel more engaged as well.

Some 238 people participated in the
second experiment, which took place
over two days. On the first, they dressed
as usual while working from home.

On the second, they were randomly
assigned to dress in one of the three
ways described above. Again, those
fully in casual attire had the highest
levels of authenticity and engagement.

The symbolic meanings attached
to particular types of clothing affect
the wearer’s psychological state, the
researchers say, promoting harmony
when attire is appropriate for a given
context and dissonance when it’s not.

Mixed attire may heighten dissonance
by activating associations with both
home (a casual context) and work (a
task-oriented one). And among the
participants, dressing to align with the
context of home was more beneficial
than aligning with the context of work.
“In contrast to what many social
media posts suggest, the Zoom mullet
may not be the perfect pandemic work-
from-home attire after all,” the research-
ers write. “Sartorially committing to
home attire during remote work may
make people feel more harmonious,
leaving them, and their organizations,
better off.” Employers, they add, might
consider explicitly relaxing their dress
codes for people working off-site.

ABOUT THE RESEARCH “Enclothed
Harmony or Enclothed Dissonance?
The Effect of Attire on the Authenticity,
Power, and Engagement of Remote
Workers,” by Erica R. Bailey, C. Blaine
Horton, and Adam D. Galinsky (Academy of
Management Discoveries, forthcoming)

How to Achieve
Gender Parity Across
the Organization

It's a common scenario: A company’s
entry-level workers are equally divided

by gender, but the share of women drops

at every succeeding level. The “gender
proportionality principle” offers a remedy: At
any given level, leaders should strive for the
gender composition of the level beneath it.
The chart below shows how this could work
in a typical organization.

Share of women

RANK CURRENT NEXT
DIVERSI'll'Y GOAL

REPRESElNTATION

Entry level

Source: “Achieving Gender Balance at All Levels of Your
Company,” by Siri Chilazi, Iris Bohnet, and Oliver Hauser
(HBR.org, 2021)
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When Chatbots
Are Too Human

Chatbots are increasingly common

in customer service interactions, and
many companies try to “humanize”
them by giving them names, avatars,
and even biographies listing their sup-
posed hobbies and interests. But such
anthropomorphism can backfire: Across
five studies, researchers found that
angry customers’ dissatisfaction with a
service encounter was heightened the
more that customers perceived the bot
to resemble a person.

In their first study, the researchers
analyzed 34,639 customer—chatbot
sessions with a global telecom company.
They used natural language processing
to measure customers’ anger and the
number of times people used the bot’s
name—a proxy for how humanlike
they perceived it to be. If a customer
was even a little angry, end-of-session
surveys showed, perceptions of anthro-
pomorphism decreased satisfaction
with the encounter. Neither anger nor
anthropomorphism alone had a signifi-
cant effect.

Subsequent lab experiments
obtained similar results and found
that reducing a bot’s humanlike traits
(for example, by removing the avatar)

tempered the effect. They also showed
that anger and anthropomorphism simi-
larly sparked more-negative evaluations
of the company as a whole and lowered
purchase intent. And they explored why
those things happened, finding that
the more a bot resembled a human, the
more customers expected it to solve
their problem—and angry customers
wanted to punish the company when
those expectations went unmet.
Companies could act on these find-
ings in several ways, the researchers say.
They could use natural language pro-
cessing to gauge customers’ anger at the
start of an interaction and route people
to a chatbot with an appropriate level of
anthropomorphism. More broadly, they
could use nonanthropomorphic bots
in contexts (such as complaint centers)
that typically involve angry customers.
And they could take a page from com-
panies like Slack, whose bot cheerfully
informs people, “I...am not a human.
Just a bot (a simple bot, with just a few
tricks up my metaphorical sleeve)”
to keep expectations in check. “If an
anthropomorphic chatbot is deployed to
angry customers, it is best to downplay
its capabilities,” the researchers write.

ABOUT THE RESEARCH “Blame the
Bot: Anthropomorphism and Angerin

Customer-Chatbot Interactions,” by Cammy

Crolic et al. (Journal of Marketing, 2022)

We’re Worse
Than We Think at
Discerning Lies

Discussions about the prevalence and
impact of fake news often center on
confirmation bias: our tendency to
believe and share things that fit with
our prior beliefs. A new study finds that
we’re poor judges of veracity even when
we have no predisposition to trust a
particular source—and we overestimate
our powers of discernment.

In three experiments, the researchers
asked participants to record two short
videos—one in which they described a
real-life news event and one in which
they made up an event. They were told
they would get a monetary reward if
viewers thought that the events depicted
in either video were true. Viewers, for
their part, were paid both for accuracy
and for correctly gauging their accuracy.
Across all the experiments, viewers’
ability to distinguish lies from truth
hovered at or just above 50%; they could
have done nearly as well, on average,
by flipping a coin. They erred in both
directions, believing false videos and
doubting true ones. And despite their
lackluster showing, more than 65% of
men and 61% of women thought they’d
performed better than they actually had.
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WINNING IN MORE WAYS THAN ONE

“Can Exposure to Celebrities Reduce Prejudice?
The Effect of Mohamed Salah on Islamophobic Behaviors and Attitudes,” by Ala’ Alrababa’h et al.

In one of the experiments, the
researchers explored whether certain
behaviors exhibited in the videos were
associated with lying. This pointed
to several clues (for example, videos
containing relatively more words were
more likely than others to be false), and
analysis suggested that viewers noticed
the clues—but they tended to interpret
them in the wrong direction (for exam-
ple, judging wordier videos to be true).

In the final experiment, some
viewers were shown the titles and
screenshots of eight videos, including
one they knew had been shared by a
previous viewer because he or she found
it to be either “interesting and true”
or “interesting and believable.” They
selected one of the eight to watch and
assess for truthfulness. Knowing that a
video had been shared greatly increased
the chances that participants would
choose it to watch. That knowledge also
boosted the odds of their believing it,
especially among those told that the
previous viewer had thought the video
was true. Yet in reality most of the
shared videos were false and had been
misjudged by the first viewers.

“Even when [monetary] motivation
is removed, receivers’ ability to detect
lies is limited,” the researchers write.
“The combination of overconfidence
and being bad at detecting lies, with an
overreliance on shared content, may
explain why fake news is so prominent
and influential.”

ABOUT THE RESEARCH “Mistakes,

Overconfidence, and the Effect of
Sharing on Detecting Lies,” by Marta
Serra-Garcia and Uri Gneezy (American
Economic Review, 2021)

Paid Family Leave
Pays Off—for
Employees and Firms

The United States is the only industri-
alized country with no national paid
maternity leave, but a handful of states
have implemented paid family-leave
policies in recent years, providing data
for a rigorous new study on how the
policies affect firm performance.

The researchers gathered data
on 3,426 public firms and more than
4.7 million business establishments
(factories, stores, and so on) from 1996 to
2019. They first compared firms in states
that had passed a paid family-leave act
with similar firms in states that hadn’t.
Their analysis showed that starting two
years after the passage of a state’s act,
firms headquartered there enjoyed, on
average, a one percentage point increase
in operating performance, as measured
by returns on assets, and a 5% increase
in productivity, as measured by revenue
per worker; firms in states without such
acts did not. Leave acts also boosted

long-term stock returns and reduced
employee turnover. The effects were
more pronounced for public firms than
for private ones; in firms with relatively
more female executives and directors;
where there were relatively more women
of childbearing age; and where people
were less religious. Examining the data
through an alternative lens—the share
of employees living in states with a paid
family-leave act—similarly revealed
beneficial effects for firms.

“Our findings suggest that paid
family leave promotes economic growth
via improved operating efficiency,” the
researchers write. “By reducing female
employees’ expectations of future job
separation, the introduction of paid
family leave promotes investment
in firm-specific human capital and
productivity.” Moreover, “firms attenu-
ating frictions for working mothers are
rewarded by the market.”

ABOUT THE RESEARCH ‘“Paid Leave

Pays Off: The Effects of Paid Family
Leave on Firm Performance,” by Benjamin
Bennett et al. (National Bureau of Economic
Research working paper)
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| SPEAK, THEREFORE | LEAD

“Testing

the Babble Hypothesis: Speaking Time Predicts Leader Emergence in Small

Groups,” by Neil G. MaclLaren et al.

When Seeking Help,
Marginalized Groups
Should Cite, Not
Hide, Their ldentities

Women and minorities are often discrim-
inated against if their demographic iden-
tities are easily inferred. For example,
candidates with Black-sounding names
get fewer responses to their résumeés
than do candidates with white-sounding
names. But when they’re asking others
for help, new research finds, explicitly
mentioning their identities boosts the
odds of success.

In their first experiment, 2,476 white
male city counselors were sent an email
from a fictitious student requesting
career advice. The researchers varied
the student’s name so that the sender
appeared to be either a white male
or a member of an underrepresented
group. Some messages explicitly
revealed the sender’s identity (“As a
young Black woman, I...”); in the rest,
senders referred to themselves simply

as “a young person.” White males got
the same rate of response regardless
of whether they highlighted their
identity—but women and minorities
were 24% likelier, on average, to get a
reply when they mentioned theirs. In a
follow-up experiment, demographically
diverse participants were 80% likelier to
help “Demarcus Rivers” when he stated
that he was Black rather than leaving
them to infer that from his name. Their
own race, along with their gender and
political ideology, did not affect results.
“When someone explicitly men-
tions their marginalized demographic
identity in a request for help, it elicits
a different reaction than [incidentally]
conveying the same demographic
identity,” the researchers write.
“Prospective helpers may worry that
a failure to respond could amount to
discrimination.”

ABOUT THE RESEARCH “When Seeking
Help, Women and Racial/Ethnic
Minorities Benefit from Explicitly Stating
Their Identity,” by Erika L. Kirgios et al.
(Nature Human Behaviour, forthcoming)

Beyond Silicon Valley

Building Al that works for all requires a
diverse workforce. Below, the top 50 cities
for Al hiring are ranked by size of talent
pool, VC investments, digital infrastructure,
and diversity of talent pool, with circle size
indicating the total score. The diversity
score, shown by color, encompasses racial
and gender representation, acceptance of
migrants, and cost of living.

Total score
| Low HIGH
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Source: “60 Global Hubs for Top Al Talent,” by Bhaskar
Chakravorti et al. (HBR.org, 2021)
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Introducing ATEM Mini Pro

The compact television studio that lets you
create presentation videos and live streams!

Blackmagic Design is a leader in video for the television industry,
and now you can create your own streaming videos with ATEM Mini.
Simply connect HDMI cameras, computers or even microphones.
Then push the buttons on the panel to switch video sources just like a
professional broadcaster! You can even add titles, picture in picture
overlays and mix audio! Then live stream to Zoom, Skype or YouTube!

Create Training and Educational Videos

ATEM Mini’s includes everything you need. All the buttons are positioned on
the front panel so it's very easy to learn. There are 4 HDMI video inputs for
connecting cameras and computers, plus a USB output that looks like a webcam
so you can connect to Zoom or Skype. ATEM Software Control for Mac and PC
is also included, which allows access to more advanced “broadcast” features!

Use Professional Video Effects

ATEM Mini is really a professional broadcast switcher used by television stations.
This means it has professional effects such as a DVE for picture in picture effects
commonly used for commentating over a computer slide show. There are titles
for presenter names, wipe effects for transitioning between sources and a
green screen keyer for replacing backgrounds with graphics.

Live Stream Training and Conferences

The ATEM Mini Pro model has a built in hardware streaming engine for live
streaming via its ethernet connection. This means you can live stream to YouTube,
Facebookand Teamsin much better quality and with perfectly smooth motion.
You can even connect a hard disk or flash storage to the USB connection and
record your stream for upload later!

Monitor all Video Inputs!

With so many cameras, computers and effects, things can get busy fast! The
ATEM Mini Pro model features a “multiview” that lets you see all cameras, titles
and program, plus streaming and recording status all on a single TV or monitor.
There are even tally indicators to show when a camera is on airl Only ATEM Mini

is a true professional television studio in a small compact design!

ATEM Mini.. US$295
ATEM Mini Pro.._US$495
ATEM Mini Pro ISO.._US$795

- Learn more at www.blackmagicdesign.com
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Do You Really Know
What Work Your
Teams Are Doing?

Fourteen Fortune 500 managers recently
surveyed thought they could account for
80% of their teams’ work, on average—
but analysis showed that they could
account for far less. Machine-learning
tools that detect patterns of work
dramatically increased managers’
visibility into their teams’ efforts, allowing
for more-realistic targets and better
resource allocation.

How much managers know
about their teams’ work

WORK MANAGERS WORK MANAGERS
COULD ACCOUNT FOR COULD ACSOUNT FOR
TEA|MS

1 2%l | 52%

2 3 I W 70

3 9 N | 62

4 18 j 73

5 19 N | 57

6 40 I 54

7 42 N 50

8 36 N 62

9 22 I 41

10 3 | 58

1 12 48

12 26 e 48

13 3 I 59

14 14 I N 48

Source: “Do You Know How Your Teams Get Work Done?”
by Rohan Narayana Murty et al. (HBR.org, 2021)

An Upside to On-
the-Job Interruptions

As employees back at the office have
rediscovered, interruptions from
colleagues are an inescapable part of
workplace life. Although they’re usually
cast in a dim light, as sapping concen-
tration and productivity, new research
finds they can have positive effects too.

In their first study the researchers
asked 139 employees over 12 consecutive
workdays to describe their most recent
work-related interruption, a non-work-
related interruption, or their overall
work experience that day. The employ-
ees also rated their subsequent engage-
ment and collaboration. As one would
expect, interruptions unrelated to work
decreased engagement (they had no
effect on collaboration), but ones having
to do with work increased both engage-
ment and collaboration. Although they
briefly diverted workers from the task
at hand, they afforded opportunities for
interaction, learning, and growth.

In the second study, 201 workers were
asked to review and correct several short
transcriptions. Some were interrupted
electronically by a fictitious colleague,
either with task-related questions or
with small talk; a control group received
no messages but had the option of
sending one to the supposed colleague.
All then rated their engagement and

o) |

e
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collaboration. Results mirrored those of
the first study.

In the final study, 140 colleagues were
randomly paired up, with one person
in each pair designated an “employee”
and the other a “coworker.” Employees
completed daily surveys for three weeks
about both kinds of interruptions and
their levels of engagement and collabo-
ration. Coworkers assessed the degree to
which their partners had engaged in two
types of “citizenship” behavior: helping
with tasks and being personally support-
ive. Once again work-related interrup-
tions boosted engagement and collab-
oration. Engagement in turn increased
task-focused citizenship behavior, while
collaboration increased person-focused
citizenship behavior. Nonwork interrup-
tions again decreased engagement.

“Intrusions can lead to employee
attitudes and behaviors that organiza-
tions routinely try to maximize,” the
researchers write. “Managers could
establish norms regarding work-related
intrusions. For example, a manager
might communicate to employees that
their door is always open for discussing
new projects and ideas, but conversa-
tions about sports and pop culture are
best saved for break time.” @&

ABOUT THE RESEARCH “To What

Do | Owe This Visit? The Drawbacks
and Benefits of In-Role and Non-Role
Intrusions,” by John T. Bush et al. (Journal
of Management, forthcoming)
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ADVERTISEMENT

ARTIFICIAL
INTELLIGENCE —
THE SIXTH SENSE
FOR SUPPLY CHAIN

RISKS?

The supply chain disruption
triggered by the COVID-19
pandemic  caught almost
everyone off-guard. Although
most enterprises had some
business continuity  plans,
many were half-baked and
never quite battle-tested.

The lockdowns and restrictions
on movement of goods and
people had pushed already
stressed supply chains
beyond the breaking point.
Lean supply chains that had
helped optimize costs were hit
the hardest. These enterprises
had to scramble to reconfigure
alternative supply chains and
stay operational.

For most enterprises, the
rebuilding continues. The
next year is expected to be a
pivotal one for global supply
chains as they transition from
being “cost-efficient” to being
“efficiently flexible.”

As enterprises focus on
building more agile and
resilient supply chains, the
just-in-time  philosophy is
yielding to a just-in-case
mindset. While the pandemic
isnt yet in the rearview
mirror, enterprises recognize
they need a risk management
overhaul to weather the
next disruption.

Al CAN HELP YOU
SENSE, QUANTIFY
AND VISUALIZE
SUPPLY CHAIN RISKS

Enterprises face several
challenges as they reconstruct
their  supply chains to
mitigate risk. First, the risk
signals are often weak and
widely dispersed. That's where
Al comes in — it can help
decipher these shaky signals
across your supply chain. Al
can process vast amounts of
data and understand patterns
quickly and effectively. Think
of it as a sixth sense, except
it's based on real data and Al-
based predictive analytics -
not a hunch.

Another challenge is that
enterprises do not have a
quantified view of their supply
chains’ risk exposure. Risks
vary for every company and
industry. An Al-based digital
supply chain “control tower”
can help quantify and visualize
these risks based on real-time
data from multiple internal and
external sources.

Last, but certainly not the least:
Intelligence is only useful if
it's reliable and gets to the
right people at the right time
to enable effective decisions
and actions. To address the
problem of stale and inaccurate
data, revisit and refine your
governance model. Information
needs to flow efficiently
to enable swift corrective
action to mitigate potential
risks before they become
full-blown disruptions.=

PRAMOD GUPTA is vice president
of consulting at GEP, a global
leader in digital supply chain and
procurement transformation.

Risk signals
are often weak
and widely
dispersed.
That’s where Al
comes in — it can help
decipher these shaky
signals. Think of it as
a sixth sense, except
It’s based on real data
and Al-based predictive
analytics — not a hunch.
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IdeaWatch

Basima A. Tewfik, an assistant professor at MIT Sloan, ran two field studies
and rwo experiments examining employees who have “impostor syndrome”—
commonly thought of as the feeling of being inadequarte and a fraud despite a
reputation for success af work. She discovered that these individuals adopted

amore other-focused orienta

fionin their social interactions. As a result they

were rafed as more interpersonally effective. The conclusion:

Impostor Syndrome
Has IS Advantages

 Professor Tewfik,
I]EFENIJ YOUR RESEARCH

TEWFIK: People familiar with impostor
syndrome tend to think that it’s uni-
formly harmful. To be sure, the belief
that you're not as competent as others
think you are could certainly make you
anxious and lower your self-esteem.
But there’s an upside too. My research
shows that experiencing this phenom-
enon can make you more adept at
relationships, which is a key ingredient
in career success. In one study doctors

in training who had more-frequent
impostor thoughts were significantly
better at handling sensitive interactions
with patients, which led those patients
to give them higher interpersonal-skill
ratings. In another study job candidates
primed to have more impostor thoughts
asked more questions during infor-

mal preinterview chats and as a result
were viewed by hiring managers as
having better people skills. Essentially,

impostor thoughts make you more
“other oriented”—more attuned to
other people’s perceptions and feel-
ings—which makes you more likable.
In addition, impostor thoughts didn’t
seem to hurt performance—at least
not in my samples. Doctors who had
more of them were just as likely as other
doctors to give correct diagnoses, and
job candidates who had more of them
were just as likely to be invited for an
interview after their chats with hiring
managers.

HBR: So it’s OK—maybe even good—to
have impostor syndrome? Iwouldn’t
go so far as to say “good,” but one of my
goals with this research was to remove
some of the stigma and give a more
balanced view. I hope that this work can
help people dampen the initial stress
and anxiety that come with impostor
thoughts by showing that there is this
interpersonal silver lining. It’s OK to
have impostor thoughts sometimes.
It’s not a “syndrome” or a pathology.

But surely these thoughts do hurt your
performance even if they enhance how
other people view you interpersonally—
especially in high-stakes jobs? I'm
thinking of athletes, military officers,
litigators, and CEOs. Interestingly,

to date there’s no empirical quantita-
tive evidence that impostor thoughts
degrade performance. Yet this notion
persists. Psychologists often point to
something called the Yerkes-Dodson
stress performance curve, which shows
that a few nerves—up to a point—
improve performance. It may be that
having the right amount of impostor
thoughts can provide just enough
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2 Impostor thoughts make you more “other oriented”—more aftuned to other
people’s perceptions and feelings—which makes you more likable.

motivation to bring out your best work.
It’s an open question.

How do you determine whether some-
one has impostor syndrome—and to
what extent? In the study with doctors,
for example, how did you know which
doctors had it? This question actually
gets to the start of it all for me. Early
on, in graduate school, I came to the
realization that what researchers have
been studying and calling impostor syn-
drome or impostor phenomenon over
the past few decades was indistinguish-
able from fear. And if fear is what we’ve
been studying, it’s no wonder we think
that experiencing it is all bad news.

So we needed to measure itin a
way that actually captures its defining
characteristic: the belief that others
overestimate your competence. I used
seven lab and field samples involving
more than 1,000 people to develop
and validate a new five-item psycho-
logical survey measure. Specifically,
I ask people to indicate how frequently
they entertain thoughts such as People
important to me think I am more capable
thanIthink I am or Others think I have
more knowledge than I think I do when
they’re at work.

In the experiment with job applicants,
how did you make people feel like
impostors, and how quickly did that
affect their behavior? I asked the em-
ployees randomly assigned to that group
to reflect on a time in which they had
impostor thoughts at work, while the
control group considered a time when
others saw them as they saw themselves
or, in a second experiment, what they
had for lunch. Immediately after those

reflection periods, people in the impos-
tor condition behaved differently from
those in the control group: They started
asking more questions.

Should we all be priming ourselves

to have impostor thoughts? In other
words, did Stuart Smalley from the
1990s Saturday Night Live sketch get
it wrong? Instead of mantras like “I’m
good enough, I’'m smart enough, and
doggone it, people like me,” should our
self-talk be more like “l don’t think I’'m
good enough, | don’t think I’'m smart
enough, but I’m not going to worry be-
cause that insecurity will make people
like me”? Ha!ldefinitely do not think
we should be intentionally inducing
impostor thoughts. There are probably
better interventions to help you form
stronger professional relationships.
Rather, I hope the takeaway from this
research is that when you do find your-
self having these thoughts—as you may
from time to time—you shouldn’t com-
pound the stress that comes with them
by also thinking that they’re necessarily
going to cause you to do poorly at work.

How many of us have impostor syn-
drome? A frequently cited statistic
suggests that nearly 70% of people have
entertained impostor thoughts at least
at one point in their careers. These
thoughts tend to come to a peak when
you’re facing a new challenge, starting
anew job, or encountering new tasks
after a promotion.

Do women and people of color have
impostor thoughts more frequently?
In all my studies—and this has been
backed up by other researchers—I don’t

find significant differences. That is,
white men seem to experience just as
many impostor thoughts as women

and people of color do. When people
point to the impostor phenomenon in
underrepresented groups, I think they’re
conflating it with something more insidi-
ous: alack of belonging. A true impos-
tor thought is My colleagues think I'm
smarterthanIam. It’s not I think other
people question whether I belong here or
think I'm not smart enough.

In fact, if managers hear an em-
ployee from a minority group ex-
pressing what sounds like impostor
thoughts, they might want to check
to see if there is an inclusion prob-
lem. Maybe the minority employee
is operating in a hostile, biased work
environment.

Isn’t there arisk that knowing the
upside of impostor syndrome will stop
you from feeling like an impostor?
It’s a good question. If you focus on the
fact that your impostor thoughts will
push you to compensate interperson-
ally, which gets people to see you as
more socially skilled, does that even-
tually diminish your thoughts and the
benefits they provide? We’ll need more
research, but I suspect that this knowl-
edge wouldn’t eliminate your impostor
thoughts entirely. Even extremely
successful people like Albert Einstein,
former Starbucks CEO Howard Schultz,
and the writer Maya Angelou publicly
admitted to having impostor thoughts
from time to time. I suspect that there
will always be powerful environmental
triggers that bring them on. ®

Interview by Eben Harrell
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The CEO of New Mountain
Capital on Using PE

Management to Ignhite Growth

by Steve Klinsky

Above, center: Steve Klinsky, New Mountain’s CEO;
behind him, from left, Raj Merchant, William Haley, Jack
Qian, and Peter Masucci, leaders of the New Mountain
team for the company now named Blue Yonder

TWELVE YEARS AGO, in 2010, my private
equity firm, New Mountain Capital,
acquired a little-known Wisconsin
software company, RedPrairie, for

$565 million. In September 2021 we sold
that same company, now named Blue
Yonder, to Panasonic at a total value

of $8.5 billion. About $5.7 billion of the
gain had come from organic growth, not
acquisitions.

That success wasn’t driven by some
stroke of luck, technology break-
through, or new product. Rather, it was
the result of continual investment and

Photographs by GUERIN BLASK
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improvement in the company’s man-
agement, strategy, and governance—
the same approach that best-in-class
private-equity firms have employed for
years across dozens of industries and
thousands of companies. By explaining
how New Mountain transformed Blue
Yonder, I hope to show exactly how
private equity firms create value for
businesses and for the economy and to
underscore how much the PE industry
has evolved since its inception.

A NEW FORM OF BUSINESS

Private equity was first “institutional-
ized” about 40 years ago. Indeed, in 1981
I cofounded Goldman Sachs’s original
private-equity group. I later became a
partner at Forstmann Little from 1984
t0 1999. When I joined Forstmann, only
about 20 private equity firms were in
existence. They all had small staffs
(Iwas initially one of five investment
professionals at Forstmann, including
the three founders), and most of them
relied heavily on leverage to generate
excess returns.

Private equity has changed dramat-
ically since those early days. According
to PitchBook, the United States alone
now has about 5,000 PE firms, and they
collectively own and oversee some
30,000 companies, employ 11 million
people, and account for 6.5% of the
country’s gross national product. Over
the past five years or so the industry
has invested approximately $5 trillion
of capital, generally in companies that
would have been too small or “unex-
citing” to access public stock markets.
Private equity has also in recent years
generated the highest returns of any

asset class for pension funds and endow-
ments, even after accounting for all

fees and carried interest, and has had
less volatility on the downside than
traditional public equities have.

To be clear, PE firms are not cor-
porate raiders. Companies to be sold
choose us as their preferred partners
on an entirely voluntary basis. PE firms
are not hedge funds either: We own and
manage entire companies for years; we
don’t regularly trade in and out of stock
positions. Nor are we venture capitalists,
which may make lots of small invest-
ments and anticipate numerous failures

as they seek some companies that per-
form extremely well. At New Mountain
we aim to preserve and protect every
business we buy, without portfolio
theory, and help each one grow.

Private equity is most like an entre-
preneur who is buying a business—but
in place of one person who takes the
helm of one company, our organized
teams of professionals buy and build
many companies. That means we offer
the advantages of a large corporation—
including strong, central, specialized
teams and expansive networks—along
with the flexibility and long-term

36 Harvard Business Review
May-June 2022



® = PEfirms are not corporate raiders. Companies fo be sold choose us
as their preferred partners on an enfirely voluntary basis.

mindset of an entrepreneur or a family
business owner. That combination
allows us to achieve success across
many companies and over many years.
I left Forstmann in 1999 to launch
New Mountain out of a one-man rented
office with a metal desk. Since then it
has expanded to more than 200 people
(including both operators and financial
experts) at headquarters, more than
55,000 people at the companies we own,
and a wide range of allies and advisers.
Over the past 23 years New Mountain
has acquired or founded more than
60 companies, about 30 of which we
presently own. Across all our current
and past portfolio companies we have
added more than 49,000 jobs (net of any
job losses); spent more than $5 billion
on research and development, software,
and capital expenditures; and gener-
ated many tens of billions of dollars in
enterprise value while never taking a
company into bankruptcy or missing an
interest payment. We now oversee more
than $35 billion in assets and funds.
Private equity firms have varying
styles. New Mountain looks to build
businesses in secular growth (or “defen-
sive growth”) industries, with a flat
hierarchy and a nonpolitical, respectful,
and intellectually honest culture. Some
of the sectors we emphasize include life
sciences, health care (with companies
that lower costs), water and power (with
companies that upgrade the U.S. grid),
digital transformation enablers, and
data and data analytics enterprises. We
generally use acquisition debt sparingly,
and in some cases not at all. Before
making any investment we develop a
long-term growth plan for the target
company. Once we’ve bought it, our

assigned team works closely with man-
agement to continually update and
achieve that plan.

Our experience with Blue Yonder
highlights many of the techniques that
we and other top PE firms employ to
improve the companies we acquire. We
offer the capabilities and access to cap-
ital that a large corporate parent would,
without forcing companies to become
part of a conglomerate culture. At the
same time, we bring a fresh, entrepre-
neurial vision to strategy, talent, R&D,
technology, and corporate alliances.

As Blue Yonder continues to grow as
alarge and important division of Pana-
sonic, now operating on a global scale,
we won’t seek to take credit for its future
success. But we do take pride in having
helped turn RedPrairie’s little business
into a much more significant one that
we hope will thrive for decades to come.

THE BLUE YONDER STORY

In 2010 RedPrairie was by all accounts
a solid but somewhat sleepy company,
one of three niche leaders in the supply
chain software and logistics sector, with
earnings before interest, taxes, and
depreciation of about $60 million. We
found it through a deep dive into the
software space, following a previous
success with a similar business, Deltek.
We were attracted to the potentially
rising demand for supply chain offer-
ings given the spread of e-commerce
and to RedPrairie’s defensible market
position, which included an installed
base of 34,000 systems across 650 cus-
tomers worldwide. We developed plans
to accelerate the company’s growth,
including more sales and marketing, an

increased emphasis on international
business, and add-on acquisitions.
We funded RedPrairie’s purchase price
of $565 million plus transaction costs
with $335 million of equity from one of
our funds and $240 million of debt set
at only four times EBITDA. We reserved
an additional $150 million of our fund
equity for future growth investments.
The acquisition got off to a solid start,
with New Mountain and RedPrairie’s
legacy management working closely
together. Sales grew at a17% com-
pound annual rate from 2009 to 2012.
We invested $25 million more in the
company in 2011 to help fund the add-on
acquisition of Escalate, further strength-
ening RedPrairie’s product offering in
e-commerce and multichannel retail. By
2012 we were able to pay our investors a
dividend of $123 million, reducing risk.
Then came the type of opportunity
that a traditional private company
could not typically pursue without
the support of a strong private-equity
sponsor. With our assistance, RedPrairie
acquired one of the two other leaders in
the supply chain space: JDA.
Headquartered in Arizona, JDA was
a publicly traded company and larger
than RedPrairie. We negotiated to buy
it for $1.9 billion in November 2012,
creating a combined business with more
than $1 billion in revenues, the 14th-
largest software company in the nation,
and the potential category leader in the
end-to-end supply-chain space. New
Mountain put $250 million of additional
equity into RedPrairie to help fund the
purchase, plus $125 million more from
coinvestors. The decision to buy JDA
was driven by the potential for a stronger
combined product line, a larger total
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sales force, and cross-selling opportu-
nities. RedPrairie’s legacy management
heartily recommended the acquisition,
with the JDA team slated to lead the
combined company, which would retain
the JDA name.

The logic for the merger was sound,
but the initial execution was flawed.
Some top talent became disaffected; a
sales force reorganization was counter-
productive; and new competitive tech-
nologies threatened to catch us or pass us
by. Iwent to the company’s national con-
ference personally to assure employees
that New Mountain would not abandon
the business; rather, we would double
down on our efforts to turn the company
around and achieve success.

From that point on our team took an
increasingly hands-on approach. This
is another advantage of modern private-
equity firms like ours: We have teams
of functional experts on staff in every
area from implementing IT systems to
advanced procurement, from financial
planning and analysis to understanding
the newest Covid-19 regulations.

We took one of our own trusted
internal operating partners—Baljit Dail,
formerly a senior-level technologist and
executive at McKinsey and Aon—and
installed him as the company’s new
CEO. We also kept adding skills and
team members to New Mountain itself,
which we made available to help JDA
and our other companies as needed.

We have grown from 62 investment
professionals in 2012 to more than 100
today, including software and supply
chain experts such as Nadia Shoura-
boura (formerly the head of Amazon’s
supply chain), Robert Weiler (formerly
an EVP at Oracle), Lawrence Jackson

(formerly a senior executive at Pepsi
and Walmart), and others. Nadia and
Lawrence served on JDA’s board. Others
helped guide decisions. And in 2016
JDA regained momentum, showing
sales and bookings growth and rising
customer-satisfaction scores. Working
with its leaders, we began crafting an
improved strategy for the years ahead.

In December 2016, bolstered by
those positive signs, we organized a new
preferred-stock investment in JDA from
New Mountain and Blackstone and used
those proceeds to reduce the company’s
debt. New Mountain remained the
controlling shareholder while Black-
stone added capital and expertise.

The ability to arrange that kind of
sophisticated financing on favorable
terms for existing shareholders—in a
way that also benefits the business and
its employees—is another skill set that
private equity firms provide.

Then, in January 2017, we installed
anew CEO at JDA, Girish Rishi. Girish
considered Ed Breen, the CEO of
DuPont, to be a mentor. Ed and I had
worked closely together in the 1990s
to build General Instrument, a Forst-
mann portfolio company, into a global
leader in advanced communications
technology. Ed had been a supporter of
New Mountain since its launch and had
recommended that another executive,
Raj Gupta, join us. (We and Raj then
had strong success at a company now
called Avantor, which was acquired
and transformed by New Mountain and
has grown from a value of $290 million
at purchase into a new member of the
Fortune 500.)

That Girish agreed to join us reflects
a principle I call the talent per dollar

ratio: PE companies can often attract
extremely talented and valuable manag-
ers to businesses that those executives
wouldn’t consider otherwise. They offer
significant ownership opportunities
(whether to purchase shares outright
or to receive them as incentives). They
also protect managers from the 90-day
reporting pressures of public companies
and the nepotism and professionalism
issues they might see in family-run
businesses. Girish worked with us and
Blackstone to make other key additions,
including a new CFO, Sue Savage; a new
CMO, Kevin Iaquinto; a new chief devel-
opment officer, Desikan Madhavanur;
and a new head of sales, Mark Morgan.

With this team and a refined vision
for growth, JDA could go on offense. It
evolved its legacy products into soft-
ware as a service (SaaS); added Al and
machine-learning capabilities; and pio-
neered new products such as the digital
fulfillment platform Luminate, which
provides a “control tower” to optimize
real-time decision-making across end-
to-end global supply chains. Blackstone
teams (led by Michael Capellas and
Martin Brand) and New Mountain ones
(led by Pete Masucci, Jack Qian, Bill
Haley, and Raj Merchant) provided
continuing value at the board and own-
ership levels. The company renamed
itself Blue Yonder (a name taken from
one of its Al-oriented add-on acquisi-
tions) to reflect a fresh vision for the
future. We soon attracted the attention
of Panasonic, which purchased a 20%
interest in the company in July 2020
and became a board member, owner,
and partner. Blue Yonder continued
to prosper in 2021, helping clients
navigate the supply chain disruptions
created by the pandemic.

After Panasonic acquired the rest
of the company, last September, Girish
and the other Blue Yonder executives
invited their PE partners to dinner. We
had a lot to celebrate. Since New Moun-
tain’s initial investment the number of
its employees had grown from 1,100 to

38 Harvard Business Review
May-June 2022



Courtesy Blue Yonder

Girish Rishi, until recently Blue
Yonder’s CEQ, at the company’s global
annual kickoff in February 2020

Watch

about 5,500. Lucrative SaaS bookings
had grown from near zero in 2010 to 18%
of the company’s total in 2017, when
Girish joined, to 79% in the second
quarter of 2021. Recurring revenue from
that business had been growing at a 79%
average annual rate and was nearing
half a billion dollars at the end of FY21.
Under our and Blackstone’s ownership
the company had invested more than
$1 billion in R&D over the prior 10 years
and had built a portfolio of 400-plus
patents. Blue Yonder had also won
a 2021 Microsoft Partner of the Year
award, an Al Breakthrough Award, and
numerous honors, including for human-
itarian efforts during the pandemic and
for diversity, equity, and inclusion.
About 450 past and present mem-
bers of company management were
equity owners who benefited from
the sale to Panasonic, and Girish read

letters from some of them. Meanwhile,
the multibillion-dollar payout to New
Mountain went primarily to its limited-
partner institutional investors: mostly
pension funds, state retirement plans,
and sovereign funds that represent
hundreds of thousands of workers and
retirees around the world. And although
we’re no longer involved with Blue Yon-
der, and Girish recently handed the role
of CEO over to Mark Morgan as he moves
on to pursue new ventures, the company
continues to grow.

A REPLICABLE PROGESS

Private equity involves no single magic
bullet or trick. Firms like ours succeed
when they do many things right:

« Carefully choose which industries
to enter, constantly skating to where the
puck is moving

« Bring fresh thinking and new strate-
gic perspectives to legacy businesses

» Focus on the long term, with multi-
year planning horizons

 Recruit and install top-quality
managers and board members, even at
companies that start small

« Provide centralized resources for
various functions

» Serve as professional, objective
shareholders whose interests are
aligned with those of our portfolio
companies’ management

« Push hard to help every portfolio
company grow and generate returns

» Stay flexible with the balance sheet
and capital structure

« Apply the networks, knowledge,
and skills needed to create corporate
alliances, execute strategic M&A, and
make VC-style investments to provide
higher returns

In the late 1800s corporations
became a new form of ownership
and governance, supplanting small
hands-on shareholders with large
professional teams. Since the late 1900s
private equity has begun to emerge
as an alternative, increasingly able to
offer the best of both worlds—hands-on
shareholders plus broad expertise.
Blue Yonder is just one business that
has gained value under PE ownership;
private equity has produced trillions
of dollars’ worth of gains overall.

As members of this thriving eco-
system, and drawing on the strategies
described in this article, we at New
Mountain will strive to build many more
successful companies in the future. We
expect and hope that lots of other firms
will join us.

HBR Reprint R2203A

Harvard Business Review
May-June 2022

39



The Advanced
Management
Program (AMP)

THINKCHICAGO BOOTH

Unparalleled Leadership for Extraordinary Times

The Advanced Management Program (AMP) from the University of Chicago Booth School of Business is
designed for senior executives who desire to increase theirimpact and are serious about taking their
organizations—and themselves—to the next level through agile, innovative leadership. Executives
leave with razor-sharp business judgment and the skills to make high-stakes decisions for lasting
value.

AMP participants are immersed in a collaborative environment where professors and classmates
challenge ideas and test assumptions. AMP is the only senior executive program to offer an
individualized course of study with the option to choose elective courses. The program consists of three
core sessions - one week—focusing on different aspects of enterprise leadership and three elective
sessions—allowing for a personalized curriculum across multiple learning formats. What's more, you
can enroll anytime as electives are offered throughout the year.

Chicago Booth is where intellectual rigor, engaging teaching, and cutting-edge research meet. As a
result, participants have transformational experiences and become empowered, impactful leaders.
Learn more at ChicagoBooth.edu/AMP and empower your organization with The Chicago Approach™.

[:“IBM}“ Bnm“ ' ‘ Executive Education

CHICAGO LONDON HONG KONG

2022 ADVANCED
MANAGEMENT PROGRAM

Start the program at any point
during the year and select
elective sessions that fit your
schedule.

Contact us for a consultation at
+1312.464.8732,
exec.ed@chicagohooth.edu,
ChicagoBooth.edu/AMP




Democratizing Developing a . The Next Great

Transformation | Digital Mindset | Digital Advantage -
42 | 50 | 56 Spotllght

The Digitally
Literate
Organization

. Harvard Business Review 4—]
lllustrations by NURIA MADRID May-June 2022



42 Harvard Business Review
May-June 2022



= | Marco Iansiti
i Professor, Harvard
Business School

AUTHORS

Satya Nadella
Chairman and CEQ,
Microsoft

Spotlight

Democratizing

Transformation

[ O

VER THE PAST
decade, Novartis has
invested heavily in
digital transforma-
tion. As the Swiss
pharmaceutical giant
moved its technology infrastructure to
the cloud and invested in data platforms
and data integration, it recruited Al
specialists and data scientists to build
machine-learning models and deploy
them throughout the firm. But even
as the technical teams grew, managers
from across the business—sales, supply
chain, HR, finance, and marketing—
weren’t embracing the newly available
information, nor were they thinking
much about how data could enhance
their teams’ work. At the same time,

the data scientists had little visibility
into the business units and could not
easily integrate data into day-to-day
operations. As a result, the investments
resulted in only occasional successes
(in some aspects of the R&D process,
for example) while many pilots and
projects sputtered.

More recently, however, pilots target-
ing both R&D and marketing personal-
ization started showing business value
and captured the attention and imagina-
tion of some of Novartis’s more creative
business executives. They became
increasingly excited about opportuni-
ties to deploy Al in various parts of the
company and began to earnestly cham-
pion the efforts. (Disclosure: We have
both worked with Novartis and other

companies mentioned in this article in
a variety of ways, including board mem-
bership, research, and consulting.) They
realized that technologists and data
scientists alone couldn’t bring about
the kind of wholesale innovation the
business needed, so they began pairing
data scientists with business employees
who had insight into where improve-
ments in efficiency and performance
were needed.

Novartis also invested in training
frontline business employees to use
data themselves to drive innovation. A
growing number of teams adopted agile
methods to address all kinds of oppor-
tunities. The intensity and impact of
transformation thus accelerated rapidly,
driving a range of innovation initiatives,
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including digitally enabling sales and
sales forecasting, reconceiving the order
and replenishment system for health-
care-services customers, and revamping
prescription-fulfillment systems and
processes.

The progress in digital transforma-
tion became invaluable as the com-
pany dealt with the initial chaos of the
pandemic. Novartis business teams
partnered with data scientists to devise
models to manage supply-chain disrup-
tions, predict shortages of critical sup-
plies, and enable quick changes to prod-
uct mix and pricing policies. They also
developed analytics to identify patients
who were at risk because they were put-
ting off doctor visits. As the Covid crisis
wore on, the value of Al became obvious
to managers companywide.

Before this wave of Al adoption,
Novartis’s investments in technology
consisted almost entirely of pack-
aged enterprise applications, usually
implemented by the IT department with
the guidance of external consultants,
vendors, or systems integrators. But to
build companywide digital capability,
under the leadership of then chief dig-

The Elements of Tech Intensity

To enable transformation, companies must create synergy in three key areas:

Capabilities « Organizational

- Organizational architecture
culture - Citizen

- Training and developers
development  Product

- Low-code/ management
notcodetools Technology

+ Agile teams

+ Machine learning
- Deep learning

not only developed new capabilities in
data science but also started to democ-
ratize access to data and technology
well outside traditional tech silos. The
company is now training employees at
all levels and in all functions to identify
and capitalize on opportunities for
incorporating data and technology to
improve their work. In 2021, the Novar-
tis yearly Al summit was attended by
thousands of employees.

The potential for employee-driven
digital innovation is impossible to
calculate, but according to the market

- DevOps ! - Data
pipelines i documentation

+ Data encryption - API strategy
* Real-time - Experimentation
analytics and risk
Architecture e
governance

- Data platform

- Horizontal
integration and
normalization

Industry 2020 Predictions report, enter-
prises across the global economy will
need to create some 500 million new
digital solutions by 2023—more than
the total number created over the past
40 years. This cannot be accomplished
by small groups of technologists and
data scientists walled off in organi-
zational silos. It will require much
larger and more-diverse groups of
employees—executives, managers, and
frontline workers—coming together to
rethink how every aspect of the busi-
ness should operate. Our research sheds

ital officer Bertrand Bodson, Novartis research firm IDC’s Worldwide IT light on how to do that.
IDEA IN BRIEF
THE PROBLEM THE JOURNEY THE IDEAL

Many companies struggle to
reap the benefits of invest-
ments in digital transfor-
mation, while others see
enormous gains. What do
successful companies do
differently?

This article describes the five stages of
digital transformation, from the traditional
stage, where digital and technology are the
province of the IT department, through to
the platform stage, where a comprehensive
software foundation enables the rapid
deployment of Al-based applications.

The ideal is the native stage, whose hallmarks
are an operating architecture designed to
deploy Al at scale across a huge, distributed
spectrum of applications; a core of experts;
broadly accessible, easy-to-use tools; and
investment in training and capability-building
among large groups of businesspeople.
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The Success Drivers

When we started our research, we
wanted to understand why many
companies struggle to reap the benefits
of investments in digital transformation
while others see enormous gains. What
do successful companies do differently?
We looked at 150 companies in
manufacturing, health care, consumer
products, financial services, aerospace,
and pharma/biotech, including a repre-
sentative sample of the largest firms in
each sector. Some were failing to move
the needle, but many had made dra-
matic progress. Perhaps surprisingly, we
found that outcomes did not depend on
the relative size of IT budgets. Nor were

Digital Transformation
Pays Off

We studied 150 companies in a range of
industries and found that revenue growth
and compound annual growth rate among
the leaders (the top quartile) in tech intensity
were more than double that of the laggards
(the bottom quartile).
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Revenue growth
2016-2019
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o
)
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the success stories confined to “born
digital” organizations. Legacy giants
such as Unilever, Fidelity, and Star-
bucks (where one of us, Satya, is on the
board)—not to mention Novartis—had
managed to create a digital innovation
mindset and culture.

Our research shows that to enable
transformation at scale, companies
must create synergy in three areas:

Capabilities. Successful transfor-
mation efforts require that companies
develop digital and data skills in
employees outside traditional technol-
ogy functions. These capabilities alone,
however, are not sufficient to deliver the
full benefits of transformation; organi-
zations must also invest in developing
process agility and, more broadly, a
culture that encourages widespread,
frequent experimentation.

Technology. Of course, investment
in the right technologies is important,
especially in the elements of an Al stack:
data platform technology, data engineer-
ing, machine-learning algorithms, and
algorithm-deployment technology. Com-
panies must ensure that the technology
deployed is easy to use and accessible
to the many nontechnical employees
participating in innovation efforts.

Architecture. Investment in orga-
nizational and technical architecture is
necessary to ensure that human capa-
bilities and technology can work in syn-
ergy to drive innovation. That requires
an architecture—for both technology
and the organization—that supports
the sharing, integration, and normal-
ization of data (for example, making
data definitions and characteristics
consistent) across traditionally isolated
silos. This is the only real, scalable way

to assemble the necessary technological
and data assets so that they are available
to a distributed workforce.

Many large companies are making
headway in each of these areas. But
even leading companies tend to under-
estimate the importance of getting
employees to pull transformation into
their functions and their work rather
than having central technology groups
and consultants push the changes out to
the business. As Eric von Hippel of MIT
has advocated for many years, frontline
users, who are closest to the use cases
and best positioned to develop solutions
that fit their needs, must take a central
role, joining agile teams that dynami-
cally coalesce and dissolve on the basis
of business needs.

Building Tech Intensity

Our research unpacks how capabilities,
technology, and architecture work
together to build what we call tech
intensity. Derived from the economics
concept of intensive margin—how much
aresource is utilized or applied—tech
intensity refers to the extent to which
employees put technology to use to drive
digital innovation and achieve business
outcomes. Our research found that
companies that made good investments
in technology and made tools accessible
to abroad community of data- and tech-
skilled employees achieved higher tech
intensity—and superior performance.
Companies that failed to develop tech-
and data-related capabilities in their
employees and offered only limited
access to technology were left behind.
We ranked the tech intensity of the
150 firms in our study and found that
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the top quartile of the sample grew their
revenues more than twice as fast as the
bottom quartile. (See the exhibit “Digital
Transformation Pays Off.”) We also found
that technology, capability, and archi-
tecture indices correlated with other
measures of performance, from produc-
tivity and profits to growth in enterprise
value. Using an econometric technique
known as instrumental variables, we
also found evidence that the relationship
between tech intensity and performance
was causal: That is, greater intensity
(especially investments in technical and
organizational architecture) powered
higher revenue growth.

Staging the Transformation

Our analysis confirms that just spending
money on technology does not result in
more growth or better performance; in
fact, in some cases it can actually dam-
age the business if it accentuates divi-
sions and inconsistencies across groups.
Instead, it is the architectural, mana-
gerial, and organizational approaches
to transformation that best explain the
substantial and enduring differences
among firms. We found that companies
typically progress through five stages on
their transformation journey. (See the
exhibit “The Stages of Digital Maturity.”)
Traditional model. Not surprisingly,
many companies fit what we consider to
be the traditional model of digital inno-
vation, whereby digital and technology
investments are the province of the IT
department (or other technical specialist
groups) and impact is scattered across
groups, mostly in inconsistent ways. IT
works with business units to fund proj-
ects and manage implementation—say,

The Stages of Digital Maturity

Digital maturity is made up of these characteristics of organizational

structure, process, tech architecture, and tech deployment.

How does your company stack up?

Bridge

Traditional Centralized data:
Siloed science team
busmess Aglle
units
development
Localized teams
applications and .
decision-making Elastically
scalable
Siloed data cloud-based

data platform
Business-unit-

based APIs for sharing
machine-learning data internally
models

Hub

Real-time insights
shared across
business units

Business
ownership of apps

Unified, modular
data platform

Advanced and
automated
machine-learning
models

Platform

App-enabled
mature capabilities
and insights

Distributed
innovation and
citizen developers

Integrated
foundation of
software, data, and
Al with consistent
architecture and
integrated APls

Advanced
Al-development
abilities

Native

Democratized,
data-driven
innovation
combined with
very deep Al
expertise

Agile culture,
end-to-end
solution
ownership

Customized,
self-maintained
tools and
platform
infrastructure

Optimized and
highly automated
machine-learning

technology

for the deployment of an enterprise

application or a data platform technol-
ogy. The projects and their implemen-
tations are customized to the specific
requirements of the individual silos,
business units, or functions. The result is
that over time, the technology and data
infrastructure reflect the quirks of indi-
vidual groups, without any consistency
and connectivity. This sort of disjointed
approach makes it virtually impossible
to share, scale, or distribute innovation

efforts across the organization.

Many businesses in the traditional
model still spend a great deal of money
on information technology. Consider

a financial services firm we studied
whose tech and analytics budget is

among the top in its industry, in both

b

absolute and relative terms. The
company has spent heavily on state-
of-the-art data-platform technology
and hired thousands of IT specialists
and data scientists, who sit isolated in
a separate IT group, while few (if any)
employees on the business side are
involved in the organization’s digital
innovation efforts. The company thus
lacks the architecture and capabilities
required to foster any intensity in tech
adoption. Not surprisingly, the firm’s IT
and data sciences efforts have stalled,
and business impact has been minimal.
A telltale sign that a company isin
the traditional stage is that perceptions
of impact among technology and busi-
ness employees are dramatically dif-
ferent. The former perceive impact to
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be high (as measured by the effort they
put into their work), while the latter
measure it as much lower (according
to how their everyday activities have
benefited).

Bridge model. To break free of
the traditional constraints of silos—
organizational and infrastructural—
companies typically start by launching
pilots that bridge previously separate
groups and developing shareable data
and technology assets to enable new
innovations. They might first focus on
specific functional opportunities such
as optimizing advertising, manufac-
turing, or supply-chain capabilities.
These companies are piloting not only
technology but also a fundamentally
different model of innovation in which
executives, managers, and frontline
workers from the business side work in
collaboration with IT and data scientists.
Victor Bulto, Novartis’s head of U.S.
pharmaceuticals, was instrumental in
launching early pilots (focusing, for
example, on identifying at-risk patients)
and served as a champion for many
initiatives as the organization moved
through the bridge stage. Lori Beer,
JPMorgan Chase’s global CIO, likes to
talk about the demonstrated impact of
piloting Al to simplify expense reporting
and approval—a process-improvement
pilot that won over many employees.

Hubs. As more and more pilots
demonstrate the success of the new
approach, organizations form data
and capability hubs and gradually
develop the capacity to link and engage
additional functions and business
units in pursuit of opportunities for
transformation. As they progress down
this path, leaders begin to realize that

Digital Maturity by Industry

We looked at 160 companies in a range of industries and plotted the average levels
of technology capability and technology architecture for each industry. Companies
in consumer packaged goods, for example, tended to be at the early stage of the
transformation journey; aerospace and health care firms were much more advanced.
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the bottleneck in innovation has shifted
from investments in technology to
investments in the workforce. The lim-
iting factor at this stage is the number
of business employees with the capabil-
ity—the know-how and the access—to
drive digital innovation. Companies
thus need to invest in coaching and
training a much larger community of
employees.

Fidelity strives to develop what it
calls digital athletes. It began to build
hubs by creating centralized data assets
(a companywide data lake, for example);
now it is scaling up training for thou-
sands of business employees, giving
them the capacity to deploy digitally
enabled solutions across the entire
business. Digitally savvy investment
specialists and tax experts, for example,
are working closely with data scientists

and technologists to create innova-
tive solutions with a special focus on
personalization and tailored customer
impact. They’ve also created an app
aimed at onboarding and engaging
younger investors and another app for
delivering AI-powered recommenda-
tions to Fidelity financial advisers, to
name just a few examples.

Starbucks, too, is focused not only
on technology and architecture but
also on developing broad-based, agile
innovation skills in its employees to
power its hubs. CEO Kevin Johnson
explains, “We’ve gone from large teams
working in silos to smaller, cross-
functional teams [everywhere], and
from evaluating every idea as pass-fail
to rapid iteration.” Starbucks is now a
digital innovation powerhouse, with
sophisticated customer apps enabling
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remote ordering, loyalty programs, and
payment systems along with internal
systems enabling Al-based labor alloca-
tion and inventory management.

Platform model. As companies enter
the platform stage, data hubs merge into
a comprehensive software foundation
that enables the rapid deployment of
Al-based applications. Firms focus on
building sophisticated data-engineering
capabilities and encouraging the reuse
and integration of machine-learning
models. Analytics-based prediction
models are applied across the business,
with an increasing focus on the automa-
tion of basic operational tasks. Orga-
nizations begin to function a bit more
like software companies, developing
comprehensive capabilities that enable
product and program management and
rapid experimentation.

Over the past five years, Microsoft
has gone through almost every stage
of this journey. Years ago, we were just
as siloed as most companies, with each
product-based organization segregating
its own data, software, and capabili-
ties. As we connected and normalized
data from different functions and
product groups, we were able to deploy
integrated solutions in areas ranging
from customer service to supply-chain
management.

We integrated all our datain a
companywide data lake, and we built
what we call a business process plat-
form, which provides software and
analytics components that teams use
to enable innovation in areas ranging
from Xbox manufacturing to managing
advertising spend. We also invested
in training programs for nontechnical
employees, cultivating data-centric and

machine-learning capabilities through-
out the organization.

Native model. The most successful
companies among the 150 in our study
have deployed an entirely different
type of operating architecture, centered
on integrated data assets and software
libraries and designed to deploy Al at
scale across a huge, distributed spec-
trum of applications. Its hallmarks are
a core of experts; broadly accessible,
easy-to-use tools; and investment in
training and capability-building among
large groups of businesspeople. These
companies are approaching the capacity
of digital natives such as Airbnb and
Uber, which were purpose-built to
scale companywide analytics and
software-based innovation. Airbnb and
Uber are certainly not perfect, but they
come close to the native ideal.

At Microsoft, we still have a lot to
learn, but in some parts of the orga-
nization we are starting to approach
the native model. As is common in
any enterprise, the progress has not
been uniform. Different groups have
achieved different levels of capability,
but the results overall are encouraging,
as we see increasingly innovative solu-
tions to internal and customer-facing
problems. Most critically, our compa-
nywide approach to understanding,
protecting, and working with data has
progressed by light years.

The Imperative for Leaders

The mandate for digital transforma-
tion creates a leadership imperative:
Embrace transformation, and work to
sustain it. Articulate a clear strategy
and communicate it relentlessly.

Establish an organizational architec-
ture to evolve into as you make the
myriad daily decisions that define
your technology strategy. Deploy a
real governance process to track the
many technology projects underway,
and coordinate and integrate them
whenever possible. Champion agility
in all business initiatives you touch
and influence. And finally, break free
of tradition. Train and coach your
employees to understand the potential
of technology and data, and release the
innovators within your workforce.

This mandate extends to technology
providers. Despite much investment,
technologies are still too complex and
are often too hard to use and deploy.
We need tools and technology that
make driving transformation intuitive
for frontline workers while keeping
data secure. Let’s not forget that until
recently many of us were relying on
specialists in Fortran and Cobol to
model business problems and even
to perform basic mathematical oper-
ations. Spreadsheets brought about a
revolution in mathematical modeling;
we need technology providers to bring
the same revolution to Al and make
using a machine-learning application
as easy as creating a pivot table.

Momentum is growing. But we must
sustain the efforts to ensure that com-
panies of all stripes make it across the
digital divide. @ HBR Reprint S22031
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HEN THIERRY BRETON
took over as CEO of
the French IT services
company Atos, in 2008,
he knew that a massive
and immediate digital transformation
was necessary. Annual revenue had
increased nearly 6% during the Great
Recession, to $6.2 billion, but Atos
wasn’t growing as fast as its competitors
were. The company suffered from siloed
business and functional groups, had
limited pooling of global resources, and
needed more innovation throughout the
company. Digital transformation was
the only way forward.
But what would that look like for
an IT giant? Breton began by scaling
and globalizing the company, which
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provides online transactional services,
systems integration, cybersecurity,
and more. He doubled the size of the
workforce to 100,000 people, hoping
to fend off the competitors all around
him, including digital-born start-ups
from Silicon Valley, India, and China.
Breton also laid out a plan to integrate
Al and other data-driven technology
into company processes and upskill the
expanding workforce.

The three-year digital-transformation
plan depended on creating a culture
of continuous learning and required
that employees develop what we call
adigital mindset. Breton and his team
debated options for how to approach
those goals. Some believed a robust
training program was the only way
forward; others were convinced that
people learn best on the job. They
eventually created the Digital Transfor-
mation Factory upskilling certification
program. The initial goal was to train
35,000 technical and nontechnical
employees in digital technologies and
artificial intelligence.

Notably, the upskilling program was
voluntary. Breton’s team launched an
internal marketing campaign to encour-
age people to learn and get certified. It
also instituted a peer and management
nomination system to entice employ-
ees to join the program and offered
rewards for achieving benchmarks in
certification. The reasoning was that if
employees got certified voluntarily, they
would be more likely to internalize the
new digital skills and modify their work
behaviors accordingly. The learning
programs accommodated everyone
from data scientists and highly skilled
engineers to people in traditionally

nontechnical functions, such as sales
and marketing.

The results exceeded expecta-
tions. Within three years, more than
70,000 people completed their digital
certification, in large part because
employees understood that growth at
the company required digital fluency.
Atos was clearly on the right track. Its
revenue had reached close to $13 billion
by the time Breton left the company,
in 2019, to become France’s European
Commissioner.

What Is a Digital Mindset?

Learning new technological skills is
essential for digital transformation. But
it is not enough. Employees must be
motivated to use their skills to create
new opportunities. They need a digital
mindset. Psychologists describe mind-
set as a way of thinking and orienting to
the world that shapes how we perceive,
feel, and act. A digital mindset is a set
of attitudes and behaviors that enable
people and organizations to see how
data, algorithms, and Al open up new
possibilities and to chart a path for
success in a business landscape increas-
ingly dominated by data-intensive and
intelligent technologies.

Developing a digital mindset takes
work, but it’s worth the effort. Our
experience shows that employees who
do so are more successful in their jobs
and have higher satisfaction at work,
they are more likely to get promoted,
and they develop useful skills that are
portable should they decide to change
jobs. Leaders who have a digital mindset
are better able to set their organizations
up for success and to build a resilient

._

workforce. And companies that have
one react faster to shifts in the market
and are well positioned to take advan-
tage of new business opportunities.
Like any other change initiative,
digital transformation often encoun-
ters resistance, and early missteps are
inevitable. In our experience, compa-
nies do best when they focus on two
critical areas: (1) preparing people for a
new digital organizational culture and
(2) designing and aligning systems and
processes. In this article, we lay out the
basic principles of this enormous under-
taking, drawing lessons from Philips,
Moderna, and Unilever. These compa-
nies offer a road map for developing
digital mindsets in existing talent pools
and aligning systems and processes to
capitalize on digital proficiency.

Building a Continuous-
Learning Culfure

The health services company Philips
recently transitioned its core compe-
tency from supplying health products
to providing digital solutions. To bring
employees along, it needed to create

a continuous-learning environment.
Philips partnered with Cornerstone
OnDemand, a cloud-based learning
and HR software provider, to build an
Al-powered infrastructure that adapts
to learners’ specific needs and pace.
Employees can share “playlists” of
tailored lessons with colleagues, just as
they share playlists on music-streaming
services. The platform’s social media
function facilitates connection between
new employees and more-experienced
members who can serve as mentors,
fostering more-organic peer-mentor
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relationships than formal matching
programs do.

Philips’s leaders, who serve as
the continuous-learning program’s
teachers, have emphasized the need for
not only new knowledge but a cultural
shift. They assume responsibility for
their team members’ futures, not just
for managing work tasks, and they share
their expertise, knowledge, and passion
during training sessions. The company
collects data on how employees are
using the platform, measures the cor-
relation between continuous learning
and performance, and examines how
various tools help employees learn, in
expected or unexpected ways.

The ability to develop a digital
mindset depends on the extent to which
employees internalize the undertaking.
Thinking about how they will interact
with and use new tools and how those
tools will help them attain superior

The Adoption Matrix

Digital transformation sparks a range of
responses in employees.

Frustrated
“My company and
| would benefit if |

learned digital

content, but |
don’t think | can

doit.”
Oppressed Indifferent
“I don’t think | am “| can learn

capable of learning
digital content, and
| don’t see the benefit
to me or my company
in learning it.”

digital content,

but I don’'t see

the benefit to
me or my
company.”

Extent to which an employee believes that
LOW «— digital transformation matters —= HIGH

LOW <— Level of confidence the —= HIGH
employee has in own ability to learn

performance is essential to a successful
digital transformation.

Accelerating Adoption

Digital change is often radical, and it
involves shifting shared values, norms,
attitudes, and behaviors. That’s a tall
order, so it is helpful to kick things off
with a bold stroke: an act that com-
mands attention and prompts everyone
in the company to understand that a
new direction is required. (See “What
Inexperienced Leaders Get Wrong
[Hint: Management]” on HBR.org.)
Examples include doing a major reorg,
making an acquisition, reallocating
resources, hiring a digital transforma-
tion czar who reports to the CEO, and
announcing that alegacy system is
being phased out.

While signaling the new order
creates momentum, it isn’t enough. A
bold stroke must be followed by a long
march, one that begins with assessing
how employees feel about the plans for
digital transformation. Some may be
apprehensive about the unknown; oth-
ers may worry about their own capacity
to learn and apply the new technology
and skills to their jobs. These anxieties
will affect technical and nontechnical
roles. Employees may also be dubious
about whether the digital transforma-
tion matters—to the company and to
their jobs.

When implementing radical change,
managers must carefully weigh these
two key dimensions: buy-in (the degree
to which people believe that the change
will produce benefits for them and the
organization) and capacity to learn (the
extent to which people are confident

that they can gain sufficient literacy
to pass muster). The highest levels of
adoption occur when employees are
motivated to develop competence
because they fully buy into the trans-
formation strategy and feel capable of
helping make it a reality.

In a digital transformation, the two
dimensions combine to produce the
four quadrants of a matrix of responses:
oppressed, frustrated, indifferent, and
inspired. (See “The Adoption Matrix.”)
In the best-case scenario, people will be
in the top right quadrant, inspired by
the change and believing that they have
the capacity to learn digital content.
Managers should assess which quadrant
each of their team members falls into
and then work to move individuals from
one to another as needed.

Promoting buy-in. To help engage
people who don’t see the value in
gaining digital competencies (those in
the bottom quadrants), leaders must
increase messaging that stresses digital
transformation as a critical frontier for
the company. They should launch an
internal marketing campaign to help
employees imagine the potential of a
company powered by digital technol-
ogy. Managers should encourage their
team members to view themselves as
important contributors to the digital
organization.

Promoting confidence. After estab-
lishing buy-in, managers should focus
on boosting the confidence of team
members in the two left quadrants. We
have found that the more experience
people have with digital technologies—
whether through education or em-
ployment—the more confidence they
gain. Sharing stories also helps: People
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can build confidence vicariously, by
learning about the experiences of peers,
managers, and others. With encourage-
ment and reinforcement from company
leaders and direct managers, employees
can begin to believe in their own capa-
bilities. (See the sidebar “The Elements
of a Successful Employee-Training
Program.”)

It may seem that it would be more
efficient to simply hire people who
already have the technical skills needed
to bring a workforce into the digital
age. But as most companies know, the

war for talent is fierce: Hiring enough
digital talent to meet demand is nearly
impossible in the current market. As

a result, recruitment must be supple-
mented with an expansive effort to
upskill existing talent.

Leaders should identify influencers
in their ranks who have a digital mind-
set and recruit them to champion the
transformation and become role models
for those who are reluctant. Influencers
can also be very helpful in identifying
areas of concern among employees and
ideas for improvements. They are likely

& a— o

to understand what kind of messaging
will resonate with employees. Holding
training sessions about the digital
transformation and communicating
new targets is also important.

Aligning Digital Systems

It is critical that organizational leaders
understand how employees will deploy
digital tools so that they can build tech-
nology ecosystems and processes that
foster a digital mindset and accelerate
digital transformation.

Research by Harvard Business
School professors Marco Iansiti and
Karim Lakhani and colleagues identi-
fies three of the main components of
Moderna, the digital-born biotech and
pharmaceutical company. The first,
foundational layer is enormous access
to data, which is the source of the
company’s value in developing vaccines
and other therapeutics. The second is
its reliance on cloud computing—a not
only cheaper but faster and more agile
solution than in-house servers. The
third is its capacity for building AI algo-
rithms to perform R&D processes with
an accuracy and speed that is impossi-
ble to achieve manually. As Moderna’s
cofounder and CEO Stéphane Bancel
told the scholars, Moderna is a “tech
company that happens to do biology.”

Historically, large pharmaceutical
companies have operated in globally
distributed, siloed units, but Moderna
has a fully integrated structure in which
data flows freely so that different teams
can work together in real time. As Juan
Andres, the company’s chief technical
operations and quality officer, has
pointed out, “What’s more important
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than having sophisticated digital tools
or algorithms is integration at all levels.
The way things come together is what
matters about technology, not the
technology itself.”

In January 2020, when Moderna
faced the urgent task of developing a
vaccine for Covid-19, it was able to accel-
erate the process because integration
at all levels was already in place. Bancel
had hired Marcello Damiani five years
earlier to oversee digital and operational
excellence, and Bancel was careful not
to separate the two roles. “Enabling
Marcello to design the processes was
key,” he explains. “Digitization only
makes sense once the processes are
done. If you have crappy analog pro-
cesses, you'll get crappy digital pro-
cesses.” Fully integrated systems and
processes allowed Moderna employees
to deploy existing digital solutions for
the vaccine and build many others
in-house, either designing algorithms
from scratch or tweaking existing ones
to perform deeper and more-specialized
analyses. Only a few months after the
Covid-19 outbreak, Moderna had devel-
oped some 20 algorithms for vaccine
and therapeutic development and was
working on many others.

Unilever, the consumer goods giant,
has also adapted its sprawling global
business for the digital age. For this
manufacturer and retailer of household
staples—more than 400 brands sold
in 190 countries—success is a delicate
balancing act between the specificities
of local markets and the broad scale of
global operations. The solution was agile
teams, which could focus on custom-
izing products to the “last mile” while
simultaneously aligning their work

across multiple countries using the
company’s digital capacities. Rahul
Welde, Unilever’s executive vice
president for digital transformation
and a 30-year veteran of the company,
designed an agile-team structure that
allowed members to remain globally
distributed while making strategic use
of data for tailored initiatives within
rapidly changing local markets.

Under Welde’s leadership, Unilever
formed 300 10-person agile teams
that were remote and global and could
operate at scale. According to Welde, the
strategy had three parts. The first was
using enabling technology and tools,
which could reduce global-local divides.
With digital platforms, brands could
engage directly with customers in local
markets on a vastly larger scale. The
second was redesigning existing pro-
cesses to adapt to new technology and
tools. The third was about making sure

that people had access to the technology
and both the skills and the motivation
to use it.

Who Selects Digital Tools?

Managers and business leaders must

be heavily involved in selecting and
implementing digital tools. To do

that, they must understand what IT
departments today can and cannot do.
Historically technology groups have
been well equipped to handle large,
enterprisewide implementations of soft-
ware and to make sure that the software
undergirding a company’s operations

is maintained and works the way it
should. That remains a key function of
IT for implementations of bespoke tools
or ERP systems. However, most of the
technologies that companies adopt to
enable digital transformation are cloud-
based (SaaS). Teams can simply buy
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The Elements

of a Successful
Employee-Training
Program

Continuous learning marks a new
paradigm for education and career
growth: The days when employees
had one job and a fixed skill set for
awhole career are gone. Companies
that successfully upskill their work-
force follow six practices.

1. Set a com- i 5.Make sure
panywide goal i managers under-
for training. i stand the offer-

! ings so that they

2. Design learn- e
ing opportunities | ©an eftectively

that include all guide and inspire

functional roles. employees.

6. Encourage

i employees to
participatein
projects with dig-
ital components

i and hands-on

learning

i opportunities.

3. Prioritize
virtual delivery,
making learning
scalable and
accessible to
everyone.

4. Motivate
people to learn
through cam-
paigns, awards,
and incentives.

licenses, download the software, and get
started without ever looping in IT.
Whereas IT is accustomed to manag-
ing support applications, business lead-
ers are best suited to the task of defining
new roles and routines—and effectively
reshaping organizational culture and
goals. They should begin by identi-
fying which local activities will most
effectively drive larger organizational
goals, as this will inform the choice of
digital tools and the direction of the

transformation. As technology-driven
process changes lead to new roles and
responsibilities, new collaborative net-
works will open within the organization.
These networks are the real positive
drivers for the organization.

The company must continually
gather data to monitor the transforma-
tion effort and assess whether employee
behaviors are helping or hindering what
we call the work digitization process.
Leaders should study how information
flows within the organization and
remove institutional obstacles that
might prevent employees from adopting
the new process.

Change as a Constant

According to change management the-
ory, organizations move from a current
state to a transitional state and then on
to a future state. The transitional state
is typically considered to be a fixed
period of time in which an organization
shifts from familiar structures, pro-
cesses, and cultural norms to new ones.
People understandably experience
strong emotions during the transition,
because it requires them to make

sense of new perspectives and ways

of behaving. During this temporary
state of ambiguity, everyone’s task is to
negotiate between the organization’s
past and its future.

In a digitally driven world, however,
there is no end point to the transitional
phase: Digital tools change constantly
and rapidly, as do the knowledge and
skills necessary to use them. Organiza-
tional structures must be continually
tuned to make use of new data insights,
and leaders must keep working to bring

employees along as the organization
evolves.

Reconceiving of change as a con-
stant process of transitioning rather
than an activity that occurs between
states helped Thierry Breton lead a
successful digital transformation at
Atos. It may be surprising that an IT
company needed help with its own
digital transformation, but that just
underscores our point about how essen-
tial it is to cultivate a digital mindset.
Just because employees have mastered
one technology doesn’t mean they are
ready to adapt to the next one. Leaders
need to view digital change as a state
of constant transition that requires
everyone to embrace the dynamism and
uncertainty of permanent instability.

DIGITAL TECHNOLOGY AND its impact
on organizational structures, job roles,
people’s competencies, and customer
needs is ever changing. A leader’s task is
not simply to adapt; it is to be adaptive.
Digital transformation is not a goal that
one achieves; it is the means to achieve
one’s unique goals. With a digital mind-
set, employees across the organization
are equipped to seize the opportunities
our dynamic world presents. &
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smartbusinessesareusing
datagraphs to reveal unigue solutions
t0 cusfomer problems.

X=  Vijay Govindarajan
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Tuck School of Business

F THE 4,000 products
Amazon sells every
minute, approximately
50% are presented to
customers by its person-
alized recommendation engine. When
you visit the site, its algorithms select
an assortment of products from about
353 million items and arrange them
for you according to what they predict
you will want at that precise moment.
These recommendations are powered
by Amazon’s ever-evolving purchase
graph, which is a digital representation

N. Venkat Venkatraman
Professor, Boston University’s
Questrom School of Business

of real-world “entities”—anything
about which it stores information, such
as customers, products, purchases,
events, and places—and the relation-
ships and interrelationships among
them. Amazon’s purchase graph con-
nects purchase history with browsing
data on the site, viewing data on Prime
Video, listening data on Amazon Music,
and data from Alexa-enabled devices.
Its algorithms use collaborative
filtering—incorporating factors such as
diversity (how dissimilar the recom-
mended items are); serendipity (how

lHlustrations by ARTEM MATYUSHKIN
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surprising they are); and novelty (how
new they are)—to generate some of the
most sophisticated recommendations
on the planet. Thanks to its rich data
and industry-leading personalization,
Amazon now owns 40% of the U.S.
e-commerce market; its closest rival,
Walmart, has a market share of only 7%.
To compete with Amazon, in April
2021 Google announced its Shopping
Graph, an Al-enhanced model that
recommends products to users as they
search. More than a billion people
research products on Google each day,
and Shopping Graph connects them
with more than 24 billion listings from
millions of merchants across the web. It
builds on Google’s unparalleled Knowl-
edge Graph, which captures information
about the entities in its vast network
and the relationships among them,
including structured and unstructured
data from Android, voice and image
search, Chrome browser extensions,
Google Assistant, Gmail, Photos, Maps,
YouTube, Google Cloud, and Google
Pay. With its Shopping Graph—which
lets 1.7 million merchants feature rele-
vant listings across Google using simple
but interlinked tools—Google is ready
to meet Amazon’s challenge.
Datagraphs like Amazon’s and Goo-
gle’s rely on product-in-use data—that
is, data on the behavior of customers
as they use a platform or a product—
to capture the connections, relation-
ships, and interrelationships between
a company and its customers. The
datagraph concept is inspired by social
network and graph theory, wherein a
social graph is defined as a represen-
tation of the interconnections among
individuals, depicted as nodes, and

B

the relationships among them—with
friends, colleagues, supervisors, and so
on—represented as links. The concept
derives from the work of the social
psychologist Stanley Milgram, and over
the past two decades, it has provided a
useful lens for analyzing the structure
and dynamics of organizations, indus-
tries, markets, and societies. Facebook
popularized the digital social graph in
2007 when it introduced Facebook Plat-
form, a tool that allowed developers to
build applications that were integrated
into the site’s information flow and
connections of relationships.

Leading technology companies
are using datagraphs to personalize
customer recommendations, update
products, optimize advertising, and
more. The most successful examples—
which include Amazon’s purchase
graph, Google’s search graph, Face-
book’s social graph, Netflix’s movie
graph, Spotify’s music graph, Airbnb’s
travel graph, Uber’s mobility graph, and
LinkedIn’s professional graph—lever-
age the ongoing collection of customer
engagement data, coupled with propri-
etary algorithms, to outcompete rivals
in every way, from product creation to
user experience.

This article discusses how compa-
nies can learn from the best practices of
datagraph leaders to gain new competi-
tive advantage.

Data Network Effects

To understand datagraphs, we first need
to understand data network effects,
which occur when data generated by
users as they engage with a product or
service makes it more valuable for other

users. Unlike direct network effects, in
which the value of a service grows as
additional users join (as with Facebook
or LinkedIn), data network effects do
not require increasing numbers of users
to enhance the value of the network.
Instead, the continued engagement of
current users generates broader and
deeper product-in-use data, which
allows algorithms to generate ever-
improving results. For example, every
one of Google’s 2 trillion annual searches
helps the company enrich its Knowledge
Graph and improve its search engine,
which generates better and better
search results for users. By contrast,
if users stop engaging on the platform,
it becomes stale and less useful.
Datagraphs are not static; they do
not reflect information at a snapshot in
time. They are dynamic, reflecting what
data scientists refer to as data in motion.
That’s partly why it is impossible to
manually draw a datagraph. Technology
isneeded to gather and interpret in real
time the data on the millions of units of
a company’s products that consumers
worldwide may be engaging with at any
given moment.

Datagraph Success Factors

Datagraph leaders gather customer
behavioral data and quickly incorporate
what they learn to improve every aspect
of their products and services. They
constantly refine how they classify and
label product data and uncover relation-
ships among entities so that algorithms
can better group offerings for personal-
ized recommendations. And they con-
tinually update their algorithms so that
the personalized recommendations are
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A New View of Competitive Advantage

Datagraphs are redefining how companies win.

TRADITIONAL ADVANTAGES ADVANTAGES FROM DATAGRAPHS

Scale advantage
comes from physical assets

Scope expansion is based
on product-market extensions

Advantage comes from direct and
indirect network effects

Data enhances operational
efficiency

Data is stored as independent records in
separate functional databases

Analytics are used to improve
operations and marketing effectiveness

Firms design and deliver
products and services

based on the most current and relevant
data, which helps improve and prolong
customer engagement. Let’s take a look
at the key behaviors of companies that
use datagraphs successfully.

They learn at scale and speed.
Datagraphs capture how individuals
live, work, play, learn, listen, socialize,
watch, transact, travel, spend, and do
any other activity that can be associ-
ated with commerce. Digitalization
has made it possible to observe and
codify customer data in all these areas

Scale advantage comes from
product-in-use data

Scope expansion comes from datagraph
and analytics competencies

Advantage comes from data network effects
along with direct and indirect network effects

Data provides real-time insights into
customer behavior and needs

Datais stored in integrated
graph-based databases

Analytics are used to build
competitive differentiation

Firms solve customer problems with unique
solutions derived from digital learning

at scale, scope, and speed. Facebook’s
social graph, for example, analyzes
data on 2.8 billion individuals and

their social activities from moment to
moment: what they’re doing, whom
they’re friending and unfriending,
where they’re traveling to, what brands
they’re talking about, what movies
they’re watching, what music they’re
listening to, and so on. LinkedIn’s
professional graph captures in real time
how 774 million professionals who work
in more than 50 million companies and

attended 90,000-plus educational insti-
tutions respond to job postings, status
updates, and live videos. Moreover, it
maps members to other entities, such
as the skills they have, to serve users
targeted ads, learning suggestions, news
feeds, and more. LinkedIn is now a sub-
sidiary of Microsoft and part of its data
ecosystem, which allows it to create an
even more vibrant datagraph.

At traditional companies, customer
data is stored as independent records in
various functional databases. To gain
digital advantage, companies must
organize data as a graph of interactions
that are analyzable by algorithms that
provide insight and deliver personalized
value to every customer.

They use datagraphs to enrich
product offerings. Datagraph leaders
organize their knowledge and expertise
in machine-readable graph formats with
a set of concepts—such as shopping,
travel, or search—across categories.
Take Airbnb’s travel graph. It depicts an
inventory of more than 7 million homes,
tagged in terms of entities (cities, land-
marks, events, and so on), attributes
(such as customer reviews and hours
of operation), and the relationships
among them to yield ever-improving
recommendations about not just the
type of house to rent but also the best
places for dinner or the best times to visit
attractions. This ability to expand the
product scope allows Airbnb to serve its
customers better than traditional hotels,
whose data is housed in departmental
silos (reservations for the room booking,
concierge for restaurant recommenda-
tions, spa for massage appointments,
and so on). Similarly, Netflix contin-
ually improves how it represents and
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classifies movies and television shows
across 75,000 microgenres (just as
Spotify does with music and podcasts).

Google has been able to build some-
thing even more powerful. Its Knowl-
edge Graph represents relationships
between words and concepts in ways
that help its algorithms understand
context. This enables Google to respond
to verbal queries such as: “Hey, Google,
book two tickets to the Colosseum
for next Wednesday and charge it to
Google Pay.” Because the underlying
knowledge is represented as a graph,
the algorithms understand what the
user is asking; they know that the
“Colosseum” is an attraction in Rome,
that next Wednesday is May 25, that
“book” means to buy tickets, and that
“charge” involves using a stored credit
card (as opposed to other meanings of
these words). And with each query and
customer interaction, the Knowledge
Graph is refined to reflect new relation-
ships as meanings change.

Consider a search query by an avid
mountaineer who has hiked Mount
Adams and would like to hike Mount
Fuji next. She may ask: “What should I
do differently to prepare for Mount Fuji
compared with Mount Adams?” Today,
getting an answer requires multiple
searches, but Google is working on a new
model with more-complex knowledge
linkages (with seamless translation
across languages) to more effectively
respond to such queries.

To compete with digital giants, ask
yourself: Does knowledge about our
products exist mostly as separate data
sets, or are we developing machine-
readable graphs to identify patterns of
preference for our customers?

They win customers’ moments
of truth. In 2001, only 2% of Netflix’s
recommendations were chosen by
its 456,000 users. By 2020, the percent-
age had increased to 80%, and Netflix
had more than 200 million subscribers.
Netflix uses its movie graph to win
the “moment of truth”: the 90-second-
to-two-minute window in which a
viewer decides to watch something on
Netflix or go elsewhere. Netflix algo-
rithmically customizes and updates
its home screen to continuously
deliver targeted recommendations for
every subscriber. By 2015, Netflix had
prevented more than $1 billion a year
in canceled subscriptions thanks to its
personalized recommendation engine.

To win its moments of truth, Face-
book conducts A/B experiments across
3 billion users in near real time to
personalize the social feeds of each user.
Before Facebook displays a post, it sorts
through an inventory of possibilities
and narrows them down to about 500
that past behavior patterns suggest
a user is likely to engage with. Then,
Facebook’s proprietary neural network
scores the posts and ranks them before
arranging them in a variety of media
types, such as text, photos, sounds, and
videos interspersed with ads.

Unlike Facebook, whose library of
digital content can be instantaneously
delivered to its customers worldwide
(subject to legal restrictions), Uber’s
ability to satisfy a customer’s need for
transportation is based on the avail-
ability of vehicles at a precise time and
at an exact location. Uber’s moment
of truth is the five minutes customers
are willing to wait for a driver. The
ride-sharing company tracks drivers

and passengers who have the app open
on their smartphones (it previously
tracked users even when they weren’t
using the app, a controversial policy

it was forced to change in 2017 after
customer backlash) and uses that data
to analyze likely demand patterns.
Then it provides incentives for drivers
to be available at selected locations.
The company continually optimizes its
routing algorithms to win customers at
the moment of truth.

Although many companies claim to
be customer-centric, few use data-
graphs and algorithms the way these
leaders do. Ask yourself: Are we using
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Al-powered algorithms to deliver cus-
tomers an ever-more-refined product
offering to make sure they engage with
our product rather than move on?

Getting Started

The first thing businesses that wish

to remain competitive against data-
graph leaders must understand is

that a successful strategy isn’t solely
dependent on having large volumes

of information. It’s about collecting
relevant product-in-use data in real
time to achieve data network effects
and build advantage. When businesses

observe more customer interactions
with their products, they accumulate
richer data; when they sell more prod-
ucts to a more-diverse group of users,
they accumulate more-varied data that
helps them further differentiate their
offerings. Businesses that aren’t using
datagraphs or have yet to do so success-
fully must take the following steps to
catch up:
1. Develop a datagraph strategy.
To get started, pair executives that have
industry knowledge with data scien-
tists to conceptualize your datagraph,
examine its future trajectory, and sketch
out plausible business implications.

Many companies that don’t have the
resources of an Amazon or a Netflix
have already done this. For example,
Stitch Fix was founded as a personalized
fashion service in 2010 by a business
school student; now, thanks in large
part to its fashion graph, its market cap
tops $1.6 billion.

Coursera shows how new entrants
can use datagraphs to upend a market.
Traditional universities offer “one
size fits all” courses and certificates;
in contrast, Coursera operates like a
Netflix or Amazon for education. It
offers a personalized online experience

through stackable modules, which are

Harvard Business Review 6—]
May-June 2022



Y

/]

[

(7Y

#

-
-
——
-

consumable at different durations, loca-
tions, difficulty levels, and price points.
It uses its proprietary Skills Graph to
customize lifelong learning in ways that
traditional universities have not been
able to achieve.

Ask yourself how your data offers
aunique advantage to your business.
You may possess proprietary “data
hooks” that allow you to observe at the
point of use detailed information that
is unavailable to others. Your advantage
may come from superior data scope
(the depth and richness of your data)
and access to complementary data
from partners. You may have faster
data speed (data in motion compared
with a competitor’s episodic data,
which is subject to batch processing).
Consider how scale, scope, and speed
can be increased through acquisitions
(consider Microsoft’s acquisitions of

LinkedIn and Activision) or alliances
(such as Google’s partnership with
Shopify).

2. Develop proprietary algorithms.
It’s no longer adequate to carry out dif-
ferent types of analysis independently.
Datagraph leaders use proprietary
algorithms to conduct descriptive anal-
ysis (“What happened?”), diagnostic
analysis (“Why did it happen?”), predic-
tive analysis (“What could happen?”),
and prescriptive analysis (“What should
happen?”) in an overarching frame-
work. You can evolve your datagraph
infrastructure from the legacy architec-
tures designed to analyze data at rest
(batch processing, independent analy-
sis) to analyze real-time data in motion.
Be sure to benchmark your algorithms
against others in your industry—and
against others of its class. For example,
if your success metric is the extent to

which customers act on your recom-
mendations, how does the performance
of your recommendation engine stack
up against those of leaders like Netflix,
Spotify, and Amazon?

3. Engender trust. Being the
custodian of customer data is a huge
responsibility. Most customers regard
computers, algorithms, and machine
learning as complex black boxes, and
many believe that their data is being
used (even abused) to make digital
companies rich and powerful. You must
develop ways to use your algorithms
to engender trust, and you must earn
the right to gather, analyze, and deliver
value through data. Explain what you’re
doing using language that consumers
can understand.

Trust gets eroded when consumers
feel that their data is being misused.
Facebook has become the poster child
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and they must earn the right to gather and analyze data.

Spotlight

for this predicament. Recently, a
whistleblower from the Facebook data
science team directly accused the com-
pany of, among other things, using its
data and algorithms to amplify inflam-
matory content to boost engagement
on the site, despite having conducted
proprietary internal research showing
that doing so would be harmful to
users and society. Facebook CEO Mark
Zuckerberg has denied the claims:
“The argument that we deliberately
push content that makes people

angry for profit is deeply illogical,” he
said. “We make money from ads, and
advertisers consistently tell us they
don’t want their ads next to harmful or
angry content.” Whether Zuckerberg
can repair the damage depends on
how Facebook uses its algorithms and
personal data moving forward and the
transparency with which it communi-
cates with users.

Every company must invest
resources not only in the technical
facets of algorithms but in explain-
ing what they do in ways consumers
understand and feel comfortable with.
Customers increasingly expect to be
informed about how digital products
function and Al-supported services are
delivered, and countries demand that
companies tailor their data operations
to local regulations. For example, in
Germany, which has strict privacy
regulations, Alibaba needs a different
data strategy from the one it uses in
China. And it must communicate to
consumers in both countries in ways
that promote trust.

4. Update the organization. Busi-
ness leaders must allocate the resources
necessary to upgrade the technology

.L]

infrastructure required for datagraphs.
They must recruit talent with breadth
and depth in both data science and
business. They must structure the

data organization as the connective
tissue that ties together all parts of the
enterprise, recognizing that modern
organizations must juggle two pow-
erful, competing factions: those who
believe in the supreme power of data
and algorithms to solve problems and
those who don’t. This tension defines
the operating culture of modern organi-
zations: Consider how Netflix CEO Reed
Hastings balances the analytical pull of
Silicon Valley with the creative pull of
Hollywood.

5. Monetize your datagraph.
Datagraphs, when constructed to
support and shape strategy, reveal that
value lies not only in how products are
designed and manufactured but also
in how they solve specific problems
for customers. Insights from data-
graphs will help you choose the most
appropriate monetization mechanisms
and lay out clear pathways from data
to business results. You can defend
your current revenue and profits with
compelling recommendations based
on data network effects, just as Netflix
uses real-time data to improve cus-
tomer retention. You can also use your
datagraph to develop more-thoughtful
ways to expand your revenue and profit
streams by going after new pockets of
value, as Apple has done with its foray
into credit cards, TV, and health care.
And you can counterattack in markets
where competitors have already mas-
tered datagraphs, as Disney did with
its successful entry into the streaming
wars with Disney+.

Reshaping Advantage

We've all seen the signs in front of
McDonald’s announcing, “Over X Billion
Served” and have watched the number
rise over the years. But tracking how
many burgers are sold every year is a relic
of the past. Datagraph leaders care less
about absolute numbers. Instead, they
ask: Do we have data on where each con-
sumer buys her burgers? At what time?
What does she drink with it? What does
she do before or after buying a burger?
Who are our customers and what are
their ages, income, location, preferences,
lifestyles, and so on? How can we satisfy
more of their needs so that they spend
more dollars with us than with someone
else, feel confident that they got value for
their money, and keep coming back?
Datagraphs will reshape competition
in every sector sooner than most expect.
It’s time for every company to move
beyond using data to improve opera-
tional efficiency and recognize the com-
petitive advantage of datagraphs. Senior
leaders must invest in upgrading their
data architecture to enable a real-time,
comprehensive view of how consumers
interact with their products and services.
With this structure in place, leaders can
develop unique ways to solve customer
problems. @ HBR Reprint $22033
Spotlight Package Reprint R2203B
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AS RECORD NUMBERS OF PEOPLE HAVE
QUIT THEIR JOBS. ALL SECTORS OF THE
ECONOMY ARE STRUGGLING TO FILL
VACANCIES. TO GET PEOPLE BACK TO
WORK, ORGANIZATIONS ARE CHANGING
LONG-STANDING POLICIES AND OFFERING
UNPRECEDENTED INCENTIVES.

Transportation companies, for example, have upped their
wages to lure long-haul drivers back into truck cabs. Califor-
nia public schools are allowing retired teachers to return to
work without recertification. CEOs and CHROs are falling all
over themselves to offer flex-time work arrangements more
attractive than those of their competitors. But such attempts
miss the fundamental problem.

Simply put, work isn’t working for us. It wasn’t before
the pandemic, and it isn’t now. According to surveys my
colleagues and I have conducted at ADP Research Institute
(ADPRI), before the pandemic only 18% of respondents
were fully engaged at work, 17% felt highly resilient at work,
and 14% trusted their senior leaders and team leader. The
Centers for Disease Control reported in 2018 that 71% of
adults had at least one symptom of workplace stress, such
as headaches or feeling overwhelmed or anxious.

The pandemic has added even more pressure to our
existing pain. Engagement and resilience are at all-time

lows, having each dropped two percentage points during
the course of the pandemic. (That may sound like a small
change, but given how low those figures already were and
the size of the samples, it is both statistically and practically
significant.) Meanwhile, a quarter of U.S. workers quit their
jobs in 2021—a historic high.

This points to a problem that increasing wages or sim-
plifying professional on-ramps alone won’t solve, although
those efforts certainly help improve employees’ quality of
life. We know this because in ADPRI’s most recent 50,000-
person surveys of stratified random samples of working
populations around the world, the most powerful predictors
of retention, performance, engagement, resilience, and
inclusion did not include pay or liking one’s colleagues or
work location or even a strong belief in the mission of the
organization. All those provided some explanatory powetr,
but none was as significant as these three items:

« Was I excited to work every day last week?

68 Harvard Business Review
May-June 2022



To aftract and retain the best people, we must redesign jobs around a Simple
but powerful concept: love for the content of the work itself.

« Did I have a chance to use my strengths every day?

« At work do I get a chance to do what I'm good at and
something I love?

These results, neuroscience research, and my decades
of experience working with individuals in organizations
strongly suggest that only when a company intelligently
links what people love to their actual activities will it achieve
higher performance, higher engagement and resilience, and
lower turnover.

To stem the tide and to attract and retain the best people,
then, we must redesign jobs around a simple but powerful
concept: love for the content of the work itself. That word
may seem strong in this context, but people’s affinity for
their work can and should reach this level, and when it does,
amazing things can happen.

Creating a place where all people can find love in their
work means incorporating three principles in everything
your business does: The people are the point. Employees,
rather than customers or shareholders, are the most import-
ant stakeholders in your organization. One size fits one.

Each of those employees is a unique person with distinct
loves, interests, and sKills. In trust we grow. For employees
to discover and contribute their loves at work, leaders must
explicitly make trust the foundation of all practices and
policies.

We’ll take a look at how the most forward-thinking com-
panies are beginning to implement each of these in turn. But
first let’s examine why love is so important in the workplace
and what companies have missed by ignoring it.

IDEA IN BRIEF

THE PROBLEM

Resignations are at an all-time high,
and companies desperate to fill
vacancies are trying everything

from pay raises to trendy perks. But
these interventions are falling short—
because the real problem is that jobs
are often stressful, meaningless, and
unlovable.

THE SOLUTION

way they see fit.

Companies need to take advantage of
each person’s unique skills and pas-
sions. That means making employees
the key stakeholders in the organization,
minimizing standardization in perfor-
mance management tools, and trusting
people to accomplish their goals in the

WHAT’S LOVE GOT TO DOWITH IT?

When you’re in love with another person, your brain chemis-
try changes. We don’t yet know the exact biochemical cause
of romantic love—it appears to be some combination of
oxytocin, dopamine, norepinephrine, and vasopressin. But
research does reveal that when you're engaged in an activity
you love, that same chemical cocktail is present in your
brain—along with anandamide, which brings you feelings
of joy and wonder.

Primed by this cocktail, you interact with the world differ-
ently. Research by neurobiologists suggests that these “love
chemicals” lessen the regulatory function of your neocortex,
widening your perspective on yourself and liberating your
mind to accept new thoughts and feelings. You register other
people’s emotions more intensely. You remember details
more vividly. You perform cognitive tasks faster and better.
You are more optimistic, more loyal, more forgiving, and
more open to new information and experiences. One could
say that doing what you love makes you more effective, but it’s
so much more than that: You're on fire without the burnout.

So if you’re doing work you love, work need not be a
stressor but can instead be a source of energy and resilience.
Indeed, ADPRI data on engagement shows that people who
find love, strength, joy, and excitement in what they do
each day are far more likely to be productive, to stay at the
company longer than others do, and to sustain themselves in
the face of life’s inevitable challenges. Finding love in work,
therefore, is not self-indulgent or narcissistic; it is a precur-
sor and an amplifier of performance.

THE BENEFIT

Employees don’t need to love every-
thing about their jobs, but research
shows that a little goes a long way
toward reducing burnout and helping
with engagement. Companies that have
begun to embrace some of the tenets in
this article have seen improvements in
both retention and overall performance.
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To be clear, that’s not quite the same as saying that work
must consist exclusively of what you love. We have no data
proving that the most productive and engaged people at
work love all they do. What it points to, though, is that if
leaders want their employees to be high performing, to stay
with the organization, and to be engaged and resilient, they
should be intentional in helping them find love in some of
what they do, every day.

Data from the Mayo Clinic reinforces this finding and
suggests that 20% is a useful threshold. Its research into
burnout in doctors and nurses suggests that if less than 20%
of your work consists of things you love to do, you are far
more likely to experience physical and psychological burn-
out. Intriguingly, loving more than 20% doesn’t seem to net
much increase in resilience. A little love of what you do at
work goes a long, long way.

For many of us, finding even that level of love in our
work is challenging. Perhaps daunted by the sheer range
of where employees can find love, or perhaps distrustful of
their intentions, or perhaps presuming that “no one could
love this job,” many managers have designed loveless work,
in which the job is defined by standardized steps or required
competencies, and success is measured by how closely the
employee conforms to them. Distribution-center work and
delivery-driver roles usually fall into this category.

It’s neither fair nor realistic to put the onus on employ-
ees who are faced with jobs like those—and with the need
to put food on the table—to find the love in what they
do, although it’s clear from my decades of research into
all manner of jobs that people can find love in surprising
places. I've interviewed a manufacturing worker who loved
to figure out the “personality” of each of the machines he
operated and intervene right before one of them “chose”
to break down. I’ve done focus groups with boron miners
who revealed passions as diverse as a love of precision, the
thrill of figuring out how to go a hundred days without even
the most minor safety incident, and simply being part of
a team. Slaughterhouse work, long-haul trucking, house-
keeping—all these jobs include a range of activities specific
enough to serve as the raw material for some love of the
work. The fact that we haven’t designed those jobs through
the lens of people with specific preferences and passions
doesn’t mean there’s no love to be found there.

So let’s turn to organizations. It’s time to start designing
jobs with love in mind. If leaders were to take all this data
to heart and deliberately try to create what I call a Love +
Work organization, in which a greater percentage of
employees find love in what they do—even if only 20%
of the time—how would they proceed? They would make
sure that engaged and resilient people were uplifted rather
than depleted by their jobs, and as a result delivered better
services and products to their customers and made more-
sustainable commitments to their communities. Although
I know of no one organization today that fully embodies the
Love + Work ideal, plenty are beginning to implement pieces
of the three core principles.

THE PEOPLE ARE THE POINT

A true Love + Work organization is built on a recognition

of and commitment to the fundamental importance of
each person who comes to work. This stance represents an
advance on both Milton Friedman’s shareholder capitalism,
which held that an organization’s sole purpose is to maxi-
mize shareholder value, and Joseph Stiglitz’s stakeholder
capitalism, which introduced the idea that organizations
should also maximize value to customers, employees, and
the broader community.

A Love + Work organization sees employees as the
integrating point for all other stakeholders rather than as
merely one of many. They are, after all, where the work actu-
ally happens—where the value in products or for customers
is created. That requires that every employee be seen as a
full human being, not just a cog in the machine. Specifically,
Love + Work organizations do the following;:

Recruit human beings, not workers. In a more
human-centric approach to onboarding, these companies
are rigorous and detailed in explaining why each candidate
was selected and what specific strengths and loves they saw
in the person, including but also going beyond how those
can add value to the overall mission of the organization.

Lululemon is a leader in this. During the company’s
onboarding process, new employees are encouraged to set
goals, both career and personal. Employees are equally
celebrated whether their goal is to become the company’s
CEO or to start their own fashion brand sometime in the
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future. This focus on the person’s unique ambitions during
onboarding helps lululemon’s 90-day retention and first-
year employee-engagement levels rise twice as high as
industry averages.

Commit to lifelong learning. A Love + Work organization
invests in the ongoing education of each employee. That
might be in the form of direct payment for college degrees, as
at Amazon, Walmart, and others; or forgiving and reimburs-
ing student loans, as Geico, Starbucks, and UPS do; or giving
employees a certain amount of discretionary time to pursue
their own projects, as Google has periodically done over
the years. All these efforts communicate explicitly that the
employee’s growth and development have intrinsic worth,
even if it doesn’t immediately accrue to the organization.

Support alumni. A Love + Work organization has a
formal and carefully considered offboarding program that
reinforces the message that people’s worth as human beings
extends far beyond their time with the organization. Many
companies, including Accenture and McKinsey, have found
that staying close to a strong alumni community offers
practical benefits in the form of existing client growth and
referrals. But it’s also a way for organizations to show their
commitment to each employee as a person.

Again, lululemon stands out here. The company’s will-
ingness to stay connected to, and support, former employees
has created a nexus of entrepreneurial companies in Van-
couver, spanning multiple industries including apparel, food
services, and fitness. Many employees who depart to pursue
dreams of opening a studio or a gym later become “ambas-
sadors,” their pictures proudly displayed in local lululemon
stores to showcase their new ventures. This demonstrates to
current employees how deeply invested the company is in the
ongoing success of those who came before them—whether or
not that success is within the confines of the company.

ONE SIZE FITS ONE

Brain science reveals that there are more synaptic connec-
tions in each human brain than there are stars in 5,000
Milky Ways, resulting in endless variations in how we all
think and feel. It shouldn’t be surprising, therefore, that peo-
ple in the same job love and do their work very differently.
An organization dedicated to love builds its people practices

Different Ways to Love

the Same Job

As part of its ongoing study
of excellence at work,
ADPRI does primary quali-
tative research involving top
performers in a variety of
roles. Here, for example, are
the words of three excellent
hotel general managers
describing what they love
about their job:

@@ “|t almost sounds
strange, | know, but |
actually love it when an
angry guest marches up to
the front desk. I find my
brain works faster, my
adrenaline pumping; it feels
amazing, like I'm on edge,
but loving it. Guess | have a
superhero complex, right?”

: because you’ve got all these

different personalities,
different schedules, different
roles, and somehow I’ve got
to arrange it all so that you’ve
got the right people doing the
right things at the right time.
Of course, | never get it quite
right, but I’'m sointo it.”

& “People say I'm never
satisfied, but | don’t think

of it like that. I love taking
something that’s working
and then figuring out newer
and better ways of doing
things. | get bored so quickly.
Soif it’s new, never been

. done before, first time,

I’'m right there. | can’t tell
you how many times we’ve

redone our team awards
or our guest appreciation
programs. I'll never stop.”

& “My best moments are
trying to figure out how to
get my team to jell. It’s hard

around that fact. (See the sidebar “Different Ways to Love the
Same Job.”) To help people pinpoint their particular pattern
of loves and loathings and channel them into contribution,
an organization must empower teams and team leaders to
make the most of each employee’s uniqueness.

Avoid tools that standardize. Competency models,
feedback tools, and rigid career paths, which have become the
norm at most large companies today, replace employees’ per-
sonal loves with cookie-cutter actions or behaviors. At Love +
Work organizations, in contrast, each role is defined by a very
few measured outcomes rather than by a competency model.
Thus hotel general managers are measured according to
occupancy levels and guest satisfaction ratings. Nurses are
held accountable for patient outcomes and patient satisfac-
tion scores. Salespeople are measured by sales volume and
client growth. And so on. When outcomes are carefully iden-
tified and calibrated, employees can pinpoint the activities
they love and be helped to find their own path toward those
outcomes. The explosive growth of coaching-as-a-service
companies such as BetterUp is but one sign that companies
are moving away from standardization and toward offering
individual guidance to employees at all levels.

These organizations also avoid feedback tools, which
by definition measure each person against a standardized
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Aside frominput about facts or required steps, feedback generally consists
of one person—however well-intentioned—smothering another.

list of skills or competencies. I've previously explained in
this magazine why feedback is pernicious (“The Feedback
Fallacy,” March—-April 2019). In short: People’s feedback is
inevitably colored by their own loves (and loathings) and
offers precious little to help other employees discover and
contribute theirs. Aside from input about facts or required
steps, feedback generally consists of one person—however
well-intentioned—smothering another.

Organizing around love of the work means that no career
paths are defined by the skills or competencies required
at each level—indeed, no research that I know of in any
refereed journal proves that the best practitioners in a given
role all have the same skills and competencies. Competency
models are an abstraction that denies the real-world truth
that people in the same role find love in very different
activities and aspects of it—and, therefore, they thrive and
excel in the role using quite different methods. Careers will
increasingly be designed according to an employee’s own
interests and skills. Al-based software offerings such as
Gloat, Fuel50, and Flux are the leaders in a growing pack of
platforms that build career paths in this way.

Focus on teams. To avoid standardization, companies
must organize around teams.

In 2019, as my ADPRI colleagues and I were analyzing
the data from our global study of the world’s workers, we
discovered just how important teams are to employees.
Workers who reported that they felt part of a team were not
only 2.7 times as likely as others to be fully engaged, but also
three times as likely to be highly resilient and twice as likely
to report a strong sense of belonging to their organization.

That’s because teams make a home for idiosyncrasy. In
ateam, each person’s unique loves and loathings can be
combined with those of others to create something greater
than any one person could achieve alone. Humans have long
known this. In fact, the oldest human art ever discovered is
a 45,000-year-old painting on a cave wall on the island of
Sulawesi that depicts a small group of hunters, each drawn
with a different animal characteristic thought to denote the
particular contribution of each team member: the trunk of an
elephant to show the strength of one, the tail of a crocodile to
symbolize the cunning of another. “There isno T’ in ‘team’”
misses the fundamental point of a team, which is precisely
to capitalize on the contribution of each unique ‘1.’ If you're

on a team and your manager and teammates see and know
your loves, they can find ways to help you do work that you
love better than a blind organization ever could.

But today most organizations are not built around teams.
Although plenty of teamwork is happening, leaders can’t
see it or take advantage of it. Just look at most existing
human-capital-management software. It displays individu-
als and who they report to, but not which teams they’re on.

An organization with a focus on teams institutes formal
team-joining programs in which people learn why they were
picked for their assignments. This introduction includes
detailed descriptions of the skills and talents they bring to
their teams and what they can rely on or turn to each team-
mate for. Patagonia takes its team building out of headquar-
ters with hiking trips to the nearby Santa Ynez mountains
or campfires on the beach in Ventura to help team members
see one another as whole, unique people. There they might
learn that one member loves working under pressure,
another is most creative from 6 AM to noon, and another
must do a three-mile run around the neighborhood every
morning or lose motivation. As more and more people work
remotely, companies will have to be even more intentional
about making joining a team a critical part of onboarding.

I expect that we’ll see lots of software applications emerging
to fill this space.

But the most important part of being on a team is devel-
oping trust with the individuals who constitute it.

IN TRUST WE GROW

The data supports a strong link between trust and all the
good outcomes that love at work produces. When ADPRI
asked its 50,000 global survey participants if they trusted
their teammates, their team leader, and their senior leaders,
those who strongly agreed that they trusted people in two
of the three categories were three times as likely as others
to be fully engaged and highly resilient. Those who strongly
agreed that they trusted all three were 15 times as likely to
be fully engaged and 42 times as likely to be highly resilient.
That’s because trust drives the ability of employees to
discover and do what they love. In a study of housekeepers
at Disney World, I found that many loved their job specif-
ically because they could be creative about how to do it.
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One rearranged children’s stuffed animals into different
scenes each day, for example. Another lay down on the bed
to check the room from that angle because she knew that
would be the first thing a guest did after a long day in the
park. The trust given the housekeepers to exercise their
autonomy—despite official rules to the contrary—was what
made them love their jobs, and that love allowed them to
excel in ways that no checklist of tasks could possibly do.

To deliberately engender trust in your organization,
you’ll need to end certain rituals and start others.

Discard rituals that erode trust. Goals cascaded
down from above, performance ratings, and 360-degree
surveys—mechanisms that we tend to think of as increasing
alignment and boosting performance—too often signal that
the organization doesn’t trust its people. Goals imposed
from above are artificial and disconnect employees from
thinking through what they love and how they can contrib-
ute it. In contrast, a Love + Work organization trusts people
to set their own goals, which are discussed and adjusted as
necessary during the course of the year.

I've previously written in these pages (“Reinventing Per-
formance Management,” April 2015) about why performance
ratings are unreliable. No one trusts them—even the people
getting the highest ratings. With everyone reduced to a num-
ber, the organization can’t see the whole person. Similarly,
everyone suspects, rightly, that 360-degree surveys generate
unreliable data that in no way reveals who a particular
employee is. These mechanisms convey to employees that
they are monitored but without any real trust that they know
what it takes to do their jobs.

Instead, pay attention. Love + Work organizations build
trust by actually paying attention to employees through
their team leaders. This requires empowering those leaders
and reducing their span of responsibility so that frequent,
individualized attention is possible.

Organizations that build trust view a once-a-week
check-in between employees and team leaders as the core
human ritual at work. During this chat the team leader will
not be checking up on or appraising the person or giving
feedback. Instead the leader will be talking about the short-
term past and future, asking, “What did you love about last
week?” “What did you loathe?” “What are your priorities this
coming week?” “How can I best help?”

Asking those four questions every week for an entire
year will ensure that employees build trust with their team
leaders. It doesn’t appear to matter whether the check-in
happens in person, on the phone, by email, or in an app.
What matters is simply that it happens. During a check-in
both people can talk about the specifics of the work the
employee is doing, the challenges that might be arising,
and what the team leader can do to help. Each sharing
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of a challenge and each small action to provide support
help build trust between them. But not only that: Naming
the specific activities they loved the previous week keeps
employees’ loves front and center, tied tightly to the real
work that needs to get done.

Many organizations have already instituted the check-in
as a core ritual. Cisco alone averages more than 3 million
check-ins a year. It is not a cure-all, of course: Some team
leaders merely go through the motions, and some employees
take a long time to feel that the organization genuinely cares
about who they are and what they love. But the data from
millions of check-ins is compelling. Team leaders who check
in every week drive their team members’ engagement scores
up by 77% and their team members’ voluntary turnover in
the following six months down by 67%.

To make this ritual possible, Love + Work organizations
eschew departments or functions so large that the span of
control makes it impossible for a team leader to check in
with each team member. A ratio of one leader to 70 members
might make financial sense on a balance sheet, but it makes
little sense for people trying to build trust.

OUR LEADERS PUBLICLY announce that they want us to
return to work, but for many of us, the current tensions
regarding work all stem from our questioning whether
we even want to go back to an earlier way of doing things.
“Normal” led us into a workplace ecosystem that seemed
designed to exploit us and stress us and reduce our agency.
Normal made us unhealthy. If organizations dismiss
employees’ reticence or just hope that it will pass by, they
will forever struggle to attract the best people and wonder
why they have such trouble keeping the ones they do attract.
In contrast, the smartest organizations will recognize that
if they can redesign work with love at its core, they will be
able to make new and more-genuine commitments to their
workers and over time will become magnets for talent. They
will truly deserve the best people. @ HBR Reprint R2203C

Love MARCUS BUCKINGHAM is the head of people and

Wark performance research at ADPRI and the author of Love +

!’: Work: How to Find What You Love, Love What You Do, and
W@ Do ltforthe Restof Your Life (Harvard Business Review

s | Press, 2022), from which this article is drawn.

Harvard Business Review 75
May-June 2022



When
Your
Business

/Veeds

a Second
Growth

Kngine
ere’s how fo puila one

® []go% AUTHORS
, N~ JamesAllen - Chris Zook
d ~ i Partner, Bain & | Advisory partner,
: Company ! Bain & Company
STRATEGY | \"1\‘ - - W

76 Harvard Business Review o
May-June 2022 PHOTOGRAPHER BENEDICT REDGROVE



r

May-June 2022

Harvard Business Review

.
”

AR Wi
,ﬁ/rudﬂ%, ,....:.. %f,... M: Vi

oy




)

*

STRATEGY

IDEA IN BRIEF

THE OPPORTUNITY

While new technologies
continue to upend
industries and shorten
the lives of corporations,
there has never been a
better time for companies
to search for new growth
engines.

HOW TO TAPIT

Half of successful
‘engine two” businesses
are found by entering a
fast-growing adjacency,
as Ecolab, a provider of
industrial cleaning prod-
ucts and services, did
when it moved into the
industrial water purifica-
tion business. About a
third are next-generation
versions of the core
business—like Netflix’s
move from DVD rentals
to streaming. The restin-
volve building or buying a
business totally separate
from the core.

KEYS TO SUCCESS
Companies need to
identify markets with
expanding profit pools,
ensure that their offerings
are differentiated, and
instill an entrepreneurial
mindset in the new busi-
ness while harnessing the
skills and assets of the
original engine of growth.

n a series of forums we held recently with chief executives of large
companies around the world, we uncovered a preoccupation

with obsolescence and renewal. When we surveyed them, 65% of
the CEOs predicted that in five to seven years their firms’ main
competitors would be different from their main competitors today,
and 63% said that new competitors with new business models
would pose a major threat to their firms’ core business. The CEOs
projected that in the next decade 40% of the value their companies
created would come from entering new markets and launching
new business models. Clearly, the business landscape feels highly
unstable to them—which is understandable, given that new tech-
nologies continue to upend industries and wipe out businesses at a remarkable rate.

The good news is that there has never been a better time for companies to try to build
new engines of profitable growth. We are in the longest period of low interest rates in
modern history. Besides being cheap, money is abundant: One study by Bain & Company
estimated that global investment capital had tripled in the past three decades and stood
at 10 times global GDP. In addition, high-growth industries today don’t require as much
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investment as they once did; disruptive businesses can scale
up faster in size and power with less capital.

In the past the most reliable way for businesses to find their
next wave of growth was to mine their one or two strongest
core businesses and apply their most distinctive capabilities in
adjacent markets. Classic adjacency strategies included moves
into new geographies (IKEA’s launch of stores in China in 1998
and in India in 2018), new products (Apple’s entry into the
wearables business in 2015 with the Apple Watch, which now
outsells the entire Swiss watch industry), and new customer
segments (Porsche’s foray into the suburban family market in
2002 with an SUV line that now outsells its classic sports cars
in the United States by two to one). Many successful com-
panies have been propelled for decades by strategies based
on adjacencies. We estimate that in the past 30 years nearly
75% of the companies that grew revenues and profits by at
least 5.5% annually for 15 years or more did so by regularly
adapting a repeatable business model to related segments,
applications, or product categories or new geographies.

Yet recently, we have seen the success pattern begin to
change. More businesses with strong, growing cores are
learning the art of building large new cores—what we call
engine twos. The top eight value-creating companies in the
world—Amazon, Google, Apple, Microsoft, Tencent, Ping
An, Reliance, and Samsung—have aggressively channeled
their capabilities and cash flow into developing new cores.
From 2008 to 2018 as much as one-third of the growth in the
market value of large public companies could be traced to
the prospects of their engine twos.

To be sure, the old playbook of expanding from the core
into adjacencies will remain durable for many companies.
But change and disruption now happen so fast that it’s very
difficult to be certain that your company will be one of them.
The risk of inaction is high. In the past five years more than
60% of big public companies have stalled out—experiencing
asudden large drop in growth or shareholder returns—or
faced threatening levels of stagnation, underperforming
their markets with low-single-digit growth. According to our
studies of stall-outs and other research, after a large company
experiences a downward trend in sales and profits for 10
years, the chances that it will be reversed are less than 20%.

That makes finding a successful second core an impera-
tive. To better understand what that involves, we identified

more than 1,000 companies that exhibited features of engine
twos. Out of that set we built a database of 100 new initia-
tives that were deemed to have the potential to contribute

a major share of a company’s future growth and were well-
documented in company filings and media reports. We also
developed case analyses of engine twos and distilled lessons
from the 180 forums on growth and business building we’ve
held over the past three years, which were attended by some
3,000 CEOs in 35 countries.

Three distinct archetypes of successful engine twos
emerged. About a third were next-generation versions of
original core businesses, or engine ones. These were separate
units that often had been started in response to perceived
threats from an insurgent competitor with a new business
model, to a major shift in customer purchasing patterns, or
to rapid technological advances that allowed companies to
quickly create new offerings. Examples of this form of new
engine include the digital bank that DBS founded alongside
its traditional legacy bank, the digital media business that
the traditional German periodical publisher Axel Springer
shifted to, and the content-streaming service that Netflix
built next to its original DVD-by-mail core.

A second form, accounting for nearly half the successful
engine twos, involved moving into a market that histori-
cally was just minimally related to the engine one business,
drawing on the first core’s assets and on new technologies.
Consider the French multinational Schneider Electric:
Alongside its core as a provider of heavy equipment for the
transmission and distribution of electrical power, it created
a thriving software and services business focused on energy
management for factories and businesses. Such engine
twos almost always have the additional benefit of strength-
ening the engine one and protecting it from market shifts
or competitive threats. As part of its move into services,
for instance, Schneider added internet capabilities to its
equipment, which enabled the company to monitor it and
offer customers invaluable “predictive maintenance” that
prevented disruptions. Eventually, connectivity to the cloud
could allow Schneider to shift to a new model in which it
charges customers for the amount of energy they use instead
of selling them equipment outright.

The third engine-two pattern, accounting for less than
one-fifth of success cases, involved building a brand-new

Harvard Business Review 79
May-June 2022



Harvard Business Review

May-June 2022

80



successful second engines are often built on exciting ’

frontiers opened up by novel technologies.

>

STRATEGY

business almost completely unrelated to the engine one.
Nearly all the examples in this category followed a common
formula: preemptively making a major investment in a new
technology, using current corporate capabilities to leapfrog
into a leadership position, following up with additional heavy
investments, and making acquisitions to obtain needed capa-
bilities or build scale quickly. This was the path taken by the
conglomerate Reliance, which started out as a synthetic-fiber
producer, eventually expanded into oil and gas, and now is
the most valuable company in India. In 2016, Reliance drew
on its capabilities in raising capital for industrial projects,
recruiting top management, and working closely with gov-
ernment agencies to launch its engine two—Jio, India’s first
4G mobile network—with an investment of $21 billion. It then
spent an additional $15 billion to buy content and data service
providers such as the KaiOS phone operating system and

the music-streaming service Saavn. Today Jio is the leading
telecom company in India, with some 400 million wireless
subscribers and a 36% share of the market.

In our research we saw that four foundational elements
were instrumental in the success of all three types of engine
twos. They should be viewed as essential criteria for any new
core aleadership team is contemplating entering at scale.

A TARGET MARKET WITH LARGE
PROFIT POTENTIAL

Most successful engine-two businesses were in a
market where the profit pool—the total profits earned at all
points along the value chain—was sizable, rapidly expanding,
or shifting. In more than 80% of successes, revenues and
profits were clearly expected to rise faster in the engine two’s
market than in the engine one’s. Amazon Web Services (AWS)
is the most dramatic and well-documented example. By
dominating the rapidly growing market for cloud computing,
AWS now consistently delivers more profits than all the rest of
Amazon does. (AWS has an operating margin of about 30%.)

The most common success factor in building new core
businesses was a company’s ability to ride a technology
adoption curve in markets where the profit pools were large
or shifting quickly toward players with new forms of compet-
itive advantage. More than 60% of the engine twos we stud-
ied had business models based on technology substitution

(such as the insurer Ping An’s online medical service Ping
An Good Doctor) or technology upgrades (such as Reliance’s
Jio 4G network). This ability was also critical to the success
of next-generation versions of engine ones (such as Philip
Morris’s entry into smokeless products).

As these examples illustrate, successful second engines
are often built on exciting frontiers opened up by novel tech-
nologies. Notably, we didn’t find any successful engine twos
predicated on consolidating competitors across a declining
industry or on acquiring and rejuvenating an underperform-
ingleader in a lagging industry.

A PROPRIETARY SOURGCE OF
COMPETITIVE ADVANTAGE

Businesses make money by being sustainably

different and better, not just by pursuing growth. This is
the cold truth of hot markets. Most of the time, more than
two-thirds of the profit pool in a clearly defined competitive
arena is captured by the top two players, with the rest barely
earning more than their cost of capital. When we recently
studied the distribution of economic profits across a wide
range of industries, we found that in many the proportion
was even more lopsided. The lesson is clear: If you don’t pos-
sess or can’t see your way to developing a strong competitive
advantage that will be hard for others to replicate, then think
twice about pursuing an engine two.

This lesson was well understood by the management
team of the Belgian company Umicore, a global leader in
the reclamation of specialty metals, whose core business
is two centuries old. Seeing an opportunity in the advent
of electric vehicles and clean energy, the company started
an engine two, Umicore Rechargeable Battery Materials, to
focus on the essential products for batteries and catalysts.
Because Umicore had years of experience working with
lithium, nickel, cobalt, and manganese, which are all used
in batteries for electric cars, and refining them into precise,
high-quality formulations, its leadership team was confident
that it could build a new business with a clear technical
differentiation and advantage. To fund the engine two, in
2017 the company divested some older assets, including
its zinc business, which had begun with a mine granted by
Napoléon Bonaparte in 180S5. In short order the engine two
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revenues eclipsed those of the reclamation business and
became a major source of growth.

In some cases the differentiated asset or capability of a
successful engine two was a product or service built to sup-
port the engine one. Ant Group, now one of the top financial
technology companies in the world, began in 2004 when
Jack Ma, the founder of Alibaba, created a service called
Alipay that online shoppers could use to pay for purchases
on his company’s e-commerce sites. In 2011, seeing that the
online payment market was growing rapidly and that many
adjacent markets were forming around it, Ma spun off Alipay
as a separate company. Today it is the leading payment
service provider in China, used by more than 80% of Chinese
consumers. Alipay’s differentiation was not only its link to
the Alibaba e-commerce businesses, which fed it tens of
millions of customers, but also its approach to the market.
Unlike other online payment methods—and thanks in part
to a conducive regulatory environment in China—Alipay
invested in service both to consumers and to vendors of all
sizes (in the form of data on their businesses and methods
for lowering financial risk). As a multisided platform, it has
been able to tap even larger opportunities for growth.

Looking at Ant Group and at Umicore’s rechargeable
battery business, one might conclude that an engine two
initiative can be pursued only if all the elements necessary
to create the new core already exist in the engine one. That is
not the case. We found that only about one in four successful
engine twos was built organically end to end; the remaining
three did a lot of acquisitions to assemble the pieces needed
to quickly scale up.

For engine twos that were next-generation versions of a
core business, we saw several patterns of acquisitions. One
was a “string of pearls.” Take the Danish company @rsted.
Originally founded to extract offshore oil and gas resources
in the Danish sector of the North Sea, it decided to leverage
its strong government relationships and engineering capa-
bilities to start a renewable energy business. It bolstered this
successful move by buying a series of wind farms, quickly
gaining scale. Today wind energy accounts for more than
two-thirds of the company’s revenues and a much larger
share of its value creation.

Another pattern was a “big bang” acquisition that formed
a major part of the new core and gave it significant market

When an Engine Two
Isn’t Right for You

We have argued that it
makes sense for more
companies to consider
building a second engine
of growth. This perspective
is based on the abundance
of opportunities, histor-
ically low interest rates,
the widespread availability
of investment cash, new
approaches to creating a
culture of entrepreneur-
ship, and the many ways to
acquire or access strong
new capabilities. However,
any investmentin an engine
two carries risks, including
to the momentum of the
core business itself.

Here are five reasons to
consider backing off from
an engine two:

Risk of losing focus. If the
original core businessis
not close to reaching its full
potential and needs a lot

of attention and resources
to do so, the premature
pursuit of a new core could
derail the company.

Lack of commitment.
Building an engine two

requires a willingness to act
fast and make major invest-
ments. Senior management
must be committed to
pursuing market leadership
for the second core, not
just trying to participate in
the market.

Leadership void. Engine
twos can’t succeed if they
can’t find leaders with the
right passion, skills, and
commitment.

Hostility from the original
core. Leveraging the scale
and capabilities of the core
is central to building a new
growth engine within a large
corporation. If a firm’s most
powerful business is resis-
tant and controls key assets,
then the time may not be
right for an engine two.

Hot market but uncertain
advantage. If you are

not confident that you
have a truly differentiated
offering, then you probably
don’t have the basis for
success, no matter how
explosive the market’s
growth could be.

share, which the buyer then worked to enhance. A dramatic
example is Dell’s $67 billion purchase of EMC, the leader in
computer storage software and equipment. Note that this is
far different from the “catch and kill” approach incumbents
often use to squash insurgent competitors by buying them
only to shutter their operations.

Acquisitions were also often used surgically to add assets
and capabilities and quickly magnify the power of an engine
two that had begun organically. A recent example of this is the
founding of Disney+ in 2019. This high-profile entry into
the streaming business was called the “highest priority” of
Disney by former CEO Bob Iger, who stepped down from
that position and into the executive chairman role to focus
on creating this new core for the company. (Iger retired at
the end of 2021.) While Disney+ began with a strong brand
and a unique entertainment library, the acquisition of the
capabilities of BAMTech, a media-streaming company, and
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the purchase of the content creator 21st Century Fox were
central to its strategy. The venture is off to an explosive start
and, if successful, will be the quintessential engine two,
expanding the audience for Disney’s content while increas-
ing follow-on sales of products based on its characters and
shows—the biggest profit generator of the Disney model.

The bottom line is that acquisitions were crucial to
creating a differentiated advantage in more than half of the
successful engine twos, either by enabling the quick forma-
tion of a new growth core or by giving companies world-class
technical capabilities.

The first two criteria for a successful engine two—a robust
profit pool and the ability to form a differentiated core—are
fundamentally market-facing conditions. The second two
elements are quite dissimilar but no less important, and they
relate to the internal characteristics of the company.

AN ENTREPRENEURIAL MINDSET

Building a second growth engine requires a

way of thinking that doesn’t come naturally in
large incumbents. In past research (described in our book
The Founder’s Mentality), we defined the attributes of this
mindset: a strong sense of insurgent mission, an obsession
with the front line, and an ownership attitude. We found
that companies that had those attributes accounted for 87%
of second engines that were home runs, 66% of those that
performed reasonably well, and just 12% of the failures. This
mindset emerged as the strongest of the four success factors
in our research.

How did companies with these traits overcome the

bureaucracy that drags down most large organizations? They
didn’t have to. Instead, they set up stand-alone engine-two
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units. For instance, the Brazilian bank Bradesco’s digital ven-
ture, Next, was a separate entity with its own target market of
tech-forward customers, culture, brand, and ways of working.
@rsted made each of its wind farms an individual unit and
gave the manager in charge the latitude to shape the local
culture and strategy, creating a “mini-founder” experience.
Jio was separated from Reliance and given a capital structure
that allowed outside investors to buy shares of it, while still
drawing on corporate assets that accelerated its growth.

The need to give start-up enterprises within a company
freedom is not a new concept. Robert Burgelman wrote about
the challenge of using assets from the original core to build
new businesses in his book Strategy Is Destiny, comparing
the established core to a creosote bush, which discharges sap
to kill any new plants that grow around it—an analogy first
used by former Intel CEO Craig Barrett. Clayton Christensen’s
book The Innovator’s Dilemma documented the many
factors that prevent companies from putting new ventures
in separate units. What is new is how many large companies
are finally beginning to crack the code by giving internal
start-ups the ability to make decisions independently,

empowering their leaders with the incentives of owners, and
enabling faster, more-entrepreneurial ways of innovating.

THE ABILITY TO LEVERAGE THE SCALE AND
ASSETS OF ENGINE ONE

It’s easy to focus on the disadvantages that large,
often-bureaucratic companies face in launching new busi-
nesses, but incumbents have advantages too—primarily, not
having to start from scratch.

Ecolab, for instance, built a successful engine two in
water purification by drawing on the capabilities, channels,
sales force, and customers of its engine one. Founded in 1923
by a salesman who noticed stains on his hotel carpet and
created a cleaning solution, Ecolab grew to be the leader in
industrial cleaning products and services and more than
twice the size of its nearest competitor.

But when the growth of Ecolab’s markets started slowing
adecade ago, its leadership looked for new opportunities
and determined that its customers’ greatest need would be
securing access to clean water. The company predicted that
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the water purification market would require highly advanced
technology and would rapidly expand, presenting clear
engine-two potential. Ecolab jumped into the business in 2011
by acquiring Nalco, a leader in industrial water purification.

To fund more than a dozen acquisitions and equity
investments in water-purification-technology companies,
Ecolab then sold off its noncore assets in chemicals and
energy. It also leveraged its cleaning sales force and purifica-
tion and antimicrobial technologies to cross-sell water-
treatment products and services to its core customers.

Since 2010, Ecolab’s revenue has climbed from $6.8 billion
to $11.8 billion, its enterprise value has increased by a factor
of five, and its stock market value has jumped 465%, outper-
forming the overall stock market by more than 50%.

The sharing of capabilities, customer access, or distri-
bution systems between an established engine one and a
fledgling engine two doesn’t come naturally or happen on
its own. Tensions and trade-offs inevitably arise. The key
is to anticipate some of them early in the process, creating
agreements that mitigate them in advance. In addition, it’s
critical to regularly hold a standing group meeting, attended
by leaders of each business and the CEO, to resolve conflicts,
remove bottlenecks quickly, and identify further synergies.

THE POWER OF COMBINING ALL FOUR ELEMENTS

Each of the success factors magnifies and reinforces the
effects of the others. The more potential the market and its
profit pool (element one) have, the more important it is to
harness the assets of the original core (element four) to cap-
ture share ahead of competitors. The stronger the differentia-
tion of your entry strategy (element two), the more important
itis to have an entrepreneurial mindset (element three) in
order to test that differentiation and continually find ways to
improve it, so you can remain a step ahead of the competition.
The combined power of all four elements can be seen
in the hypergrowth of the Covid-19 PCR testing division
launched by Thermo Fisher Scientific, which provides diag-
nostic, life sciences, and laboratory products and pharma-
ceutical services. During the pandemic the company built
anew lab-based testing business that went from producing
zero tests to 10 million weekly in six months. After only 10
months the new venture was on track to account for 25% of

company revenues. Thermo Fisher then moved into rapid
testing by acquiring Mesa Biotech, a small maker of PCR
testing devices for hospitals, physicians’ offices, and urgent
care clinics, and immediately scaled up its manufacturing
and commercial capabilities, increasing sales volume for
those products by 10 times in less than a year.

The company leveraged its engine one capabilities by
shifting nearly 1,000 employees to the new business—
notably, more than 100 R&D scientists who were given new
six-month contracts. It promoted an entrepreneurial culture
by temporarily walling that workforce off with a compa-
nywide message: “The Covid teams are doing something
important for us and for the world. Please leave them
alone to do it.” The company also formed executive teams
devoted to slicing through bureaucracy, tossing out typical
finance-enforced spending limits and speeding the hiring
of more than 1,300 new employees, which doubled the
division’s workforce. Thermo Fisher’s long-term ambition?
The leadership position in testing in the world beyond the
pandemic. Today the business boasts more than 20 SKUs
developed from its first Covid test.

ENGINE TWO BUSINESSES are certainly not for every com-
pany or every situation. However, the environment today

is more conducive to their success than it has ever been
before. The financial conditions are uniquely ideal. Market
turbulence is generating a burst of opportunities—as
Thermo Fisher’s story dramatically demonstrates. As digital
technologies continue to come of age, they’re unleashing
new business models, redrawing market boundaries, and
shifting profit pools. And perhaps most important of all,
evolving management practices are making it easier to foster
entrepreneurship within incumbent corporations and create
the kind of flexible, innovative culture that will keep them
strong for years to come. & HBR Reprint R2203D
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Contrary to what many
people think, virtual
nealtn care, also known
as felemedicine or
felehealth. is much more
fhan a Brea digital knock-
0ff of In-person care.

When used appropriately, it improves patient health and
reduces costs. It also makes care more equitable and acces-
sible to the 89% of U.S. adults and 78% of adults globally who
own a smartphone, including those in medically under-
served communities.

And yet telemedicine usage in the United States has
plunged from its peak in April 2020, during the first surge of
Covid-19 cases, when it accounted for 69% of doctor-patient

IDEA IN BRIEF

THE PROBLEM

The use of telemedicine soared during
the height of the pandemic but has since
plunged, owing to regulations, payment
regimes, and patients’ and providers’ long-
established preferences.

THE MISSED OPPORTUNITY

Virtual care can be much more than
an add-on to conventional medicine. It
can play a central role in diagnosis and
treatment, raising the quality of care,
increasing access, and lowering costs.

visits. Similar patterns have been seen across Europe and
Asia over the past two years, prompting some governments
to take actions in support of telehealth. The European
Parliament and the European Council recently announced
the EU4Health program to spur the sharing of digital
health records, e-prescriptions, and telehealth in general.
And Saudi Arabia is implementing a strategy that includes
smartphone applications and a network to connect special-
ized facilities with primary care centers and hospitals in
remote areas.

But in many countries, barriers in the form of regulations,
payment regimes, and patient acceptance remain. Any
nation seeking to raise health care quality, increase access,
and lower costs should be expanding, not contracting, the
use of virtual care.

In this article we take an inside look at two of telemedi-
cine’s earliest adopters and most effective users: Kaiser Per-
manente, where one of us (Robert) was CEO; and Intermoun-
tain Healthcare, where the other (Brian) is an executive
director of telehealth services. For more than a decade these
integrated health systems have used virtual care platforms
to improve preventive medicine, care coordination, chronic
disease management, and affordability for more than 13 mil-
lion patients.

Having analyzed health outcomes data from the indepen-
dent National Committee for Quality Assurance, health plan
member satisfaction surveys from J.D. Power, and internal
data from our own organizations, we are confident that full
implementation of five opportunities would improve clinical
quality nationwide by 20%, increase access to care by 20%,
and reduce health care spending by 15% to 20%.

THE SOLUTION

The care delivery model could be
revamped to tap telemedicine’s
full potential. Kaiser Permanente
and Intermountain Healthcare are
among those showing the way.
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Reduce Expensive and Unnecessary Trips to the ER

“If this is a medical emergency, please hang up and dial 911
or go to the nearest emergency room.” Many Americans have
heard this recorded after-hours script. Too often it leaves
sick callers and worried parents with a difficult decision: Do
Idrive to the ER and lose a night of sleep or chance it and wait
until morning to call my doctor’s office?

Those who drive to the ER will endure a two-hour wait, on
average, along with duplicative testing and wildly inflated
prices. ER services are 12 times as expensive as visiting a
physician’s office and waste more than $32 billion each year,
according to a 2019 analysis by UnitedHealth Group.

Those patients face heightened medical risks as well.
Emergency physicians often can’t access patients’ electronic
health records, owing to a lack of interoperability between
systems, and they don’t offer follow-up care. Both facts
can cause discontinuity in treatment and avoidable errors.
Unless one is experiencing symptoms of a severe medical
crisis—crushing chest pain or half-body weakness, say—the
emergency room isn’t the safest place to be, especially when
ERs are crowded with Covid-19 patients. Yet many who go
to the ER after hours require no emergency services. They
simply have no other place to go.

Kaiser Permanente members in Virginia, Maryland, and
Washington, DC, have a better option: They can access a 24/7
video health center that connects them with a doctor who can
quickly assess the problem and offer guidance. If the doctor
determines that the problem is life-threatening, she tells the
patient to go immediately to the ER, sending the relevant
medical information ahead to reduce the risk of complica-
tions. But telehealth physicians can solve the problem some
60% of the time. And when a patient needs follow-up care, they
can schedule an appointment with his personal physician and
communicate relevant details ahead of the visit. This applica-
tion of virtual care not only addresses medical problems imme-
diately and around the clock; it also prevents unnecessary ER
visits that can lead to inappropriate hospital admissions and
thousands of dollars in unnecessary expenses per patient.

During the pandemic Utah-based Intermountain
Healthcare devised a remote patient-monitoring Covid

program that combines telemedicine and home monitor-
ing to unclog emergency rooms and free up hospital beds.
Following evaluation by a physician, patients who test
positive for (or are suspected of having) Covid-19 and have
non-life-threatening symptoms are given a Bluetooth pulse
oximeter. They pair the device with their smartphone and
use it to measure their blood oxygen levels daily for two
weeks, sending the data to a centrally located nurse care
team. If the level is low, the center contacts the patient and
conducts a clinical evaluation via phone or video. Patients
deemed to remain at low risk for severe illness continue
with home monitoring. Those whose condition is severe or
deteriorating are instructed to go to the ER.

In its first 14 months the program handled just over
10,000 patients and allowed Intermountain to avoid more
than 1,800 hospital admissions and save almost 4,800
hospital bed-days, freeing up beds for critically ill patients.
If all providers in the United States had been using such
a program, hundreds of thousands of hospitalizations
could have been safely avoided, tens of thousands of lives
might have been saved, and significant cost savings would
have been realized.

If telemedicine programs like the two we’ve just described
were replicated nationally and eliminated even half of avoid-
able ER visits, billions of dollars a year could be saved.

Reverse America’s Chronic-Disease Crisis

Chronic diseases are the leading cause of death and disabil-
ity in the United States, accounting for seven in 10 deaths.
Many patients hospitalized with or killed by Covid-19 had
conditions such as obesity, chronic obstructive pulmonary
disease, hypertension, diabetes, cardiovascular disease,
and chronic kidney disease. Even before the pandemic the
United States spent $214 billion a year on medical inter-
ventions for preventable complications from events such
as heart attacks and strokes and lost $138 billion in worker
productivity.

A leading cause of stroke, and a major contributor to
heart disease and kidney failure, is hypertension, or high
blood pressure. This chronic condition is poorly controlled

Harvard Business Review 89
May-June 2022



g
°E

HEALTH CARE

In rural areas with few mental health professionals, Infermountain's
virfual visifs provide prompr access fo roufing and emergency care.

50% of the time in the United States. That means half of
all people with hypertension remain at an elevated risk of
severe complications.

For members of large multispecialty medical groups
such as Kaiser Permanente, high blood pressure is a much
more manageable problem. KP consistently achieves a
control rate above 90%. It’s not that it has better doctors or
medications than other providers do; the biggest difference
is frequency of disease measurement and timeliness of
treatment—factors facilitated by virtual care.

The traditional approach to managing chronic disease
is intermittent and episodic. Once a doctor makes a diagno-
sis, he schedules follow-up office visits on a routine basis,
usually every four to six months. Most Americans are used
to this cadence, but it makes no sense. Some patients with
well-controlled chronic diseases might not need to see their
doctor for a year, while others would benefit from monthly
evaluations. But traveling to the doctor’s office once a
month, often for nothing more than a blood-pressure check,
is time-consuming, inconvenient, and for many people
expensive.

Virtual visits can be scheduled more frequently, and
they’re less time-consuming for both patients and physi-
cians. Blood pressure can be checked at home with a device
digitally connected to the electronic health record system.
The combination of telemedicine and wearable devices
allows for more-frequent medication adjustments, resulting
in faster and better disease control and fewer complications
at a lower total cost.

With the combination of telemedicine and an increased
emphasis on primary care and prevention, Kaiser Perma-
nente members in California and the mid-Atlantic region
are 14% less likely to die from stroke and 43% less likely to
die from heart disease than are people in the United States
as a whole.

Superior clinical outcomes don’t just save lives; they save
money, too. Each year 805,000 Americans suffer a heart
attack. The estimated cost of care afterward was $21,500 as
of 2012, the most recent year for which nationwide data is
available; it is undoubtedly higher today. If 40% of attacks
could be avoided through telemedicine and consistent
screening protocols, nationwide saving would total at least
$6.9 billion annually.

Address Disparities in Health Care

Telemedicine’s ability to address inequities in access has
been demonstrated during the pandemic. The ubiquitous
smartphone, capable of video interactions, can be a lifeline
for underserved populations. In rural areas with few mental
health professionals, for example, Intermountain’s ability
to offer virtual visits gives patients prompt access to both
emergency and routine care. When the pandemic forced
the closure of in-person clinics and offices, psychologists
and psychiatrists across the United States quickly instituted
virtual visits. Intermountain delivered 85% of its mental-
and behavioral-health visits virtually, including those for
drug- and alcohol-related programs. Telemedicine visits
remained popular even after restrictions eased. Intermoun-
tain patients receiving their care virtually reported high
satisfaction and were less likely to cancel appointments than
were patients who had scheduled in-person visits.

Kaiser Permanente uses video to address disparities in
urban areas. In 2006 it began rolling out a program across
21 medical centers for pregnant women battling addiction.
Those who were dependent on buses for transportation
or who lacked reliable childcare struggled to attend group
counseling programs that met three times a week; fewer
than 30% of participants were consistently able to attend.
But even women without internet access could join virtual
sessions with a smartphone, as long as they had at least a
3G connection. Perfect attendance rates soared above 80%,
dramatically reducing the need for neonatal ICU admissions
postdelivery, which can cost $100,000 or more per child.

Make Specialty Care Faster and More Efficient

When treating patients who require specialty referrals,
primary care doctors have a common complaint: They have
95% of the expertise needed to accurately diagnose and treat
but no easy way to obtain the other 5%. Sometimes all they
seek is assurance that their diagnosis or plan is appropriate.
But without that missing 5%, their only option is to make a
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referral for an in-person specialty consultation, leading to
treatment delays and higher costs.

Waiting lists for specialist appointments can be long. For
example, even before the pandemic, patients in the United
States often had to wait weeks to see a dermatologist. At
Kaiser Permanente, primary care physicians routinely use
telemedicine to consult dermatologists—while the patient
is in the exam room. Patients leave with a confirmed diag-
nosis, treatment plan, and prescription. Some 70% of KP
patients who visit their primary care doctor with a difficult-
to-diagnose rash have the problem resolved in less than 10
minutes via telemedicine.

Across the most common medical and surgical spe-
cialties, KP’s remote-specialist model resolves patients’
problems 40% of the time, with no specialist visits needed.
Patient satisfaction is 10% higher than for in-person con-
sultations. When a patient does need to visit a specialist for
a procedure, the appointment is scheduled after the virtual
consultation; no in-person consult is required. If 30% to
40% of in-person specialist visits in the United States were
replaced with this type of telehealth consult, patients would
miss fewer workdays and receive faster and more-effective
care, and tens of billions of dollars annually would be saved.

OPPORTUNITY 5

Patients with obscure or complex medical problems often
find themselves living a two-pronged nightmare. There’s the
pain and fear of having a rare disease and the frustration of
trying to find the right specialist. Patients may bounce from
one local physician to the next, wasting weeks or months
sitting through useless appointments and enduring sleep-
less nights.

Telemedicine offers a far better solution. Virtual tech-
nology can connect patients with the most experienced and
knowledgeable doctors regardless of where they practice.
This scenario is already playing out in Kaiser Permanente’s
Northern California region. A nationally renowned expert
in kidney cancer is located in a remote corner of Marin
County, nearly 200 miles from some KP members. Newly
diagnosed patients can meet with him virtually. During

video consultations he educates them about their condition,
using visual aids on a shared screen. He walks them through
the relevant clinical information, their radiological scans,
and treatment options. He shares videos of the anatomy and
the anticipated surgical procedure. Given the rapport thus
established, nearly all patients choose to have him perform
their surgery, despite the distance many must travel; the
day of the operation is often the first time both parties are in
the same room. The doctor’s patient-satisfaction scores are
universally excellent.

Intermountain uses telemedicine to connect patients
who have complex (and often very costly) neurological
conditions with specialists. Its Neuro Fast Access Clinical
Team virtual platform enables them to receive treatment for
migraines, low back pain, and neck pain from an expert at
alow cost, in the process freeing up valuable clinical time
for patients who require in-person treatment, such as Botox
injections for nerve and muscle diseases.

By eliminating the barriers of time and distance, tele-
medicine can help address two serious problems for patients
with difficult diagnoses and rare diseases. The first is mis-
diagnosis. The second is long waits for a proper diagnosis
and effective treatment plan.

Doctors must often attempt an impossible balancing
act with respect to quality, access, and cost. When they
increase access to care, costs rise. When they cut costs,
quality suffers. The rise of telemedicine during the pan-
demic spotlights a way to provide rapid access to affordable,
high-quality care. Increasing both the frequency and the
scope of virtual care nationwide would transform American
health, improving the lives of patients who get sick during
nights and weekends, those with chronic and mental health
issues, and anyone who could benefit from virtual specialty
care. It could save tens of thousands of lives and hundreds of
billions of dollars each year.

How to Spur Adoption

Two changes would accelerate the implementation of tele-
health and make care more cost-efficient and effective.
Integration. The health care organizations ranked
highest on quality in national surveys are large multispe-
cialty medical groups such as Kaiser Permanente, Inter-
mountain Healthcare, Mayo Clinic, and Geisinger Health.
All are built around teams of doctors who are linked through
modern information technologies and work together in a
coordinated fashion. According to the American Medical
Association, more and more doctors are choosing to become
employees rather than work for themselves. In fact, the
share of U.S. doctors in private practice dropped below 50%
in 2021. This movement toward employment and integration
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Telemedicine can help address twa problems for patients with difficult-fo-diagnose
and rare diseases: misdiagnosis and long waits for effective freafment.

enables doctors to share electronic health records, commu-
nicate across specialties, and leverage virtual care to help
patients in ways that physicians in solo practice can’t.

Capitation. Most providers in the United States work on
a fee-for-service basis: They are paid for each test, proce-
dure, and treatment they provide. The model incentivizes
them to offer services whether or not patients need them.
Logically, doctors whose income rides on the quantity of
services they provide will resist any model that reduces ER
visits, specialty referrals, hospital admissions, or surgeries.

An alternative to fee-for-service is a prepaid, value-based
approach known as capitation. Widely supported by policy
experts, it pays a risk-adjusted fixed annual amount per
patient for all services provided. Although fee-for-service
still accounts for most U.S. health care expenditures,
capitation is gaining steam. For example, 42% of Medicare
beneficiaries in 2021 were enrolled in Medicare Advantage
programs, which use capitated reimbursement—up from
just 13% in 2005.

More than 90% of Intermountain members belong to
one of the organization’s SelectHealth capitated insurance
plans, while 95% of KP’s 12.5 million members are in a cap-
itated plan. The combination of an integrated system that
uses telemedicine to provide superior care and a capitated
pay structure explains why physicians in integrated pre-
paid medical groups embrace telemedicine solutions more
enthusiastically than do community-based doctors.

The Destination: A Tele-Driven Health System

The ideal model for the future of U.S. medicine—one to
replace or at least significantly augment today’s fragmented
fee-for-service approach—is tele-driven health: an inte-
grated, prepaid, tech-enabled system in which teams of pri-
mary care and specialty physicians work together to deliver
exceptional care. All the system’s physicians have the same
financial incentives to keep people healthy. They aim to
provide convenient, expanded access via telemedicine. They
are rewarded on the basis of the quality of care delivered to
defined patient populations and the cost savings achieved.
The most logical candidates to drive the creation of such
a system are employers, who currently provide health insur-
ance coverage to 155 million Americans—nearly half the

country’s population. They bear the financial brunt of health
care inefficiencies and have the most to gain from boosting
quality and affordability.

Creating a tele-driven system won’t be easy, but it’s more
possible now than ever before. Physicians are increasingly
dissatisfied with the current system and open to alterna-
tives. Before Covid-19 forced the issue, they were generally
apprehensive about virtual care. But their positive experi-
ences with it over the past two years have made them more
receptive to expanding its use post-pandemic.

Businesses and doctors can take several steps to create
tele-driven health systems.

Develop partnerships. Businesses will need to band
together to achieve economies of scale and identify the
right leadership in the surrounding medical community.
Large national organizations such as the Purchaser Busi-
ness Group on Health could lead the way. PBGH represents
nationwide goliaths including Walmart, Costco, Microsoft,
and Intel. It has already formed a division focused on
reducing the costs of care; a tele-driven system would align
with its current direction. Alternatively, local businesses
could form consortia like the NorthStar Network in Roches-
ter, New York, which aims to lower health care costs for all
area employers.

KP and Intermountain’s experiences suggest that 30,000
to 50,000 enrollees are needed to support the requisite hir-
ing of primary care and specialty physicians. Few businesses
have that many employees in a given geography or the finan-
cial ability to make the necessary changes themselves. But 15
or 20 companies together could achieve critical mass.

Businesses might wonder whether creating a new health
system merits the time and energy that would be required.
They should consider that rapidly rising medical costs will
significantly affect their bottom lines. Even before Covid-19
struck, sparking supply chain challenges and exacerbating
the shortage of health care professionals, experts predicted
that health care spending would increase by 5.5% annually.
Businesses can expect extremely high medical-cost inflation
if nothing is done. The time to act is now.

Designate leaders. During the first wave of Covid-19,
doctors replaced office visits with virtual ones seemingly
overnight. They could do so because using video technology
to deliver patient care is the easy part. The hard part is flipping
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If 30% 10 40% of in-person specialist visits in the U.S. were replaced by
telehealth consults, tens of billions of dollars annually would be saved.

health care’s current delivery and reimbursement model on
its head. And that can’t happen without excellent leadership.

Having formed a partnership, whether through national
or local associations, an umbrella organization must make
two key hires. It needs a skilled financial leader from the
payer side and an effective physician leader from the care
delivery side. Together the two must figure out an appropri-
ate employer contribution, how quality and access will be
measured, and the breadth of services that will be delivered.
They’ll need to negotiate contracts with local hospitals,
deploy IT systems, and purchase reinsurance to protect
against the unexpected costs that a single patient with a
massive injury or in need of a transplant can generate.

Design reimbursement and care delivery systems.
When creating a new model of health care, the hard work is
in the details, and because a tele-driven system will affect
every aspect of care delivery, developing one entails thou-
sands of decisions. Medical and financial leaders will need to
design, shape, and implement the processes by which care
will be delivered and paid for. The specifics of how best to
do this are beyond the scope of this article, but here are two
major considerations.

- Reimbursement. A tele-driven system functions
best when most if not all physicians and advanced practice
providers (nurse practitioners and physician assistants) are
salaried employees. With the majority of doctors and APPs
in the United States now working for health care organiza-
tions (hospitals, medical groups, or insurance companies)
rather than for private practices, this is now possible. But
effective implementation will require a shift in how those
organizations pay practitioners. Instead of rewarding them
individually for the number of patient visits, tests, and
procedures they perform, as in fee-for-service models,
organizations should incentivize overall group performance.
Telemedicine offers a big advantage here: Groups don’t need
to be colocated.

- Care delivery requisites. A tele-driven system typ-
ically needs at least 20 primary care physicians and APPs
on staff to facilitate 24/7 virtual coverage. It also requires a
broad range of specialists, with at least one from each spe-
cialty available each day to give primary care doctors that
missing 5% of information they may need to quickly resolve
patient problems.

Physician staffing will need to radically change. Some
65% of U.S. clinicians today are specialists; only 35% provide
primary care. A tele-driven system would reverse that ratio
over time. Medical students’ preferences for residency
training would likewise shift.

When telemedicine is at the heart of care delivery,
patients require fewer specialist visits; as noted, KP’s experi-
ence suggests that primary care physicians can resolve 40%
of problems with the help of telehealth-based specialists.
What’s more, collaboration among doctors and the improved
overall health of patients mean fewer medical complications
and surgical interventions. Finally, the availability of experts
for rare and complex diseases facilitates correct diagnosis
and treatment at the outset.

Kaiser Permanente and Intermountain Healthcare have
adopted many of these elements, including a significant
degree of capitation, sophisticated technology, and right-
sized staffing ratios. But barriers remain for both, limiting
their ability to achieve full-fledged tele-driven systems. KP
still draws heavily on brick-and-mortar facilities, which
require large capital investments. Intermountain depends
on doctors, particularly in rural areas, who are paid on a
fee-for-service basis and care for people insured through a
variety of plans. Still, both organizations could move rapidly
toward full-fledged tele-delivered systems if the businesses
buying health insurance demanded it.

Lowering medical costs while maximizing the health of
employees is the best way for American businesses to stay
profitable and maintain a loyal workforce. The pandemic has
highlighted the opportunities that exist and the problems
that will worsen if nothing changes. Done well, the transi-
tion to a tele-driven health system could be accomplished
in a few years. If left to chance, it could take decades—if it
happens at all. & HBR Reprint R2203E

® ROBERT PEARL /s a faculty member of the Stanford University
schools of medicine and business. He was the CEO of the
Permanente Medical Group—the largest physician organization in
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mountain Healthcare, a not-for-profit health system based in Salt
Lake City.
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IDEA IN BRIEF

THE IMPETUS

Following the murders of
Breonna Taylor, George
Floyd, and too many
others, and the wave of
protests that ensued,
executives across
America have an urgent
mandate to combat
systemic racism and
bring full diversity and
inclusion to the organiza-
tions they lead.

THE OPPORTUNITY

As businesses rebound
from pandemic-related
disruptions, leaders have
a brief window in which
to reimagine how they
approach the workforce.

THE STEPS TO TAKE
Leaders should embark
on a listening tour across
their organizations.

They can then seek the

o April,

utives, audit the culture, Martin Luther King Jr. made a powerful observation in a
documgnt what’s already l 9 6 7 speech titled “The Other America,” addressing the racially
Z?V/Z /f seir;)l/nai ?/iirjgﬁ , charged violence then sweeping the nation’s cities. “A riot is
and establish ways to ’ the language of the unheard,” he said, and he challenged his

measure progress. Finally, audience to think hard on the question “What is it that America has failed to hear?”

they should form “action After the 2020 murders of Ahmaud Arbery, Breonna Taylor, and George Floyd and the
learning teams” and de- wave of protests that followed, business leaders began asking similar questions: What is it
velop and communicate that corporate America has failed to hear? What has my own company failed to hear?

an action plan. I soon found myself being approached by countless executives wanting to combat sys-

temic racism and seeking advice about how to do so. As a Black man with three decades of
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First engage with staff members to learn what's in their hearts and minds. Then make
clear that your company is renewing its DEl commitment—or embarking on one.

experience in the corporate world, I've gained a deep under-
standing of how to initiate and implement diversity, equity,
and inclusion (DEI) agendas from the top. With my daughter
Krista, I wrote the book Anti-Racist Leadership, from which
this article is adapted, to share what I’'ve learned.

In what follows I provide a playbook for getting started,
drawing from my experience as an executive, a board
member, a CEO coach, and an adviser and from discussions
with others who have taken on and nailed transformative
change. It comprises seven steps: listening to and learning
from colleagues across the organization; enlisting senior
executives to the cause; auditing the culture; documenting
what’s already being done to foster diversity and inclusion;
establishing benchmarks for measuring progress; building
“action learning teams” to spearhead the effort; and devel-
oping and communicating an action plan.

ACTIVELY LISTEN AND LEARN

You can start by setting up a formal process for
taking the organizational pulse, whether in town

halls attended by thousands of employees, or in roundtable
discussions with 15 or 20 at a time (be sure to include people
from every level), or both. Think of this as a listening tour.

You might kick off a town hall with a discussion of com-
pany values led by you or another senior executive. It can
be helpful to bring in a guest expert or a panel to talk about
topics related to diversity and inclusion. After the discussion
invite employees to comment and ask questions.

Whatever format you choose, you have two objectives.
The first is to engage with staff members to learn what’s
in their hearts and minds. Use the sessions to give voice to
those who have been voiceless within your organization.

You can’t expect a breakthrough discussion right out of
the gate. But these forums demonstrate that you’re serious
about shifting the culture and allowing people to speak up
safely. You can invite ongoing feedback through anonymous
surveys, Slack channels, or messages sent to a point person
in HR, who can distill and share the findings with senior
management.

Lisa Wardell, the executive chair and a former chair and
CEO of the Chicago-based workforce solutions provider
Adtalem Global Education, began holding listen-and-learn

meetings well before the events of 2020. She has set up several
venues for employees to share their thoughts and says that by
now people are comfortable telling her what’s on their minds.
After a series of companywide discussions about Black Lives
Matter, one employee wrote, “My spouse is a police officer,
and I don’t appreciate your talking about police brutality
this way.” Wardell’s reaction: “I think that’s a brave person.”

When I came to the global smoothie chain Jamba Juice as
president and CEQ, in 2008, I held town halls and round-
tables to get a sense of the culture. I wasn’t sure how
comfortable anyone would be speaking candidly with a new
CEO, so I passed out index cards and asked people to fill
them out anonymously, indicating what they most wanted
me to change and what they didn’t want changed.

Your second objective is to make sure everyone under-
stands that your company is renewing its DEI commitment—
or embarking on one. Be honest about where things stand
and concede that not all is right. In Caste: The Origins of Our
Discontents, an examination of racism throughout U.S. his-
tory, Isabel Wilkerson writes that to effect a transformation,
you must identify old ills, much as a doctor needs to know a
patient’s medical history to provide successful treatment.

Throughout, you should do much more listening than
talking. When you do speak, make it personal: Describe your
life and career. If you haven’t previously discussed race and
inclusion with your staff, that’s OK; just be clear about what
you do and don’t know. I've seen many leaders establish
authenticity by admitting, “I'm on a learning curve myself.”
You might initially be uncomfortable with such conversa-
tions, and that’s OK too. Exploring social justice is more
about asking questions than about providing answers.

How can you demonstrate a genuine desire to understand
what it’s like to be powerless or marginalized? How can you
assure low-level employees that you intend to do right by
them? Start with a brief story about what brought you to the
room. I share my humble beginnings and say that although
my mother always saw my potential, employers didn’t recog-
nize it in the same way. If you come from privilege, acknowl-
edge it. Explain how you came to realize that fact and the
imperative for the company to become more inclusive.

Then ask targeted questions, such as Have you experienced
discriminatory behavior at this organization? and How can
we make this a better place for you?
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Let employees know that you’ll take their comments to
heart and set a date to share your plan for working together
toward a more inclusive culture. Emphasize that it may take
two or three years to achieve full inclusivity—but you’ll
set milestones along the way. Those might include hitting
targets for representation at the executive level, increasing
the sense of belonging reported on employee surveys, or
improving supplier diversity by a certain percentage.

ENLIST AND ALIGN SENIOR LEADERS

Your DEI efforts must reach people at multiple

levels; success will require everyone’s commit-
ment. Share the findings from your listening tour with
senior management and the board. When a transformation
fails, it’s often because buy-in stopped at or near the top.
Another high-priority item came up, and DEI took a back
seat; or senior leaders resisted change; or the CEO failed to
ensure that management did the hard work necessary. You
must weave DEI throughout the organizational fabric so that
it becomes a fundamental part of how you do business.

Alignment generally starts with making the business case
for DEI. Numerous studies show a strong correlation between
diversity and performance. Remind managers that diversity
helps a company solve problems and drives innovation.

With the business case established, your role is to lead the
conversation. I once worked with CEOs in the J.E.D.I. Collabo-
rative, a group of executives in the natural-products industry
who are dedicated to advancing justice, equity, diversity, and
inclusion. As we brainstormed ways to make such conversa-
tions more comfortable for all parties, many creative ideas
emerged. For example, Blair Kellison, the CEO of the organic
tea company Traditional Medicinals, made Ijeoma Oluo’s So
You Want to Talk About Race required reading for his manage-
ment team. This simple but profound book, he says, provided
them with common talking points, language, and ideas.

These conversations give senior leaders an opportunity to
educate themselves. Make it clear that there will be rewards
for those who carry out your DEI strategy—and consequences
for those who don’t. Tie a percentage of executive bonuses to
meeting DEI goals, which should include increasing diver-
sity right where you’re all sitting: in executive suites and the
boardroom. The more diverse your top ranks are, the more

likely senior teams are to embrace an intentionally diverse
culture. The leadership advisory firm Egon Zehnder has
found that at least three underrepresented voices are needed
in aboardroom to change the dynamics. “Rather than seeing
one person as the token stand-in,” it wrote in its 2020 Global
Board Diversity Tracker report, “a larger group allows the
individuals to be heard for their perspectives rather than

for their perceived identity.”

When I started at Jamba Juice and described my DEI
agenda, several executives felt they wouldn’t be comfortable
in the environment I intended to create. Some left within 60
days—and that was fine with me. When you initiate change,
you’ll inevitably encounter resistance. I gave everyone the
chance to get involved—or to pursue a different future.

AUDIT THE GULTURE

Next you need a formal process for determining how
your culture is perceived by its stakeholders. Think

of an audit as a kind of archaeological expedition. You have
known artifacts in the form of written statements: “Our Mis-
sion” and “Our Values.” But you must dig to learn how they
are playing out. Your audit will ground your initiative in facts:
policies, people, promotions, the pipeline, how high into the
ranks efforts have reached. If you are in retail or the restaurant
industry, for example, you probably have great diversity in the
frontline workforce but less at the middle management level.

An audit can also reveal ceilings on advancement for
specific demographics. Many companies engage third-party
firms to conduct pulse and employee engagement surveys,
which can provide a snapshot of how the company looks to
workers, customers, suppliers, and others in the value chain.
The legal scholar Joan Williams has created a Workplace
Experiences Survey that identifies patterns of racial and
gender bias, where they’re playing out, and how they affect
employees’ feelings about belonging and intent to remain.

At Jamba Juice, I used an adapted version of the Gallup
Q2 employee engagement survey and gathered anonymous
responses to statements such as “I feel that I belong here,”
“I have the tools to get my job done,” “I have a best friend at
work,” and “My compensation is commensurate with [that of]
others performing similar jobs.” Those are critical measures
of people’s comfort. The survey also asks about ethnicity,
sexual orientation, gender, age, education, job level, disabil-
ities, and so on. That data can reveal whether your organiza-
tion has patterns of exclusion. Do most Black employees say
they’re not getting the workplace tools they need? Do women
of color feel overlooked for important assignments?

Many CEOs I've worked with were surprised—sometimes
positively, sometimes negatively—by their audit results.
I tell them that whatever they learned, it’s OK. One wholesale
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| recommend publicly announcing any activities that will affect your larger
community, such as sponsoring inner-city education or Sports programs.

distributor found that several of its facilities had highly
inclusive practices—but several didn’t. That’s precisely what
an audit is for: to identify weak spots so that you can course-
correct. The distributor studied how things were done in its
inclusive facilities and spread best practices companywide.

Some CEOs make their learning and change efforts public.
Bracken Darrell, the CEO of the computer peripherals and
software manufacturer Logitech, took stock of society and
his company and realized that he could do much more to
be a change agent: He could facilitate the growth of small
supplier businesses owned by women and people of color.
So he issued a public statement—“We believe our supply
base should be reflective of the diversity of the communities
and markets that we serve”—and committed to growing the
number of Logitech suppliers owned by members of under-
represented groups. Statements like Darrell’s encourage
others to improve as well.

CEOs who prefer to keep a lower profile can commu-
nicate their intentions internally only, but I recommend
publicly announcing any activities that will affect your
larger community, such as training disadvantaged students,
distributing food to the needy, or sponsoring inner-city
education or sports programs. Todd Schnuck, the chair and
CEO of the St. Louis-based Schnucks supermarket chain,
has spearheaded numerous efforts to support underserved
communities in the area. A visible statement of the com-
pany’s values is a T-shirt with “Unity Is Power” on the front
and “We Stand Together Against Racism” on the back. The
company has created a foundation to address food inse-
curity and is investigating how to increase food donations
to the neighborhoods that need them most. It also made a
$100,000 investment in fighting education disparities by
providing computers and Wi-Fi to disadvantaged students
studying from home during the pandemic.

DOGUMENT WHAT YOU'RE DOING NOW

Once you know how your stakeholders see your
culture, you can examine how their perceptions
mesh with reality. That means assessing your existing DEI
programs to see what’s effective and what needs to improve.
Don’t judge your findings; compile them in a strictly
factual “state of the organization.” How many people of

color are in management? How many LGBTQ+ people? Take
a hard look at your hiring practices. Do you typically have a
diverse slate of candidates? Do you mandate one? What are
the processes for promotion? If you have a list of high
potentials, how much diversity is on it? Third-party resources
can help with the process and with assessing how your firm
is doing relative to your industry as a whole. Document all
your current programs, best practices, and gaps. Then set a
destination and start taking steps to reach it.

Target’s CEO, Brian Cornell, has been vocal about making
his company a force for social change. As part of that effort
he assigned Laysha Ward, the company’s chief external
engagement officer, to strengthen the Target brand with
outside stakeholders. Ward had run the Target Foundation
along with various sustainability programs and community
outreach initiatives. In early 2020, in an interview with Black
Enterprise magazine, she voiced an insight that would serve
all business leaders well. “I wish I'd learned sooner it’s not a
sign of weakness to ask for help and that I didn’t have to have
all the answers,” she said. “We all get better together.”

Target has documented the racial and gender breakdown
of employees at all levels of the organization. A detailed
assessment of African American representation in its ranks
showed that the company was lagging. In 2020 Cornell issued
a public statement revealing that of Target’s nearly 350,000
team members, 58% were women and about half were people
of color—but in the leadership ranks just 42% were women
and 24% were people of color. On the positive side: Since
2015 Target has doubled the share of company officers of
color. A third of its board members are women, and nearly
half are Black or Latinx. Cornell has committed to increas-
ing Black representation companywide by 20% by 2023
through a sharper focus on diversity hiring, retention, and
advancement. He has doubled down on programs including
cross-functional mentoring, STEM leadership-development
training, and more than 100 employee resource groups.
Performance evaluation and compensation for top leaders
are closely tied to DEI and turnover metrics.

Here’s how not to communicate your progress: In June
2020 Wells Fargo CEO Charles Scharf asserted in a memo
later published by Reuters, “There is a very limited pool
of Black talent to recruit from.” His remark generated
backlash, and he apologized for “making an insensitive
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Girculate your action plan throughout the company so that everyone
knows you're building anintentional culture, step by step.

comment reflecting my own unconscious bias.” If he had
instead written, “Others are doing better at this, and we’ve
got to do more,” he would have signaled that he wanted

to figure out how to recruit more-diverse talent—because
in fact Scharf was actively working to boost diversity. So
lay out exactly what your company has done to achieve a
workforce that looks more like society at large. If you're
falling short, be up-front about that. Then tap resources
that can help you broaden your recruitment practices, such
as the multicultural conference AfroTech and the nonprof-
its Management Leadership for Tomorrow, the Executive
Leadership Council, and Prospanica.

ESTABLISH BENCHMARKS

You've listened. You’ve brought senior manage-

ment on board. You’ve audited and documented
the state of diversity in your organization. Now it’s time
to measure your progress against benchmarks—not just
internal ones but also those that will show how you stack up
against competitors, other businesses in your region, and
society at large. The idea is to gauge your progress, quarter
by quarter and then annually, quantifying how you are doing
in recruiting, promoting, and retaining a diverse workforce.

Set specific goals. What do you want the demographics
of the company to look like? By when? What hiring practices
will you instill? How many women and people of color do you
want in senior management and on the board, and by when?
How do you want people to experience your company? How
will you get feedback from your workforce? How will you
engage your community?

Some companies form working groups to monitor their
benchmarks, ensuring that they will hold themselves
accountable over the long term. Schnucks holds weekly
meetings to that end. The working group meets with the
board monthly to review progress toward DEI targets and,
when necessary, to refine them.

BUILD ACTION LEARNING TEAMS

The British professor and management consultant
Reginald Revans pioneered the concept of action
learning in the 1940s, and it’s been used in myriad ways in

the business world. It involves a small group that works on
well-defined problems, takes action, and learns as individuals
and as a team. It helps the group develop creative, flexible
solutions. Throughout my career I’'ve found action learning
teams to be the most inclusive way to crystallize an agenda,
solve problems, reshape culture, and meet strategic chal-
lenges. They can provide a strong foundation for your trans-
formation to greater diversity and inclusion. Directives must
come from the top, but a range of voices will actively engage in
building the future. Members of such a team will probably be
bolder about proposing big ideas than if they were flying solo.

PepsiCo’s Roger Enrico and GE’s Jack Welch were propo-
nents of action learning teams. In The Leadership Engine,
Noel Tichy describes how they taught others to lead by
encouraging them to tackle big challenges and own the out-
comes. Enrico would take nine executives at a time through
five days of action learning, discussing his experiences and
coaching them on their personal operating styles. He had
each one take on a significant “grow the business” project,
coached them on objectives and implementation, and sent
them off to work on their projects, returning several months
later to review progress. Welch taught classes in leadership
every few weeks at GE’s Crotonville Management Develop-
ment Center. He would ask participants in the most senior
program, “If you were named CEO of GE tomorrow, what
would you do?” That would “orchestrate a no-holds-barred
discussion in which he jousted with participants and honed
their analytic abilities and leadership instincts by having
them also joust with each other,” Tichy writes.

To build an action learning team for your DEI initiatives,
assemble 15 to 20 people from multiple areas of the business,
handpicked for their problem-solving mindsets and diverse
backgrounds and experiences. Include managers from
several levels and encourage them to think big: The goal is
nothing less than transforming your culture to fully embrace
DEL At Jamba Juice, I created teams that were diverse in
terms of work experience, background, ethnicity, and gender
and also included employees who tended to be overlooked.
Both tactics can ensure that the teams are more diverse than
your workforce as a whole.

In my experience, the most effective action learning
teams include strong representation from middle managers,
who are key to dismantling systemic barriers. They typically
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control which junior staffers get the high-profile assign-
ments that will put them in line for larger roles—and their
bias helps explain why many diversity initiatives fail.

Action learning teams should work closely with the CEO,
the CHRO, and other leaders. Assignments usually stretch
over two or three months, although some groups achieve
results in as little as 30 days. Teams should meet weekly to
examine the issues they’ve been charged with, determine
objectives and priorities for addressing them, and recom-
mend how to proceed. Each team will ideally have just one
or two critical items on its docket and be given a time frame
for issuing recommendations. I’'ve found that teams almost
always exceed expectations if they have a clear assignment
and parameters, with well-defined processes, check-ins,
milestones, and deadlines.

I'm currently helping the Bay Club Company, an operator
of luxury sports and fitness resorts in California, with its
action learning program. CEO Matthew Stevens launched
a diversity task force in the summer of 2020; since then
company leaders in four locations have formed teams that
are using action learning principles to answer the question
How can we create an environment where people of all
backgrounds are celebrated and can thrive? They have come
up with several solutions, including a video for employees
that conveys the importance of an inclusive environment, a
training series, “safe space” fireside chats about DEI issues,
and a column in the company newsletter that celebrates
employees’ varied ethnic backgrounds.

DEVELOP AN ACTION PLAN

Now it’s time to put together everything you’ve

learned. That means drawing up a blueprint for
change. Set goals for each quarter of the coming year. In the
first quarter, plan to launch an executive diversity council.
It should include you, the head of HR, the chief diversity
officer, others on your diversity and inclusion teams, and
leaders from key business units or divisions. Other Q1
goals might include a community engagement initiative,
increased diversity among your suppliers, and a commu-
nications strategy to keep employees informed about your
plans to hire and promote more people from underrep-
resented groups. In Q2 consider launching a broader DEI

council with specific roles, responsibilities, and delivera-
bles. In Q3 you might form employee resource groups for
Black, Latinx, female, and LGBTQ+ associates. And in Q4
you might initiate a comprehensive DEI training program
and develop a strategy for evaluating and supporting
supplier diversity over the long run. These are just exam-
ples; each company’s plan should be tailored to its most
pressing needs.

Your plan should also include commitments for the next
two or three years. This is the place to declare concrete rep-
resentation goals. You might state, as companies including
Target and Starbucks have, that you will increase the share
of Black and Latinx senior managers by a certain amount by
a certain year and increase the share of Black, female, and
LGBTQ+ board members by a certain amount the next year.

Circulate your action plan throughout the company so
that everyone knows you’re building an intentional culture,
step by step. Continue to hold town halls and smaller
meetings, and use newsletters and other internal forums
to update employees on your progress. If your blueprint for
change reaches throughout the organization, its goals will
be a natural extension of your business strategies and even-
tually become an integral part of your DNA.

ACHIEVING TRUE DEI is hard. It involves a new approach

to everything from recruiting to giving assignments to
determining what makes someone a cultural fit. It generally
takes several years of intentional change. It means apply-
ing analytics as rigorously as in every other aspect of the
business. And it requires leaders who are fully committed
to creating a diverse, anti-racist culture at every level of the
organization.

As businesses rebound from pandemic-related disrup-
tions, leaders have a brief window in which to reimagine
how they approach the workforce. Building diverse compa-
nies by design means creating great workplaces—for all. @

HBR Reprint R2203F

JAMES D. WHITE is the former chair, president, and CEO
of Jamba Juice. He is the author, with his daughter Krista,
of Anti-Racist Leadership: How to Transform Corporate
Culture in a Race-Conscious World (Harvard Business
Review Press, 2022), from which this article is adapted.
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The still-life photographer Suzanne Saroff
often arranges flowers and everyday objects
to create unexpected and evocative images.

Despite substantial regulatory reform
in the aftermath of the 2008 financial
crisis, financial firms have continued to
suffer from fraud and other types of

ethical misconduct.

As aresult, by 2020 they had collectively paid out more than
$400 billion in fines. One 2019 Harvard Business School
study of Fortune 500 companies—based on a sample of firms
on that list—found that on average, they experience more
than two instances of internally substantiated misconduct
each week.

It’s becoming increasingly clear to many experts in risk
management that the traditional approach to prevent-
ing wrongdoing in companies—imposing formal rules
and investing in a strong compliance function to ensure
that institutions, managers, and employees adhere to
them—cannot by itself protect firms. That is why over recent
years—spurred by regulators, including the Federal Reserve
Bank of New York—financial institutions have begun adopting

IDEA IN BRIEF

THE PROBLEM

Despite reforms in regulation follow-
ing the 2008 crisis, financial firms
have continued to suffer from ethical
misconduct and have collectively
paid out more than $400 billion in
fines since then.

WHY IT HAPPENS

The traditional approach to preventing
misconduct—formal rules and a strong
compliance function—is based on the as-
sumption that people are rational agents.
But behavior at work is driven by subjec-
tive biases and professional contexts.

a complementary approach that embraces a behavioral
dimension. This approach, sometimes known as behav-
ioral risk management, acknowledges that behavior in the
workplace is driven by and factors in people’s professional
context—such as the teams employees work on, the goals
they have to achieve, the direct leadership they receive,
and the processes they work with.

As we will demonstrate, behavioral risk management
involves identifying behavioral drivers and addressing
them by making changes in processes or organizational
contexts. These can take the shape of “nudges” (a term
coined by the behavioral economists Richard Thaler and
Cass Sunstein), which may seem small or even trivial but
can have profound effects on behavior.

THE SOLUTION

Financial institutions are increasingly ac-
knowledging people’s behavioral drivers and
managing them with changes—or ‘nudges’—
in processes or organizational contexts.
These changes may seem small, but they
can have profound effects on behavior.
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What's New About Behavioral
Risk Management?

Standard approaches to managing risk, such as enterprise
risk management (ERM), assume that actors are rational.
That assumption is certainly questionable: A considerable
body of behavioral science research has demonstrated that
human judgment is heavily skewed by biases. For example,
people routinely overweight the importance of data that is
recent or that confirms their prior beliefs.

Another flaw, perhaps more troubling, is that the tradi-
tional approaches create risks of their own. When people feel
that mistakes, even well-intentioned ones, will be met with
blame and punishment, they tend to cover up their errors—
a behavior that is exacerbated if they sense that they are
under surveillance. Employees see punitive policies as a
signal that they are not trusted, and research has shown that
an atmosphere of distrust increases rule breaking.

In a behavioral approach to managing risk, managers
analyze processes and organizational structures to identify
the elements that trigger risky behaviors. Consider, for
instance, a securities trading team. Let’s suppose that it is
composed mostly of overconfident professionals (typically
men, who are more likely than women to hold unrealistic
beliefs about future financial performance). If the team is
headed by a manager with low ethical standards, team mem-
bers are more likely to morally stray. And if the compensa-
tion system rewards individual sales targets, team members
are likely to feel envy, which will make them more likely
to justify unethical behavior. Such a team may also have a
strong group identity, contributing further to a climate of
moral laxness.

The traditional way to manage the behavior of this
team would be to institute a set of rules, mandate periodic
training, and then rely on oversight (such as recorded phone
lines) and other mechanisms (such as anonymous whistle-
blower hotlines) to ensure that people follow the rules. The
problem is that those actions do nothing to address the
behavioral profile of the team members or their incentives
for behaving in risky ways. A behavioral scientist would tell
you that any team with the characteristics of the securities
trading team just described is highly likely to engage in
risky behavior, no matter what rules are imposed, and that

surveillance may only make matters worse. Even well-
intentioned employees may show undesired or high-risk
behaviors when they work with processes that encourage
those behaviors or in areas where culture and context push
behavior in a negative direction.

Several major European financial institutions—NatWest
Group (formerly RBS), ING Group, and ABN AMRO, to
name a few—have implemented behavioral approaches to
managing risk, primarily by creating teams that analyze the
root causes of risky behaviors. In recent years non-European
institutions, including HSBC, Standard Chartered, and Royal
Bank of Canada, have followed suit. In our work advising
these and other institutions, we’ve found that most financial
services firms take a two-step approach to implementing
behavioral risk management.

Identify and Understand
the Hot Spols

The first step is to identify the processes and units in the
organization where negative outcomes of employee behavior
are most likely to occur. Companies can begin by exploring
available data such as employee engagement survey results,
client satisfaction scores, and the number of registered
policy breaches. They can supplement that information

by generating new comparative data on, for instance, team
cultures, to further refine their search.

Processes: behavioral insights scans. These scans
help managers identify what is getting in the way of good
decision-making. They involve multiple in-depth interviews
with key players across a selected process, along with obser-
vations of work situations. Let’s look now at how one worked
at a European banking organization that was a client of ours.

The bank had designed and implemented a process to
enable its business risk managers, positioned on the first line
of defense, to assess the maturity of their units’ nonfinancial
risk management in areas such as cybersecurity, climate,
operations, and money laundering. The managers were
asked to give their units a maturity score. Next colleagues
from the risk division, the bank’s second line of defense,
assessed the work of the business risk managers and agreed
or disagreed with their scoring. In any case of disagreement,
the business risk manager had to revisit the analysis. The
bank wanted to know whether the design of the process—
in particular, the two levels of scoring—contributed to the
accuracy of the business risk managers’ assessments. Our
firm was brought in to answer that question.

Over an eight-week period we conducted 16 semistruc-
tured interviews with business risk managers, second-line
reviewers, and management. We asked questions such
as “Who shows ownership of this process in reality?” and
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“When was the last time it was difficult to work in accor-
dance with the process? Why, and what happened?” The
findings from those interviews were supplemented by a
desktop review of documentation on the assessment pro-
cess and research on the validity of self-assessments.

We also conducted two shadowing sessions during which
a business risk manager detailed all the steps in the assess-
ment process through screen sharing, and observed two
management meetings at which the results of the assess-
ments were discussed.

The scan revealed two factors that might bias managers’
assessments of the quality of their nonfinancial risk manage-
ment. First, the requirement to assign a score at the end of
the process created an implicit goal of achieving the highest
score possible. As a result, managers might fail to report key
negative evidence or at least present it in such a way that the
risk-division supervisors would discount it. A large body of
behavioral research shows that people’s desire to achieve
a quantitative goal can cause them to ignore compliance or
integrity standards expressed as qualitative goals.

Second, because the risk-division supervisors were
looking over their shoulders (and in some cases rescoring

their work), the business managers had disengaged from the
process. This effect was most likely exacerbated by a “not
invented here” perception of the process and in-group-
out-group bias, which is well-known to encourage noncoop-
erative behaviors. As one business risk manager commented,
“Not once has the second line come to us, appreciated how
we run the business. They have no clue what to focus on, and
hence the process is a total waste of our valuable time.”

When our report was presented to the chief risk officer,
he indicated that he had been unaware that the design of the
process elicited these unintended and undesired behaviors
and perceptions.

Units: behavioral risk reviews. These reviews produce
granular insights into behavioral patterns and drivers that
may lead to future problems in high-risk business teams or
units. A good example is provided by one global financial-
services firm we advised. The firm was under heightened
regulatory scrutiny as a result of reoccurring unethical and
illegal actions in its capital markets business unit. Clear
communication of the rules, a strong control environment,
and enhanced disciplinary measures had proved ineffective
at reducing the incidence of misconduct.
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Over a period of three weeks we had about 50 one-hour
confidential conversations with employees across the var-
ious teams in the unit (a randomized sample that included
20% of the total staff) and with employees who dealt with or
supported the teams in the area and provided an outside-in
perspective. Our goal in those conversations was not to
understand how employees evaluated their professional
context but, rather, to hear descriptions of how they reacted
to that context. For example, we asked traders to describe in
detail how their desk heads responded to mistakes made
in real-life situations—not to evaluate the effectiveness of
the desk heads’ management.

Alongside those one-on-one conversations, we asked
all employees in the unit to complete a short online survey
containing 20 statements; observed two teams at work
for three hours; and reviewed management data (such as
performance, risk, and HR information) and policy docu-
ments (on strategy, governance, performance management,
consequence management, and codes of conduct). We tested
the qualitative and quantitative data against each other and
against research findings.

The review revealed a number of factors that were causing
employees to act unethically or illegally. To begin with, we
found that direct line managers responded to situations in
which things had unintentionally gone wrong by severely
blaming individuals without taking context and motivation
sufficiently into account. For example, when one deal was
called off by a client owing to unexpected financial problems
on the client’s side, the employee who had negotiated it was
marked down and “named and shamed” in a team meeting,
with no mention of the relevant circumstances. That kind of
reaction can drive behavioral risk: When mistakes are seen as
the responsibility of individual workers, the resulting anxiety
reduces people’s willingness to comply with organizational
regulations.

Second, employees perceived the decisions and proce-
dures regarding promotions as unpredictable and incon-
sistent, saying that they felt they had little or no influence
on the outcome: I see people getting promoted who are not
performing; I feel it is completely random. To be sure, the
randomness did mean that people might be less likely to
break rules to boost their performance figures, but per-
ceived unfairness is itself a driver of misconduct. Research

demonstrates that it elicits a variety of dysfunctional work-
place behaviors, including retaliation and noncompliance
with guidelines.

The granularity of the insights allowed our client to adopt
atargeted mitigation strategy, directly addressing the spe-
cific drivers that needed improvement rather than seeking to
improve the culture of the business unit in a broader sense.
It defined distinct categories of undesirable behavior, put
them in context, and assigned appropriate sanctions to each.
For example, an employee who failed to attend an online
training session would initially receive a warning instead
of a penalty (which would previously have been the result).
Small changes of that sort helped reassure employees that
they would be fairly treated by their managers. Meanwhile,
senior managers went through training to increase their
capabilities in dealing with perceived unfairness and
responding to negative outcomes.

Find Solutions

We help companies address the problems revealed through
behavioral insights scans or risk reviews in two ways. The
first is a workshop in which we lead employees who are
working in specific areas or processes to identify simple
nudges that would change their handling of specific behav-
iors. Often referred to as nudge labs, these workshops are

a staple of behavioral research and consulting and involve
various standard brainstorming and gaming exercises.

(For an extended description of nudge labs, see “Lessons
from the Front Line of Corporate Nudging,” by Anna
Glintner, Konstantin Lucks, and Julia Sperling-Magro, in
the McKinsey Quarterly online.)

We can illustrate this approach with an example from
ING Group, where a behavioral insights scan revealed a
lack of common goals and collective identity across teams
working to mitigate the risk of financial crime. During a
subsequent nudge-lab session, employees, behavioral scien-
tists, and game experts collaborated to develop nudges that
stimulated the desired behaviors. Their design drew on basic
gaming principles such as reciprocity and shared goals,
which encourage people to “keep playing” and collaborate
voluntarily—in this case, to keep following the process for
mitigating financial crime risk.
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o Whenmistakes are seen as the responsibility of individual workers, the resulting anxiety
reduces people’s willingness to comply with organizational regulations.

For instance, the ING team developed an interactive
email-signature banner, aimed at generating a sense of
shared identity among the people working across the pro-
cess. The banner combined the names, profile pictures, and
titles of those involved in a customer file. ING then tested the
intervention in a pilot that lasted several weeks. The results
were promising: Using the email signature improved the
level of trust among the employees involved, as determined
by a brief questionnaire, and also reduced the number of
unnecessary emails. The nudge developed in this example is
currently being scaled up across the organization.

Another effective intervention is what we call system-
in-the-room sessions. These are interactive workshops
designed for senior leaders, with the aim of creating a shared
and complete understanding of the challenges involved in
managing identified behavioral risks from the perspectives
of all stakeholders. With that understanding, the team can
design effective solutions accordingly. Typically we hold two
or three one-day sessions that bring together everyone who
is involved in a process that needs improving. We usually
get up to 25 people in the room, ranging from executives,
country heads, global process owners, and tech experts
to frontline staff. Having everyone in the room makes it
difficult to point fingers and forces people to acknowledge
the effect of their own actions on other teams.

Take the case of one of our clients, another global financial-
services firm. The client had undertaken a behavioral risk
review, which revealed that a lack of ownership and
insufficient collaboration across units and functions
were key risk drivers for financial crime. We led the client
through brainstorming steps that moved from defining
problems to identifying solutions with a series of “What
if?” questions. This approach, inspired by design thinking,
is very effectively used in many business processes, from
product development to strategy making. (See, for example,
“Bringing Science to the Art of Strategy,” by A.G. Lafley,
Roger L. Martin, Jan W. Rivkin, and Nicolaj Siggelkow, HBR,
September 2012.)

One fix we identified was the introduction of weekly
10-minute system-update sessions between the risk man-
agement team and senior leaders, akin to total quality
management circles. The updates were tacked on to regular
meetings and thus did not disrupt anyone’s schedule, but

they have proved a useful forum for flagging behavioral
problems early in the risk management process.

The sessions were themselves part of the solution: They
resulted in an increased and lasting feeling of interconnec-
tion and belonging, contributing to a sense of ownership and
effective collaboration around the process involved. As one
senior manager put it, “The session is an excellent way to get
to know each other better and to connect different perspec-
tives. This increases the willingness to work together con-
structively and to find great solutions which are actionable
and ask little effort whilst having high expected impact.”

A FORWARD-LOOKING risk approach that informs the dia-
logue between financial institutions and regulators is highly
appealing. For behavioral risk management to succeed,
however, courageous leadership is required, in part because
the approach goes against the grain of the numbers-driven
financial sector. This is an industry where regulators
embrace a “show me proof” mindset, encouraging financial
institutions to put forward evidence demonstrating that
they are in control of risk.

Behavioral risk management, in contrast, is preventive in
nature and reveals uncomfortable truths and working-floor
realities using qualitative as well as quantitative data. And
because it takes a root-cause approach, addressing high-risk
behaviors before problems arise, providing incontrovertible
evidence of its effectiveness is challenging. But what emerges
from a well-structured behavioral-risk-management
initiative will unquestionably be improvements in employee
behavior that considerably reduce the probability of distress
or government sanction. For organizations that live by trad-
ing off risk and return, such a simple exercise in optimiza-
tion should be a no-brainer. HBR Reprint R2203G
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In2007 Sonos, amanufacturer of luxury
wireless-audio systems, siruck a deal
with Best Buy to sell its products af more
than 600 refail locations across the Unifed
Sfates. Sanos would be spotlighted in Best
Buy stores with live, interactive, multizone
demanstrations. In return Best Buy would
gainaccess fo the best-reviewed new audio
systems in the world. The agreement was
a victory for both companies. But 10 years
ater profit margins were eroding: tension
nad developed around Sonos's last-minute
nromotion changes, pricing issues, and what
Best Buy perceived fo be alack of strategic
alignment: and Sonos was worried about
the departures of key Best Buy personnel
and how they would affect the partnership.
In 2018, ina cramped, windowless room in
Minneapolis, a Best Buy executive gave the
50nos feam a de facto ultimatum: Come

Up with better terms for the partnership, or
there was no good reason fo continue the
meefing.

The two companies framed the conversation in that
meeting using a tool I had developed during my two
decades as a sales practitioner, researcher, and consultant.
It prompted the members of their teams to ask and answer
questions such as: What are our combined strengths and
weaknesses? What does the other party think of us? What
can we do to improve the relationship? The discussion
grew heated. The teams were brutally critical of each other.
About halfway into the conversation, the Best Buy executive
became frustrated. “What is the point of this exercise?” he
asked. “We only need a few actions to improve our margins;
otherwise we shouldn’t waste each other’s time.”

People from both sides, many of whom had been silent
during the blunt back-and-forth, began arguing in support
of continuing the exercise. After years of narrow discussions
focused on tactics and pricing, it was the first time the two
teams had openly spoken about larger issues of strategy
and collaboration. Criticism was better than silence, they
reasoned. At one point a Best Buy supply chain executive
argued that two recommendations Sonos had made—
increased process efficiency and more-frequent communi-
cation—would have a greater positive impact on Best Buy
than a discount would. After that the Best Buy team agreed
to continue the meeting—without an offer from Sonos to
cut prices. “Aligning for further growth as if we were one
firm” became the two teams’ motto for a jointly developed
road map. One year later both teams attributed improved
business alignment and above-average growth rates to the
exercise and the resulting strategy shift.

Many failing sales organizations offer value proposi-
tions that prioritize their own products and services over
collaboration with buyers, taking a one-sided perspective
that lacks critical customer input. Because that approach
addresses only one aspect of a relationship, it seldom deliv-
ers a comprehensive, mutual strategy. Too many account
plans consist of dozens of PowerPoint slides documenting
sales history, a competitive landscape, and a future sales
pipeline; when it comes to strategy, the content is often
alarmingly thin.

High-performing relationships start with a broader
conversation about how sales teams can help clients create
value through new initiatives—not by fitting existing
products into an existing strategy. That insight led me to

114 Harvard Business Review
May-June 2022



- Too many account plans consist of dozens of pages on sales history, a
competitive landscape, and a future sales pipeline but lack a clear strateqy.

IDEA IN BRIEF

THE PROBLEM

Only 15% of sellers use
value creation to dif-
ferentiate themselves
from competitors.

THE REASON

Most sellers focus only on what existing
products can do for customers and don't try
to get critical customer input. Without such
validation, account plans are mere wish lists.

THE SOLUTION

The triple fit canvas can help sellers evaluate where
relationships with clients have deficits so that the
two organizations can collaborate to identify valu-
able opportunities for future innovation and growth.
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- The triple fit canvas expands a limited, product-centric view fo encompass a customer-
ceniric perspective. It shifts the focus to creating new oppartunities for mutual growth.

consider two questions: What are the building blocks of
successful business relationships? and How can companies
create future-proof relationships that will survive times

of uncertainty?

In research conducted from 1997 to 2020, I identified
theoretical and empirical answers to those questions:
Good business relationships have nine critical building
blocks. And enduring relationships depend on strong
collaboration between suppliers and customers. On the
basis of that research, I developed the triple fit canvas,

a sales framework designed to facilitate collaborative
value creation between sellers and buyers. Inspired by the
blue ocean strategy canvas (developed by W. Chan Kim
and Renée Mauborgne) and the business model canvas
(developed by Alexander Osterwalder and Yves Pigneur),
the triple fit canvas is both a diagnostic and an action
framework. It expands a limited, product-centric view to
encompass a customer-centric perspective. It shifts the
focus from selling existing products and services to help-
ing create new opportunities for mutual growth. In this
article I explain the nine key components of the triple fit
canvas and how companies such as BMW, Konica Minolta,
and The Gap have benefited from it. (Disclosure: I have
been a paid consultant for each of the suppliers referenced
in this article.)

How Triple Fit Works

Traditional sales processes often start when suppliers
identify and target the customers whose needs best fit their
products. They then develop a value proposition, which
they communicate to the market. Known as “value selling,”
this tactic focuses on what a company’s products can do for
the customer, rather than on how the two parties can create
value together. Studies that my research team and I have
done of more than 3,000 relationship cases have shown that

only 15% of frontline sellers work with clients to create value.

Members of that group double their account value in three
years, on average, while companies that apply value selling
and similar approaches are stagnant or achieve only mod-
erate growth. Similarly, only 14% of senior managers have
adopted a customer-centric, value-creating perspective.

These growth champions increase sales and profitability at
twice the rate of their peers.

Triple fit doesn’t minimize the existing value of products
and services. Instead, it takes a holistic view and places a
higher priority on value creation across three collaboration
levels: planning, execution, and resources.

Planning. This level comprises three building blocks—
strategies, relationships, and communication—and indicates
how closely a company’s strategic direction is aligned with
the customer’s. A company must assess the degree to which
its sales team takes the customer’s strategy perspective
into account and figure out how to use it to develop a joint
three-year vision. The sales team must build and maintain
multilevel contacts that promote stable relationships and
communicate relevant information the customer needs for
effective decision-making.

Execution. Also composed of three building blocks—
solutions, processes, and systems—this level shows how
effectively suppliers execute the joint strategy by developing
unique solutions and services that create value for custom-
ers; executing processes efficiently along the value chain;
and implementing adequate systems for IT, financial, and
legal support.

Resources. The three building blocks here are people,
structures, and knowledge. This level indicates whether the
supplier has the necessary resources to support customers,
including trusted advisers with a customer-centric mindset;
an adequately customer-centric organizational structure;
and a dynamic learning environment for new-business
generation.

Evonik Industries, a German specialty-chemicals group,
used an early version of the triple fit canvas in 2006 to inte-
grate customer perspectives into its product development.
That large-scale project focused on proactive, strategic value
creation for Evonik’s 300 biggest customers. In phase one
the company hosted innovation workshops with customers
to determine what such integration would look like for
each one. In phase two Evonik and its customers used the
canvas to consolidate those insights and translate them into
tailor-made three-year-growth road maps. In phase three the
plans were shared with customers for final validation. Six
months after conducting the initial conversations, Evonik
signed a deal worth €150 million with one of its largest
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How Close Are You to Your

Customer?

Use the 10 statements below to rate your company from your
customer’s perspective, with 1 equaling “disagree completely” and

5 equaling “agree completely.” Then ask the customer to perform the
same exercise. Discuss the results and agree on a consensus rating.

1. Overall, we rate our relationship with [your company] as

2. [Your 3. [Your company] 4. [Your com-
- company] maintains strong pany] commu-
E uses a mutually contacts, from nicates in an
P agreed-upon the operational open, fair, and
2 collaboration to the executive forward-looking
é strategy with us level, with us way with us
(1]2]af4]s (1]2]3]4]s]
5. [Your com- 6. [Your 7. [Your com-
E panyl] develops company] aligns pany] provides
g unique offer- processes cross-functional
g ings and value effectively and organizational
o propositions efficiently along and support
x forus . ourvalue chain i structures for us
 pEEQE | Oasog
- 8. [Your com- 9. [Your 10. [Your
pr pany] assigns company] does company] uses
S people with the business with us its knowledge
= ability to act as using compatible to co-create
§ trusted advisers IT, finance, and new, profitable
@ forus legal systems business for us
(1]2]3]4]s.
The Triple Fit Canvas

Use the grid below to enter your consensus ranking for each of the
nine building blocks. Then validate priority areas, ideas, and actions
with a three-year perspective in mind. Update quarterly.

EXECUTION PLANNING

RESOURCES

B RELATIONSHIPS Sl COMMUNICATION [

8 PROCESSES Ml SYSTEMS

3 KNOWLEDGE

automotive customers. The company attributed the deal to
the triple fit discussion, which had helped the two parties
fully understand each other’s capabilities and the ways in
which they were complementary. Evonik also believes that
the process helped it weather the 2008 financial crisis better
than its competitors did.

{STEP 1}

The Relationship Maturity Check

Performing a triple fit analysis involves five steps. To get
started, rate the accuracy of each of the 10 statements in the
exhibit “How Close Are You to Your Customer?” on a scale
from 1to 5 (ranging from “disagree completely” to “agree
completely”) from the perspective of a given customer. The
statements focus on how well your company collaborates
and communicates with that customer. The first one aims
to capture an overall view of the relationship, while each

of the other nine represents a building block. To overcome
self-reporting bias, ask your customer to rate the accu-

racy of each statement as well. If you give your team high
ratings and your client agrees, you probably have a solid,
prosperous relationship. (Low ratings, obviously, signify
that your relationship needs improvement.) To achieve a
high-performing relationship, you should aspire to as many
ratings of 5 as possible.

Sharing your findings with customers can lead to reward-
ing outcomes. In 2021 Virginie Jackson, a key account man-
ager at DSM, took the company’s triple-fit self-assessment
to one custometr, a producer of dairy products, for feedback.
The customer offered to discuss collaboration hurdles and
areas where value creation would be of mutual interest. After
those discussions, the two parties agreed to reduce the num-
ber of unprofitable SKUs on offer. Next a joint value-creation
team initiated codevelopment and sustainability projects
to support the customer’s mission to become an all-natural
organic-product leader. As a result of that meeting and sub-
sequent conversations, DSM doubled the value of the dairy
producer’s pilot program, improving overall client revenue
by nearly €1 million in less than a year.
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{STEP 2}

|dentify Areas for Improvement

After you've completed the relationship maturity check,
you must identify why you succeed or struggle in particular
areas. Asking why you are in this position can help clarify
the strengths that led to a high rating or the weaknesses that
prevented one. In areas where you received unsatisfactory
scores, ask why up to five times, until the root cause is prop-
erly defined, enlisting your customer’s help in answering.

To improve its relationship with a major bank, Vodafone’s
sales team, led by Keith Shaw, then the Vodafone global
account manager, performed a triple fit analysis in 2018. It
focused on obvious value deficits between the two compa-
nies and the financial and operational risk associated with
aligning their values. Teams from the two companies real-
ized that the customer needed to prepare its technology for
the future of mobile banking. With a game plan developed
using the triple fit analysis, the two partnered to map the
technology consumption of tens of thousands of the bank’s
employees—information they used to develop the technical
requirements for a new “bring your own device” policy at the
bank. Also, because of Covid-19, a draft working-from-home
policy had to be accelerated, which led to the deployment of
new advanced remote-communication solutions. Meetings
for top executives from both companies were consistently
held to maintain collaborative momentum. They included
regular status checks, during which the triple fit canvas was
used to initiate new value creation. Vodafone’s business
with the bank increased by 11% annually over the next three
years, and its opportunity pipeline increased by 30%.

{STEP 3}

Develop Workable Solutions

The results of step 2 are the basis for developing ideas to
boost value and mitigate risk. Asking what needs to be done

to improve (or maintain) the situation is a simple but power-
ful way of looking at your full range of options. It is import-
ant not to jump to conclusions (or actions) too quickly.

Most salespeople with a value-selling mindset tend to skip
this step and then wonder why their “solutions” failed. A
superior approach maps the spectrum of reasonable options,
prioritizes and selects the most promising ideas, and secures
the support of everyone who must be involved.

The Schindler Group, a Switzerland-based manufacturer
of escalators, walkways, and elevators, had been in contact
with a multinational construction, property, and infrastruc-
ture company for several years. In 2019 Michael Dobler,
Schindler’s SVP of global key accounts, proposed using the
triple fit process to codevelop new business. The infrastruc-
ture company was intrigued: It had never discussed business
issues beyond product and price configurations with a
supplier. The conversations led to cost-saving initiatives and
increased product quality and safety levels. Triple fit helped
the infrastructure company save more than $16 million
over a two-year period. The customer awarded Schindler a
large portion of its business and full visibility into its project
pipeline for the next 10 years. Schindler still uses the triple
fit canvas to evaluate potential relationships and to draw
a strategy road map for joint value creation with existing
customers. “The triple fit canvas helps us develop high-value
relationships with customers and project partners and run
them like a business,” Dobler says.

{STEP 4}

Differentiate Between Long-
and Short-Term Actions

Step 4 divides value creation proposals into quick-win
actions for 90-day projects and longer-term initiatives that
will last up to three years. To garner stakeholder support,
use the motto “Show me the money” to describe exactly how
each action will be executed and deliver value.

Konica Minolta applied this approach to its relationship
with the BMW Group. Konica’s business solutions division
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® = \joint value-creation strateqy with customers can help develop leading indicators that
predict new problems rather than analyzing lagging indicators that reveal old ones.

had recently started deploying multifunctional devices,
printers, and plotters for BMW. Both parties soon recog-
nized that BMW’s intense focus on price and hardware
was hindering value creation. The Konica team ran a triple
fit analysis with BMW to see where it could improve. The
collaboration led to multiple immediate innovations—
among them enabling BMW employees to print documents
and images from any device and import scanned data onto
mobile devices—along with several large-scale, longer-term
improvements in mobile-device workflow productivity. As
aresult, BMW saved money and improved processes at its
global production centers. Both companies recently agreed
on a long-term partnership that increased the size of the
BMW account by 300%.

{STEP 5}

Persuade Your Stakeholders

In the fifth and final step, your consolidated triple-fit find-
ings must be summarized in a central message and pitched
to stakeholders. Product-minded salespeople have difficulty
shifting to big-picture thinking and collaborative value
creation. You must persuade them that the process is in their
short- and long-term interests. You must also persuade senior
leaders to adopt your central message, provide funding for
the associated initiatives, and accept the benefits and risks.
Christine Dickson, Maersk’s global key client director
in charge of its account with The Gap, was tasked with
disrupting Gap’s 30-year relationship with one of Maersk’s
shipping-industry competitors. She believed that conduct-
ing a triple fit analysis of Maersk’s work with Gap would
determine where the relationship could be improved. As
partners they struggled with several triple-fit components,
most notably strategies, relationships, and structures. She
also wanted to identify areas where Maersk could cut into
its competitor’s relationship with the retailer. Dickson knew
that she couldn’t simply walk into a meeting with Maersk
leaders and tell them that she wanted to conduct a triple
fit analysis with Gap. Only after developing a clear under-
standing of what would be involved in such a process was

she able to persuade her leadership team to try this
new approach.

With her Gap counterparts, she conducted a detailed
cash-flow analysis, which identified opportunities for
savings by reducing Gap’s inventory, discounting obsolete
clothing lines, and shortening lead times while increasing
Gap’s speed to market. She then selected the Gap warehouse
in Carson, California, to run a proof of concept. Because
Covid-19 limited travel and in-person meetings, Maersk
flew a drone inside the warehouse to capture potential
areas for improvement on video. As a result of Dickson’s
analysis, Gap and Maersk developed transparent delivery
schedules, priority lane access to warehouse docks, 24-hour
processing, and guaranteed delivery, all of which unlocked
significant value across the nine triple-fit building blocks.
The initiative reduced Gap’s logistics costs by more than
$25 million during the pilot phase, and Maersk increased its
revenue and profitability by 300% within two years.

HISTORICAL INFORMATION OBTAINED from customer data
analysis and surveys is seldom responsible for unlocking
opportunities for innovation. It’s important to study that
data, which can help improve decision-making and guide
innovation. But it won’t be as valuable as charting a new
course with the customers a supplier aims to serve. By
working with them to craft a joint value-creation strategy,
companies can develop leading indicators that predict new
problems rather than analyzing lagging indicators that
reveal old ones.

As the examples in this article suggest, the triple fit can-
vas can not only help you determine where you’ve struggled
but also help you identify valuable opportunities for future
innovation and growth. Most sales teams miss those oppor-
tunities and stifle potential collaboration with buyers, which
leaves money on the table and puts the teams at a major
disadvantage when relationships founder or global financial
markets slide. The best-prepared sales teams work with their
customers using a one-company mindset to unlock new
sources of value. @ HBR Reprint R2203H

CHRISTOPH SENN /s an adjunct professor of marketing and
a codirector of the Marketing & Sales Excellence Initiative
at INSEAD.
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IDEA IN BRIEF

THE PROBLEM

Many leaders overrely

on their gut instinct

or personal experiences
when making decisions—
despite decades of
admonitions about the
dangers of doing so.

THE ROOT CAUSE
Executives often think
that what worked for
them in the past—the
successes that earned
them their leadership
roles—will work in the
future. And their subor-
dinates often reinforce
those feelings.

THE SOLUTION

- kvery day, managers make decisions about
memsawes | IT00UCHS, CUSTOMETS, TeSoUrce allocation,

assumptions and
investigate anomalies M) [:I I] h

resseee, | employee pay, and more, basing them on
hypotheses and conduct-

eeneconrs | 3SSUMPIIONS AT Nave never neen crifically
examined. much less challenged.
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Felix Schéppner explores themes of experimentation,
perception, physics, and astronomy by artfully arranging
everyday objects in his photo studio.
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EXPERIMENTATION

“I’'ve always been successful doing it this way and never
thought about doing it another way” is what we often hear
when managers are asked why they didn’t question practices
that turned out to be faulty. But when skeptics show that
ideas underlying practices are wrong, confounding, or even
costly, leaders grasp the importance of systematically testing
assumptions.

Consider what happened at the hotel and casino
company Harrah’s Entertainment in the early 2000s, when
one of us, Gary, who was then its chief operating officer,
worked with his analytics team to reevaluate the company’s
approach to marketing incentives. The leaders of Harrah’s
had subscribed to the industry’s conventional wisdom
that financial incentives such as reduced room rates, food
credits, and vouchers for retail stores heavily influenced
customers’ decisions to visit Las Vegas and that offering
more of them increased the likelihood that people would
book rooms there. Gary and the team set out to improve
the efficiency of marketing spending by rigorously testing
initiatives individually. (Trained as an economist, Gary
understood the importance of assessing the incremental
contributions of each element of the marketing program—
instead of measuring the collective impact of the entire pro-
gram, which was the industry practice.) They ran hundreds
of tests to see which incentives induced people to stay at the
company’s hotels and to what degree. The results revealed
that some, such as retail-store discounts, didn’t affect hotel
bookings and could be eliminated. Moreover, if the money
spent on them was reallocated to effective incentives,
such as deeper room discounts, Harrah’s could boost both
responsiveness and profits.

By 2005 the company was using experiments to improve
many other strategic and operating decisions. For instance,
its executives had assumed that because people liked
transparency and fairness, they preferred an orderly phys-
ical queue at Caesars Palace’s all-you-can-eat Bacchanal
Buffet to a virtual queue—a digital notification system that
allowed customers to leave the vicinity while holding on to
a place in line. But a test revealed that if the restaurant sent
customers a text 10 minutes before their turn to be seated,
they used the time to buy drinks or gamble, generating
revenue that far exceeded the revenue lost from people
who didn’t want to wait. Over time similar experiences led

Harrah’s to develop a culture of curiosity, where poking
holes in the industry’s conventional wisdom became not
only acceptable but celebrated.

If challenging assumptions is so valuable, why don’t
managers make it a standard operating procedure? After
decades of studying and practicing innovation and decision-
making, we’ve concluded that the fundamental reason is
that most business leaders don’t think or act like scientists.
This is a huge lost opportunity. Research by one of us,
Stefan, has found that rigorous experiments can help man-
agers discover whether a new product, service, or business
program will succeed. (See “The Discipline of Business
Experimentation,” HBR, December 2014.) And in his roles
as a chief operating officer, CEO, and president of large
entertainment and health care businesses, Gary has seen
that investments in data analytics lead to better decisions.
But many managers are still reluctant to fund experiments,
and despite decades of admonitions about the dangers of
gut instinct, continue to overrely on intuition and personal
experience in decision-making—even when the evidence
contradicts them.

Acting like a scientist is difficult for leaders because it
can challenge their legitimacy. Undoubtedly, that’s because
someone’s position in the corporate hierarchy is often
assumed to be the result of experience and a track record
of successful moves and ideas. Senior executives live in a
feedback loop of positive reinforcement that makes them
unlikely to question the foundations of their decisions. The
scientific method, in contrast, requires intellectual humility
in the face of difficult problems and relies on an objective,
evidence-based process, rather than predominantly per-
sonal insight, to frame and address decisions.

When we think scientifically, we recognize that human
beings make cognitive and judgmental errors and can drift
into a complacency built on flawed assumptions. When we
act scientifically, we relentlessly probe our assumptions and
change them if evidence shows that they’re wrong. Taking a
scientific approach to decisions is critical for today’s organi-
zations, particularly in light of the enormous upheavals the
Covid-19 pandemic has wrought.

In this article we’ll discuss five elements of the scientific
method that we find to be particularly useful in manage-
ment practice.
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. .. History is full of examples where skepticism helped overturn
& commonly held ideas and led to important scientific advances.

BE A KNOWLEDGEABLE SKEPTIC

l When business leaders adopt this mindset,
their biases and errors won’t get in the way of
finding the truth. They will employ reason,

demand evidence, and be open to new ideas. In scientific
practice this means seeking independent confirmation of
facts, placing more value on expertise than on authority,

and examining competing hypotheses. Above all, skeptics
question assumptions. They ask, “Why do we believe this?”
or “What is the evidence that this is true?” History is full of
examples where such skepticism helped overturn commonly
held ideas and led to important scientific advances.

When managers are knowledgeable skeptics, it can
transform how a company operates. Consider Sony. When
Kazuo Hirai was put in charge of its consumer electron-
ics businesses, in 2011, the company was struggling. Its
once-successful TV business had experienced increasingly
deeper financial losses for years. That’s because Hirai’s pre-
decessors had a core assumption: To restore profitability, the
business needed to increase the number of TVs sold in order
to cover Sony’s high cost of doing business. Hirai (who would
become Sony’s CEO in 2012) was skeptical and commissioned
an analysis. It revealed that the business would need to sell
40 million TV sets a year to be viable. But in 2010 the com-
pany had sold only 15 million. More problematic, to achieve
volume targets, previous leaders had repeatedly instituted
price discounts, which triggered a further cycle of losses.

Hirai ordered Sony’s sales organization to sell fewer TVs and
raise prices. The company reduced the number of LCD TVs it
sold in developed countries by 40% or so and cut the number
of its U.S. models nearly in half. At the same time, it restruc-
tured to lower fixed costs, asked engineering to improve picture
quality to justify higher prices, and launched a retail model
that differentiated its products: a store-within-a-store at Best
Buy. In 2015, Sony’s TV business reported the first operating
profitin 11 years. The skeptic’s intervention had worked.

INVESTIGATE ANOMALIES

2 In science the study of anomalies has been
instrumental in identifying questionable
| assumptions. Anomalies are things that are

unexpected, don’t look right, or seem strange, and they’re
noticeable because they don’t cohere, or fit, with sought-after
outcomes. Managers should watch for and explore them
because they can lead to new business insights. (See “The
Power of Anomaly,” HBR, July-August 2021.)

A famous anomaly, for example, led the scientist Louis
Pasteur to make a major discovery while studying the causes
of chicken cholera. In 1879, when he returned from a summer
vacation, he realized that his cultures of chicken cholera had
lost their virulence. He also noticed that when his assistant
injected the spoiled cultures in hens, they developed only
mild symptoms and fully recovered. When the same birds
were injected with fresh, virulent bacteria, they remained
healthy. His discovery—that weakened or dead microorgan-
isms that produce mild disease can prevent that same disease
in its lethal form—Iled to one of the biggest breakthroughs in
fighting infectious diseases: live attenuated vaccines.

Business leaders who look for and act on anomalies can
likewise unearth insights that lead to significant opportu-
nities, as Gary discovered in 1999, after he became COO of
Harrah’s. One night in the elevator of the company’s hotel
in Las Vegas, he overheard one customer telling some other
customers, “I can’t win in Vegas. The slot machines are
much tighter here than in Atlantic City”—meaning they
had lower average payouts. The other customers agreed.

The conversation surprised Gary. First, he knew that slot
machines in Las Vegas had more-generous average payouts.
(Machines in Las Vegas paid back 94.5% of customers’ money,
on average, while those in Atlantic City paid 93%.) Second, the
long-held industry assumption was that tighter slot machines
drove customers to casinos with more-generous payouts.
What if most customers were like those in the elevator and
couldn’t tell the difference? Could an entire industry have got-
ten this wrong? He asked his analytics team to investigate.

The team found that the industry misunderstood how
individual customers experienced playing. Customers would
never encounter average payouts during a typical visit or
even multiple visits; they would have to play the machines
80,000 times to do so. Consequently, they couldn’t possibly
detect the difference in average payouts between Vegas and
Atlantic City. The elevator conversation ultimately led to
arevolution in the casino business. Companies started
to hire data scientists to use analytics and experimentation
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to determine the optimal payouts and locations of slot
machines. Over time average payouts have fallen as casinos
have become more confident in their ability to lower them
without discouraging customers from playing.

Anomalies can also reveal significant problems that
are about to hit an organization. One person who ardently
believes this is Jargen Vig Knudstorp, the executive chair-
man and former CEO of the Lego Group. He told Stefan
that even when the percentage of customers complaining
about a product is extremely small, a company should
“really listen and listen very actively.” He learned that when
the company shipped 15,000 units of a particular Lego set
without a critical component but heard from fewer than 5%
of the customers who had bought them. “This illustrates
an important lesson,” he said. “When you hear a complaint
from somebody, I think it’s healthy to assume there are a lot
more people who are unhappy.”

ARTICULATE TESTABLE HYPOTHESES

3 To be effectively challenged, assumptions
must be framed as hypotheses that can be
quantifiably confirmed or disproved. “When

you can measure what you are speaking about and express

it in numbers, you know something about it,” said Lord
Kelvin, a leading figure in 19th-century science and engi-
neering. “But when you cannot measure it, when you cannot
express it in numbers, your knowledge is of a meager and
unsatisfactory kind.” (See the exhibit “A Strong Hypothesis
Versus a Weak One.”) An experiment that produces evidence
contradicting a hypothesis allows us to recognize errors in
our thinking and judgment, modify the hypothesis, and
then retest it. This iterative process of testing and refining
ultimately leads to stronger hypotheses.

Here’s an example from science: For centuries the
assumption was that the universe comprised matter called
ether, which light traveled through. The ether hypothesis
arose because scientists believed that light waves required a
medium to propagate in empty space. In 1887 the physicists
Albert Michelson and Edward Morley set out to prove this the-
sis was right. They conducted an experiment that measured
the speed of light in perpendicular directions. Any difference
in speed would be evidence of ether’s existence. But no such

T ————

difference was found, undercutting the hypothesis and
accelerating the search for a new scientific theory of space
and time: special relativity. The experiment opened the door
to another way of thinking about how the universe worked.
Businesses can apply a similar approach. At Bank of
America it was used by a team tasked with improving cus-
tomers’ experiences in branch offices. One problem the team
sought to address was the irritation customers felt when
waiting for service. An internal study involving about 1,000
customers (whose findings were confirmed by two focus
groups and an analysis by Gallup) revealed that after a person
stands in line for about three minutes, a wide gap opens
between actual and perceived wait times. A two-minute
wait, for example, usually feels like a two-minute wait, but
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A Strong Hypothesis Versus a Weak One

Every effective experiment begins with the articulation of a good testable hypothesis.

“

Measurement Verification Relevan_ce to a meaningful
business outcome

Qualitative research,
customer insights, prob-
lems, observations, data
mining, competitors
(example: “We observed
fewer customers during
the first store hour”)

Guesses not rooted

in observation or fact
(example: “We think that
wealthier buyers will like
our products”)

Identifies possible
causes and effects
(example: “Opening
our stores one hour
later has no impact
on daily sales
revenue”

Does not identify
possible causes
and effects
(example: “We can
extend our brand
upmarket”)

Quantifiable metrics

that establish wheth-

er the hypothesis
should be accepted
or rejected (example:
time and revenue)

Vague qualitative
outcomes driven by
several variables that

are hard to isolate and

measure (example:
brand value)

The exper- Will have a clear impact

iment and (example: “Opening an hour
its results later will reduce store oper-
can be ating expenses”)

replicated

by others

The experi- Won’t necessarily have a
ment and its significant impact, or the link
results are between the metric and busi-
difficult to ness impact is fuzzy (example:
replicate “It’s unclear how extending the

brand affects profitability”)

a five-minute wait may feel like a 10-minute one. Aware of
studies suggesting that when you distract a person from

a boring chore, time seems to pass much faster, the team
articulated a straightforward hypothesis: Putting television
monitors above the row of bank tellers will reduce perceived
wait times. To test it, the team set up an experiment: It
installed televisions tuned to CNN above the tellers in one
Atlanta branch and compared the perceptions of waiting cus-
tomers there with those of customers in a comparable branch
without monitors. After allowing a week for the novelty of
the TVs to wear off, the team measured customers’ estimates
of wait times for two weeks. In the branch with the TVs, the
overestimation dropped from 32% prior to the test to 15%; at
the control branch it increased from 15% to 26%.

In business, ideas for hypotheses can come from multiple
sources. A good starting point is customer insights derived
from qualitative research (focus groups, usability labs, and
the like) or analytics (data collected from calls to customer
support, for example). As we have seen, hypotheses can also
be inspired by anomalies, which can be found in everything
from overheard conversations to successful practices that
deviate from the norm at other companies.

PRODUGE HARD EVIDENGE

4 Explaining the key to science in a lecture at
Cornell University in 1964, the theoretical
physicist Richard Feynman declared: “It

doesn’t make any difference how beautiful your guess is.
It doesn’t make any difference how smart you are, who made

the guess, or what his name is. If it disagrees with experiment,
it'swrong. That’s all there is to it.” Senior business leaders
should take that advice to heart. An endeavor’s underlying
assumptions shouldn’t be based solely on the feelings, expe-
riences, guesses, or status of those holding them. They should
also stem from conclusive evidence. If such proof doesn’t
already exist, disciplined experiments can provide it. This
tenet should be a pillar of a company’s culture. (See “Building
a Culture of Experimentation,” HBR, March-April 2020.)

Business settings offer many opportunities to conduct
such experiments. Let’s look at another effort that was led by
Gary. In late 2009 many Las Vegas hotels and some hospi-
tality companies elsewhere began to impose resort fees,
which were single, all-inclusive charges that replaced ala
carte charges for Wi-Fi, bottled water in rooms, access to the
fitness center, and so on. When customers sought to book
a hotel room, they would first be presented with the nightly
rates. But once they moved to reserve it, they would see a
resort fee added to the total, along with taxes.

At that point Gary had been CEO of the combined
Harrah’s and Caesars Entertainment for four years. He and
his senior operating team assumed that prospective guests
would view the resort fee as a price increase. He worried
that it would reduce demand for rooms—especially from
price-sensitive customers—and cause the occupancy rates
to fall. (In Las Vegas high occupancy is especially critical.
Guests who stay at hotels with casinos often spend more on
gambling, food and beverages, entertainment, and other
resort amenities than they spend on their rooms.) There was
anecdotal support for their assumption: Southwest Airlines,
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sa The company’s transformation required overhauling its business systems and constantly
asking questions such as “Is this really frue?” and “Do we really believe in that?”

for instance, was attracting customers by not charging for
checked bags while competitors did. Gary and his team
therefore decided not to follow the pack with resort fees.
In 2010 the company ran ads and promotions highlighting
the fact that its hotels were a “resort fee free zone.”

When the first data on the occupancy rates of the
company and its competitors arrived, however, there was
no evidence that the decision to forgo fees was working.
After about three months, Gary asked his senior operating
team to test the initial assumption with an experiment. The
company began by imposing a resort fee only on the guests
who were expected to react with the least hostility: conven-
tion and meeting attendees and customers who weren’t in
the upper tiers of a reward program. After three months of
testing, it was clear that customers weren’t sensitive enough
to resort fees to move their business to other hotels (most
of which already charged them). The company continued
its experiments by applying fees to its hotels beyond Vegas.
Finally, enough hard evidence accumulated to convince
Gary and his team that customers were less sensitive to
resort fees than they were to room rates.

. PROBE CAUSE AND EFFECT

5 Relying on assumptions about cause and
effect is dangerous for managers. We humans

. often see connections between unrelated
actions and outcomes—confusing correlation with
causation—and respond to irrelevant “noise” factors when
making decisions. (See “Noise: How to Overcome the High,
Hidden Cost of Inconsistent Decision Making,” HBR, October
2016.) We also tend to happily accept “good” evidence that
confirms our causal assumptions but challenge and investi-
gate “bad” evidence that goes against them.

Scientists probe causality in different ways. In conven-
tional experiments they change one or more variables (the
presumed cause) and observe changes in the outcome
(the effect) while holding all other variables constant. When
they can’t keep all other variables constant, they rely on
randomization, which prevents systemic bias, introduced
consciously or unconsciously, from affecting the experiment.
Randomization evenly spreads any remaining potential
causes of the outcome between test and control groups.

In natural experiments the variables are outside the
control of the investigator, but they can still reveal insights
about causality. (Last year the researchers Joshua Angrist
and Guido Imbens won a Nobel Prize for showing how. To
examine whether unearned income changed people’s incen-
tives to work, for instance, Imbens and his collaborators
looked at data on lottery winners in Massachusetts. Because
prizes in the state are paid out over many years, they are
very similar to guaranteed basic income. By studying people
who had won the lottery and comparing them with people
who hadn’t, Imbens could infer the causal effect of guaran-
teed basic income.)

When conventional experiments aren’t feasible—say,
because the interplay between the variables can’t be
observed—simulations often are useful. Finding evidence
for “A causes B” gives scientists confidence that what they’ve
observed isn’t just a correlation. But a stronger test of cau-
sality is the use of counterfactuals, such as “Would B have
occurred if not for A?” For business leaders, that means not
just looking for evidence that a 10%-off coupon increased
sales but also exploring whether the increase would have
occurred even if the company hadn’t offered the discount.
Asking what-if questions and thinking about counterfactu-
als is a powerful way to examine scenarios under different
assumptions and arrive at insights about cause and effect.

Leaders should use this approach to test assumptions
about the fundamental factors that drive their companies’
success. Knudstorp did just that after he became CEO
of Lego, in 2004. When he took the helm, the company was
on the ropes, suffering from depressed sales and stagnant
growth. Over the next decade he transformed it into aleader
in the toy industry. Getting there required overhauling its
business systems and constantly asking questions such
as “Is this really true?” and “Do we really believe in that?”
One of the things the management team reexamined was
the company’s decision to outsource its operations to
Flextronics. The assumption had been that the move would
streamline Lego’s supply chain, reducing costs, but it turned
out that it actually led to longer lead times, higher purchas-
ing expenses, and shorter lifetimes for injection molds.
Lego’s leadership recognized that bringing manufacturing
back in-house would make the company more competitive.
For example, by investing in cutting-edge injection-molding
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technology, Lego was able to provide users a better building
experience that competitors couldn’t match. (The connect-
ing forces of bricks had to be strong enough to hold them
together but not so strong that they couldn’t be pulled apart
b by a small child. In addition, the new bricks had to be com-
patible with those manufactured decades ago. Only very
tight molding tolerances could achieve that.)

The probing process also involved listening to the
gif', products’ community of fans, which led to the insight that
il Lego’s building instructions were more important than the
f : . company had realized, because they allowed ordinary users
fid to create extraordinary constructions. In response Lego
! | ’ expanded the resources devoted to the creation of instruc-
3 tions, whose quality and style improved. Today many are
digital and 3D.

e
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THE GLOBAL PANDEMIC has introduced us to a world full of
peril and much greater uncertainty. Assumptions about how
we work and live have been turned on their heads. Supply
chains no longer seem to function, and answers to the most
pressing business problems appear elusive. What happens
to organizational cultures, for example, when people no lon-
ger work in offices? Can a manufacturer run a factory with
no people? Can we bring down skyrocketing insurance costs
by motivating employees to take action to improve their
health? But a time of great uncertainty is also an opportunity
to rethink what business leaders have assumed to be true. It
would be a mistake to rely only on experience, intuition, and
judgment to guide us through this tumultuous era.

Men and women who have practiced the scientific
method have given us amazing medical remedies; a vastly
safer and more plentiful food supply; new kinds of energy,
transportation, and communication; and so much more. It’s
a highly effective way to help businesses increase the likeli-
hood of success, reduce errors in judgment, and find sources
of innovation and growth. It should play a central role in their
decision-making processes. @ HBR Reprint R2202)

STEFAN THOMKE is the William Barclay Harding Professor
® of Business Administration at Harvard Business School.
GARY W. LOVEMAN, a senior lecturer at Harvard Business School
and the CEO of the health technology company Well, previously
served as the chairman and CEQ of Caesars Entertainment.
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IDEA IN BRIEF

THE UNTAPPED
OPPORTUNITY

Peer forums are groups
of four to 10 people
who meet regularly to
discuss their work and
lives—and learn from one
another. But because
of their small size and
private nature, they're
still unknown to many
people who could get
value from them.

THE BENEFITS

While their makeup,
focus, and sponsors

can vary, all successful
forums allow participants
to share concerns, show
vulnerability, hear differ-
ent viewpoints, clarify
priorities, make decisions
with greater confidence,
and form connections
that help them feel safe,
grounded, and capable in

an uncertain vorld Fifteen years ago, Mike Novakoski, the president and CEQ of EV
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THE BEST PRACTICES Gonstruction, joined a local peer suppart group for company leaders
B runby YPO (formerly the Young Presidents’ Organization). At the time he
S doubted he would stick withit: he expected he'd be too busy fo go fo
S ocesses the meetings involved. Now, he says, “l can'timagine life without it.

flxible technology. They The group has helped him connect more authentically and build trust

also seek to continually

mercye the orum expert with others, he says—so much so that he has encouraged his family;
friends, colleagues, and suppliers fo find or form their own peer groups.
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At the consultancy Spitfire Strategies, Kristen Grimm,
the founder and president, has introduced “peer pods,”
self-directed, virtual peer support groups in which employ-
ees with similar responsibilities and pressures discuss their
professional growth, find creative solutions to problems,
and ultimately learn to operate at a higher level. Now nearly
everyone in the 50-person company, including all the senior
leaders, belongs to a pod. A pod “might be the first place
someone says something out loud that they might otherwise
hold back,” Grimm notes. “In times of change it’s a real balm
for people to come together.”

For more than a decade, Nancy Parachini, the director
of the UCLA Principal Leadership Institute, has organized
peer groups for leaders of Los Angeles schools in historically
marginalized communities. She says it’s a way to “sustain
valuable peer learning” and ensure that educators can
support one another in “leading for social justice.”

What exactly are peer support groups (often simply
called “forums”), and why do busy executives like Nova-
koski, Grimm, and Parachini feel compelled not only to
attend them but to persuade others to do so? Typically these
groups are made up of four to 10 people in similar roles,
career stages, or companies, who agree to meet regularly for
thoughtful and confidential conversations about their work
and lives—and learn from one another and grow. Forums
differ from other types of work and business groups—Ilike
employee resource groups (typically for underrepresented
populations in the workplace) and industry networks—
because of their defined structure, the careful attention they
pay to their composition, the training given their leadership,
and the frequency, depth, and scope of the conversations
they foster. Although this article focuses primarily on
professional forums, they can also be used in many other
settings, such as schools (for instance, for teenage children
of divorced parents), health care facilities (for, say, parents of
kids born through IVF), and community organizations (for
people who have lost a spouse).

While their makeup, focus, and sponsoring organizations
can vary, in our research over the past decade we’ve found
that all successful forums serve the same important func-
tion: They allow participants to share concerns, show vul-
nerability, hear different viewpoints, clarify priorities, and
make decisions with greater confidence. Members also build

camaraderie and form connections that help them feel safe,
grounded, and capable in a volatile and uncertain world.
The support they receive in forums sustains them through
their toughest professional (and personal) challenges and
fosters their long-term success.

Of course, there are other ways to achieve those benefits:
practicing mindfulness and gratitude; diet and exercise;
coaching, mentoring, and therapy; and counseling from
family, friends, and close colleagues. But because mem-
bers of peer forums typically have no previous substantive
relationships with one another, they’re free from tricky
preexisting interpersonal dynamics. Forums also offer
access to a greater variety of perspectives. And their regular
and carefully structured meetings ensure that members
take time to think about important issues and discuss them
productively.

Unfortunately, because of their small size and private
nature, peer forums are still unknown to many people who
could get value from them. In this article we’ll discuss the
different types of forums, outline the practices that con-
tribute to their success, and explain how leaders launch,
organize, and run them.

Connecting with other people of equal standing in small
groups for collective benefit is a human tradition that
goes back to the times when tribal leaders gathered around
the campfire to distill the day’s stories into lessons for
tomorrow.

In the business world, peer forums are offered by many
firms and associations, including YPO, EGN (a partner of
Harvard Business Publishing, HBR’s parent), Entrepreneurs’
Organization, and Vistage, as well as academic institutions.
A number of companies organize their own programs inter-
nally. The concept has also taken root in the nonprofit world,
often inspired and sometimes funded by executives who
have benefited from their own peer groups. (Full disclosure:
Both of us have connections to YPO. Robert has held a senior
leadership role there, and Boris is a member of the YPO
Learning Advisory Partner Group.)

Today’s forums tend to define themselves along three
key dimensions:
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Membership criteria. Some groups are limited to one
industry; others include people from a mix of fields. Some
encompass members at different points in their careers;
others at just one or two stages. Often groups are geared to
a certain type of role or responsibilities—say, CEOs, direc-
tors, or entrepreneurs—or leaders of businesses of a certain
size. Still others are for people with a particular gender,
racial, or sexual affinity.

Issue focus. In some forums the conversations are
far-ranging, encompassing “the whole person”—business,
community, family, and personal responsibilities. But many
cover only business issues or even narrower topics, like
career transitions and entrepreneurial growth. Then there
are forums that look beyond business topics and focus on big
social issues (like education, health, or economic develop-
ment) or specific personal interests (children with special
needs, medical issues).

Sponsorship. A peer forum may be set up and run by
an individual, an organization, or an association. In-
organization forums, which sometimes are part of a lead-
ership development program and sometimes are com-
panywide, are fairly prevalent. So are industry-focused
groups, groups run by professional associations, and groups
affiliated with schools or universities. (See the sidebar “The
Most Common Types of Peer Forums.”)

For any individual, the right group, issue focus, and spon-
sorship may evolve over time as that person’s circumstances
and needs change. But when you’re in the right forum, “you
really feel like people are rooting for you,” Novakoski says.

“While therapists are trained to ask the right questions,
to reflect back, to offer frameworks for thinking, they aren’t
getting in the arena with you in the same way that your peers
are,” he notes. “It’s remarkably comforting to know that my
problems are being considered by some of the best minds,
who care about my business as much as I care for theirs.
We've committed ourselves to a trusted partnership, to doing
life together, and that helps keep me mentally healthy.”

Peer forums offer concrete benefits to organizations
as well—as a study done at the Fujitsu Social Science
Laboratory, a division of Fujitsu that provides systems
integration and IT solutions, found. When Ken Senda and
Kentaro lijima, two executives in the division, looked at the
internal peer-group program it had set up, they found that

departments with higher participation in it experienced
improved teamwork, increased employee satisfaction, and
higher sales and profits than those with lower participation.
“What makes peer learning such an effective means of lead-
ership development is that the conversation is always in the
context of the manager’s experience in the organization,”
Senda and Iijima observed in an article for Human Resources
Director. “Thus, the relevance and the recollection of the
conversation is high. [The structure] is ideal for a group of
practicing managers facing real business issues.”

The interactive entertainment company Electronic Arts
has similarly realized performance and retention gains
from its peer forums for high potentials. They “normalize
the challenges of being a leader and help build courage
to step up to them,” says Andy Billings, EA’s head of profit-
able creativity.

“Forums build and scale empathy at a faster rate than
anything else I've seen,” says forum facilitator Sylvia van
Meerten, who codesigned a program for Vynamic, a health
care management consultancy. “Forums teach people to
listen to understand, instead of listening to respond. They
teach self-reflection in a safe environment, which leads to
clearer communication. They teach people to value their
group and show an entirely new level of loyalty.”

Peer forums are hard to study. Private groups don’t gen-
erally open themselves up to outsiders, and anyone who
attends (even as a onetime facilitator or trainer) is gener-
ally expected to fully contribute. But we’ve been able to
draw conclusions about forums’ value, best practices, and
common challenges by doing deep fieldwork, including
interviews with participants and leaders; analyzing program
materials; surveying forum members; and mining our own
experiences participating in peer forums over the past
decade. In particular, we’d like to thank the hundreds of
YPO members who’ve given us invaluable insights and the
leaders, facilitators, and members of other forums who have
shared what has worked for them. Many of the best practices
we describe here are drawn from their contributions.

The right composition. To foster engaging and valu-
able conversations, a forum needs a diverse set of members

134 Harvard Business Review
May-June 2022



The Most Common Types of Peer Forums

Each has a different kind of sponsor and offers distinct benefits and challenges.

In-organization,
as partofa
leadership-
development
program

EXAMPLE: Electronic

Arts’ Xcelerators pro-
gram for high-potential
leaders includes peer fo-
rums. They meet in per-
son three times during
each of the program’s
six four-day training
modules and virtually
one to two times a month
between modules and
often choose to keep
meeting afterward.

BENEFITS: These forums
enable deeper work-
place-relevant conver-
sations within a specific
cohort, including
discussions of sensitive
leadership challenges
that are harder to raise
in a large classroom.

CHALLENGES: Office
politics may stifle con-
versation; organizational
changes (like restruc-
turing, promotions,

and departures) can be
disruptive.

In-organization,
companywide

EXAMPLE: Spitfire
Strategies, a nonprofit
consultancy with
offices around the
United States, sets
up “peer pods”—self-
directed, virtual
forums of seven to 10
people with similar
responsibilities and
pressures. The firm’s
employees have also
organized their own
special-interest pods
focused onissues
such as parenting.

BENEFITS: These
build cohesion and
resilience across the
organization, serve
as an all-employee
benefit, and generate
bottom-up insights.

CHALLENGES: They
may complicate
hierarchical commu-
nication and can be
difficult to sustain
when organizations
face intense business
pressures.

Industry-focused
group or association

EXAMPLE: The Wine
Industry Sales
Education Academy has
“cabinets” for members
at three levels: execu-
tive leaders, direct-
to-consumer directors,
and direct-to-consumer
frontline managers.
Composed of eight to
10 members, these
groups meet eight times
ayear for two to

three hours with a pro-
fessional facilitator.

BENEFITS: With
experienced modera-
tors, these forums tend
to run smoothly and
efficiently. They also
bring collaboration

to a competitive envi-
ronment and produce
industry-relevant
insights.

CHALLENGES:
Membership fees are
typically required;
sometimes it’s difficult
for participants to
attend, given their work
responsibilities.

Professional
association

EXAMPLE: YPO,

an international
association of CEOs,
developed peer
forums as a more
intimate alternative
to large conferences
and chapter events. It
now offers industry-
focused, regional, and
global forums, and
forums for members’
spouses and young-
adult children.

BENEFITS: Association
forums group partic-
ipants according to
tight peer defini-
tions; offer training,
staff support, and
facilitation; and often
stay together for many
years.

CHALLENGES:
Membership fees are
typically required; dif-
ferences in business
complexity, company
maturity, or personal
life stage can diminish
their value.

School- or
university-
affiliated
EXAMPLE: The UCLA
Principal Leadership
Institute’s forums are
each made up of six to
10 alumni of UCLA’s
master’s program

for educators, who
are district leaders

or full, assistant, or
aspiring principals,
mostly serving in high-
poverty communities.

BENEFITS: Members
build from a common
educational experi-
ence, going far deeper
than typical alumni
social or networking
events.

CHALLENGES: Status
as fellow alumni may
not be a sufficient
basis for sustained
peer quality.

who are willing to listen, ask good questions, and share
their experiences and feelings. The optimal group is
large enough to include a variety of backgrounds and
perspectives but small enough that the discussions are
relevant, meetings are fairly easy to schedule, and everyone
gets airtime. The sweet spot is typically four to seven
people for virtual forums and five to 10 for forums that
meet mostly in person.

Equally important is the quality of the members. Anyone
considering joining a forum should ask: Are these people
I can learn from and grow with? Can they support and
challenge me? Do the issues and opportunities we want to
discuss intersect in compelling ways? Are our professional
roles similar in scope, tenure, and complexity? Are members

willing to make a serious commitment to protect the meet-
ing time and to show up for one another?

The most effective forums avoid inherent conflicts from
the start. Their leaders check that members won’t be key
competitors, suppliers, customers, close colleagues, or
relatives of other members. They don’t want hidden agendas,
past baggage, or competing priorities to inhibit conversation.

Forum members must agree on the range of topics they’ll
address. In many successful groups both business and per-
sonal concerns are on the table, and no issue is too sensitive
or taboo to bring up.

Members must also be aligned about the overall pur-
pose of the forum, be it personal growth, professional and
business growth, friendship and networking, or some

Harvard Business Review
May-June 2022

135



= | g g i s - - Y. ..-_
N f A P .
ko i ; = L /
.. nalls f P L 2 ‘s = ’
W27k e ™ e S = R
= Wa i o g a2 }
A - P Y e =}
p i " -..n_- “. -.m 1 =
. P s a o _—— f
o e ;
\ ey

Fi\.‘\.“sir S

: & gy
A i et ' X
£ e v o i :
-.n1 i, - [y o B, -
;s T ’ B N, e
s - = 7 W b ! - e
E S N E 1

.

W

Revie

rd Business

Harva
May-June 2022

136



® o |ngood peer support groups, what's said in the room stays in the room.
® Members know that they can trust one another completely.
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combination thereof. At forums inside an organization,
the purpose is often a mix of promoting business growth,
developing leaders, and fostering a shared culture.

Principles for participation. Forums that are consis-
tently valued by their members and organizational sponsors
follow a well-honed set of rules.

- Protect confidentiality. In good peer support groups,
what’s said in the room stays in the room. Members know that
they can trust one another completely, and they restate their
commitment to privacy at every meeting. Electronic com-
munication is used only for logistical information. To avoid
missteps, members preemptively discuss scenarios where
they might trip up, and they have a clear process for resolving
any confidentiality issues that may arise. If a forum is an
in-company group, members and executives decide together
what may (or must) be shared with bosses or HR.

- Commit to addressing key issues. Forums should be
the place to discuss your most critical topics with complete
candor. Some of the richest conversations may focus not
on immediate business or personal issues but on broader
themes like purpose, resilience, or balance. Other subjects
we’ve seen tackled in forums include:

« Business crises (My company is in trouble. My project is
falling behind. My best employee is leaving. What do I do?)

» Feeling like an impostor (Do I have what it takes to lead
my organization? How do I handle an investor, a boss, an
employee, or a peer who is questioning my authority?)

« Personal finances (How much is “enough” for me? What
are my goals and fears?)

« Societal issues (What current economic or political
shocks are making my leadership challenges worse? How do
I make decisions in situations when I can’t serve all valued
stakeholders equally?)

Novakoski notes that his YPO group covers “hard” stuff
like strategic, financial, and operational decisions, as well
as “softer” questions like, How do we hire the right kind of
people? How do we become the employer of choice? At his
company’s own peer forums, he tells participants, “We’re
going to talk about the things that worked, the struggles
we’ve had, what we are looking forward to personally and
professionally.”

- Share experiences, not advice. In a classic Dilbert
cartoon by Scott Adams, one of Dilbert’s colleagues tells the

pointy-haired boss, “I followed your investment advice
and lost all of my savings.” He then asks, “How does advice
actually work?” The boss’s reply: “It only works for the
people that give it.”

When you give advice, you tend to feel smart and helpful.
But no one should presume to know better than a peer what
to do in that person’s own unique situation. In forums,
sharing advice may even inadvertently spark a competition
over who can offer the “best” counsel. A better approach is to
share experiences instead. This can be difficult for execu-
tives, who are accustomed to being asked for their opinions
and telling people what to do. An easy rule of thumb is to
stick to the first person: “Here’s what struck a chord with me
as I heard your story. Here’s what I did. Here’s what hap-
pened to me and how I felt.”

- Be open and vulnerable. When members of peer
forums make a commitment to contributing authentically
and vulnerably, it drives deeper sharing and greater value.

In successful forums, participants are encouraged—
no, expected—to admit when they’re questioning their
own competence, priorities, and decisions; to share their
disappointments, regrets, and dilemmas; and to speak can-
didly about positive opportunities and successes. Consider
how Bonnie Godsman, the CEO of GAMA Global, describes
her association’s “study groups.” She calls them “a safe
harbor from the vortex, a place to take a minute to breathe,
to know you’re not crazy, to take your mask off and not feel
bad about that.”

Jeff Snipes, another successful CEO, has participated
for many years in his own executive peer forum and intro-
duced forums several years ago to the faculty and students
(including his own children) at Millennium School in San
Francisco. He summarizes many of their best practices
well: “listening, noticing, reflecting, inquiry, compassion,
empathy, vulnerability.”

Proven processes. The typical forum meets monthly,
often on a set day and at a set time, for two to four hours
in person or for one to three hours virtually (if members
are geographically dispersed or it’s challenging for them
to gather). Of course, schedules can be adapted. We know
of one group that met virtually from 6 AM to 8 AM because
that’s when everyone was available, another that arranged
weekly 30- to 60-minute videoconferences during the
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:s Intimes of crisis (like the pandemic), a forum can focus
the agenda on critical or shared challenges.

Covid-19 pandemic, and others that scheduled ad hoc meet-
ings when members faced new or unexpected challenges.

The most successful forums follow a standard structure
to ensure efficient, equitable, and effective dialogue. Snipes
says he has been struck by how similarly his own executive
group and both teacher and student forums operate. “The
content is different, but the agendas, tools, and language are
all the same,” he explains.

Here’s what usually happens at a good forum meeting in
YPO and many other groups:

- Check-in. Members show up on time and silence their
devices. The moderator or facilitator reminds everyone that
the conversation is confidential and asks if any members are
unable to be fully present, trusting, and vulnerable.

- Updates. Members each give a brief (three- to five-
minute) overview of the most significant issues on their
minds. A helpful YPO template we’ve seen some groups use
is to ask all present to share the things that are in their “top
5%” (biggest opportunities) or “bottom 5%” (greatest chal-
lenges). Alternatively, some groups prompt participants to
answer questions like: What’s keeping you up at night? What
gets you up in the morning? Which issue causes the greatest
emotional stress for you?

Updates are the source for the forum’s “parking lot,” an
evolving list of topics to be explored at the current meeting
or in the future. From it, the forum will select subjects that
are urgent or important or reflect common themes.

- Member presentations. In-depth presentations are at
the heart of most meetings. All participants should be given
regular opportunities to make them, though usually only
one or two people will do so at each meeting. The selected
member begins by giving some background on a situation
and then describing his or her feelings about it, potential
courses of action, and desired outcomes. Other members
may ask clarifying or thought-provoking questions and then
share how they connect to the issue and what emotions or
experiences it calls up for them. At the end of the presenta-
tion, all participants reflect on their takeaways: new insights,
perspectives, questions, or to-do items. Often members find
that they get as much out of others’ presentations as they do
from their own.

- Topical exercises. Sometimes forums substitute a
thematic exercise—which may involve assigned reading,

How Effective
Is Your Forum?

You can assess how it’s doing
by asking these questions.

Purpose and content:

Does the forum address my
personal objectives? Are the
issues discussed worthy of
my and other members’ time?
Do | gain new perspectives
on my blind spots and life
choices?

Membership: Is this the
appropriate, right-size group
for me, balancing common
interests with a diversity of
perspectives? Are most, if
not all, members showing up
on time to every meeting?

Group norms and
processes: Do the forum’s
structure and norms

support vulnerability, learn-
ing, and trust? Is conflict
addressed in a timely and
effective manner?

Management: Do the
forum’s leaders help foster a
psychologically safe space?
Are we following a clear
agenda at every meeting?

Technology: Are virtual
platforms used appropri-
ately and effectively? If
possible, do we prioritize
meeting in person at least
occasionally to sustain deep
connections over time?

If you (and other members)
can answer yes to all these
questions, you’re in good
shape. If you see some weak
spots, work with your peers
to improve in those areas.

assessments, case studies, and guiding questions—for
members’ presentations. Common topics include transfor-
mational change, crisis management, alternative business
models, effective hiring, being a good boss, attitudes toward
money and financial planning, childcare and eldercare,
confronting mortality, and religion and spirituality.

- A shift into crisis mode. In times of crisis (like the
pandemic), a forum can also focus the agenda on critical or
shared challenges. The questions addressed often include:
How can the forum help each of us today? What issues are
most urgent? What feedback, ideas, or leads can you take
action on immediately? Looking at longer-term personal
impact is also key. Questions here might be: What part of your
life needs the most care right now? How can you turn the
current situation into a personal growth opportunity? Says
Godsman, “Forums help us navigate the ‘now’ and the ‘next.

Effective leadership and training. Typically forums
rotate leadership responsibilities. The member serving as

%
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the moderator will set the agenda, guide the group through
the scheduling and parking-lot processes, and model deep
sharing as an inspiration for others. Grimm emphasizes that
it’s crucial for the leader to set high expectations for sharing
so that a forum can address anxieties, build “connective
tissue” between members, and become “a real learning
laboratory.”

Frequently, an assistant moderator keeps notes and han-
dles meeting logistics and is designated to take over as the
leader when the current moderator’s term ends. And though
forums may be launched without any professional support
or formal education, they can benefit from the following;:

- Orientations. In these a volunteer or paid professional
facilitator introduces new members to the forum’s principles
and processes and takes them through a sample meeting
in which they prepare and share an update and experience
a full presentation.

- Annual retreats. These allow members to get away
from their usual meeting venue, which is often around a
formal conference table, and interact in a more relaxed and
intimate setting. With or without professional facilitation,
retreats help forums go deeper, reinforce best practices,
clear the air on any issues that may be holding them back,
and recommit to the shared journey.

- Moderator training. This can help members keep
their forums operating at a high level. It also allows partic-
ipants to make connections with fellow moderators, share
best practices, and address common challenges.

Flexible technology. A variety of electronic tools, as
well as paper-based agendas and templates for updates,
presentations, and exercises, can help make meetings more
effective. Forums don’t need to reinvent the wheel but can
adapt materials used by other groups.

While peer support groups traditionally were conducted
in person in a quiet space free from interruptions, virtual
participation and all-virtual meetings are now an essential
part of the forum process as organizations have become
more distributed and the global pandemic has prevented
people from gathering. Phil LeNir, president of Coaching-
Ourselves International, notes that a virtual peer forum
is better than no peer forum, especially during periods of
social distancing. He says the pandemic has led people to
seek more human connection, including new professional
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relationships, and that organizing groups online can be
easier—and more sustainable over the long term—than
requiring in-person meetings.

When participating remotely, members should meet via
avideoconference platform, be on camera, and give the con-
versation their undivided attention. When appropriate, they
can make use of features such as chats, digital whiteboards,
and screen sharing. Forum moderators must proactively
manage the discussion flow, calling on people by name. To
protect confidentiality, the group should require a password
to log in to the meeting space, use headsets, and prohibit
recording or screen capturing.

The performance, efficacy, and value of forums can’t be taken
for granted. Members and sponsors must be alert to signs of
trouble. Perhaps the peer group doesn’t gel because of inad-
equate vetting of members at the start. Maybe there have
been breaches in confidentiality or discussions have become
less candid. It could be that meetings feel inflexible, or too
packed to tackle deep issues, or consistently dominated by
a handful of people—or that participants are having trouble
really connecting through Zoom. (To assess your current
forum or one you are considering joining, see the sidebar
“How Effective Is Your Forum?”)

While challenges can be addressed one at a time, a
holistic approach is more likely to identify key problems
and their causes and help you find long-term solutions. We
recommend three approaches:

Cultivating a spirit of continual improvement.
Members must regularly ask themselves individually and
as a group: What did and didn’t work in today’s meeting?
Is everyone aligned about the forum’s purpose, values, and
norms? What changes would make our forum more effective
and valuable? How can we further advance both individual
and shared objectives? Are we all carrying our own weight—
participating fully, expressing appreciation for others’
contributions, and raising concerns when we have them?

Clearing the air early and often. When a forum is func-
tioning at its highest level, each member can honestly say,
“There’s nothing holding me back from being fully attentive,
engaged, open, and trusting today.” But sometimes members

may be distracted, irritated, angry, or sad because of issues
within or outside the group, personal or professional. Rather
than letting small annoyances build into bigger problems,
forum leaders should schedule time at the start or end of
every meeting for members to raise any concerns. Says
Novakoski, “Sometimes I'm the one who needs to give an
example for others, to demonstrate that admitting errors or
failures is the kind of vulnerability we must all be willing to
show.”

Engaging an outside expert. Sometimes challenges are
so disruptive or the combination of issues is so complex that
the forum may need an outside facilitator (a professional
or a veteran of another forum) to help the group go deeper,
reinforce best practices, introduce new approaches, open dia-
logue, and support members in recharging and recommitting.

AN EDUCATOR IN a Millennium School forum summed
things up well in an end-of-year update, calling forums “a
place where you find a sense of peace and calm that allows
you to become anything and everything you’ve ever wanted
to be, because of the support, guidance, and encouragement
you receive.” We firmly believe that most people—and cer-
tainly many leaders—can benefit from being in a confiden-
tial group that’s designed to help all its members meet their
toughest challenges and achieve their highest aspirations.
Having laid out the benefits that make peer forums a worthy
investment of time, described the many forms they can
take, and outlined the best practices for conducting them,
we conclude with a call to action: Join or start a peer forum
today. Find an existing group that’s right for you, or work
with others within or outside your organization to convene
one. Create your own circle of trust; share, grow, and learn
with others; and then spread the gospel of forums to the rest
of your personal and professional network. &
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MANAGING YOURSELF

How to Stop Procrastinating
Seven strategies backed by science

by Alice Boyes

Advice and
Inspiration

M

of us procrastinate. We feel guilty about
it and criticize ourselves for it. And

yet we still do it. Why? Because of at
least three factors: the absence of good
habits and systems (poor discipline),
intolerance for particular emotions
(like anxiety or boredom), and our own
flawed thinking patterns.

When you understand these causes,
you can use strategies that target them.
You can minimize minor incidents of
procrastination—such as when you drag
your heels and don’t start a project until
close to its due date—and head off the
bigger problems your patterns of delay
are causing.

lllustrations by VANESSA BRANCHI
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YOUR HABITS (OR LACK THEREQF)

A common theory is that procrastination
is the result of a lack of discipline. Pro-
crastinators choose leisure and fun over
hard work. A more modern variation of
this explanation is that they don’t have
good systems and habits. Multiple stud-
ies have shown that strong habits reduce
our need for self-control. They make it
easier to stick to effortful behaviors and
resist distractions. But the process of
establishing a habit that confers such
benefits usually takes a few months.

To assess whether this is an issue for
you, ask yourself: What habits do I have
in place to tackle my most important
tasks? If the answer is none, try these
approaches:

Schedule your deep work consis-
tently. I define deep work as focusing on
your most important long-term project.
It might entail, say, crafting a business
strategy, doing complex data analysis,
or writing a book. Deep work is gener-
ally challenging, but doing it consis-
tently each day, in a regular pattern,
will make it less so.

Habits make sequences of behavior
more automatic. Consider that once
we’re no longer novice drivers, we don’t
consciously think about what we do
whenever we get behind the wheel of a
car. More-complex habits like going to
the gym or learning a language can also
become more automatic. That happens
through repetition and cuing. So you
shouldn’t attempt to do deep work at
11:00 in the morning one day and 3:00
in the afternoon the next. And even if
the exact time you settle into it isn’t the
same, your deep work should fit into
your day in the same pattern: After I do

this, I do my deep work. For example,
each day after spending up to an hour
on email and administrative tasks, I
start my deep-work session, which for
me usually involves writing.

Create a system for starting new
tasks. What about responsibilities you're
handling for the first time that feel
outside your wheelhouse? You’ll be less
likely to put novel tasks off if you have
a master system for approaching them.
The steps you take when you encounter
something new will become their own
type of habit, which will reduce decision
fatigue about how to start.

My own system involves a consistent
sequence of steps: First, I consider
three options for how I could approach
the task. Next, I conduct a premortem
analyzing the things that are most likely
to go wrong. Then I calculate how long I
should spend on the task. And last, I find
ways to quickly test my assumptions.

How can you develop your own sys-
tem? Reverse engineer it: Bring to mind
an example of a challenging task you’ve
completed successfully and identify the
steps you used to accomplish it. I prefer
this approach to attempting to copy
someone else’s methods, because it will
result in a system that suits your own
nature and strengths.

YOUR EMOTIONS

We tend to avoid tasks that stir up nega-
tive emotions. In psychology, avoidance
and its close cousin, rumination, are
known as transdiagnostic factors—that
is, they’re symptoms of many common
mental-health difficulties. People who
cope with stress by using avoidance tac-
tics are more vulnerable to depression,

anxiety, ADHD, and eating disorders,
and it becomes a vicious cycle. When
their mental health worsens, their
avoidance does too.

But even people who only some-
times feel sad, doubtful, and anxious
about their work—or can’t tolerate the
boredom or stress it induces—tend to
avoid tasks that evoke such emotions.
This response is heightened during
periods of uncertainty. When you feel
overwhelmed, you’re more likely to
procrastinate. In this state even simple
tasks, such as replying to emails, can
seem daunting.

To know whether your emotions are
the primary reason you put work off,
ask yourself: How is my mental health?
Do the tasks I avoid inspire certain
emotions? Do they make me bored,
angry, anxious, or resentful? Then try
these strategies:

Disentangle your feelings. Accu-
rately identifying your emotions—
something psychological researchers
term emotional granularity—will help
you manage them. When it comes
to procrastination, it’s also useful to
analyze how much each emotion is
affecting your attitude toward a task.
For example, you might find that
writing a presentation for your boss
provokes anxiety at alevel of 8 on a scale
of one to 10, resentment at a level of 6,
and boredom at a level of 4. Once you’ve
determined that, you can then address
the emotions individually. The rating
system will help you evaluate how effec-
tive you are at minimizing them.

When a task bores you, schedule a
reward for completingitordoitina
more fun way—for example, with team-
mates you like.
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When a task makes you feel resentful
or irritated, find what you genuinely
value about it. Maybe you get annoyed
by having to make the revisions that
your supervisor asks for, but you really
value honing your craft. You may
feel resentful about cross-division

committee work but value the oppor-
tunity to improve your organization’s
culture. You may get frustrated by a
teammate’s request for tech help but
value being a supportive colleague.
When a task makes you anxious,
start with the elements of it that make

you the least apprehensive and progress
from there. This is exposure therapy:
gradually working up to what most
scares you. What seems unmanage-
able initially will feel within your

grasp once you’'ve worked through

the easiest steps.

This approach to turning difficult
emotions into greater focus and dedica-
tion is part of a skill set called psycho-
logical flexibility, which was developed
by the psychologist Todd Kashdan and
his team. The more people use it, the
happier, healthier, and higher perform-
ing they tend to be.

Use self-compassion to overcome
strong negative memories. Some-
times the emotions we have about a
task are driven by a prior experience.
Here’s a story from my own life that
illustrates this.

The first time I gave a talk about my
research at a conference, it didn’t go
very well. I was a grad student. I lived
in New Zealand, and the conference
was in Australia. I decided to fly into
a bigger city near the conference and
take an overnight bus to the smaller
city where it was being held because
the flight was cheaper. I wasn’t in the
best shape when I arrived. I felt like a
deer in the headlights and stared down
at my notes while reading my talk. I
can still viscerally recall what it felt like
to be in that room and look out at that
audience, which included my adviser
and my teammates, feeling that they
were objectively better than I was at
everything research-related, especially
presentations.

Now when I need to give a talk, that
20-year-old memory comes flooding in.
Suddenly I become my younger self, and
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all the skills and confidence I've devel-
oped in the years since slip through my
fingers. When hit with such powerful
memories, even people with excellent
project management and problem-
solving skills can find that they go out
the window.

If you notice yourself having this kind
of reaction, examine whether it’s related
to an event from your childhood, early
career, or more-recent work. Consider,
too, whether there’s a pattern to the types
of tasks and memories involved.

A lot of compelling research shows
that you can heal these emotional
wounds with compassionate self-talk.
Here’s an example of what that sounds
like: “I've been disappointed with my
performance in the past, and that’s
making me hesitant. That’s a normal
and understandable feeling. But I was a
beginner then, and I'm not now. It’'s OK
to learn through experience.” Find and
then reuse self-talk that works for you.

YOUR THOUGHT PATTERNS

If you're reasonably well disciplined

in many areas but struggle in others,
specific thought patterns may be to
blame. Some cognitive factors involved
in procrastination are pretty universal—
for example, most of us underestimate
the complexity of tasks that have long
deadlines—while others are deeply
personal.

Here’s one of my own problematic
patterns: When people tell me that they
like a particular piece of my writing, I
tend to jump to the conclusion that my
other stuffis no good, which ties me in
knots when it’s time to write again—
even though I've just received praise!

To figure out whether cognitive
blocks are contributing to your procras-
tination, ask yourself: Does the task feel
more difficult than the steps objectively
are, given my skills? Do I quite enjoy (or
at least get a sense of satisfaction from)
atask once I start it? If the answer is yes,
it implies that you tend to think about

work in a way that makes it seem more
unpleasant than it actually is. Try these
strategies to navigate past your cogni-
tive blocks:

Reverse brainstorm. Although I
didn’t use reverse brainstorming much
before putting it into my book Stress-
Free Productivity, it has since become
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one of my favorite tactics. When applied
to procrastination, it involves consid-
ering what you would do to make your
task impossibly hard or something you’d
really want to avoid doing. Once you
have those answers, you then come up
with their opposites, which will make
you feel less blocked.

For example, a task might seem
unachievable if I imagine having to get
it perfect the first time or having to do it
in the exact same style as a colleague
that I admire. The flip side of this
is that the task will seem easier if I
accept that missteps and imperfections
will occur and if I approach it in my own
way, harnessing my own strengths.

Another quick reframing technique
is to think about all the ways that a task
you’re putting off is similar to one you
can do easily and well. For example,

I feel incredibly comfortable writing
blog posts but not speeches. However,
both involve making a few points
quickly, keeping the language conver-
sational, telling stories, and giving the
audience a “that’s me” experience. The
key here is to define the parallels very
specifically, as I have.

Learn to accept friction-filled
work. Familiar, moderately productive
tasks tend to be accomplished smoothly
and can thus feel more satisfying than
novel ones that are more difficult but
offer greater potential value. That’s why
we often choose to check minor items
off our to-do lists rather than tackle
projects that will have more impact.

Don’t make the mistake of equating
frictionless work with productivity.
Diverse teams, for example, often gen-
erate better ideas but can experience
more tension. Novel work is often full of

friction, which inherently slows prog-
ress and can cause stress. That leads to
a common cognitive error called emo-
tional reasoning, which happens when
you overextrapolate from how you feel.
When you feel tense and challenged,
for instance, you might conclude that
you’re moving in the wrong direction

or not making enough progress. It’s
important to understand this phenome-
non and recognize when it’s happening
to you. Metacognition, or awareness of
your thinking processes, can help you
counteract mental errors.

Keep in mind that if you show up
to do important work and approach
it as strategically as you can, you will
make progress, even if it doesn’t feel
that way. The more tolerant you are
of friction-filled work, the less you’ll
procrastinate. Commit to doing the task
that has the most potential for some
period each day, even when it results
in tumultuous feelings and thoughts.

Limit yourself to short work peri-
ods. When a task is important or we’ve
been putting it off, we often believe we
need marathon work sessions to get
it done. In most cases this thinking
stems from self-criticism sparked by
guilt over lost productivity. But the
prospect of slogging away on a challeng-
ing task all day tends to trigger more
procrastination.

Here, you can try one of two strat-
egies: (1) Plan to work on whatever
you're avoiding for 10 minutes today
and pick it up again tomorrow. Doing
a little today will get you over the
emotional hump of starting. (2) Plan to
tackle it for 90 minutes today and cap it
at that. If you’re reasonably conditioned
to deep work, it’s likely that you can get

yourself to do almost anything for that
amount of time. It’s a reasonable goal.
You can also adapt this principle. For
example, you might try a strategy like
adding an extra 10 minutes each work-
day to the time you spend on the task
until you get to two hours total. It’s like
training yourself for an endurance race.

IN ANY SELF-HELP article it’s important
to acknowledge the limits of the advice
given. If a persistent mental-health
problem like depression or anxiety

is contributing to your procrasti-
nation, then you should pursue an
evidence-based treatment, ideally with
the help of a professional, not struggle
along on your own. As your mood and
anxiety improve, you’ll be less prone to
feeling overwhelmed and frozen.

Also, even though I've broken down
the causes of procrastination into three
categories here, they are interrelated.
Your behavior (habits and systems),
emotions, and thoughts are all con-
nected. So no matter what the primary
reason is for your tendency to put off
certain tasks, any of the strategies here
should help you more consistently
attend to work that you have trouble
mustering the energy or focus to
complete. Think of it as a menu for
combating procrastination, experiment
with several options, and find the ones
that work best for you. @
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Jackie Paquette Catherine Wu
CHRO Candidate for Asia
operations role

Case Study
What Does
Diversity Mean
in a Global
Organization?

.................................................................

HBR’s fictionalized case studies present problems
faced by leaders in real companies and offer solutions
from experts. This one is based on the HBS Case
Study “Diversity in a Global Context: Making the Right
Hire to Lead Asia” (case no. HK1301-PDF-ENG), by
David S. Lee, which is available at HBR.org.

“WE HAVE A diversity problem.”

Alex Pelletier, the CEO of
Juno, a Toronto-based toy
company, nodded his acknowl-
edgment. He knew that Stuart
Landry, his chairman, wasn’t
berating him for a problem they
were already working to fix—
Stuart just wanted to discuss it
over lunch before the board met
the following week.

One big agenda item would
be Alex’s decision on a key hire
for Juno’s Asia operations. The
person would be the second-
in-command, reporting to the
head of the unit, John Chang,
and would help oversee Juno’s
mainland-China manufacturing

along with sales to Asian distrib-
utors, which had risen in recent
years to meet the demand for
Western entertainment. It was a
critical role, and the plan was to
find someone with experience
in the region and the potential
to grow the business who could
eventually succeed John and
take his board seat. Ideally the
person would also diversify
Juno’s leadership ranks—which,
to Alex’s chagrin, were still
mostly white and male.

Like many other CEOs, Alex
had in recent years committed
publicly to supporting diversity,
equity, and inclusion initiatives
internally and racial justice
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Tell me about
the candidates,

efforts externally. He’d spent
much of 2020 both dealing with
pandemic-related supply-chain
delays and store closures and
hammering out the company’s
diversity policies and plans.

He and Jackie Paquette, Juno’s
CHRO, had launched programs
focused on hiring, training,
community support, and
organizational culture, and by
altering their promotion criteria
and broadening their recruit-
ment outreach, they’d increased
diversity at headquarters. But
that had yet to trickle up to the
leadership team or the board.1
John Chang was the only board
member of color. And although

the Asia team, based in Hong
Kong, all came from the region,
they skewed heavily male.

“So let’s talk about the Asia
role,” Stuart continued. “Jackie
says that you and John have two
outstanding candidates.”

“I definitely feel good about
the options,” Alex said. “We've
met with both of them several
times over the past three months,
and to be honest, I'm quite torn.”

In fact, the choice had been
keeping him up at night. From
its start as a small Canadian toy
maker 10 years earlier, Juno had
become a multinational leader
in its sector, with Asia driving its
future in terms of both produc-
tion and sales.2 This hire would
assume most of the operational
responsibilities so that John
could focus on spearheading
growth, but the newcomer would
be another public face for Juno
in the region and, as John’s likely
successor, would be scrutinized—
certainly by the company’s
directors and employees, and
potentially by DEI watchdogs,
investors, and consumers. The
problem was that Alex couldn’t
quite figure out what qualified as
diversity for Juno in Asia.

Clearly eager to help, Stuart
said, “Tell me about them.”

GATHERINE WU

Ethnically Chinese, Catherine
was born and raised in the United
States by her parents, who had
immigrated to New Jersey from
Shenzhen as graduate stu-
dents. After earning a degree in
economics from Princeton, she
joined a prestigious consulting
firm, where one of her most
successful engagements was
with a global toy company. She
soon developed a reputation as

Experience

an expert in toy manufacturing
and distribution. Catherine

had been pursued by several of
Juno’s competitors but hadn’t yet
been persuaded to go in-house
anywhere. Alex was honored that
she was considering this role, and
he thought that getting her would
be a big win.3

Catherine hadn’t lived in
China or elsewhere in Asia for
an extended period. But she’d
visited family in mainland China
and Hong Kong during school
breaks, and after she’d started
working, she’d taken business
trips to the region every quarter
or so. Through her consulting
work she’d developed a network
in Asia, primarily in Hong Kong,
where her firm had an office.

She told Alex that she’d been
watching Juno’s performance
before and after its IPO, in
2019, which had been small but
established the company as an
important industry player. He
was impressed with her knowl-
edge of their peer companies and
her experience supporting one of
them in the kind of expansion he
wanted to see over the next five
years. She’d led many of her firm’s
larger projects and according
to her references was adept at
managing teams of people from
different parts of the world.

Alex had few concerns about
Catherine’s suitability for the
job; his one hesitation involved
her language skills.4 She spoke
Mandarin with her family but
not consistently in a business

Case Study
Classroom
Notes

1. What role
might affinity
bias—the ten-
dency of people
to like others
who are similar
to them—have
played in the
lack of diversity
at Juno?

2. In 2020 global
revenues for

the toy industry
exceeded

$94 billion.

3. Globally, the
Asia-Pacific
region has the
lowest represen-
tation of women
in senior man-
agement roles, at
27%. The global

average is 29%.

4. Given how
much business
is conducted in
English through-
out the world,
how critical is

it that an expat
leader be fluent
in the local
language?
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Alex reviews the candidates and their qualifications.

Catherine Wu

Background:
Born and raised in New Jersey,
currently living in the U.S.

Work history:

Associate at a prestigious consulting

firm; success with global toy companies;
expert in manufacturing and distribution.

Nolan Bennett

Background:
Born and raised in Texas, has
lived in Hong Kang for 15 years

Work history:
Global toy company exec with
long-standing relationships in China

Has a network in Asia, primarily Hong Kong

Education:

BA in economics from Princeton
Leadership:

Proven ability to lead large
projects and global teams

Languages:
Fluent English,
conversational Mandarin

Education:

Leadership:

Languages:
Fluent English,
fluent Mandarin

BAin Chinese and business
administration from UT Austin

An “operations guy”

5. Asia-Pacific
is the second-
largest market
for toys and
games in the
world, and some
76% of all toys
are produced in
mainland China.

6. In 2021
expats made
up about 10%
of Hong Kong'’s
population of
7.5 million.

7. How should
a multinational
company go
about creating
a definition of
diversity that
works across a
global context?

context, and she couldn’t read
or write Mandarin fluently. John
had pointed out that she’d have
a team of Chinese nationals who
could translate when necessary.
But he acknowledged that it
would highlight her American-
ness, which might hinder her.

NOLAN BENNETT

Nolan, a white man, was also
American, having grown up in
Texas. But he had spent almost
as much time in Asia as in the
United States. After high school
he’d lived in Beijing for two years
as part of a volunteer program.
He’d told Alex that those two
years were both exhilarating and
transformative for him, changing
the course of his life and career.
Nolan learned to speak, read,
and write Mandarin fluently and
immersed himself in the culture.
He returned home to study at
the University of Texas at Austin

and decided to double-major in
Chinese and business adminis-
tration with a view to eventually
returning to the country that had
captured his imagination.

Right after college he
accepted a job at a global toy
company and within three
years seized an opportunity to
relocate to Hong Kong, where
he split his time between the
city and facilities in mainland
China.5 That was 15 years ago,
and he’d become a huge asset to
his employer. He was one of the
few foreigners in the manufac-
turing space who was fluent in
Mandarin.

Nolan had also built relation-
ships. Factory managers and
other stakeholders appreciated
his language capability, cultural
understanding, and trustwor-
thiness. Over time he’d amassed
a good amount of social capi-
tal—what the Chinese refer to as
guanxi—which was important for

getting things done. He and his
partner, a Hong Kong native, con-
sidered the city home and were
raising two daughters there.6
Nolan loved his current job,
but he was excited about Juno’s
growth potential. Alex wondered,
though, whether he could take
the Asia business to the next
level, since his references consid-
ered him more of an “operations
guy” than a visionary leader.

CONTEXT MATTERS

“What did Stuart think?” Jackie
asked Alex the day after his lunch
with the chairman. They were in
her office at Juno headquarters.

“He asked a lot of questions
but didn’t really show his cards,”
Alex said. “I think he gets how
tough a call this is going to be.
He said the board will take my
recommendation—but they’re
expecting me to prioritize
diversity.”
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The next day Alex meets with Jackie in

Nolan may not be part of an
underrepresented group
here at headquarters, |
. | but he is in Asia. (Tl

And his work experience and
perspective are different
from anyone else’s on
the executive team.

her office to discuss the candidates.

What does that
mean in the context

|| of this decision? |

The board will take my
recommendation—but they're
expecting me to prioritize diversity.

o

But Catherine would
bring an American
perspective to
| the local team.

If we looked at our company
as a whole, we'd hire
Catherine—a woman of color.

L 2

How would you feel
about appointing
| another white man
| to such a senior role?

',,

“Of course they are!” Jackie
said. “That’s a huge priority for
all of us. But what does it mean in
the context of this decision?”

They’d been going back and
forth about this for a while now
and kept flip-flopping. John,
however, had declared a pref-
erence. He conceded that both
candidates were well qualified
but liked that Nolan would bring
diversity to his all-Asian team.

“Right,” said Alex. “That’s
what John keeps driving home.
If we looked at our company as
awhole, we’d hire Catherine—a
woman of color—for noticeable
diversity that would show up in
our metrics and in the executive
photos on our website.” They had
talked before about the difficulty

of accurately measuring diversity:

For example, only some observ-
ers considered sexual orienta-
tion as well as race and gender
identity, so Alex’s being gay often
didn’t count.?

“Exactly,” Jackie said. “Plus
it would signal to our employees
that DEI is a priority. And we
know representation matters. If
Catherine did end up succeeding
John, she’d increase diversity on
our board. But, to John’s point,
this hire will be working in China,
not Canada. Nolan may not be a
member of an underrepresented
group here at headquarters, but
he is in Asia. He says he’s often
the only non-Chinese personin
meetings and at factories.”8

Alex nodded. “And Nolan’s
work experience and perspective
are different from mine or yours
or John’s or anyone else’s on the
executive team. Catherine seems
more aligned in her thinking with
the rest of us.”

“But we can’t forget that Cath-
erine would bring an American
perspective to an Asian team,”
Jackie replied. “And being a
woman also brings a different
viewpoint.” They’d discussed

this point many times, especially
regarding the Asia division,
which was 70% male. They both
knew that in executive ranks it
was all too common for the only
woman to be, like Jackie, in a
support role such as HR.

“Women are the ones buying
our toys for their children,” Alex
mused. “Of course, Nolan is the
one with kids...” He stood and
started pacing. “I'm reminding
myself that this is a good problem
to have. We've got two extremely
strong candidates, and either one
can help us meet our goals.” Juno
had just logged the best quarter
in its history, and he wanted that
success to continue.9

“They bring diversity in dif-
ferent ways,” Jackie said, point-
ing to the DEI statement pinned
to her wall. Alex glanced at it,
remembering the hours they’d
spent poring over the wording.
They’d outlined important and
lofty goals, but it was challenging

8. /n a 2021
Coqual survey
only 43% of
respondents in
China said that
race is part of
how they define
their ethnicity.
Other factors
they cited in-
clude country of
birth, language,
and religion.

9. The pandemic
led to greater
demand in the
industry, with
U.S. toy sales
increasing by
16% and China
toy sales by 2.6%
in 2020.
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to convert them into concrete
guidance, especially for decisions
like this one.

“As two Canadians,” Jackie
said, “I worry that we’re seeing this
through a specific lens. How would
you feel about appointing another
white man to such a senior role?”

GETTING IT RIGHT

The following week, on the way
to dinner with the board, Alex
looked out his taxi window at

the Toronto skyline and thought
about his dilemma. He felt a deep
sense of responsibility—to Juno’s
employees, shareholders, and
customers—to get it right.

Jackie’s question rang in his
ear. If he chose Nolan, he might
seem to be going back on his DEI
promises. At HQ, Nolan did not
represent diversity. Catherine
would be a woman of color in
Juno’s leadership pipeline and
presumably on the board. But a
directorship was at least five years
off and depended on her being an
able successor to John.

Alex would have to make his
recommendation first thing at the
quarterly board meeting the next
morning. Which candidate was
the right person for the job at this
moment? ®&

DAVID S. LEE, a principal lec-

turer at the University of Hong
Kong Business School, teaches,
researches, and advises on topics
related to ethics, governance, and
fintech.

Whom should Alex
recommend that Juno hire?
The experts respond.

DAISY AUGER-
DOMINGUEZ, the chief
people officer for VICE
Medlia, is the author of
Inclusion Revolution.

-

She is a proven leader who understands
the Asian market and has a connection
to the region.

I get the concern about her limited
language skills, but given that most

international business is conducted in
English, I suspect that it wouldn’t be all
that much of an issue. And Catherine’s
Chinese-American heritage is a huge
asset, because existing employees,
customers, and other stakeholders who
share her background—not to mention
future hires—would be able to see them-
selves reflected in the leadership ranks.
Although Nolan might provide diversity
in that specific location, he would still
be another white man at the senior
level. Catherine, by contrast, would be

a visible break from precedent, some-
one who could eventually bring much-
needed gender and ethnic diversity to
the board. And gender is one lens that
applies everywhere—from Canada to

—I 52 Harvard Business Review
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China. Increasing the representation of
women in the leadership ranks should
be a clear priority for Juno.

We know John’s view, but I'd sug-
gest that Alex and Jackie arrange for a
few other regional leaders to meet with
both candidates. I took that approach
when recently hiring team members in
Asia-Pacific and the Middle East. Local
employees described how disconnected
they’d felt from decisions made at
headquarters, so it was important to get
their buy-in before making the final call.
I believe that we earned their trust and
loyalty as a result.

Another way to decide between two
equally qualified candidates is to go
back to the criteria you established for
the role and hold yourself accountable
to them. Ideally, Juno has a struc-
tured hiring process in place, and my
informed guess is that Catherine has
more of the attributes necessary for
success in the role than Nolan does.
Adhering to the criteria will prevent
Alex, Jackie, John, and the board from
letting bias creep in and falling back
on what they know.

Finally, if Catherine is hired, Alex,
Jackie, and the board need to commit
to doing what it takes to set her up for
success. That includes having candid
conversations about what it means for
a Chinese-American woman to fill this
role and what it will take for the organi-
zation to accept and embrace her as
aleader. The interview process will have
given them ideas about areas in which
she can and should grow, including lan-
guage skills and cultural understanding.
What will they do to ensure that she is
welcomed, supported, and respected as
anew leader?

Equity is not just about hiring people
from underrepresented groups. It’s
also about creating a sense of inclusion
and belonging for them and reducing
barriers so that they thrive in the jobs
you’ve put them in. That’s how Cather-
ine—and future Catherines—will make
a difference at Juno.

YUTING WANG /s the
head of people and
culture for Hong Kong
and Macau at Roche.

If Juno’s goal is to win in
Asia—or, more precisely, in
mainland China—my advice
is to hire Nolan.

Iunderstand why Alex is reluctant

to appoint another white man, given

the difficulty Juno has with diversity.
But in my personal view, Nolan is the
better choice.

This dilemma will most likely feel
familiar to anyone who is currently
working in human resources in the
Asia-Pacific region. Whereas multina-
tional companies used to fill their high-
level positions in China with expatriates
who had expertise in product and
branding but didn’t speak the language
or understand the culture and had no
experience in the market, times have
most certainly changed. Now it’s gener-
ally understood that local knowledge is
crucial to effectively managing Chinese
employees and attracting Chinese
consumers.

Recently, at a global company where
a friend of mine works, an ethnically
Chinese woman who was born in
America and had never lived in China
was hired to lead its business in that
country. The decision was tough and
came after the company had passed
over several local candidates. But the
woman departed within two years. She
had been hampered by her inability to
speak proper Mandarin or to relate to
her team and external partners. The
company ended up replacing her with
someone internal.

That is the risk I see with choosing
Catherine. I believe that she’s talented
and smart enough to recognize the
importance of embracing the Chinese

culture and immersing herself in it, but
the initial disconnect will be hard for
her to overcome. Nolan, on the other
hand, gets China. He has put tremen-
dous effort into learning the language
and has spent a total of 17 years with feet
on the ground in the region. It’s obvious
to me that he would have a better
chance of success in the role.

That is no doubt part of the reason
why John is in favor of hiring Nolan,
though adding diversity to his Asia
team is his main consideration. Alex
and Jackie should pay attention to
his opinion.

They should also remember that
diversity involves much more than visi-
ble differences such as gender and race.
Educational background, professional
knowledge, personality type, thinking
style, and life experience are factors as
well, and Nolan’s profile suggests that
he would be able to serve as a bridge
between the Chinese team and head-
quarters, helping to translate issues for
both sides.

That said, Juno’s leaders still need to
address the lack of diversity at the com-
pany as a whole, especially as it relates
to gender—an issue that cuts across
regions. Given the underrepresentation
of women at senior levels, they should
take immediate and concrete action,
such as inviting some women of color to
become independent board directors.
They should also work on improving
their systems and processes so that they
have a sustainable plan for hiring and
promoting more women.

Alex is lucky to have a choice
between two great candidates. From
my perspective, Nolan would be best
suited to the Asia role, and Alex can
easily make that case to the board and
the rest of the organization. Perhaps,
as the company seeks to become more
diverse, there will be another, better,
spot for Catherine.
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It’s also the theme of a spate of
new books. Some draw on reams
of data. Others focus on personal
stories. But all make the same
point: Immigrant populations
power economies and enrich
cultures. In an age when nativist

SYNTHESIS

The Case for
Welcoming

Immigrants

New books show how
newcomers enrich
economies and cultures.

by Alison Beard

ONE OF THE best lines in the
musical Hamilton comes as its
hero, Alexander, the American
revolutionary born in Nevis, and
Lafayette, his French brother-
in-arms, celebrate their impend-
ing victory over the British.
“Immigrants,” they say with a
high five, “we get the job done.”
The lyric inspired a diverse group
of rappers—K’naan, Riz Ahmed,
Residente, Snow Tha Product—
to build a full-length track
around it, and it’s now a slogan
for immigrant communities
everywhere, featured on posters
and mugs.

sentiment is on the rise, their
authors persuasively argue that
developed countries should not
shun newcomers but welcome
them with open arms.

In 8 Billion and Counting,
the demographer Jennifer D.
Sciubba lays out some facts: 2% to
4% of the world’s people—about
272 million—Ilive outside their
birth countries, a percentage that
has held steady for the past 50
years. The United States hosts
the most immigrants, with nearly
45 million, while the Persian Gulf
states have the world’s highest
proportion of foreign-born resi-
dents. Sciubba outlines the many
drivers of migration—political
conflict, economic opportunity,
geographic proximity, family
ties—and emphasizes how critical
the import and export of talent
is to national prosperity. “Poorer
countries need...their emigrants
[to] send home remittances,” she
writes, while rich countries that
receive migrants “have all bene-
fited from an influx of high- and
low-skilled workers to fill domes-
tic labor shortages.” She notes
that “openness to immigration
is a choice, not a necessity,” even
for nations with aging citizens
and low birth rates, but adds that
“when countries open...it’s often
for economic reasons; when they
close their doors, more often than
not, it’s for nativist ones.”

The Immigrant Superpower,
by Tim Kane, a Stanford Univer-
sity research fellow, argues for
the mostly open door. Kane

focuses on three ways in which
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immigrants enhance U.S. power:
brawn (labor), bravery (military
service), and brains (innova-
tion). Kane explains how each
wave—f{rom the huddled Euro-
pean masses to newer arrivals
from Asia, Latin America, and
elsewhere—has been willing to
take on work its predecessors

no longer will. Thus jobs aren’t
stolen. Output increases. For U.S.
states, immigration growth and
GDP move in tandem. (And OECD
members with higher proportions
of immigrants are richer than
those with lower ones.)

The foreign-born also volun-
teer for military combat and win
Medals of Honor proportionally
more often than the native-born,
says Kane. And in science and
business newcomers achieve
outsize results: Foreigners
account for 40% to S0% of U.S.
PhD students in STEM fields
and, visas permitting, often stay.
Immigrants create 30% of new
U.S. companies and are dispropor-
tionally represented among U.S.
patent holders and Nobel Prize
winners. Sergey Brin and Esther
Duflo are exemplars, not outliers.

The sociologist Nancy Foner
agrees. Her book One Quarter of
the Nation presents data showing
that immigrants and their chil-
dren account for 26% of the U.S.
population and explains how they
have changed local economies,
communities, and politics for
the better. Her stats: A quarter
of U.S. physicians and surgeons
are foreign-born; as of 2013, 28%
of “Main Street” U.S. businesses
were owned by immigrants; and
in 2018 more than half the 91 U.S.
start-ups valued at $1 billion or
more had one immigrant founder,
while more than 80% (!) had
immigrants in key management
or product development roles. She

points to sectors that immigrants
have either rescued with their
labor (meatpacking, caregiving)
or revolutionized with their fresh
perspectives (retail, restaurants).
As workers they are “complemen-
tary” to the native-born, she says.
As executives they are “fueling
our information age.”

Streets of Gold, by the
economists Ran Abramitzky
and Leah Boustan, adds to
this pro-immigrant drumbeat
with a data-driven analysis of
not just immigrants but also
their legacies. Using Al to mine
Ancestry.com genealogical his-
tories, government records, and
public interviews and speeches,
the authors tracked millions
of immigrants and their off-
spring—“everyone from bankers
to errand boys”—over decades to
see how they fared in U.S. society.
They highlight two key findings:
Today’s newcomer families
(born in countries from Mexico
to Laos) move up the economic
ladder just as quickly as did past
émigrés from Europe, with the
“true ascent” typically happening
in the second generation. And
this success “does not come at
the expense of [the] U.S.-born.”
Immigrants don’t find “streets
of gold,” the authors write. They
“pave their own way.”

Stories of individuals who
are doing just that—overcoming
hardship to achieve success—
are everywhere nowadays, from
the acclaimed film Minari to
the Netflix documentary Immi-
gration Nation to yet more new
books. Journeys from There to
Here presents a leading U.S.
immigration lawyer’s clients. Two
memoir-polemics—You Sound
Like a White Girl, by Julissa Arce,
and Go Back to Where You Came
From, by Wajahat Ali—explain,
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Counting
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with respective outrage and
humor, just how hard (and maybe
unnecessary) fitting in can be.
Brilliance Beyond Borders profiles
“trailblazing” immigrant women,
while Somewhere We Are Human
offers essays, poems, and art from
immigrants and refugees.

But the anecdotes that may
most pique the interest of HBR
readers appear in Crossing
Borders, by Ali Noorani, the
executive director of the National
Immigration Forum. One details
how the Idaho dairy industry,
originally built by Dutch settlers,
thrives today thanks to Latino
workers and the yogurt company
Chobani, founded by the Turkish-
born Hamdi Ulukaya. As a result,
dairy owners are partnering with
the company and local labor
groups to lobby for laws that will
make it easier to gain legal entry
to and citizenship in the United
States. Noorani shows how a
similar scenario played out in an
Iowa pork-processing town and
how immigrant medical and food
workers carried the country and
its businesses through the worst
of the pandemic.

Indeed, corporate leaders may
need to be the ones who shift the
narrative on immigration from
negative to positive. Perhaps they
will find a way to ensure that tal-
ent at every level flows more freely
between nations to create greater
wealth for all. Perhaps they can
help those with nativist views
see that the neediest people are
often the ones who will take the
biggest risks and work the hardest
to realize their—and their new
countries’—fullest potential. @
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SPOTLIGHT

Spotlight

The Digitally
Literate
Organization

Each article in this Spotlight
is available as a single reprint.
The complete Spotlight is
also available as a package.
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The Digitally Literate

Organization

Leading in the age of dara, algorithms, and Al | page 41

........

Democratizing
Transformalion

!
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Democrafizing
Transformation

Marco lansiti and Satya
Nadella | page 42

Many companies struggle to reap
the benefits of investments in
digital transformation, while others
see enormous gains. What do
successful firms do differently?

This article describes the five
stages of digital transformation,
from the traditional stage, where
digital and technology are the
province of the IT department,
through to the platform stage,
where a comprehensive software
foundation enables the rapid
deployment of Al applications.

The ideal is the native stage,
whose hallmarks are an operating
architecture designed to deploy Al
at scale across a huge, distributed
spectrum of applications; a core
of experts; broadly accessible,
easy-to-use tools; and investment
in training and capability-building
across the enterprise.
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Developing a
Digital Mindset

Tsedal Neeley and Paul
Leonardi | page 50

Learning new technological skills
is essential for digital transforma-
tion. But it is not enough. Employ-
ees must be motivated to use their
skills to create new opportunities.
They need a digital mindset: a set
of attitudes and behaviors that
enable people and organizations
to see how data, algorithms, and
Al open up new possibilities and
to chart a path for success in an
increasingly technology-intensive
world.

This article lays out the basic
principles of developing a digital
mindset across the workforce,
drawing lessons from Philips,
Moderna, and Unilever.
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N fdvantage

The Next Great
Digital Advantage

Vijay Govindarajan and
N. Venkat Venkatraman
page 56

We’ve all seen the signs in front
of McDonald’s announcing “Over
XBillion Served” and have watched
the number rise over the years. But
tracking how many burgers are sold
every day, month, or year is a relic
of the past. Today ask: Do we know
where each consumer buys her
burgers? At what time? What does
she drink with it? What does she do
before or after buying a burger? How
can we satisfy more of her needs
so that she keeps coming back?
Datagraphs capture this informa-
tion, helping to reshape competition
in every sector. Leaders must invest
in upgrading their data architecture
to enable a real-time, comprehen-
sive view of how consumers interact
with their products and services so
that they can develop unique ways
to solve customer problems.
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The CEO of New Mountain
Capital on Using PE
Management to Ignite Growth

The GEO of New Mountain
Capital on Using PE
Management fo Ignite Growth

Steve Klinsky | page 35

Twelve years ago, in 2010, the private equity firm
New Mountain Capital acquired a little-known
Wisconsin software company, RedPrairie, for
$565 million. In September 2021 it sold that
same company, how named Blue Yonder, for
$8.5 billion to Panasonic. About $5.7 billion of
the gain had come from organic growth, not
acquisitions. That success wasn’t driven by any
specific lucky break, technology breakthrough,
or new product. Rather, it was the result of
continual investment and improvement in
the company’s management, strategy, and
governance—the same approach that best-
in-class private equity firms have employed
for years across dozens of industries and
thousands of companies. By explaining how
New Mountain transformed Blue Yonder, this
article shows how private equity firms create
value for businesses and for the economy. And
it underscores how much the PE industry has
evolved since its inception.
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How to Stop Procrastinating

Alice Boyes | page 143

Do you keep postponing work you need to do? The problem
probably stems from one of three things: your habits and
systems (or lack thereof), your desire to avoid negative emotions
(like anxiety and boredom), or your own flawed thinking patterns
(which can make a task seem harder than it is). Luckily, there are
simple strategies for managing each.

To develop good habits, for instance, do your important work
in a consistent pattern daily: After | do this, | do my deep work.
Devise a system for starting new tasks (drawing on one you’ve
handled well); that will make it easier to get the ball rolling. When
a task makes you anxious, do the easiest part first and progress
from there; motivate yourself to do a boring task with a reward for
completing it. And if you’re cognitively blocked, consider what
would make a task impossible—and then identify its opposite.

Novel work often is filled with friction. You must recognize
that tension doesn’t mean you’re not making progress. And if a
project still feels overwhelming, tackle it in small chunks of time,
not big ones. HBR Reprint R2203L
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Leading
Teams

Behind Every
Great Team/Is
a Great Leader
Get your team working

together and producing
better results.

Balance skills and styles
Establish clear roles
Promote healthy dissent

By Mary Shapiro
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Designing Work
That People Love

Marcus Buckingham | page 66

Resignations are at an all-time
high, and companies desperate to
fill vacancies are trying everything
from pay raises to trendy perks.
But those interventions are falling
short, because the real problem, as
the author explains, is that so many
jobs are stressful, meaningless,
and unlovable.

Buckingham’s data on what
keeps employees engaged
(from his work at ADP Research
Institute) suggests that companies
should change their approach to
performance management to take
advantage of each employee’s
unique skills and passions. That
necessitates three mindset shifts:
viewing employees as the key
stakeholders in the organization;
moving away from standardization
in performance management
tools; and trusting employees to
accomplish their performance
goals the way they see fit.

No company today is yet the
full “Love + Work” organization
that Buckingham describes, but
lululemon, Walmart, Amazon,
McKinsey, and Cisco are among
those that have begun to embrace
some of its characteristics and
have seen improvements in both
retention and overall performance.
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When Your Business
Needs a Second
Growth Engine

James Allen and Chris Zook
page 76

Traditionally, the most reliable
way for a firm to find its next

wave of growth was to apply the
capabilities of its core business in
an adjacent market. But recently a
new pattern has begun to emerge.
More firms are learning the art of
building large second cores—what
Bain’s Zook and Allen call engine
twos. Given that in the past five
years, 60% of big public companies
have seen their growth stall out

or stagnate—often because of
technological disruption—finding
an engine two has become
increasingly imperative.

What does it entail? Successful
engine twos have four factors in
common: They target markets
where the profit pool is sizable and
growing or shifting, as Amazon’s
cloud computing business
did. They have a differentiated
competitive advantage, which is
often built up through acquisitions,
as happened at Disney+. They
adopt entrepreneurial approaches,
like Bradesco’s digital unit,

Next, and leverage the scale and
assets of the original core, as
the industrial cleaning company
Ecolab’s new water-purification
business did.

In combination these four
elements magnify one another’s
effects, often creating businesses
that have much greater potential
than firms’ original cores.
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The Telehealth Era
|s Just Beginning

Robert Pearl and Brian Wayling
page 86

Contrary to what many people
think, virtual health care, also
known as telemedicine or tele-
health, is much more than a cheap
digital knockoff of in-person

care. When used appropriately,
itimproves patient health,
reduces costs, and makes care
more equitable and accessible

to anyone with a smartphone. Its
use has soared during the Covid
era—and the authors argue that
providers around the world should
aggressively strive to tap its full
potential even after the pandemic
abates.

Pearl and Wayling take readers
inside Kaiser Permanente and
Intermountain Healthcare, two
of telehealth’s earliest adopters
and most effective users in the
United States. They show how
telehealth can reduce expensive
and unnecessary trips to the ER,
reduce America’s chronic-disease
crisis, address disparities in care,
make specialty care faster and
more efficient, and provide access
to the best doctors. And they
outline what’s needed to spur
adoption to a fully telehealth-
driven system. Employers, who
currently provide health insurance
coverage to nearly half the U.S.
population, could drive such a
change by banding together and
designing new reimbursement
and care delivery approaches. The
resulting savings could amount to
tens of billions of dollars a year.
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How to Build an Anfi-
Racist Company

James D. White | page 96

As a Black man with three
decades of experience in the
corporate world, the author has
adeep understanding of how to
conceive and implement diversity,
equity, and inclusion agendas
from the top down. Following

the 2020 murders of Ahmaud
Arbery, Breonna Taylor, and
George Floyd, he was approached
by numerous executives who
wanted to act to combat systemic
racism and sought his advice on
how to proceed. So White and his
daughter Krista wrote the book
Anti-Racist Leadership to share
what he has learned.

In this article, adapted from the
book, White provides guidance for
getting started. Leaders should
listen to and learn from colleagues
across the organization, enlist
senior executives in the cause,
audit the culture, and document
what their companies are
already doing to foster diversity
and inclusion. They should
then establish benchmarks for
measuring progress, build “action
learning teams” to spearhead
the effort, and develop and
communicate an overall plan.

As the world goes into
economic recovery mode, leaders
have a brief window in which to
reimagine their approach to the
workforce. This article can help
them seize the opportunity and
bring fully inclusive cultures to the
organizations they run.
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A Better Approach to
Avoiding Misconduct

Wieke Scholten, Femke
de Vries, and Tijs Besieux
page 104

Despite substantial regulatory
reform following the 2008 financial
crisis, financial firms are still
suffering from fraud and other
forms of ethical misconduct. As

a result, they have collectively

paid out more than $400 billion

in fines over the past 12 years. A
2019 Harvard Business School
study found that among a sample
of Fortune 500 companies, more
than two instances of internally
substantiated misconduct

occur each week, on average.

It’s becoming increasingly clear
that the traditional approach to
financial regulation—imposing
formal rules and investing in a
strong compliance function to
ensure that institutions, managers,
and employees comply with those
rules—cannot protect firms against
excessive risk-taking and financial
misconduct.

The authors of this article draw
on their experience advising some
of Europe’s largest financial insti-
tutions to present an alternative
approach to compliance that is
based on the principles and dis-
coveries of behavioral psychology.
Itinvolves understanding the con-
textual drivers of human behaviors
and introducing small changes, or
“nudges,” to eliminate misconduct
at the source.
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Stop Selling. Start
Collaborating.

Christoph Senn | page 112

The triple fit canvas is a sales
framework designed to facilitate
collaborative value creation
between sellers and buyers.
Inspired by the blue ocean strategy
canvas developed by Chan Kim
and Renée Mauborgne and the
business model canvas developed
by Alexander Osterwalder and
Yves Pigneur, the triple fit canvas
is both a diagnostic and an action
framework. It extends a limited,
product-centric view to a broader,
customer-centric perspective.
It shifts the focus from selling
existing products and services to
helping create new ones. In this
article the author details the key
components of the triple fit canvas
and describes how companies
such as BMW, Konica Minolta, and
GAP have benefited from it.
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Act Like a Scientist

Stefan Thomke and Gary W.
Loveman | page 120

Though they’ve been warned for
decades about the dangers of
overrelying on gut instinct and
personal experience, managers
keep failing to critically examine—
much less challenge—the ideas
their decisions are based on. To
correct this problem they need
to think and act like scientists.
That requires doing five things:
(1) being a knowledgeable skeptic
and relentlessly questioning
assumptions; (2) investigating
anomalies—things that are unex-
pected or don’t look right;
(3) devising testable hypotheses
that can be quantifiably confirmed
or disproved; (4) running experi-
ments that produce hard evidence;
and (5) probing cause and effect.

Drawing on the experiences
of Harrah’s Entertainment, Sony,
Bank of America, and Lego,
Thomke and Loveman show
how scientific methods can help
companies discard ineffective
practices, increase marketing
and operational efficiency, boost
customer satisfaction and sales,
find new sources of growth,
and even turn around struggling
businesses.
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How to Get the
Most out of Peer
Support Groups

Boris Groysberg and Robert
Russman Halperin | page 130

For years business leaders have
turned to peer forums—groups
of four to 10 people with similar
interests who meet regularly for
confidential conversations—to
share their problems, find support
and insights, and learn and grow.
But because such forums are
small and private, many people
don’t know much about them. In
this article two authors who have
studied forums extensively open
awindow into them. Drawing on
their research, Groysberg and
Halperin explain the different
types of peer forums, how they can
benefit individuals in a variety of
jobs and organizations, and the
principles and practices that make
them successful, as well as the
challenges they sometimes face.
HBR Reprint R2203K
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Life’s Work

e “Bythe time|was 30 it hit me that this wasn't a hobby. It was something
that | wanted to Spend mast of my energy frying to do befter.”

Jhumpa Lahiri

The daughter of a librarian, Lahiri loved reading and writing at

an early age. But she made it through college and four graduate
programs before compiling the short story collection that became
her first publication and, to her surprise, won a Pulitzer. Other
stories and novels—most drawing on her experiences as a Bengali
American—followed before she moved to Rome and began writing
and publishing in Italian and translating between it and English.
She teaches at Princeton, and her new book is called Translating
Myself and Others. Interview by Alison Beard

HBR: When Interpreter of
Maladies won the Pulitzer,

how did it feel?

LAHIRI: Strange and bewildering.
Very premature. | worried that
they had chosen the wrong book,
because there were no expecta-
tions for it. It was published as

a paperback original. | was an
unknown author. No book tour
was planned, very little publicity.
Then it started getting critical
attention, so | suddenly found
myself on planes and trains to do
events. Still, nobody expected it to
gain the attention that the Pulitzer
eventually brought it.

Did you feel pressure to match
that success going forward?
What | realized is that three very
generous people who were on a
committee and believed in my
book granted me that recognition.
| had that perspective because
when | received that prize, it didn’t
really correspond to my sense of
myself and where | was at that
point in my journey.

You moved from stories to

a novel and back again, and
now you’re writing in Italian.
Why not stick with what was
already working?

[ just follow my inspiration.
Writing is a calling. I've never
thought, Is this going to be
successful? Is this going to strike
a chord? Is this going to please
people? Is this going to get me a
lot of readers? Is this book going
to sell well? My publishers and my
agent think about those things,
and that’s their job. But my job is
different. Italian was the language
that called to me at a certain
point, and then it became—quite
surprisingly, but now rather

definitively—the language of my
creative expression.

In your new book you say that

a new language allows you to
“experiment with weakness.”
It’s important to not always be

in control, to be in communi-
cation with a part of you that is
still insecure and trying to figure
things—and yourself—out. Writers
are in some ways always children.
Things are happening around
them, and they’re observant, reac-
tive, and vulnerable. A different
language enables you to under-
stand what you take for granted
and what you can’t because
you’re working at a disadvantage.
You’re questioning everything
you’re saying, which isn’t neces-
sarily a bad thing. It allows you

to see in a different way, with a
different spirit, a different state
of mind. | feel that when | write

in Italian: a different relationship
to reality. | will always feel like an
outsider wherever | am, and | con-
tinue to explore that in my work
and my life. Translation is a way of
insisting on that, because you are
always outside of the text.

Which professional
relationships have been
most important to you?
[ think the deepest influence
has come from the writers | know
only through their work. I'm
sitting in my study now, staring
at my bookcase, and looking at
Chekhov and Virginia Woolf and
Dante and Horace and Joyce.
These are the relationships that
made me a writer and a teacher,
and without them there would be
no editorial, publishing, or agent
relationships. @
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CSC:Miami

Content Supply Chains must be forensic in their detail.

Television broadcasters have long relied on instinct,
market knowledge and spreadsheets to forecast
TV viewership - but instinct needs to partner with
information; market knowledge is never enough;
and spreadsheets are no way to excel.

As witness to these challenges, Fractal undertook
its own detective work.

By combining Al, data engineering and user-centric
design, Fractal created an industry-first TV forecasting
system for Europe’s leading media and entertainment
company. The result? Up to 30% improvement in
forecast accuracy.

Fractal: perfectly targeted and timed TV, no drama.

fractal.e
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THE OQUTER SEYCHELLES

SYLVIA EARLE EXPLORES h THERE ARE OV 150
COCOS ISLAND, COSTA RICA HOPE SPOTS GLOBALLY

MOBULA RAYS, AZORES
GREAT BARRIER REEF, AUSTRALIA ARCHIPELAGO, PORTUGAL

ON OUR WATCH

Hope can now be spotted across all our planet’s seas
and oceans. Sites are made into aquatic havens by local
communities, to safeguard the richness and diversity of
the ecosystems they depend on. Sylvia Earle’s invaluable
experience as an explorer and marine biologist continues
to help further their goal, through her organization,
Mission Blue. Together, they have created over 130
Hope Spots and counting. Carrying a message of hope
for generations to come. It is that vision, that dedication
to a perpetual planet, which we are proud to stand by.
For as long as it is needed.

#Pe rpemai

ROLEX SUPPORTS MISSION BLUE
IN ITS COMMITMENT TO PROTECTING
30% OF THE OCEANS BY 2030

FOR AN OFFICIAL ROLEX IEWELER VISIT ROLEX.COM
ROLEX W OY¥STER PERPETUAL AND SEA-DWELLER ARE 8 TRADEMARKS. NEW YORK

CSYLVIA EAREE WITH
THE OUTER SEYCHE

SEA LION,
GALAPAGOS,
ECUADOR

OYSTER PERPETUAL SEA-DWELLER
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